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Abstract

The study was designed to determine the relationship between Environmental Disclosure,
Financial Reporting Quality and Financial Performance of Manufacturing Companies in
Nigeria. The specific objectives Centre on the evaluation of the extent of Environmental
disclosure practices among Manufacturing Companies in Nigeria; analyses of the
determinants of environmental disclosure in financial reports, examining the effects of
environmental disclosure on the financial performance of manufacturing companies in
Nigeria, determining the influence of financial reporting quality on the financial perfermance
of manufacturing companies in Nigeria, identify the dynamic relationShip “among
environmental disclosure, financial report quality and financial performance of\companies.
This study adopt ex-post facto design because the study rely on s€conddry data on
environmental accounting disclosure and financial performance of listéd 43*manufacturing
companies in Nigeria as data was extracted from their published anfitfal reports between the
period of 2017-2023. This work is been anchor on Stakeholder Thedry/which demands that
managers should develop and run their enterprises in a way that"is consistent with the
demands of the theory i.e., stakeholder’s value rather than shareholder’s value maximization.
This study used panel data to explore the relationship §etweeh environmental Disclosure,
financial reports and financial performance of manufacturing/companies. The motivations for
using panel data is the ability to control for ungbgervable firm heterogeneity The use of
manufacturing companies in this work is becauge\thanufacturing companies are prone to
environment issues that affect the business. Mpltiple regression was adopted for the data
analysis with the best unbiased, efficient and, addpts a less complex technique in analyzing
data. The findings shows that environmental transparency improved significantly, with
disclosure scores increasing from 1.00€1~2017, more significant upward trend is observed
from 2020, with scores climbing toL.}2, I'21, and peaking at 1.24 in 2022.The work was
able to identify that Profitable~cempanies are likely to disclose more environmental
information to enhance their reputation and meet growing stakeholder expectations for
corporate social responsibility \(CSR),also Firm Size (FS) had a positive coefficient which
shows that larger companiessare more likely to engage in environmental disclosure, but the
effect is minimal. And that larger firms tend to face greater scrutiny from regulators and
stakeholders, which€niay push them to be more transparent about their environmental impact.
Regression analysi$ further examined the determinants of environmental disclosure in
financial reports, focusing on leverage, return on assets (ROA), More so, the study found a
positive and\significant relationship between financial reporting quality (FRQ) and firm
perform@ice! The study also underscores the dynamic relationships between environmental
disclosutg; financial reporting quality, and financial performance and this highlights the
importance of integrating environmental practices within corporate governance frameworks
to achieve long-term sustainability and enhanced financial performance. This study also
touches on regulatory influences, further research could investigate the direct impact of
specific Nigerian regulations or international environmental reporting standards on the
quality and extent of environmental issues disclosures. This would help assess the
effectiveness of policy interventions and guide future regulatory developments.
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Chapter One

Introduction

1.1 Background to the Study
Financial performance is a critical consideration for every profit-making
company. It is the bottom line for assessing the goals of the companies. it refers to the
act of performing financial activity. In broader sense, financial perform *rsfers to
the degree to which financial objectives are being met. It is the pro&sj measuring
the results of a company’s policies and operations in ﬁnar@ s. It is used to
measure company’s overall financial health and balance o given period of time.
Financial performance has attracted cons academic and professional
discourse because the overall financial perfor%%e of various firms including banks,
among other institutions, determines to &e extent the economic performance of
Nigeria. The market- based measuges ‘of financial performance (price to earnings ratio,
earnings yield and divider@d) are considered as proxies for banks financial
performance. Financia]&%rmance refers to the degree to which financial objectives
are being met. @process of measuring the results of a company’s policies and
operations \&F*ncial terms'. It is used to measure company’s overall financial health
and bBalartee’ over a given period of time, in every organizational context, performance
@%oduction are measured to determine the capability and growth of a business
\41terprise within a given period of time. Across several scholarly discourses,
financial performance has been discussed as a critical priority in all economic
decision making relating to public and private companies to recognize the difficult
location and areas. It is based on many decisions such as executive compensation,

stock prices, stock risk, decision related to investment and many other cases?. The



performance of companies depends on administrative decisions which are
implemented within the company and is proven by the ability of managers to manage
a business and maximize the owner’s wealth. In more extensive sense, it refers to the
degree to which financial objective being or has been accomplished. It is the process
of measuring company’s policies and operation in monetary terms. It is used to
measure company’s overall financial health over a given period of tim nanc1a1
performance of a firm is reflected in its corporate success. It 1nvo.%ae use of
organization assets to generate revenue. Financial performanc gﬂfg management
to give account of their stewardship to shareholders on % fitability, value and
firm growth?. 0
The performance of an organization is I@@ﬂg judged not only on the basis
of its financial results, but also with regard@s contribution to protect and improve
environment. Thus, environmental \@e has become an important variable in the
models used by the investors a@ditors to determine the risk associated with their
investment. As a result, a@wca?lng of environmental issues and the disclosure of such
issues with their s@ed cost in the annual reports or by other medium has become
an 1mp0rtant %corporate accounting and reporting system.
®ature of a company activities defines the risk attached to such business
an constitute a significant factor in the profitability of the firm’s operation.
&her financial risks constitute enormous treats to firm’s profitability, though they
are likely to attract huge amount of profits. With the aids of the financial performance,
stakeholders were able and thus encourage them to make decision, Analysing
financial ratios during a specific time is the best way to assess the financial

performance of companies®.



Environmental issues have increasingly drawn the attention of the world at
different levels, and corporate social and environmental responsibility has become a
major contemporary focus of business, government and community attention
globally>. However, the increase has largely influenced business to engage in
environmental management and practice including environmental reporting,
Environmental accounting and reporting has become one of the major '&&es that

organisations grapple with on a daily basis. The turn of eveg@ orporate
t

sustainability and growth has brought about demands fQQ older based
accounting and reporting. The success of every corporate isation is dependent
mostly on its operational environment as no bu can survive without the
environment. The role of the environment and i&s@en immense contribution to the
continued success of corporate organis@ have necessitated the concept of
environmental accounting as paﬂ@orate accounting system.*Environmental
accounting describes the e@of accounting standard setters, professional
organizations and govern al agencies to get corporations to participate proactively
"N
in cleaning and ﬁt@hg the environment and to describe fully, their environmental

activities in either tHeir annual reports or stand-alone environmental disclosure®.

™
&yyonmentally-sensitive manufacturing companies are whose operations
}él nificant influence on their environment. They are essentially manufacturing
\wmpany. A vivid understanding of environmental disclosure is critical for the
company’s stakeholders, such as management, investor, creditors, accountants and
auditors. Nigerian companies have been under increasingly pressure to disclose
information on their environmental practices for years. Environmental disclosure is

about company’s disclosing information in respect of their environmental



management practices. The proposition is that disclosing information regarding a
company’s environmental practices may be beneficial to the company’s reputation
and by extension help to improve the company’s financial performance’.
Environmental issues have increasingly drawn the attention of the world at different
levels, and corporate social and environmental responsibility has become a major
contemporary focus of business, government and community attention glo% As a
result interest in corporate disclosure of environmental informati rown in
recent years. However, attention on environmental disclosure h Qf(onﬁned to the
companies of developed countries, while the developi Q.lntries suffer from
environmental disclosure practice in corporations. A@g the largest consumers of
natural and social resources, business organgg have come under increased
pressure to justify the nature and scale of t%%nsumptiong.

It is well recognized that eu\\&ental performance of the manufacturing
companies on the natural envir@&t are very high. In addition to the environmental
issues that affects that re.@ m normal operation of the manufacturing company’s
activities, the e ybe the result of occasional events. During the last four
decades, the Qcturlng companies have witnessed several critical environmental

1nc1dent(/ ccurrence of environmental incidents as a result of activities of
m uring companies have contributed to the increase of environmental
\&reness and put the accounting sector under societal pressure to reduce its impact
on the environment’. However, the increase has largely influenced business to engage
in environmental management and practice including environmental reporting, The
obvious difference between environmental information disclosure and financial

information disclosure lies in that financial information is mandatory disclosure items

which have more obvious relationship with financial performance, while
4



environmental information is largely voluntary disclosure items which have great
uncertainty about the relationship with financial performance, Disclosures are
cornerstone of transparency that can decrease corruption and mismanagement!'?.
Disclosures communicate information to various stakeholders who have
access to and are willing to receive such information. Manufacturing companies make
financial disclosures to shareholders and these disclosures are also importanf\to other
stakeholders. Companies make non-financial disclosures to stakeh lnd these
are also important to shareholders. What is important is weathef theSe”disclosure are
relevant to the stakeholders, and increase the quality of info n shared with them.
Sharing high-quality information with stakeholders c@rease the trustworthiness of
business; otherwise stakeholders’ can become vulnerdble in that relationship with the

company. The trustworthiness earned by (@nies can translate into product sales,

lower cost of capital, and so forth, ro\\@fgm benefits to firms'!.

Most of the manufac%%g mpanies in Nigeria are silent on environmental
information disclosuze@nting for environment helps in accurate assessment of
costs and ber%th\of environmental preservation measures of companies.
Environmpq&ccounting is an inclusive aspect of sustainability accounting and
repo in&t‘bus, generates reports that provide environmental information to help make
i&, management decisions and external use by stakeholders. Environment is the

\wndition of a particular geographical area especially as affected by various human
activities. It is the status (positive or negative) stands of the social, economic and
health of the host community in which the economic activity of manufacturing or

production takes place'?.



The performance of an organization can however be judged not only on the
basis of its financial results, but also with regards to its contribution to protect and
improve its environment. Thus, environmental Disclosure has become an important
variable in the models used by the investors and creditors to determine the risk that is
associated with their investment. As a result, accounting of environmental issues and
the disclosure of such issues with their associated cost in the annual repQfts or by

\J
other medium has become an important part of corporate accountif reporting

system!?. /\

Environmental disclosure practice has grown sig@?‘fy over the last years,

especially in developed countries'*. However, envi al disclosure is still weak
and evolving in developing in countries includi@ igeria. According to a survey
made by price water house coopers (PW 19 revealed that most investors are
dissatisfied with current environmen\}\Q)orting practice and are seeking improved
sustainability disclosures, in r’&g;éd» this companies have a pressing need to provide
more reliable infome}ti&@x.lt their environmental disclosure in their annual reports.
Companies are v \cious of involvement of controversial events that may
damage t@e@any’s reputation and goodwill in the market, and on the other hand
neg 'V@ect the financial, market performance and sustainable growth of the
c&é% The understanding that being socially and environmentally responsible can
\ﬁcilitate long-term growth goals, raise productivity and optimize both stakeholders
and shareholders’ value has made sustainability issue a major problem for business of

all size or age to preserve capital for future generations'>.

There is the increased expectation of all companies to be more transparent in

how they threat the environment, handle their corporate governance issues, treat their



employees and communities, corporations have become more sensitive to issues and
stakeholder concerns, and are striving to become better corporate citizens. Whether
the motivation is concern for society and environment, government regulation,
stakeholder pressures or economic profit, the result is that managers must make
significant changes to manage their social, economic and environmental impact more
effectively. Base on researches it was explained that manufacturing compa@%re the
only organizations with resources, technology, global reach an tely, the
motivation to achieve sustainability. In response to their sus%ild development
policies and practices, many companies claim that the ize their social and
environmental responsibilities in addition to their ecic responsibilities and seek
to manage and account for these activities in ab®opriate manner. Statistics from
the Global Reporting Initiative (GRI) reﬂ%}’ée trend in reporting and as noted by
Peiyuan, Xubiao and Ningdi, the n@%f enterprises writing sustainability reports
based on GRI framework wm@ increased. The number of sustainability reports
registered on the GRI Re%&%st increased by 22 percent.
N

Environn@ XCounting describes the effort of accounting standard setters,
professioqa{&anizations and governmental agencies to get corporations to
parti ipgg‘proactively in cleaning and sustaining the environment and to describe
s

\eﬁvironmental disclosure. Environmental accounting is seen by corporate managers

eir environmental activities in either their annual reports or stand alone

and environmental advocates alike as a necessary complement to improved
environmental decision-making in organizations'¢. Although environmental regulation,
pressure group activity, and consumer awareness is weak in developing countries like

Nigeria, some corporations in these countries are becoming conscious of their



international market and are making appreciable effort as regards environmental
practices. The result of sampled industries in Nigeria shows that few companies are
becoming environmental friendly. Therefore, an understanding of the basis of this
reporting system and how it affects corporate performance is very crucial in
determining the essence of its application. It provided the justification for this study
whether the quality of reporting reflected on the performance of ma%turing

(O

Hence, this study will focus only on the environmental‘information presented

companies in Nigeria!.

by the selected quoted manufacturing companies oper% different sectors in

Nigeria using their annual reports. The study wil % the extent of disclosure
(mandatory or voluntary) of information in aQQa reports of such manufacturing
companies to assess the need for specific atory framework (including accounting
guidelines, principles and standaﬁ@u the area of Environmental Accounting
Reporting (EAR). Another i@ce of this research is based on reforms which
have been made iI.l &%& has shown recent developments in the Nigerian
\h

manufacturing in ave led to debates about the best practice to manage the

sector and ,‘[&dress the effects of manufacturing project upon communities. All
thes r&r}s have strong disclosure implications which can be addressed by
eél(/;gtental disclosure!®. In recent years, there has been a global shift towards
\eﬁvironmental sustainability, driven by concerns over climate change, resource
depletion, and environmental degradation. As a result, stakeholders including
investors, regulators, and consumers are increasingly interested in the environmental
practices of companies. Nigeria, like many other countries, has been developing

regulations and guidelines related to environmental reporting and sustainability. These



regulations aim to promote transparency, accountability, and responsible business
practices among manufacturing companies, thereby contributing to environmental
protection and sustainable development. Environmental disclosure refers to the extent
to which companies communicate information about their environmental policies,
initiatives, performance, and impacts to stakeholders. While some companies may
voluntarily disclose environmental information as part of their corposa,ksocial
responsibility efforts, others may be required to disclose such info comply
with regulatory requirements. Financial reporting quality ]i/the accuracy,
reliability, and transparency of financial information disclo Q/ companies in their
financial statements. High-quality financial reporting sential for decision-making
by investors, creditors, and other stakeholders, %&Vides insights into a company's
financial health, performance, and prosp%’a:inancial performance measures the
effectiveness of a company in ng profits and creating value for its
shareholders. Key indicators 0@?&& performance include profitability, liquidity,
solvency, and market Val\éucm) While there is a growing body of literature examining
the relationship eg@n environmental disclosure, financial reporting quality, and
financial perf& ce in various contexts, there is limited research focusing
speciﬁc@y/\on manufacturing companies in Nigeria. Understanding how
enyi ental disclosure practices and financial reporting quality influence the
\%ncial performance of manufacturing companies in Nigeria is essential for
addressing this gap in the literature and informing policy, practice, and research in the
region. Overall, the background of the study underscores the importance of examining
the interplay between environmental disclosure, financial reporting quality, and
financial performance within the context of manufacturing companies in Nigeria. By

exploring this relationship, the study aims to contribute to the broader understanding
9



of corporate sustainability, governance, and performance in emerging markets like

Nigeria.
1.2 Statement of the Problem

Environmental Disclosure and Quality Reporting in this era of global industrialization
have become of a great concern in other to ensure a quality environment. The
identification, measurement and allocation of environment costs and integran%ir these
cost into business and encompasses the way of communicating su rmation to
company’s stakeholders is been referred to as Environmenté&ounting. It is a

comprehensive approach to ensure that good corporate @nance which includes

transparency in its societal activities. Problem Pe® 1 over the world express
considerable concern about the damage to the e ent by manufacturing companies
and its effects on their lives. There have beeb s for firms to engage in activities on a
sustainable and responsible manneﬂ%@, the increasing awareness that companies

quential social impact of their activities on the

should be held responsible for {%&S‘h
host communities and oth&eholders has put pressure on companies to reassure the
public of their goo@)r. As a result, companies no longer lay all emphasis on the
maximization @areholders wealth alone but now embrace activities that tend to
maximiz%g%{eneﬁts accruable to all stakeholders. Companies are now conscious that
inv@nt in controversial events that may damage the company’s credibility and
r%lﬁtion in the market, might negatively affect both the financial and market
performance and the sustainable growth of the company. This, to a larger extent, means
that companies are made to respond positively to issues of sustainability, making it clear

that sustainable development is an important concept to the future fortunes of nations and

individuals. The realization that being socially and environmentally responsible can

10



facilitate long-term growth goals, raise productivity and optimize shareholder value has
made sustainability issue a major concern for businesses of all sizes to preserve capital for
future?. . Manufacturing companies make financial disclosures to shareholders and these
disclosures are also important to other stakeholders. Companies make non-financial
disclosures to stakeholders, and these are also important to shareholders. What is
important is weather these disclosure are relevant to the stakeholders, and m%se the
quality of information shared with them. Sharing high-quality i on with
stakeholders can increase the trustworthiness of business; othe Qﬂ&eholders can

become vulnerable in that relationship with the company. The orthlness earned by

companies can translate into product sales, lower cost of @ al, and so forth, resulting in

benefits to firms. Q
N\

This consciousness has led a ’gsing number of firms to provide
sustainability reports in addition to, th\ ditional reporting framework. It is worthy to
note here that while somecgqx%tles of the world have made regulations for
sustainability reports, o&%re providing information about sustainability issues on a
voluntary bas1s® extant studies focused on the determinants which influenced
sustainabﬂiﬁSsclosures in firms?2. Others focused on the value relevance of
sustai ag'd.ii& disclosures while some examined the link between sustainability
%%sures and firm performance which was closely related to this present study?*.

\urthermore, Sustainability disclosures and market value of firms in emerging
economy. European Journal of Accounting, Auditing and Finance Research),
documented the positive effect of different measures of sustainability and social and

environmental disclosures on financial performance of firms established a negative

insignificant effect of environmental disclosures on performance. Specifically, the

11



1.3

N,

results showed that environmental information disclosure led to a decrease in both
financial reporting and market proxies for financial performance while sustainability
disclosures and market value of firms in emerging economy, documented a positive
effect of environmental information disclosure on both financial reporting and market

base proxies for manufacturing performance?*.

However, the value of the practice is still unknown. Previous s have
focused on the effect of firms’ characteristics and level of EnV1ro ﬁlsclosure
but this study employs a different approach of, considering t S of environmental
disclosure and their effect on profitability. The exte@ hich environmental

disclosure leads to improved financial performan ‘.Q ong listed companies still

remains contentious. This study therefore s to determine the environmental

disclosure, financial reporting quahtxb& financial performance of quoted
manufacturing companies in ngem®

Justification of the study &@
The justification fos % g the relationship between environmental disclosure,

financial repor%%ahty, and financial performance of quoted manufacturing
companies \ﬁ'%erla lies in several key factors:

Sust% ty Concerns: In recent years, there has been a growing global emphasis
Q)%ironmental sustainability. Investors, regulators, and consumers are increasingly
interested in the environmental practices of companies, including manufacturing firms.
Understanding how these practices impact financial reporting quality and financial
performance is crucial for both stakeholders and the companies themselves.

Regulatory Environment: Nigeria, like many other countries, has been developing

regulations and guidelines related to environmental reporting and sustainability.

12



Exploring the relationship between environmental disclosure and financial reporting
quality can help policymakers evaluate the effectiveness of existing regulations and
identify areas for improvement.
Investor Decision Making: Investors are becoming more conscious of environmental
issues and may use environmental disclosure as one of the factors in their investment
decision-making process. Analyzing how environmental disclosure %ences
financial performance can provide valuable insights for investors se&@% integrate
environmental factors into their investment strategies. /\
Competitive Advantage: Companies that effectively ma their environmental
impact may gain a competitive advantage in t@arket. Understanding the
relationship between environmental disclosu@gancial reporting quality, and
financial performance can help manufact@companies identify opportunities to
enhance their environmental pras@rband potentially improve their financial
performance. . @
Stakeholder Trust andée?ﬁation: Transparent environmental disclosure can
.
enhance stakeho d%\tust and contribute to a positive corporate reputation.
Conversely, xr vironmental performance or inadequate disclosure can lead to
reputati@amage and loss of trust among stakeholders. Exploring the link between
enyi ental disclosure, financial reporting quality, and financial performance can
\s%xi light on the importance of transparency and accountability in building
stakeholder trust.
Long-Term Viability: Environmental sustainability is increasingly recognized as a
critical factor for long-term business success. Companies that effectively manage their
environmental risks and opportunities are better positioned to adapt to changing

market conditions and regulatory requirements. Understanding the relationship
13



between environmental disclosure, financial reporting quality, and financial
performance can help companies assess their long-term viability and resilience.

Overall, studying the relationship between environmental disclosure, financial
reporting quality, and financial performance of manufacturing companies in Nigeria
can provide valuable insights into the intersection of environmental sustainability and

corporate financial management, benefiting various stakeholders including.ifivestors,

S
S

The aim of this study is to determine the rela hip between Environmental

policymakers, and the companies themselves.
1.4 Aim and Objectives of the Study

Disclosure and Financial Report Quality and FI&Q Performance of Manufacturing
Companies in Nigeria. b‘rb
The objectives are to: RQ%
i.  evaluate the extent of Envir@\& tal disclosure practice among Manufacturing
Companies in Nigeria; é%
.
ii.  analyses the determi of environmental disclosure in financial reports
iii. examine the efféets of environmental disclosure on financial performance of
"

manufa@

iv. de e the influence of financial reporting quality on the financial performance of

\&ﬁufacturing companies in Nigeria

v.  Identify the dynamic relationship among environmental disclosure, financial report

mpanies in Nigeria.

quality and financial performance of companies.

1.5 Research Questions

This study aims to answer the following questions:
14



ii.

iii.

1v.

1.6

1.7

What is the extent of environmental disclosure practice in the manufacturing
companies in Nigeria?

What are the determinants of environmental disclosure in financial reporting in
manufacturing companies in Nigeria?

Does environmental disclosure has any effects on the financial performance of
manufacturing companies in Nigeria? \

What is the effect of financial report quality on the financial ‘ ance of
manufacturing companies in Nigeria. /\

Is there any dynamic relationship among environmenta re, financial report

quality and financial performance of companies. 0

Hypotheses Q
™

Ho:: Environmental disclosure are not ce among Manufacturing Companies in

@

Hoz:  There is no determ@of environmental disclosure in financial reports

Nigeria

Hos: Environmen closure has no effect on the financial performance of

Nigeri panies

HO4: F@al reporting quality has no effect on the financial performance of

(b igerian companies

\‘05: There is no relationship between environmental disclosure, financial reporting

quality and financial performance of manufacturing companies

Significance of the Study

15



1.8

\/‘2/

This study is very essential to distinct classes of people in the area of business.
First, this study will allow companies and their stakeholders to measure companies’
adherence to the standard set forth in their statement of environmental principle and
their various goals and objective on environmental disclosure. Also, it will enlighten
the government on the implication of dangerous activities of some manufacturing
firms; thereby help the government to design more sustainable and friw local
global system. In addition, the study will allow the wvarious @) ers and
stakeholders to harness the power in information needed hog'd/the company
accountable. Most importantly, it will be of immense bene Qhe general public as
the study will expose the activities of manufacturompanies and the various
checks that are put-in to ameliorate Environme%&closure and also how expenses
incurred on environmental issues affected@%mpany financial performance which

will have effects on shareholder eit‘k@vely or negatively

Finally, the student, m undergraduate and post-graduate students of

Accountancy, Business&@l\listration, Banking and finance etc are in better position
[ ]

to benefit not j t@t\-academic exercise but at least to be able to understand

environmgrst&sues, financial report and the relationship as per disclosure.

N\
Scop& Study

This study will focus on Environmental Disclosure and financial reporting
quality of listed companies in the manufacturing sector in Nigeria covering a period
of 2017-2023. The selection of this period is due to the fact that environmental issues
were given rapt attention by Financial Report Analysts. The manufacturing sector was
selected for the purpose of this study because of the environmental effects which

some of their operations have on the environment. Also manufacturing companies are

16



more prone to environmental regulations and are confronted with more social
responsibilities, environmental protection and statutorily obliged to comply with

various enactments.
1.9 Limitation of the study

While investigating the relationship between environmental disclosure, financial
reporting quality, and financial performance of quoted manufacturing Q%ﬂies in
Nigeria offers valuable insights, it's essential to acknowledge the lirejgs of such a
study. Some of these limitations include: 6\

Data Availability and Reliability: Availability of com@mive and reliable data
on environmental disclosure, financial reporting , and financial performance
may be limited, especially for manufacturj@ompanies in Nigeria. This could
potentially affect the robustness and gen ility of the findings.

Sample Size and Representation:%}s dy may be constrained by the sample size of

hich may not fully represent the diversity of the

manufacturing companies i@
manufacturing sectos {Q%geria. Additionally, the sample selection process may
introduce biases%%uld impact the validity of the results.

Measuremb\(&*hallenges: Assessing environmental disclosure, financial reporting
quali gﬂefﬁnancial performance involves using various metrics and methodologies,
erlé may be subject to interpretation and measurement errors. Differences in

\geasurement approaches across studies could make comparisons challenging.

Endogeneity and Causality: Establishing causality between environmental
disclosure, financial reporting quality, and financial performance can be complex.

Factors such as reverse causality, where financial performance influences

environmental disclosure, may confound the results.
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External Factors and Contextual Differences: The study may not fully account for
external factors and contextual differences that could influence the relationship
between environmental disclosure, financial reporting quality, and financial
performance. Factors such as regulatory environment, industry characteristics, and
economic conditions may vary over time and across regions, affecting the study's
generalizability. \

Quality of Environmental Disclosure: Assessing the quality Qonmental
disclosure can be subjective and may vary across comp 'esiﬁifferences in

disclosure practices, disclosure standards, and disclosure%@ity thresholds could
impact the comparability and reliability of the findin

Cross-sectional Nature of the Study: Cross-@@al studies provide insights into
relationships at a specific point in time b@r not capture dynamics and changes
over time. Longitudinal studies co a more comprehensive understanding of

the relationship between en\ﬂi@ntal disclosure, financial reporting quality, and

S

financial performance. Q;&
[ ]
Limitations of %@n erformance Metrics: Financial performance metrics such
an

as profitabilit market valuation may not fully capture the broader impacts of

environ@ disclosure and sustainability initiatives on a company's long-term value
cr. and resilience.

\&iressing these limitations requires careful consideration of research methodologies,
robust data collection strategies, and rigorous analytical techniques. Researchers
should also acknowledge the inherent complexities and nuances associated with
studying the relationship between environmental disclosure, financial reporting

quality, and financial performance in the context of manufacturing companies in

Nigeria
18



1.10  Operational Definition of Terms

Capital Environmental Investments: These are investments or propose expenditure
made to prevent or reduce future environmental damage or conserve

resources which are intended to be used on continuing basis.

Corporate Environmental Reporting: This is the process by which a corporation
communicates information activities to a variety of *olders
including employees, Local Communities, shareh chstomers,

government and environmental groups 6\

Environmental Accounting: This involves the i tion, measurement and
allocation of environmental costs 1ntegrat1on of these costs into

business and encompasses tlz @ f communicating such information

to company stakehol rb

Environmental Disclosure: E mental disclosure refers to the communication of
informatio %mpames regarding their environmental policies,
pract@erformance and impacts. It involves the disclosure of data,

ves, and other forms of communication through various

< ’\\tﬁznnels such as corporate reports, websites, and regulatory filings

Envirenmental Expenditure: These are costs of steps taken by a company or on its
\/ behalf by others to prevent, reduce or repair damage to the
environment which results from its operating activities or to deal with

the conservation of renewable and non- renewable resources.
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Environmental issues: These are described as harmful effects of human activities on
the bio-physical environment. These wastes include industrial waste

and emissions (water and air).

Environmental Liability: These are legal or contractual obligation and company’s
management commitments to prevent, reduce or repair environmental

damage which results from past transactions or events. Q\

Environmental Policies: These are statements of financial intenti(‘nchating that

companies will undertake certain measures@f&rb environmental

pollution and other such damages %

Environmental Reporting: This is the prod of narrative and numerical
information on environme @ct or footprint for the accounting
period under review. J %reports can be found in a range of media

including annu l@s, stand-alone report and on company’s

websites \
bsit é%

[ ]
Financial perform A.This is the financial proceeds from the activities of a
&any for a particular period of time that determines the

< ’\\?&gressiveness of the companies,

Fi al Report: This is the document used to communicate financial information
\/ useful for making investment, credit and other business decisions.
Such information includes general purpose, financial statements such

as income statements, balance sheet, equity reports, cash flow reports

and notes to the statement.
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Financial Reporting Quality: Financial reporting quality refers to the reliability,
transparency, and relevance of financial information presented in a
company's financial statements. It reflects the degree to which financial
reports accurately represent a company's financial position,
performance, and cash flows. High-quality financial reporting is
essential for decision-making by investors, creditors, regulatq&tnd
other stakeholders, as it provides reliable information {/@gssing a

company's financial health and prospects.

Financial Reporting System (FRS): This is the pres@g financial data of a

0 ce and funds flow for an

N (\‘
accounting period.
)

Financial statement: It is a summary re at shows how a firm has used the funds

company’s position, operating pe

entrusted to it by i%gc%\olders, shareholders and lenders and also its
current ﬁnan@i on.

Tobin's Q : Is a ratio’@compares the market value of a company to the replacement

@s assets. It's a concept used in financial economics to assess

c
‘ \y’\ﬁe er a company's stock is overvalued or undervalued.

l&fgshare: This refers to the portion or percentage of total sales within a market

N

that a particular company or product controls. It's a measure of a
company's dominance within a specific industry or market segment

relative to its competitors.

21



Endnotes

S.F. Olasupo, & O.P. Akinselure, Impact of environmental accounting on
financial performance of selected quoted companies. International Research

Journal of Management and Commerce, 4(11), 2017. 337-348

2 B. Solikhah, A. Wahyudin, A. Yulianto, & M. 1. Fathudin, Carbon emission

disclosure on manufacturing companies in Indonesia. Pro ing of
international conference: 3rd SHIELD, 2018, pp. 178—184. 0

3 E. E. Charles, & C.R. John-Akamelu, Env1r0nmental (ﬂ{g Disclosures
and Financial Performance: A Study of selected Foo everage Companies
in Nigeria (2006-2015) (International Jour cademic Research in

Business and Social Sciences, Vol. 7, 2017.

4 S. Wen, & L. Zhou, The inﬂuencm?? hamsm of carbon disclosure on
ape

financial performance—"“Inverted d” moderating role of media

governance. Management Re \&11) 2017, 183-195.

5 O.P. Okpala, & 0O.0. Ire@iorporate Social and Environmental Disclosures

and Market Value o d Firms in Nigeria, Copernican Journal of Finance

&Accountmg,(@ 018, 9-28.

[=)}

A.E. Ade gun, ML.E. Alade, E. Ben-Caleb, A.O. Ademola, D.F. Eluyela, &
§p0 Intergrated reporting and corporate performance in Nigeria.

E ce From the Banking Industry. Cogent Business & Management 7 (1);

\V A. S. Adbullah, Social and Environmental Accounting Effect on Companies’
Profit: An Empirical Study of some Companies in Erbil. Accounting and

Financial Management Journal (AFMJ), 3(7), 2018, pp1621-1633.

8 M. Ahmed, W. A. Waseer, S. Hussain, & U. Ammara, Relationship Between
Environmental Accounting and Non-Financial Firms® Performance: An

Empirical Analysis of Selected Firms listed in Pakistan Stock Exchange,

22



10

12

13

15

Pakistan. Advances in Social Sciences Research Journal, 7(3), 2018, pp197-
2009.

O. A. Yahaya, Environmental Reporting Practices and Financial Performance of
Listed Environmentally-Sensitive Firms in Nigeria. Journal of Environmental

and Social Sciences, 24(2): 2018, pp.403-412.

E. J. Udo, Environmental Accounting Disclosure Practices in Annual orts of
Listed Oil and Gas Companies in Nigeria. Internation rnal of
Accounting and Finance (IJAF), 8(1): 2019, pp.2-21. <

E. J. Udo, Companies’ Financial Attributes andrnental Accounting
i

Practices of the Oil and Gas Industry in Ni > AKSU Journal of
Management Sciences, (AJOMAS), 1(2), 2 60-74.

M. Suttipun, The Effect of Integrat@eporﬁng on Corporate Financial

Performance: Evidence from Thail Corporate Ownership and Control,

15(1): 2017, pp.133-142. @

I. Okwuosa, and K. Amﬁ@ustainability Reporting: A Strategic Opportunity
for the Financial Re@%@ Council? The Cable-Contribute in Business, 4p 2017.

J. Morros, Tf grated Reporting: A Presentation of the Current State of Art

and AspectiNf Integrated Reporting that Need Further Development. Intangible

kzﬁr;@, 12(1): 2016, pp.1-8.

Nor, N. Bahari, N. Adnan, S. Qamaral, A. Kamal, & I. Ali, The Effects of

Q/%nvironmental Disclosure on Financial Performance in Malaysia. Procedia

16

Economics and Finance, 35, 2016, pp.117-126.

L. M. Atale, & S. Otuya, Environmental Responsibility Reporting and Financial
Performance of Quoted Oil and Gas Companies in Nigeria. European Journal

of Business and Innovation Research, 6(6): 2018, pp.23-34.

23



18
19

20

21

22

\/‘2/

24

G. Grigoris, K. George, Z. Eleni, & P. Xanthi, The Impact of Corporate Social
Responsibility on Financial Performance. [nvestment Management and

Financial Innovations, 13(1-3): 2016, pp.171-182.

E. O. Etim, & I. H. Effiong,, Human and Intellectual Capitals Effect on
Manufacturing Companies performance in Nigeria. International Journal of

Auditing and Accounting Studies, 3(1): 2021pp.1-21.

U. Uwuigbe, O. Uwuigbe, & M. Durodola, IFRS adoption an ilfelevance

of accounting information in Nigeria. International Journal onomics and

Financial Issues, 7(3), 2017, 1-8.

F. Akinmoladun, /FRS 15 and its legal implicati %Nigerz’an construction
companies. 2018 [online] WW .org. Available at:

https://www.ibanet.org/article/1 beOcdS -43eb-910f-b55047803de4

[Accessed 25 Jul. 2022]. &b

E. Amaechi, & E. Chinedu, Aﬁ\\@pmcal Examination of Challenges Faced by
Internal Auditors in Pub\' ector Audit in South-Eastern Nigeria. Asian
Journal of Economi \3usiness and Accounting, 3(2), 2017, pp.1-13.
doi:10. 9734/a1€b%@7/33944

H. Anwer@QRole of Internal Audit on Financial Performance Under IIA
Stand A Survey Study of Selected Iraqi Banks. Qalaai Zanist Scientific
J(@, [online] 6(2). 2021 doi:10.25212/1fu.qzj.6.2.38.

. Appah, & T. Ogiriki, Fair Value Accounting & Challenges of Audit Practice
in Nigeria. Research Journal of Finance and Accounting www.iiste.org ISSN,

[online] 9(14), 2018, pp.2222-2847.

A. Arowoshegbe, E. Uniamikogbo, & G. Atu, Accounting Ethics and Audit
Quality in Nigeria. Asian Journal of Economics, Business and Accounting,

[online] 4(2), 2017, pp.1-15.

24



Chapter Two
Literature Review

This chapter addresses a review of literature pointing out areas of agreement
and disagreement of the scholars. Hence, a gap in knowledge is created where this

study is interested to fill. This chapter is classified into the following headings:

2.1 Conceptual Review OQ

2.2 Theoretical Review

2.3 Empirical Review %
2.4  Conceptual Model QO

2.5 Summary of the Gap

2.1 Conceptual Review \Q

2.1.1 Concepts of Env1r0nm%%01sclosure

The concept A@’&onmental disclosure reporting gained greater publicity
right from the National conference on environmental and development
(UNCED). ﬂ%in Rio de Janeiro in June 1992. Environmental disclosure is an
envi on®l management strategy to communicate with stakeholders.
E mental disclosure is as well commonly regarded as corporation social

\wsponsibility reporting!. It can also be defined as the provision of public and private
information, financial and non-financial information, and quantitative and non-
quantitative information regarding to the organization's management of environmental
issues. This information is provided in the annual report or in any other form, most of

the time a separate environmental report is issued?. This separate environmental report
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is often referred to as Environmental policy report. Helpful is the World Business
Council for Sustainable Development in which has provided this definition of
Environment policy reports, public reports by companies to provide internal and
external stakeholders with a picture of corporate position and activities on economic,
environmental and social dimensions. In short, such reports attempt to describe the

company's contribution toward sustainable development?. \

An international survey of environmental reporting o@oo largest
companies by revenue from a sample of 2200 firms in 22 couitties. They concluded
that, nowadays, environmental reporting is widely adopte‘@ ganizations, as the 80
percent of the world's largest company’s issues st e reports. The Association
of Chartered and Certified Accountants (ACCAJdescribed environmental disclosures
as a mixture of narratives, including obj e'gtb@’gxplanations and numerical data, such
as the amount of pollution, resour&\\gisumed for a specific accounting period on
the environmental effect o ﬂ?\&co pany. Environmental Disclosure is a formal
statement that deﬁn.es A@xnvironmental burden and efforts of an organization,

including the objéeti \)f the company, environmental policies and impacts regularly

reported a.n@sed to the public*.

6 re are two primary form of environmental disclosures. These are:
]@%tory and Voluntary Disclosures. However, environmental disclosure is still
\\%luntarily reported without any regulatory or legislative requirement in many
countries including Nigeria®>. This differentiates it from Corporate Social
Responsibility (CSR). Environmental accounting, in terms of moral, economic, legal,

ethical and discretionary standards is best defined as the achievement or perception of

the achievement of the desired ends of society®. Environmental performance is an
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asset that produces future rewards. It is the product of a competitive mechanism
through which businesses signal to constituents their main characteristics with regards

to their social standing.

Environmental accounting disclosure rankings are significant indicators of
the organisational effectiveness of the company, signalling to the public the viability
and social responsiveness of the company, creating a favourable economi ial and
political situation for businesses, creating a better reputation, im(/@ access to
capital markets and attracting investors. Favourable enyifonmental accounting

disclosure is essentially a signal that affects the behavio@ corporate audiences

and /or stakeholders of the same company and thg % ations of the importance of

earnings to the determination of stock returns’. Q

O

According to the primary purposb environmental disclosure is to examine
and incorporate in the firm annual %\9@, issues that bother on environmental hazard
that are not taken cognizanci@,\ﬁr ditional or conventional accounting function that
stakeholders can use \Q@cision making. Disclosure of corporate environmental
activities stress%%ecessity for a close monitoring of natural resources and the
corporatior{\"%nful effect on the society it operate. Environmental effects caused
by activitie$ of firms especially those in the manufacturing, oil and gas and banking
iQ/’lae pollutions like noise, waste, hazardous emission, spillages, degradation®. In

\€0th years, then, a belief has arisen in businesses and in society that reporting has a

wider role than that expressed in the traditional ‘stockholder/shareholder’ perspective.

Importantly, one need not hold to the ‘deep green’ end of the argument to
hold these views: there are strategic reasons why a wider view of accountability may

be held and, accordingly, why initiatives such as environmental reporting may be

27



supported; environmental consequences of an organisation’s inputs and outputs.
Inputs include the measurement of key environmental resources such as energy, water,
inventories (especially if any of these are scarce or threatened), land use, etc. Outputs
include the efficiency of internal processes (possibly including a ‘mass balance’ or
‘yield’ calculation) and the impact of outputs. These might include the proportion of

product recyclability, tones of carbon or other gases produced by company.agtivities,
any waste or pollution’. 0

These measures can apply directly (narrowly) or indi fﬁs&(more broadly). A
direct environmental accounting measures those within orting entity whereas
an indirect measure will also report on the forward @kward supply chains which
the company has incurred in bringing the prode(gom their origins to the market.
For example, a company can directly re@n the environmental impact of its own
company: its branches and main ofﬁ\\Qut to produce a full environmental report, a
company would also need .éo;\&uc de the environmental consequences of those
activities it facilitate§ ‘K@ its business loans. Where a company claims to report
on its environme 1\)acts, it rarely includes these indirect measures because it is
hard to m.e%&environmental impacts outside the reporting company and there is a
disp\g@ whether such measures should be included in the company’s report (the

c&l%a y may say it is for the other company to report on its own impacts)!©.

N

environmental information to their stakeholders. In the early 1990s, concluded that,

A research shows that more and more organizations decide to report

despite the majority of the companies in France, Germany, the Netherlands, Sweden
and Switzerland disclose environmental information; the level of this information is

low. Nevertheless, a study performed to the 250 largest Fortune 500 companies (this
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data represents companies from France, Germany, Italy, Japan, the Netherlands,
South Korea, Switzerland, the UK and the US) during the years 1998 to 2001,
concluded that environmental reporting has increased considerably within those
countries. The author also concluded that environmental reporting is applied more in
the industrial sectors than in the financial sectors. The level of environmental
disclosure is also depending on country specific legislation and the report'w&culture
of the country. The companies make more environmental dis 1@% in such
regulated countries, especially in the USA, Canada and twgéither because
environmental reporting is mandatory or because socigt akeholders demand
reporting'!. Besides the mandatory requiremen@ disclose environmental

information, there are a variety of reasons wh@izations decide to, voluntarily,

disclose this information. &b
2.1.2 Determinants of Environm \QDisclosure

The environmental @\gﬂ sometimes known as “Green reporting” is one
of the voluntary sociQonrting included the financial statements'?. The main

determinant of @nental reporting includes:
2.1.2.1 ('\ mpany Size.

(bb\ positive association between size and voluntary social responsibility
\/ osure. In support of the positive relation that firstly, the cost of accounting and
generating certain information is greater for small firms than large firms. Small
companies may not be able to afford such costs from their resources base. Larger
companies might have sufficient resources to afford the cost of producing information
for the user of annual report. Secondly, it believes that agency cost is higher for large

company because sharcholders are widespread and in that way, disclosing more
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information reduce the potential agency cost. Additionally, these firms might publish

more information in their reports to supply information relevant to different users!>.

Also, large companies may tend to disclose more information than smaller
companies in their annual reports due to their competitive cost advantage. Hence,

small companies disclose less information than large companies suggest those firms

which are more visible in the public eyes are lightly to Voluntawsclose

information to enhance their corporate reputations'4. ( 0
2.1.2.2 Financial Leverage 6\

Agency theory to assert the political transfer ﬁh from bondholders to
shareholders can take place in highly leverage ﬁrr@he proportion of outside capital
tends to be higher for large firms as the @1 benefits of voluntary disclosure

increase with shareholder debt holde@er conflicts!>.

2123 Profitability . %
S

More profitable f@&are more likely to disclose more while less profitable
.

firms tends to be<§<\secretive. Profitable firms may be more inclined to disclose
more information 1S other to screen themselves from led profitable firms. However,
there is@n ambiguity in theoretical and empirical studies regarding the sign of
pr ity in relation to disclosure and therefore the relationship between disclosure
\@%proﬁtability is non-monotonic. This is because les profitable firms may disclose
more information to explain the reasons for the negative performance and reassure the
market about future growth. Companies also disclose bad news at an early

opportunity in order to mitigate the risk of legal liability, severe devaluation of share

capital and loss reputation'®.
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2.1.2.4 Effective Tax Rates

Another measure of political visibility is the effective tax. The taxation system
provides the most direct means by which wealth transfer can be made from companies
to the government. Income tax can b reviewed as one of the components of political
cost borne by a company. This suggests that a company that is liable to pay relatively
higher levels of taxation may be seen to be presently subject to high leve ‘Akolitical
cost. A company which is subjected to high taxation burden ma @otivated to
employ techniques that reduce these costs. This shows that Q anles with higher

effective tax rate more likely to disclose more volunta ation than company

with lower effective tax rates an effort to reduce p%@ost”.

6’6

Each industry has different 1stics from each other, which may relate

2.1.2.5 Industrial Membership

to competition growth and riflg\‘§eciﬁc culture to historical factors. These may
provide scope of differenti G'g\losure. Limitation and tradition can ensure that new
entrants to an indusf@re likely to follow accounting methods used by industry
leaders. Moreover, different industries have a different property cost, which gives

incentiv@%;npanies belonging to the same industry to disclose more or less

infor@ion than companies belonging to another industry!8.

g;zb:s Audit Firm
\/

Auditors play a major role in opportunities behaviors by agents, thereby
reducing the agency cost born by principles and agents. Auditors incur cost from
entering contracts with audit and so will influence clients to disclose so much

information as possible in their annual reposts. Auditors with high reputation are less
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to be associated with client to disclose low level of information in their published

annual reports!®.
2.1.2.7 Profitability

The relationship between profitability and environmental disclosure is mixed.
Profitability is significant and positively associated with environmental disclosure.
There is no significant association exists between profitability and Q%ﬂel of
environmental disclosure. If company achieves a high margin of pn@/@managerial
groups are motivated to disclose more information in 06\0 show off good
reputation to the customers, shareholders, investors and%r stakeholders. On the
other hand, if the profitability is low or the com@ fers loss, they may disclose
less information in order to cover the reaso@ such losses or declining profits.

Profitability is measured as return on r% ¢s, return on total assets and return on

equity?’. @

2.1.3 Corporate Enviro@al Disclosures

Corporate e;@mental disclosures can be defined as an umbrella term that
describes Var'&neans by which companies disclose information on their
environ ;gbé"a tivities to users. Corporate environment disclosure as the reporting
by @rate environment disclosure as the reporting by corporation on the social

\i/g!act of corporate activities, the effectiveness of corporate social programs, as a way

corporation’s discharging of its social responsibility and the stewardship of its social?!.

Corporate environmental disclosures is the process by which a corporation
communicates information regarding the range of its environmental activities to a

variety of stakeholder including employees, local communities, shareholders,
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costumers, government and environmental groups. Really, the objective of financial
reporting is to provide information which should be comprehensible to those who
have a reasonable understanding of business and economic activities and are willing
to study the information with reasonable diligence. Against this backdrop, corporate
reports which disclose the performance and position of companies without significant
environmental cost disclosure will be showing a distorted view of the h&ness”.
Corporate environmental disclosure serves many different purpo QQ*different
stakeholders, which include the following: it permits investors ta%rg!s the power of
the capital markets to promote and ensure environmentally- r business practices;
it empowers people with the information they @ to hold on corporation's
accountable and invites shareholders more fu%@ the process of corporate goal
setting; it allows companies and their sta\@’ers to measure companies adherence
to the standards set forth in their ts of environmental principle, and their
various goals and objectives; i@?llow society to understand the false implications
of corporate activity ther@{co)design where sustainable local and global systems; as
"N

an internal driver of@mge, it helps illuminate weaknesses and opportunities and set

new goals?’. Q
.\&

eymain reason for incorporating environmental information within the

aél reports is to increase stakeholders' awareness of the company's activities,
\pérformance and interactions with the environment. It is hoped that stakeholders
might use the information to assist their decision making process. Among the means
of disclosing environmental information include newsletters, press release, magazine
and corporate booklets but the usage of annual reports has grown and this practice has

grown with the introduction of "stand—alone" environmental reports®*.
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Disclosure entails the release of a set of information relating to a company's
past, current and future environmental management activities, performance and
financial implications. It also comprises information about the implications resulting
from corporate environmental management decision and actions. They may include
issues such as expenditures or operating costs for pollution control equipment and
facilities, future estimates of expenditures or operating costs for pollutiqk:ontrol
equipment and facilities. These may also include sites restoration ¢ aning for
pollution control equipment or facilities present or potential I‘Qi , air, water, or
solid waste releases; description of pollution contr esses or facilities,
compliance status of facilities; among others?. By enmental disclosure, we mean
all the information that the company comm 'c@ to its stakeholders about its

environmental concerns. &b

In line with the global best&@ces on environmental reporting such as the
Global reporting initiative (Gl %tainability reporting guideline GSI (2006-2011),
Greenhouse Gas ((.}}&Q}otocol developed by World Business Council for
sustainability De @en‘[ and World Resource Institute, the environmental index

with whic.h@pany will be classified as environmentally responsible include:

b \ Environmental pollution and control policy;
Q:b ii.  Compliance with environmental laws and Regulation;
\/ iii.  Material recycling and conservation of resources (Biodiversity);
iv.  Waste management;
v.  Environmental impact assessment (on product or Services);

vi.  Environmental audit;

vii.  Award receive e.g. ISO14001 or penalty;
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viii.  Environmental research and development;
iX.  Air emission information, and

x.  Energy policy.

In recent times, there is a growing demand on firms to give reports on the
impact of their activities as it affects the environment by voluntary and mandatory
disclosures. The increase in global awareness and the campaign fo “ﬂ&@inable
economic development is redirecting the attention of firms tow, @lvironmen‘[
sensitivity. In Nigeria in particular, environmental regulati relatively new in
terms of enforceable regulatory standards except wit% stablishment of new

regulatory authorities such as the Federal environma -@’ protection Agency (FEPA)

and the National Environmental standards Regulations Enforcement Agency
(NESREA). Environmental reports is c%&d a sort of small world where many
crucial points in the relationship \\&en a company and its stakeholders meet
together?®. &@

According to hi%%ére are three categories of environmental disclosures:

1 Involun@%sclosure — the disclosure of information about a company’s

V@yntal activities without its permission and against its will. Examples

Bf involuntary disclosures are environmental campaigns, press and media

\/QJ exposes and court investigations.

2 Mandatory Disclosure — the disclosure of information about a company’s
environmental activities that is required by law.

3 Voluntary Disclosure — the disclosure of information on a voluntary basis.

There are two types of voluntary disclosures: confidential and non-

confidential.
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Confidential voluntary disclosures are those required by banks, insurers,
customers and joint venture partners that are not publicly available. Non-confidential
voluntary environmental disclosures are practically any environmental information
the company voluntarily makes available to the general public. Given the history of
environmental regulation in Nigeria, it is understandable that sustainable business
practice is new. However, some firms had established a culture{being
environmentally friendly even before the existence of regulation in N. This was
in keeping with the global sustainable movement which had ch&&l(e nature of the
market form producer oriented to green consumer orie uch voluntary and
discretionary disclosure is as a result of many compaspecially those with a high
public profile or perceived environmental iml,)@Qve felt increasingly obliged to

report externally to stakeholders on their er&&nental performance?’.

O

2.1.4 Concept and Principles of E\ onmental Accounting
covers

Environmental acco@

environment. It include%gdronment - related expenditure, environmental benefits of

information relating to all aspects of the

products and @egarding sustainable operations. According to the world
conservati-vﬁ\\’ n consumption of natural capital - the depletion of natural capital -
foreng{articular - is accounted for as income. Thus the accounts of a country
erlé harvests trees very quickly will show quite high income for a few years, but
\{othing will show the destruction of a productive asset, the forest. Whereas in
accordance with conventional business accounting principles, the gradual depletion of
physical capital-machines and other equipment — are treated as depletion rather than
income. However, most experts on environmental accounting agree that the depletion

of natural capital should be accounted for in the same way as other productive assets?®.
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Environmental accounting is an inclusive field of accounting. It provides
reports for both internal use, generating environmental information to help make
management decisions on pricing, controlling overhead and capital budgeting, and
external use, disclosing environmental information of interest to the public and to the
financial community. Environmental Accounting enables organizations to track their
environmental data and other greenhouse gas (GHG) emissions agains%uction
targets, and facilitates environmental reporting to provide sustainabi@?&ated data
that is comprehensive, auditable, and timely to advance@gﬁrengthen the
interdependent and mutually reinforcing pillars of su lee development -
economic development, social development and envi@ental protection in Nigeria®’.
The consciousness and need to protect the envi&@nt will make for environmental
costs to be identified, accurately measured@ported. The term environmental cost
does not only refer to costs paid y with regulatory standards, costs which
have been incurred in order m@fe or eliminate releases of hazardous substances
but all other costs associa%&th corporate processes which reduce adverse effect on

the environment. Q\

Eqvi&ental costs ‘as costs associated with the creation, detection,

rem iacgty and prevention of environmental degradation’. Green Accounting or
mental Accounting is defined as: ‘Identifying and measuring the costs of
\eﬁvironmental materials and activities and using this information for environmental
management decisions. The purpose is to recognize and seek to mitigate the negative
environmental effects of activities and systems’3°. Environmental Accounting as ‘The
generation, analysis and use of monetarized environmentally related information in

order to improve corporate environmental and economic performance’ In his opinion
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ii.

iii.

1v.

Environmental Accounting does not only focus on internal and external
environmental accounting but links environmental and financial performance more
visibly. Environmental accounting assists in getting environmental sustainability
embedded within an organization’s culture and operations. The aim is to provide
decision makers with the information that enable the organization to reduce costs and

business risks and to add value?!. \

Companies are expected to engage in environmental account

reassure consumers that they take their responsibilities serioué\

comply with national guidelines %

comply with financial reporting requirements QO

express the company’s environmental conce@rd communicate them to a range of
stakeholders. In other to understand the le behind environmental reporting, and
the basis on which it is sugges G\Qat such reporting operates, it is necessary

therefore to consider the prin@%@&’u on which environmental reporting operates®2.

There are thré@w principles of environmental reporting as identified and it

includes: QQ

i. {us@ﬂhy: Sustainability is concerned with the effect which action taken

61 the present has upon the options available in the future. If resources are

\/Q/ utilized in the present then they are no longer available for use in the future,

and this is of particular concern if the resources are finite in quantity. Thus,
raw materials of an extractive nature, such as coal, iron or oil are finite in
quantity and once used, are not available for future use. At some point in the
future therefore, alternatives will be needed to fulfill the functions currently

provided by these resources. These may be at some points in the relatively
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ii.

\/‘2/

distant future but of more immediate concern is the fact that as resources
become depleted, then the cost of acquiring the remaining resources tends to
increase and hence the operational costs of organisations tends to increase.
The principle of sustainability in environmental reporting therefore implies
that society must not use resources more than it can regenerate. This can be
defined in terms of carrying capacity of the ecosystem and desaj,&d with
input- output model of resource consumption??. OQ

Accountability: Accountability is concerned with an org({z(aﬂtfn recognizing
that its actions affect the external environment therefore assuming
responsibility for the effect of its actions. T inciple therefore implies a
quantification of the effects of actions %&oth internal to the organization
and external. More specifically, tl@ciple implies the reporting of those
quantifications to all partieﬁ*\@rg by those actions. This implies a reporting
to external stakeholders@f effects of actions taken by the organization and
how they are aff@@ those stakeholders. The principle therefore implies

respon

[ ]
recognitio @e organization is part of a wider societal network and has
$ to that entire network rather than just to the owners of the

‘rga\ﬁzat on. Accountability therefore necessitates the developments of

(bé'ppropriate measures of environmental performance and reporting of the

actions of the firm. This necessitates costs on the part of the organization in
developing, recording and reporting such performance and to be of value, the
benefit must exceed the cost. Benefit must be determined by the usefulness of
the measure selected to the decision-making process and by the way in which
they facilitate resource allocation, both within the organization and with other

stakeholders>.
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ili.  Transparency: Transparency as a principle in environmental reporting, means
that the external impact of the actions of the organization can be ascertained
from organisations reporting and pertinent fact are not disguised within that
reporting. Thus, all the effects of the actions of the organization, including
external impact, should be apparent to all from using the information provided
by the organization’s reporting mechanisms. Transparency is of%ticular
importance to external users of such information as thes @glack the
background details and knowledge available to in@iﬁsers of such

information. Transparency therefore can be seen to @r from the other two

principles and equally can be seen to be a par@he process of recognition of

responsibility on the part of the orga@ for the external effect of its

actions’. 6(6
(e

The vast extent of environmé@ccounﬁng and its focus on both external and
internal users provides a bas] Qvide it into environmental, financial accounting
and environmental Ina@xent accounting. Environmental, financial accounting
provides genera@k financial information on the organisation, for external users
such as gri&s, customers, potential investors and shareholders. Environmental
man eggy\ accounting is a set of methods and techniques which can be used to
C&, nd provide information for administration in the area of the business's mutual

\sdationship with the environment’®. Environmental Accounting is designed to provide
information for the assessment of company's behaviour towards its environment and
the economic consequence of such action. Therefore the system of environmental
accounting provides both Financial Information in monetary units, and non-financial

information in physical units.
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Environmental accounting is therefore said to cover all information relating to
the environment. It includes environment related expenditure, environmental benefits
of products and details regarding sustainable operations. Environmental accounting
covers the whole accounting field. Reports generated by environment accounting
serve both the internal and external uses of information. The information also helps
management take pricing decisions, control overheads and in capital b ting. It
provides information that is of concern to the public and the financi unity?’.
According to United Nations Expert Working Group, envi;(qngfal accounting

involves the identification, collection, analysis and use of| @s of information for

decision making; 0

i.  Physical Information on the use, flow o@rgy, water, material and so on

ii.  Monetary information on environthehtal-related expenses, income including
0
savings’®. @

In the real sense, %\qﬁnental accounting requires that the existing

accounting system shou@i adjusted to incorporate a more integrated environmental
accounting pra@%at links both the conventional, physical and monetary
informati@\ m. In an effort to protect the environment relevant costs ought to be
ident%g?*leasured and reported. Environmental costs are costs attributable to the
Q)%g, discovering, treating and preventing environmental degradation. Ideally,
\41Vironmental cost includes all costs about organisational activities that impact the

environment>°,

Environmental accounting aids in ensuring that every corporate culture
embodies environmental sustainability. Companies are expected to engage in

environmental accounting and reporting so as to reassure the stakeholders of their:
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1.  Commitment to environmental responsibilities,

ii.  compliance with national environmental laws and guidelines,
iii.  Compliance with requirements of financial reporting,
iv.  Demonstration of environmental concerns and

v.  Communication of the same to a broad range of stakeholders*’.

Environmental accounting is therefore said to cover all informati ting to
the environment whether positive or negative. ( 0
2.1.5 Reasons for Reporting of Environmental Activitie tities

Investors see social and environmental inf ﬁas critical in making
investment decisions and hence demand adequate@osure of such information. Not
only that the ethical investment movemen fﬁ@ by ethical investors require firms
to develop an environmentally fri itude towards their host communities.

Therefore, by upholding a friekkge, companies may be successful in attracting

fund from green individual@roups‘”.

Environmen@ounﬁng and reporting enhance the quality of decision-
making. It enab ompanies to establish targets for the reduction of the leading
environ@dicators such as greenhouse gas emissions, energy usage, resource

us%bil'hrough environmental accounting and reporting companies realise the
\n/%bssity for changing unsustainable consumptions, unfavourable productions
patterns thereby protecting and managing available natural resources. This accounting
information is necessary for accountability, comparability and probity. Unavailability
of such information could be tantamount to being bias, non transparent, fraudulent

and liable to risk. The condition could dissuade patronages from consumers, suppliers,

investors, surrounding communities and possible sanction from the government who
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is becoming conscious of organisation's contribution to sustainable development.
Environmental accountability includes heightened public scrutiny of both the entity’s
environmental performance and its public disclosure of that performance. These
elements of corporate environmental responsibility jointly impact the company’s

profitability and the value of its common equity*?.

Environmental Reporting is critical because they provide e mental
performance information and influence capital markets. Companiesql@rease their
image of being known to the outside world through enviro tal accounting and
reporting. Such companies are said to be enligh% ompanies disclose
environmental information in their annual report, i @r to enhance their visibility
and send specific signals and messages to ind@eQat the businesses are aware of
environmental issues. Companies may %éerom providing more details to the
public through a reduction in their@of capital and an increase in the pure cash
flows accruing to their s a& ers, consequently increasing their values®.
Environmental reportiniéﬁts the companies in the sense that it reveals social and
ecological values \companies, thereby decreasing the pressure from the pressure
group, buil orate image and show the companies' social responsibility**. More of
the en&;‘gof Environmental Accounting and Reporting include avoidance of any
Ié, or fines payable as a result of environmental offences as prescribed by

\Ehvironmental Protection Agency in the countries where such legislation exists, it
acts as an internal agent of change. It helps companies to illuminate weaknesses,

opportunities and set a new goal®>.

Environmental Accounting and Reporting provides insight on environmental

impacts and associated financial effects. This knowledge will help in realising
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organisational accountability, increasing environmental transparency, and ensuring
effective and efficient management of natural resources which link environmental
accounting with financial accounting®. Sometimes some critical issues arising
between the entity and its stakeholders are settled through environmental reports. The
environmental management system provides the quantitative data on environmental
performance for inclusion in environmental reporting. By this, the report in.&ms the
interested parties about the achievements made by managers and ages and

motivates the employees to strive for greater achievements*’ /\

2.1.6 Environmental Disclosure in Developed Count%

The developed countries have possesse ; proportion of studies of
environmental and social disclosure over thg.@\decades, where research has been
conducted in developed countries regardi nvironmental disclosure. This aimed to
measure the disclosure of envix \\&tal information and increase the rate of
information disclosure in an%%&rts. As well as this, examining the stock market
reaction in terms of m%@g of pollution and expenditures of control pollution, it can
also be conclud@ t disclosure is very different between companies in terms of
expenditm@is worth stating that the industrialized countries such as Western
Euro% USA, Canada, and Australia are mainly in the areas of environmental
@Sure. These studies have focused on comparing differences in environmental

\ﬁsclosure in developed countries through the companies operating in those
countries*®. The following comments in recent studies on social and environmental
disclosure respectively: Although environmental disclosure has been the subject of
substantial academic research for more than two decades, the environmental

disclosure literature is dominated by empirical studies in the industrialized countries
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of Western Europe, the USA and Australia. Even international comparative studies of
environmental disclosure have focused on analyses of the differences and similarities
of environmental disclosure practices in these countries only mentioned that the first
studies in Australia about environmental disclosure were by Deegan and Gordon. The
findings of this study of environmental disclosure were positive but there was only
7% of the sample provided by firms. Also it concluded that environmentakd&losure
evolved only between 1980 and 1991. Moreover, environmenta ure was
e

positive with sensitive industries. In general, Australian firms tan% vironmentally

disclose and provide environmental information*. Furth. rN(Q increased the level
of environmental disclosure, because of the su of environmentalism. The
researchers indicated disclosure correlated w%@eases in social concern about
environments and relationships between @s environmental performances with
kinds of industry. In Canada ma\\@ng firms tend to increase disclosure of
environmental information whe\}% events affecting the environment have increased.

In another study indicatedén ale size of firms is the dominant factor determining the
[ ]

N

extent of socialﬁ@Mronmental disclosure practices in the oil and gas industry,

while in the »“states that there are differences between sectors in terms of

deterrni@whwh affect disclosure decisions and there is a positive relationship

bepﬁéthe size of the firms and the quality of environmental information™.
\21.7 Environmental Disclosures in Under-Developing Countries

The developed countries have conducted most of the studies of social and
environmental disclosure over the past two decades, while developing countries have
had a handful of studies, in particular on the countries with emerging economies®'.

The studies have been conducted in India’? and in Malaysia and Singapore®®, in
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Korea®*. it can been said that most of these studies conducted in east Asia have
concluded that environmental disclosure is inadequate as compared to developed

countries and the reactions are bad toward these environmental laws.

In the context of Africa, there are few studies that have been conducted on
social and environmental disclosure, examined 115 firms in South Africa. This study
concluded that average disclosure was a half-page. This conclusion was i of the
total enterprises. In another study in Uganda, it was noted that the isclosure
was low. In addition, environmental disclosure has been cdn cted in MNCs in
Nigeria. The finding was that although there are % er concerns about
environmental disclosure, there were a qua compames interested to

environmentally disclose from 22 firms in the s le study between 1994 and 1995%.

In comparison, social and enviro §al research examining the Arab regions
remains scant, but there some attgmpts. For example, the social and environmental
disclosure in 68 firms in nl%®r1es of Arabia’s Middle East namely: Bahrain,

Egypt, Jordan, Kuwaat@ Qatar, Saudi Arabia, Syria, and United Arab Emirates.
In addition, the@? of some characteristics of firms on levels of environmental
disclosure li ?Aln markets in Qatar. The social and environmental disclosure in 60
ﬁrm% Egypt1an industry sector, while in Libya and Tunisia, examined the
%%nship between levels of disclosure and environmental performance through the
\6cal companies’ industrial and financial sectors in Libya & Tunisia respectively. The
findings of these studies suggest that the levels of disclosure are low and that this has
a negative effect on environmental performance. Moreover, there are other factors

that have affected environmental disclosure such as political and economic systems

that have been influenced by the period of colonialism,
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2.1.8 Environmental Disclosure in Nigeria

Nigeria, being one of the world largest producers of crude oil to some extent,
has experienced some rapid economic and technological development that has, in turn
brought about higher levels of education, better standards of living and greater
affluence amongst Nigerians. This better economic position has also meant higher
levels of education amongst its people. Consequently, of late, there a to be
increased public concern and awareness for corporate social envi(r;@tal impact.
This could also be due to the prominent role played by non-governmental
organizations (NGOs), such as the Green Alliance@ a, and the Federal
Environmental Protection Agency (FEPA) of Nigegi bbying for the preservation
and conservation of the environment. The inQ\e media scrutiny and coverage of
environmental problems — including raés of open continuous gas flaring,
environmental degradation in the @Delta regions, burning, indiscriminate land
and hill clearing, and toxic vé’\ﬁmping- have also contributed to public concern
for the detrimental effe&@business operations on our natural environment. Due to
this change in Q\mcem and awareness on environmental issues, it may be the
case then %ompanies in Nigeria must respond to such changes by providing

envirgntcgya\l disclosures within the annual reports®’.

Q;b Global Institutional Framework on Environmental Disclosure

N

institutions enunciating varying norms that guide human interactions with the

The quest for sustainability has caused an emergence of many global

environment. These standards are influencing business corporations to understand that
their strategic position in the society has the power to influence behavior and alter the

state of physical, social and economic environment. At various national levels are
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government regulations, pressure groups and green consumer pressure. These
developments are reawakening corporate attention to strategic and competitive role of

environmental responsibility to corporate survival®®.

Several reporting standards exist as guidelines for reporting sustainability.

They include:

e Global reporting initiative sustainability reporting guideline d@ed by
Global reporting initiative in 2006; 1
i.  Oil and Gas industry Guidance on voluntary @l%ﬁability Reporting

developed by American petroleum  initiative™ (API) and  the

international petroleum ind@ nvironmental conservation
Association (IPIECA); er
ii.  Organization for Economic ration and Development Guidelines for

multinational Enterpri&?;eveloped by organization for Economic
’\O'p

cooperation and .\l ent (OECD);
iii.  Environme %ﬁnagement (ISO 14001, EMAS);
iv. Gree@ Gas protocol developed by world Business Council for
. Q\\?’%wble Development (WBCSD) and World Resources Institute (WRI);
b({nd Global Compact and United Nation norm developed by the United
O

\/QJ

2.1.10 International Accounting Standards on Environmental Issues

Nations among others™.

The professional Accounting bodies were typically slow in formulating
accounting standards as regards environmental issues. The survey of current activities
and development in environmental accounting and auditing carried out by the

Federation of European Accountants (FEE) reported that none of the accounting
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standard-setting bodies reviewed was involved at the time of setting standards in
relation to environmental accounting matters®®. At present, a global environmental
accounting standard is under consideration by the international According Standard
Committee. The emergence of International Institution such as World Bank, United
Nations and International Federation of Accountants (IFAC) to come out with
environmental guidance document has added pressure on the international ounting

standards committee to come out with an environmental standard®’. 0

Currently, IASB has completed 'core' set of stand including all new
standards that are particularly relevant to environmen% es. Specifically, the
contents of these standards are as follows; IAS 36 impairment of assets, IAS

37 and IFRS 12 on provisions, contingent liabilities and contingent asset, IASS 8 on

intangible assets. ’bé"b
2.1.11 Institutional Fram@ and Regulation on Environmental Disclosures in
Nigeria '\AQJ
Enviro r&al regulation in Nigeria existed as winder dressing before 1988.
Howev@% nged as a result of an attempt in 1997 by a foreign company, acting
thrp‘@an agent, to dump toxic wastes in the Niger Delta region, this event shocked
\‘g' Federal Government of Nigeria and highlighted the porous nature of
environmental regulation in the country, this gave rise to the promulgation of Decree
no, if of 1988 by the former Federal Military Government of Nigeria. This decree
made it a criminal offence for anyone to carry or dump any harmful waste within the

entire land mass and waters of the Federal Republic of Nigeria®.
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The episode gave rise to the need for an agency to oversee environmental
protection; hence Decree 58 of 1988 gave birth to Institutions and authority who have
established various statutes, regulations, standards on the environment. Nigeria has
regulations prohibiting and controlling pollution of water, air and land. These
represent the efforts made by successive administration to ameliorate the

Q
X

2.1.11.1 Federal Environmental Protection Agency (FEPA(J

environmental problems in the country®?.

In line with the increasing consciousness of the G@&en‘[ of Nigeria to
protect the environment, it established this regulatory%ority. The FEPA was
responsible for protection of the environmental, bi diversity, conservation and
environmental technology and research. FEP%% later absorbed by the Ministry of
Environment which took over all its functigns. The Federal ministry of environment is
also saddled with the responsibi ty r the sustainable development of Nigeria's
natural resources and the {l&b ent of operation of procedure for conducting
environmental assessm%?df all development projects. To ensure that the Federal
ministry of E@%ent is empowered to manage environmental issues, the
Env1ronmeﬁ&npact Assessment (EIA) Act was passed in 1992 under FEPA. The
EIA 6, 92 empowers the regulatory institution to ensure the implementation of
%{@tion measures and follow-up programmes such as the elimination, reduction or

\,(ontrol of the adverse environmental effects of any project. Also responsible for the
restitution of any damage caused by such effects, through replacement, restoration,

compensation or any other means®*.

2.1.11.2 National Environmental Standards and Regulations Enforcement

Agency (NESREA)
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In a bid to ensure more responsibility for the environment, the Federal
Government established National Environmental standards and Regulations
Enforcement Agency (NESREA) in 2007. The agency has mandated all the
companies whose activities have an impact on the environment to register with it as a
means of compliance with her environmental regulations®. NESREA regulations
provide a mandatory guideline to be followed by all companies in Virtualléqxsectors

(O

i.  National Environmental (pollution Abatement in Mg\and processing of

of the Nigerian economy and these include:

coal, ores and industrial mineral(s) regulation 200%
ii.  National Environmental (sanitation and wa, @rol) Regulation, 2009.
iii.  National Environment (Pollution Abatefiignt in Chemicals, Pharmaceuticals,

soaps and Detergent Manufacturip@tries) Regulations, 2009.

iv.  National Environmental ( on Abatement in Food Beverages and
Tobacco Sector) Regu a§s, 009.
v.  National Envi.r(@ 1 (Pollution Abatement in Food Beverages are Tobacco
Sector) R ions, 2009.
vi. Tlle,&onal Environmental (Wetland, River Banks and Lake Shores
@tion) Regulation, 2009.
éi}fbﬁhe National Environmental (Watershed, Hilly, Mountainous and catchment
\/ Area) Regulations, 2009.
viii.  National Environmental (ozone Layer protection) Regulations, 2009.
ix.  National Environmental (Access to General Resources and Benefit Sharing)

Regulations, 2009.

x.  National Environmental (Noise standards and control) Regulations, 2009.
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xi.  National Environmental (permitting and licensing systems) Regulations,

20099,

Regulations in NESREA are ongoing. Since the adoption of these eleven (11)
regulations others are still going through the pruning processes (Critiques, and expert
review) for onward presentation to stakeholders. With this moving towards a 'green

economy'. This study seeks to ascertain how effectively companies haQ plied

with the provision of these bodies. ( 0

2.1.11.3 Accounting Standards for Environmental Dé&re in Nigeria.

In Nigeria no statements of Accounting St 2§(SAS) require specific
disclosures or the provision of detailed envirc@n‘[al information. SAS 23 on
provisions, contingent liabilities and conti %stets also having the requirements
of the IAS 37 is the closest to mental disclosure. SAS 23 states that:
"Contingent liabilities be prox./id or in the accounts. If it is probable that a transfer
of economic benefit will \uired to settle that obligation and the account of
obligation can be méa&%}with sufficient reliability, a disclosure shall be made in
financial statem tQ.SAS 23 jointly with SAS 2 on information to be disclosed in
Financi 's@nt are indicative requirements for provision for specific disclosure of
deﬁr%environmental liabilities and contingent environmental liabilities in the notes

\/@ annual reports. SAS 23 became effective in Nigeria only in 2006. Since SAS 2
refers to contingent liabilities under general provisions for liabilities; there should be

deliberate reporting on environmental issues disclosure.

2.2.1 Financial Reporting Quality
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Financial reporting provides a variety of information and stakeholders are
increasingly paying more attention to environmental issues related to financial
performance. Thus, plenty of researchers have focused on the relationship between
financial performance and environmental disclosure and have reported mixed results.
A linkage between environmental management practices and improved future
financial performance and discover a significant positive financial return strong
environmental management while significant negative financial re@Qfor weak
environmental management. Firms with a higher pollution p&{e%‘?{y and greater
media coverage of their environmental performance are likely to disclose
general environmental information in Canadian m@cturing firms®®. There is a

significant positive relationship between envi@tal management practices and

measures of firm performance. &b

Financial reporting quality eﬁ\\kgexact manner in which it shows information
regard business activity an%,\&.a ticipated cash flow, intending to inform the
shareholder about a @ny’s operations. Financial reporting quality as the
faithfulness of i \ion conveyed in the financial reporting process. Financial
reporting .i%&deﬁned as the degree to which financial statements provide us with
info a&yt\iat is fair and authentic about the financial position and performance of
aé, rprise®. It can be deduced from the above definition that for a financial

\s(atement to be regarded as possessing a high-quality attribute, it must be able to

provide genuine authentic information about the economic performance of the firm.

Financial reporting is defined as the faithfulness of information conveyed in
both the financial and non-financial reporting process. The financial statement of

firms at the end of a financial year should have some element of truth in it. This is
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termed quality to increase the confidence of users. The firm’s economic performance
(measured by profitability) is important in the decision to be made in environmental
disclosure. However, the results on company profitability and environmental
accounting seem to be mixed used multiple regression analysis of 14 randomly
selected companies quoted on the Nigerian Stock Exchange and show that
environmental accounting had a positive relationship with net profit margl%/idend
per share, and a negative relationship with return on capital emplo earnings
per share’’. The effect of voluntary environmental disclosur <P(rm s financial
performance in French organizations and results demo @d that there is no
relationship between environmental disclosure and ﬁial performance. A positive
relationship between environmental performa@a financial performance during
the pre-financial crisis period (2001-2007)@0 association between environmental
and financial performances in the @Qal crisis period (2008-2010) in Australia.

Environmental and social costs’@ﬁcantly affect net profit margin, return on capital

employed, and earnings pé&e of manufacturing companies”!

The impa @Vlronmental disclosure on financial performance among the
top 100 rzla’ﬁ&capitalization companies in Malaysia for the year 2011. Return on
asse (@, profit margin, return on equity (ROE), and also Earnings per share
%&ed to measure financial performance. The results revealed that there is a

\ﬂ'gniﬁcant relationship between profit margin and total environmental disclosure
whereas ROA, EPS, and ROE could not show any significant relationship on total
environmental disclosures; positive relationship between profitability measured by
ROA and environmental accounting disclosure, leverage, and liquidity where the

leverage and liquidity are the control variables. There exists a relationship between
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environmental accounting disclosures and earnings per share and return on equity in
food and beverage companies in Nigeria and critical and positive relationship between
environmental accounting disclosure and earnings per share return on assets, net profit

margin, firm's age, and audit firm type’.

The main focus of financial reporting is to provide high-quality financial
information concerning economic entities which are considered useful fi nomic
decision making. Providing high quality financial information is in@ ecause it
will positively influence users of accounting information s investors, capital
providers and other stakeholders in making investment,@, and similar resource

allocation decisions thereby enhancing overall stoc t efficiency’’.

According to IASB, financial reporti%u lity is a broader concept that does
not only refer to financial information, b to disclosures, and other non-financial
information useful for decision m }\glcluded in the report. The essential principle
of assessing the financial ré%‘h quality is related to the quality of disclosed
information in a corg@‘s financial reports. These qualitative characteristics
determine the dec Q\usefulness of financial information in financial reports. To
achieve hi@lity reporting, accounting information contained in financial reports
must\be“=felevant, faithfully represented, comparable, verifiable, timely, and
@Standable. Accounting information prepared with due cognisance of high quality

\’ccounting standards is expected to assist investors’ optimal investment decision
which will consequently reflect on the firm’s market value. For the purpose of this
study one fundamental quality (Relevance) and one enhancing quality (timeliness) are

considered as proxies for financial reporting quality’.
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Relevance of accounting information released to the general public by firms
directly or indirectly has a major influence on investors’ perceptions of the value of
the business, and both individual and institutional investors attach great importance to
information in the selection of portfolios of equity securities, bonds and other
investments’. Accounting Theory and Conceptual Frameworks explicitly stated that
for information to be useful, it must be relevant to the decision-making needs of users.
Information has the quality of relevance when it influences the econ: r@%isions of
users by helping them to evaluate past, present or future evefits of*Confirming, or
correcting, their past evaluations. Literarily, value relevanc ¢ ability of financial
statements accounting information to capture ir@ation that is capable of
influencing share value in the stock market. B Seaver & Landsman, 2001 posit
that value relevance concept is all about h@ch of an entity’s market value can be
described by accounting informa@:losed. Test of value relevance is one
approach to operationalise ﬁﬁ\@’\riteria of relevance and faithful representation

(qualitative characteristic@f\ca%counting information) by the standards setters. Also,

value relevance @it ¢ desirable attributes (or measures) of accounting quality’s.
Ge

y, etymology of value relevance study has been traced to seminal
wor thﬁly} which they argued that newly released useful accounting information
\éil ect efficient capital market. To enhance the relevance of financial reporting,

\%counting information must be provided in a timely basis. For accounting
information to be timely, the accumulation and summarization of accounting
information and its publication should be as rapid as possible to assure the availability

of current information in the hands of the users. This also implies that, financial
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statements should be presented at frequent intervals, to reveal changes in the firm’s

situation, which may in turn affect the users’ predictions and decisions’”.

Extreme lapses in financial reporting have given rise to high profile scandals
that resulted not only in investors’ losses but also in reduced confidence in the
financial system. The Enron and Worldcom accounting scandals in the United States,
the defunct Oceanic Bank, Spring Bank, Intercontinental bank, Afriban PHB
among others, the arrest of some banks Chief Executives by tb@mmic and
Financial Crimes Commission (EFCC) and the Cadbury crisis al relate to deception
and accounting information failures in financial reportin Q’ reports to the CBN
and investors often were inaccurate, incomplete , depriving the CBN of the
right information to effectively supervise thefimdustry and depriving investors of
information required in making infome%@@nent decisions. Extant studies relating
to the subject matter in Nigeria u?t\\gmary data and were carried out in capital
extensive industries like the réi\&ia uring sector as such nature of industry, choice of
accounting policies a.ndA@ﬁtory requirements disparities necessitate a new study on

the subject. The ai \his study is to empirically investigate the effect of financial

reporting g\i&on the financial performance of quoted banks in Nigeria’®.

N

2.2.ZE Igﬂ‘ﬁods of Measuring the Quality of Financial Reporting

\/QI Financial reporting quality can be accessed directly or indirectly. Directly, it
can be measured using the Accruals model, the Value relevance model, using specific
elements in the annual report, and by operation ling the qualitative Characteristics.
Accruals Model focuses on the quality of earnings measured, and the major
assumption it holds is that managers use discretionary accruals to manage earnings.

Earnings management is assumed to negatively affect the quality of financial report
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by reducing it decision usefulness. The main merit of this model is that it uses
accruals to measure earnings management and is calculated based on the information
present in the financial statement’. This model called the Jones model, in this
modified Jones model, accounts receivables were taken into consideration by this
model. Estimating normal accruals in the first stage is similar to the model. The

modified Jones reasons that all changes in credit sales in the event period It from

earnings management. 0
The modified Dechow and Dichev’s (2002) model is s@ﬂed as:

AWCt= CF0 t-1+ CFOI + CFOt +1 + ASalest+ PPEt+8$

Where: QO

AWC = Working capital in year t, i.e. Acc &brecelvables + Alnventory —Accounts

payable — Taxes payable + other as@

CFO t-1 = cash flows from op& % in year t-1

CFOL1 = Cash flow fro@tlon in year t;
CFOt+1 = Cas@rom operation in year t+1

Salest éal@ear t less sales in year t-1;

PP}%rOSS property, plants, and equipment in year t

\/ This measure of earning quality capotes the extent to which accrual maps into
cash flow realization in the past, present, and future cash flows. The higher the
absolute residual for each sample firm, the lower the quality. In which the concluded
that the Modified Jones model could detect earnings management better than other

models.
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2.2.3 Financial Reporting Regulations and Regulators in Nigeria

There are various financial reporting regulations and regulators in Nigeria.

The Regulatory Bodies are thus:

1. The Corporate Affair Commission (CAC)

2. The Nigeria Accounting Standard Boards (NASB) now Financial Reporting
Council of Nigeria(FRCN) Q

3. The National Insurance Commission (NAICOM) (JO

4. The Central Bank of Nigeria (CBN) 6\

5. The Security and Exchange Commission (SEC)

6. The Nigeria Stock Exchange Commission

7. Institute of Chartered Accountants of P@a (ICAN)

8. Nigeria Deposit Insurance Corpo (NDIC)

Other regulators include: ’\%\
i.  The Companies an@‘é@d Matters Act 1990 as Amended
ii.  The Banks a@er Financial Institutions Act (BOFIA 1991)
iii.  The Insur Act 0of 2003

@e t and Security Act of 1999

V’bﬁompanies Income Tax Act 2004 (as amended)

vi

¥  Petroleum Profit Tax Act 2004
i.  Pension Reform Act 2004, and

viii.  Federal Inland Revenue Service (Establishment) Act 2007

The practice of accountancy profession globally is governed by sets of rules

and guideline, which the rules and guidelines are also however, compiled into
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standard. There are two sets of standards governing the accounting practice in

Nigeria. They include:

a. International Standards - International Accounting Standards (IAS)

b. Local Standards — Statement of Accounting Standards (SAS)

Unveiling the need for IFRS, the minister of commerce and industry noted
that the search for global accounting standards as captured by the IFR¢ %s as a
result of the collapse of US energy giant, Enron when acc@/@ profession
came wider scrutiny and led to global questioning (G’%ounts experience,
integrity and existence of standards in the world of @ss. The minister also

\)

advised that all other public interest entities are Q ed

to mandatorily adopt IFRS

for statutory purposes by January 1% 20%thile small and medium sized
entities (SMSs) shall mandatorily ad% system on January 1% 2014. This
need a better understanding and &iaﬁon of the risks involved and would
necessitate that financial @ts prepared in Nigeria irrespective of the sector
use global financial regébenchmarksgo.

N
2.24 @ of Financial Statements/Reports (IAS 1 Article 10)

rbé‘ he financial position of an enterprise is primarily provided in the:

\{ Statement of Financial Position Formally Balance Sheet: The element of this
statement includes:

i.  Asset: An asset is a resource controlled by the enterprise as a result of past

events from which future economic benefits are expected to flow to the

enterprise.
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ii.

iii.

Liability: A liability is a present obligation of the enterprise arising from the
past events, the settlement of which is expected to result in an outflow from
the enterprise' resources, i.€., assets.

Equity: Equity is the residual interest in the assets of the enterprise after
deducting all the liabilities under the Historical Cost Accounting model.

Equity is also known as owner's equity. Under the units of constant putchasing

power model equity is the constant real value of shareholders’ a@ \

2. Statement of Comprehensive Income (IFRS) Formally, ragﬂ{g Profit and

Loss Account (SAS): %Q

The financial performance of an enterpgi primarily provided in the

Statement of Comprehensive Income (income@ement or profit and loss account).

The elements of an income statement %ée: elements that measure the financial

performance are as follows: @

ii.

N

iii.

Revenues: increases g;\%é mic benefit during an accounting period in the
form of inﬂow“%hancements of assets, or decrease of liabilities that result

in increa@quity. However, it does not include the contributions made by

the e\@‘;‘ participants, i.e., proprietor, partners and shareholders.

e nses: decreases in economic benefits during an accounting period in the

Q:b form of outflows, or depletions of assets or incurrence of liabilities that result

in decreases in equity.
Revenues and expenses are measured in nominal monetary units under the
Historical Cost Accounting model and in units of constant purchasing power

(inflation-adjusted) under the Units of Constant Purchasing Power model.
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A Statement of Comprehensive Income separate statements comprising an
Income Statement and separately a Statement of Comprehensive Income, which
reconciles Profit or Loss on the Income statement to total comprehensive income.

3. Statement of Changes in Equity Requirements Of I[FRS
4. Statement of Cash Flows or Cash Flow Statement

5. Notes to the Financial Statements including a summary of the %iﬁcant

accounting policies. OQ

Comparative information is required for the prior repo eriod (IAS 1.36).
An entity preparing IFRS accounts for the first time mu% IFRS in full for the
current and comparative period although there @sitional exemptions. On 6
September 2007, the IASB issued a I‘GViSPQIQ 1 Presentation of Financial
Statements. The main changes from the us version are to require that an entity
must present all non-owner changes\\{{Quity (that is, 'comprehensive income’) either
in one Statement of compre ¢ %ncome or in two statements (a separate income

statement and a stateme éomprehensive income). Components of comprehensive
[ ]

income may not nted in the Statement of changes in equity.

Pre\“(\statement of financial position (balance sheet) as at the beginning of
the %iga/comparative period in a complete set of financial statements when the
%{iéapplies the new standard. Present a statement of cash flow, make necessary

\ﬁsclosure by the way of a note. The revised IAS 1 is effective for annual periods

beginning on or after 1 January 2009. Early adoption is permitted®!.

2.2.5 Recognition of Elements of Financial Statements/Reports
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An item is recognized in the financial statements when, it’s probable future
economic benefit will flow to or from an entity. The resource can be reliably

measured otherwise the stable measuring unit assumption is applied under.

The Historical Cost Accounting model: i.e. it is assumed that the monetary
unit of account (the functional currency) is perfectly stable (zero inflation or
deflation); it is simply assumed that there is no inflation or deflation ev “AQ items
are stated at their original nominal Historical Cost from any priorCJ month, 1
year, 10 or 100 or 200 or more years before; i.e. the stable m. ing unit assumption
is applied to items such as issued share capital, retained i gS, capital reserves, all
other items in shareholders” equity, all items i ®atement of Comprehensive

Income (except salaries, wages, rentals, etc., h are inflation-adjusted annually),

etc. 6’6

The Capital Maintenance i B\& of Constant Purchasing Power (CMUCPP)
model, all constant real Valu{$f onetary items are measured in units of constant
purchasing power 1n.teq% a daily index at all levels of inflation and deflation; i.e.
all items in the @t of Comprehensive Income, all items in shareholders” equity,
Accountse B@/ables, Accounts Payables, all non-monetary payables, all non-

mon% ceivables, provisions, etc®?.

2.2.6 Measurement of the Elements of Financial Statements/Reports

Measurement is the process of determining the monetary amounts at which the
elements of the financial statements are to be recognized and carried in the balance

sheet and income statement. This involves the selection of the particular basis of
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measurement®3, A number of different measurement bases are employed to different
degrees and in varying combinations in financial statements. They include the

following:

a. Historical cost: Assets are recorded at the amount of cash or cash equivalents
paid or the fair value of the consideration given to acquire them at the time of
their acquisition. Liabilities are recorded at the amount of proceed ived in
exchange for the obligation, or in some circumstances (for(@le, income
taxes), at the amounts of cash or cash equivalents ted to be paid to
satisfy the liability in the normal course of busine%

b. Current cost: Assets are carried at the am: ash or cash equivalents that
would have to be paid if the same Q@n equivalent asset was acquired
currently. Liabilities are carried %@rbundiscounted amount of cash or cash
equivalents that would be reaﬁ\.@ to settle the obligation currently.

c. Realisable (settleme .tﬂ)’\\u e: Assets are carried at the amount of cash or
cash equivalqn&@&ould currently be obtained by selling the asset in an

NN

orderly di . Assets are carried at the present discounted value of the

futug&% cash inflows that the item is expected to generate in the normal

; rg,g}e of business. Liabilities are carried at the present discounted value of the
u

Q0

\/ in the normal course of business®*.

ture net cash outflows that are expected to be required to settle the liabilities

The measurement basis most commonly adopted by entities in preparing their
financial statements is historical cost. This is usually combined with other
measurement bases. For example, inventories are usually carried at the lower of cost

and net realisable value, marketable securities may be carried at market value and
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pension liabilities are carried at their present value. Furthermore, some entities use the
current cost basis as a response to the inability of the historical cost accounting model

to deal with the effects of changing prices of non-monetary assets.
2.2.7 Global Reporting Initiative (GRI) Sustainability Reporting Guideline

The GRI reporting framework is intended to serve as a generally accepted
framework for reporting on an organization's economic, environmentaQ%ssocial
performance. It is designed to be used by organizations of any size,ecjgor location.
The environmental dimension of sustainability concerns an &zation impacts on
living and non-living natural systems, including ecos s‘%land, air and water. It
provides a concise disclosure with reference onmental aspects such as
materials, energy, water, Biodiversity, Emis;'b@Efﬂuent, and waste products and

services, compliance, Transport and % 1 which covers total environmental

protection expenditures and inves@y type®.

Sustainability Acc@ Standard Board exclaimed that sustainability
accounting is to eval e environmental, social and governance performance of
companies throﬁ@?account of their management of various forms of non-financial

capital é@d with sustainability—environmental, human and social — and

corpQrate governance issues, which they rely upon for sustained, long-term value

\a/&nse

Ultimately, the goal of sustainability accounting and disclosure is to inform
development of an integrated business strategy for corporate management and assess
sustainability risks and opportunities inherent to investment decisions. Sustainability
accounting and disclosure is intended as a complement to financial accounting, such

that financial information and sustainability information can be evaluated side by side
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and provide a complete view of a corporation’s performance and value creation, both

financial and non-financial, and across all forms of capital®’.
2.3.1 Financial Performance

Financial performance of a firm is reflected in its corporate success. It
involves the use of organization assets to generate revenue. Financial performance
enables management to give account of their stewardship to sharehol firm
profitability, value and firm growth®®. Financial performance is tl{ejgt to which
organization objectives and policies have been achieved in r@&y term. Company
is assumed to be performing if it is able to meet its ob$ns as at when due. In
accounting literature, financial performance of @ as been measured as firm
growth, size of the firm, firm’s proﬁtabilit)gb arket share. Firm’s size is often
measured as Total Assets; profitability rn on Assets (ROA), Return on Equity
(ROE), Net Profit Margin, Earni s\\& Share, Gross Profit Margin or Profit After

N
Tax. \
&

Financial perfa@%e is commonly used as an indicator of a firm's financial
health over a gi@%od of time. The financial performance of a firm can be defined
or measc'/@arious different ways including profitability, gauge return, market
shar%{owth, return on investment, return on equity and liquidity. Financial

\/@mance was measured by the development of revenues and profits®. Revenue
development can be seen as a growth indicator of the firm and also as a competitive
strategy for consecutive firms. A firm can, by being environmentally sustainable,
differentiate its products and thus increase its revenue. Similarly, a firm can save costs

on resources, regulatory costs, capital and labour and therewith increase its profits®.
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In this study, financial performance will be measured by, Net Profit Margin (NPM),

Return on Assets (ROA) and Return on Equity (ROE).
2.3.1 Net Profit Margin (NPM)

Net Profit Margin (NPM) is basically one of the ratios used to demonstrate a
company's ability to generate net income. Net profit margin is the ratio between net
income and sales. This ratio is one of the important ratios for operation@agers,
because this ratio is able to reflect the sales pricing strategy that the pany will
apply. This ratio is also able to control the operating expens@‘calculate your net
profit margin, divide your net income by your total sales%nue. The result is your

net profit margin. You can multiply this number get a percentage.

Net Profit Margin (NPM) = (Net Profits +~ %‘@9) x 100
2.3.3 Return on Asset (ROA) @

Return on assets (ROA@(atio that describes the assets measured by sales
volume. The greater this @&will be better for the company. This means that the rate

N

of return will b@ I. The greater the ROA, the higher the profits generated by
th.

the compan&

return o@ts shows the number of profits earned relative to the level of investment

t investors will buy more shares of the company. It was stated that

in ssets. To calculate ROA the following formula can be used.
\(eturn on Assets = Net Income + Total Assets

The higher this ratio means the company is more effective in utilizing the
assets to generate net income. Thus the higher ROA means the company's
performance more effective because the rate of return will be greater. This will further

increase the company's attractiveness to investors. Increased attractiveness of the
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company causes the company increasingly in demand by investors because it can
provide great benefits (return) for investors. In other words, ROA will have an effect

on stock returns that will be accepted by investors.

Financial sector is the backbone of the economy of any country. It facilitates
the achievement of sustained economic growth through providing efficient monetary
intermediation. It promotes investment by mobilizing savings an ciently
channelling resources to productive business opportunities. BankQ@y strategic
and important position in the economic activities of Nigeria by the intermediary role,
accepting deposits, processing payments, issuing bank % nd cheques, granting
loans and overdrafts, brokering insurance contr @n syndication, giving vital
investment advice, providing financial servi to individual business men and
various organizations in order to lubric%éuﬁsustain the economic growth of the
country. Therefore, banks ﬁnancial}@rmance has attracted considerable academic
and professional discourse beéiésa e overall financial performance of various firms
including banks, amc.mgq(@}x institutions, determines to a large extent the economic

N\

performance of Nigeria."The market- based measures of financial performance (price

to earnings& , earnings yield and dividend yield) are considered as proxies for

ﬁ@al performance®?.

ban

Q:b Financial performance is a factor that enables company management to

\(exibly report on its social and environmental responsibilities. Companies that have
high profits can allocate their expenses to many aspects, including involvement in
environmental issues. Very profitable companies are more trusted by the public to

increase stakeholder accountability expectations. When companies are more involved

in social activities, they will have more information to disclose. The measurement of

68



corporate environmental aspects, such as the greenhouse effect, tends to significantly
increase company spending. Environmental disclosure also entails high costs,
including the costs of identifying, measuring, and reporting this information®.
Therefore, only companies with high financial performance are willing to bear these
costs. Financial performance, which is often represented by profitability, affects
corporate social responsibility. If the company makes a profit, the compky will
allocate its funds for CSR activities. The allocations of funds for Ci{@gities will

certainly make the company have a CSR program and makKe disclosures.
Environmental programs are part of the CSR program ility is one of the

characteristics of a company that significantly cauompanies to disclose their

social and environmental responsibility initiativg

Financial performance in broadeys@rbrefers to the degree in which financial
objectives have been accomplisheJ@)easures how well a company has fared in
monetary terms and its over; Abncial health for a particular period. Financial
performance is a sulaje&%\neasure of how well a firm utilizes its assets from its
business operatio%@nerate profit®>. However, financial performance is used to
predict th.e,&cial well-being of a company, over a period of time. This can be
mea re@iifferen‘[ ways such as: Return on Capital Employed (ROCE), Return on
OA), Return on Equity (ROE) and Markets Share Growth.

&

merely used to compare firms from one industry to the other. Financial performance is

Financial performance consists of the financial health of an organization and is

usually measured using financial ratios. Financial measures are influenced by non-
financial measures. Performance can be divided into financial and non-financial

performance. Financial performance is the “degree to which financial objectives are
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met”, that is assessing a firm’s policies and operations in monetary terms”®. The three
most important decisions in a firm are: investment, financing, and dividend decisions,

and are all related to firm performance.
2.3.4 Concepts of Capital

A financial concept of capital is adopted by most entities in preparing their
financial statements. Under a financial concept of capital, such as invesQ%ney or
invested purchasing power, capital is synonymous with the net assefs orequity of the
entity. Under a physical concept of capital, such as operatj %pability, capital is

regarded as the productive capacity of the entity base » for example, units of

output per day®’. The concepts of capital in para 02 give rise to the following
three concepts of capital maintenance dup’@ow inflation and deflation: The

concepts of capital in paragraph 102 gi se to the following three concepts of

capital during low inflation and deflatien:

1. Physical capital maf&&;\};ce: optional during low inflation and deflation.
Current Cost %@unting model prescribed by IFRS.

2. Financia}%i al maintenance in nominal monetary units authorized by IFRS

T@escribed optional during low inflation and deflation. It is impossible

60 maintain the real value of financial capital constant with measurement in

\/Q:b nominal monetary units per se during inflation and deflation®®.

3. Financial capital maintenance in units of constant purchasing power

authorized by IFRS but not prescribed optional during low inflation and

deflation. Capital Maintenance in Units of Constant Purchasing Power is

prescribed during hyperinflation in TAS 29 i.e. the restatement of Historical
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Cost or Current Cost period-end financial statements in terms of the period-

end monthly published Consumer Price Index.

Only financial capital maintenance in units of constant purchasing power in
terms of a daily index per se can automatically maintain the real value of financial
capital constant at all levels of inflation and deflation in all entities that at least break
even in real value ceteris paribus for an indefinite period of time. This w, ‘l'&happen
whether these entities own revaluable fixed assets or not and witho(/quirement
of more capital or additional retained profits to simply maintaif the existing constant
real value of existing shareholders” equity constant. Fin% pital maintenance in
units of constant purchasing power requires the ion and accounting of net
monetary losses and gains from holding mor@y items during low inflation and
deflation. The calculation and accounting‘@ monetary losses and gains during low

inflation and deflation have thus bee@iorized in IFRS since 1989.

The selection of the@b iate concept of capital by an entity should be
based on the needs of t gdrs of its financial statements. Thus, a financial concept of
capital should @ted if the users of financial statements are primarily concerned
with the m\”(%ance of nominal invested capital or the purchasing power of invested
capit% ~However, the main concern of users is with the operating capability of the
%’1& a physical concept of capital should be used. The concept chosen indicates the

oal to be attained in determining profit, even though there may be some

measurement difficulties in making the concept operational®.
2.3.3.1 Concepts of Capital Maintenance and the Determination of Profit

The concepts of capital give rise to the following two concepts of capital

maintenance:
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(a) Financial Capital Maintenance:

This concept a profit is earned only if the financial (or money) amount of the
net assets at the end of the period exceeds the financial (or money) amount of net
assets at the beginning of the period, after excluding any distributions to, and
contributions from, owners during the period. Financial capital maintenance can be

measured in either nominal monetary units or units of constant purchasin .

Financial capital maintenance where capital is defined in Qm/@of nominal
monetary units, profit represents the increase in nominal ’Sy capital over the
period. Thus, increases in the prices of assets held ove$perlod, conventionally
referred to as holding gains, are, conceptually, pro@ ey may not be recognised as
such, however, until the assets are disposed Wn exchange transaction. When the
concept of financial capital maintenanc i3~defined in terms of constant purchasing
power units, profit represents th ase in invested purchasing power over the
period!®. Thus, only that p Qgﬁ

increase in the general@of prices is regarded as profit. The rest of the increase is

increase in the prices of assets that exceeds the

treated as a cap@ltenance adjustment and, hence, as part of equity.
\%Physical Capital Maintenance.

A profit is earned only if the physical productive capacity (or operating
capability) of the entity (or the resources or funds needed to achieve that capacity) at

the end of the period exceeds the physical productive capacity at the beginning of the
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period, after excluding any distributions to, and contributions from, owners during the

period!‘!,

The concept of capital maintenance is concerned with how an entity defines
the capital that it seeks to maintain. It provides the linkage between the concepts of
capital and the concepts of profit because it provides the point of reference by which
profit is measured; it is a prerequisite for distinguishing between an enti‘Q\&um on
capital and its return of capital; only inflows of assets in excess of (}@ needed to
maintain capital may be regarded as profit and therefore as a refuta on capital. Hence,
profit is the residual amount that remains after % s (including capital
maintenance adjustments, where appropriate) ha deducted from income. If
expenses exceed income the residual amo%is a loss. The physical capital
maintenance concept requires the adopt@ e current cost basis of measurement.
The financial capital maintenance @pt, however, does not require the use of a
particular basis of measure?@’%b election of the basis under this concept is

dependent on the type (& cial capital that the entity is seeking to maintain.
[ ]

The prin{}}@ference between the two concepts of capital maintenance is
the treatm@the effects of changes in the prices of assets and liabilities of the
entityy, In“general terms, an entity has maintained its capital if it has as much capital at
Q:étd of the period as it had at the beginning of the period. Any amount over and

\%ove that required to maintain the capital at the beginning of the period is profit.
Physical capital maintenance when capital is defined in terms of the physical
productive capacity, profit represents the increase in that capital over the period. All

price changes affecting the assets and liabilities of the entity are viewed as changes in
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the measurement of the physical productive capacity of the entity; hence, they are

treated as capital maintenance adjustments that are part of equity and not as profit.

The selection of the measurement bases and concept of capital maintenance
will determine the accounting model used in the preparation of the financial
statements. Different accounting models exhibit different degrees of relevance and
reliability and, as in other areas, management must seek a balance betweQ“Akevance
and reliability. This Framework is applicable to a range of accou(/@mdels and
provides guidance on preparing and presenting the financial Statements constructed
under the chosen model. At the present time, it is not ﬂ% tion of the Board of
IASC to prescribe a particular model other than in Qonal circumstances, such as
for those entities reporting in the currency hyperinflationary economy. This

intention will, however, be reviewed in t@; of world developments!?2,

2.1.21 Environmental Disclosur }Yngncial Reporting Quality and Financial

X
Performance \
Q’}C’

The link between the conce@nvironmental Disclosure and Concept of Financial

Performance connotes @poraﬁon or non-incorporation of the environmental information
° \,
in the annual re@&o

degradati ich in turn informs the decisions of the stakeholders either positively or

€ companies whose activities are prone to causing environmental

negaﬁ;&? The study concluded that firms which produce environmental disclosure have
better financial performance than those that do not. In addition, US firms, and used the value
of net income/total assets as their performance proxy. They found that high performance
firms had higher disclosure of environmental policies and/or descriptions of environmental

commitment compared to poor performing firms!'%,
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Environmental disclosure and financial reporting quality, as independent variables, may also
interact to influence financial performance in manufacturing companies. High-quality
financial reporting will enhance the credibility and usefulness of environmental disclosures,
as stakeholders are more likely to depend mostly and act upon environmental information
that is supported by accurate and reliable financial data comprehensive environmental
disclosures can complement financial reporting by providing a more realistics View~0¥

company’s long-term sustainability and risk profile, potentially leading to i edMinancial

performance.

The combined effect of environmental disclosure and ﬁnanmaf re@ quality on financial

performance is actually significant in manufacturing com hese firms are often subject

u@mtiny due to their substantial

sive environmental disclosures and

to stringent environmental regulations and intense

environmental impact. Consequently, both com

high-quality financial reporting are crltlc%h

and fostering trust among stakehol%’\\/ﬁ

or maintaining legitimacy, managing risks,
enhance financial performance of Companies

at the long run

2.2 Theor &evww
2.2, légpe olders Theory
Q:b Stakeholder theory was first described by Freeman (1983) a professor at the
\Gniversity of Virginia, in his landmark book, “Strategic Management: A Stakeholder
Approach.” It suggests that shareholders are merely one of many stakeholders in a
company. The theory argues that a firm should create value for all stakeholders, not

just shareholders. Stakeholder theory is a further development on the concept of

stakeholder and its relationship to any business corporation. Freeman (1984) offers a
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traditional definition of a stakeholder thus, as “any group or individual who can affect
or is affected by the achievement of the organization’s objectives” Therefore, the
general idea of Stakeholder theory is a redefinition of the organization. That is, what

the organization should be and how it should be conceptualized.

The theory as noted by Friedman (2006) states that the organization itself
should be thought of as grouping of stakeholders and the purpose of the ization
should be to manage their interests, needs and viewpoints. @takeholder
management is thought to be fulfilled by the managers of . The managers
should on the one hand manage the corporation for the of its stakeholders in
order to ensure their rights and participation in decisi aking and on the other hand,
the management must act as the stockholder’s t o ensure the survival of the firm

to safeguard the long-term stakes of each’gé’fg

Stakeholders’ theory takes acceiint of a wider group of constituents rather than
focusing on shareholders. Wl@%ﬁe is an emphasis on stakeholders, the governance
structure of the corn@ may provide for some direct representation of the
stakeholders gr\}the main groups of stakeholders are: customers, employees,
local com@s, suppliers and distributors, shareholders, the media, general public,

busi% ners, future generations, past generations (past founders) academics,

@titors, NGOs, trade unions, competitors, regulators and governments.

N

managers should develop and run their enterprises in a way that is consistent with the

For better decisions to be made, the Stakeholder theory further demands that

demands of the theory i.e., stakeholder’s value rather than shareholder’s value
maximization. A company has responsibility towards its stakeholders and each of

these interest groups sees the role of the company in a slightly different ways. This
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therefore means that a firm’s value is influenced by the quality of its relationships
with a range of internal and external stakeholders, and its ability to communicate its
activities and performances effectively with its key stakeholders can be critical to its

long-term success, viability and growth!?®,

The long-run value of an enterprise cannot be maximized if the varied interests
of its stakeholders (apart from owners/shareholders and managers) are i which

indicates that the requisite trade-offs should be made. This was note@nsen (2000)

when he propounded the enlightened Stakeholder theory posited that the
objective function of a firm should be to maximize its tot -run market value and
a change in the market value is the scorecard by whi success of an enterprise is

measured. The author further posited that none @e stakeholders is superior or ranks
above others and that the value createdrabn enterprise gives managers a way to
assess the trade-offs that must be \ among the competing stakeholders. Value
creation, therefore, allows .@p d decision making independent of personal

preference of manage@&wners and also provides an objective yardstick with

performance the%@evaluated.

In-a\&ai'%n, Equity theory gives support to Stakeholder theory. The theory
posit%‘gm(stakeholders do not only evaluate the size of the value created that is
@uted to them but also consider the value appropriated to other stakeholders.

\ﬁakeholders also assume the presence of relative justice in the exchange process that
the absence of relative justice in value appropriation can produce negative sentiments
and behavioural responses (e.g. dissatisfaction and withdrawal of contributions
towards value creation). Relative justice in value appropriation is a subjective concept

which varies from one company to the other, hence, the need to examine whether
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corporate bodies in modern times measure and control their behaviors and whether

they are responding to stakeholders’ interests in an effective way or not.

This concern was generated out of the context in which corporate
organisations operate because a network of relationship connects a company to a
greater number of interrelated individuals and constituencies, called stakeholders!'?’.
The relationship also influences the way a business is governed, its sh. QQ long-
term survival and value creation. Specifically, this study argues tht1sfactions
of the interests of critical stakeholders of a company during ’gc'{od, in form of the

economic value created that is distributed to them, do a value created in the
period and period(s) following. QO

In Freeman (1984) originally dF&@ﬂ the Stakeholder Theory of
cs

organizational management and busine@

managing an organization. Contg\io agency theory’s view organizations of as a

that addresses morals and values in
system of relationship betw&%\\‘[a eholders and management, stakeholders’ theory
view organizations as m that accommodates not only the interest of the owners
but also the int@ other groups within the environment which the organization
operatesloo’g@theory argued that since organizations cannot operate and exist in
isola%%hout relating to its immediate environment then the interest of other
@olders like employees, customers, suppliers and local community might be
\,(onsidered in the process of strategic decision making. Therefore, the main argument
of the theory, Organizations should not only maximize the returns of shareholders
alone, but also the expectations of stakeholders should be considered. Finally, the
theory argued that for a firm to achieve effective performance in the market, cordial

relationship must exist between the firm and the stakeholders and the firm board
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should be large and diversified enough to accommodate the interest of other

stakeholders'?.
2.2.2 Legitimacy Theory

Legitimacy theory is central to the social contract which can be implicit and
explicit. It is a generalized perception or assumption that the actions of an entity are
desirable, proper or appropriate within some socially constructed systeQ)*uorms,
values and definitions'!®. Legitimacy theory offers a powerfi anism for
understanding voluntary social environmental disclosure ma@l&organizations and

that this understanding would provide a vehicle for engag%critical public debate.

The Legitimacy theory states that it is th@ral obligation of companies to
meet the expectation of the societal memb % if company fulfills the expectation
of the whole society then it would ed as legitimate otherwise its legitimacy
would be at risk!!'!. So, org nj %s are expected to respond to the changing
expectations of the society @ntain their legitimacy. First, the company can adopt
those goals, value '{&)perations which are consistent to existing legitimacy
definition. Seco\bt can use the communication strategy to legitimize its present

practiceCa@uencing legitimacy definition. Finally, the company can use

commuinication strategy to be known with those symbols (e.g. ISO 14000, ISO 9000

\?pkrds).

The Legitimacy theory argues that organizations seek to ensure that they
operate within the bounds and norms of society. It is considered as a generalized
perception or assumption that the actions of an entity are desirable, proper or
appropriation within some socially constructed system of norms, values, beliefs and

definitions and so organizations attempt to establish congruence between the social
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values associated with or implied by their activities and the norms of acceptable
behaviour in the larger social system of which they are part. The essence of
legitimacy theory is to ensure that environmental information is disclosed as a way of
legitimizing the operations of the firms'!2. This theory is the most appropriate to
explain social and environmental disclosure since it entails conformity of an

organization with the value of the society within which it functions. \

2.2.3 Positive Accounting Theory ( 0

This theory suggests and explains why a firm @ voluntary social
disclosure of environmental issues based on the original % of Watts et al (1986),
The Positive Accounting theory has directly s establish evidence for the
political cost hypothesis as an explanation @ms social disclosure. The theory

posits that the disclosure of environmen@e is determined by the size and type of
industry!"®. Q:

2.2.4. Institutional Theor: C)

Q

This theory.@%ides explanation for the adaptation of a particular
organizational ce within a specific organization field. These dimensions are
explain{b/@ A constrains process that forces one unit of population to resemble
ot}%@ts that face the same set of environmental conditions. It is the adaption of an

\i/gdtutional practice by an organization. Mimetic isomorphism refers to the
companies’ “Willingness to copy or imitate the organizational practice of other
organization. Normative is morpheme comes from professionalism, which refers to
the professional expectation to comply with some standards and to adopt institutional
practices. There are two important sources to normative isomorphism; education and

professional network. The normative groups include academics, environmental
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consultants, industry association, trade association, government organization,
professional organizations while interest groups include those parties who used the

companies’ environmental disclosures!!.

2.2.5 Political Economy Theory

It posits that accounting system acts as mechanisms used to create, distribute
and mystify power. It is based upon economic theories of self- intenQ%litical
economy suggests that environmental disclosures are pre-emptive aQ}Q to enforce
an agenda to stave-off intervention. The emergence of pressuégqps creates a threat
to companies who may face increased government i@ntion in the form of
regulatory action which then creates political cost anies are therefore predicted
to counter possible political costs by resortin;&%ovemment lobbying and providing
social responsibility disclosures. Analyzi ocial disclosures using this framework

content and external parties{t;\\'

2.2.6 Social Contrh&gory

It is dx d on the proposition that there exists contract between business

and wi(er%ﬁ

would require greater emphasis o@;terplay between the firm's social information

, Whereby business agrees to perform various societal desired
act in return for approval of its objectives, other rewards and its ultimate
\s/gﬁival“é.
For the furtherance of this study, the researcher will limit its conceptual
framework to the Stakeholder’s theory. Numerous views about Stakeholder’s theory
that are presented in the literature through key distinction can be drawn between the

tenets of stakeholder theory and conventional input —output model of the firm which
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see firms as converting investors, ,supplier and employee in outs into customers
output!!'”. In contrast, stakeholder theory argues that every legitimate person or group
participating in the activities of a firm do so to obtain benefit and that the priority of

the interest of all legitimate stakeholder is not self evident.

There are four central theses related to stakeholder theory: First, stakeholder
theory is descriptive in that it offers a model of the corporation. Stakeho theory
is instrumental in offering a framework of investigating t @ between
conventional firm performance and the practice of sta lder management.
Although stake holder theory is descriptive and instrume@ more fundamentally
normative. Third, Stakeholders are identified by nterest and all stakeholder
interest, are considered to be intrinsically v le. Finally, Stakeholder theory is
managerial, in that it recommends att},‘é,b structure and practices and require
simultaneous attention is given to tl%\;@rest of all legitimate stakeholder. Hence, the
theory proposes that firms’ p S ce is dependent on the relationship between the

firms and all stakeholder: Q;&

23 Review @urical Studies

'e@;iation between the content of corporate environmental disclosure

and éporate financial performance. The study was concerned with a lack of
\/@) rate social responsibility disclosures in annual reports due to their voluntary
nature. The authors scored environmental disclosures in 20 pre-selected content
categories along four dimensions; evidence, time, specificity, and theme. Proxies
environmental performance by a performance index devised by the Council on
Economic Priorities (CEP), a non-profit organization specializing in the analysis of

corporate social activities. Forty firms were selected from the 50 firms that were
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monitored by the CEP. Regression results indicated no association between
environmental disclosure and environmental performance!'®. The content analysis
technique examined the association between social sustainability reporting and
characteristics of companies. Findings from the study suggest that a positive
relationship exist between firms’ financial leverage and the extent of voluntary
disclosure. A study on the incentives of Australian firms to provide envitOnmental
information within their annual reports voluntarily. Using a political mework,
hypotheses were developed which link the extent of environmeﬂ{gﬂ%sures with a
measure of the firm’s perceived effects on the environme Qample of 197 firms
was obtained from Australian Graduate School of Mment annual reports file for
the year 1991. The results indicate that firms &@operate in industries which are
perceived as environmental damaging are %ﬁé‘cantly more likely to provide positive

environmental information within tl@gal reports than are other firms!'%’.

Using a sample size .&@Slisted companies in Indonesia, investigated the

relationship between.ﬁxl@}g performance and environmental reporting. It concluded
that that financi rmance had no significant relationship with environmental
performarlcg\{%ere are differences between sectors in terms of determinants which
affe%@ure decisions and there is a positive relationship between the size of the

(g

rticularly in developed countries, play significant roles in voluntary environmental

nd the quality of environmental information. Decision makers in firms,

disclosure. Investors do not obtain some information if decision-makers believe that
investors do not need to have information or this information is available in other
sources'?!. Managerial decisions in companies with regard to environmental

disclosure are subject to determinants. Some researchers noted in their studies that the
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size of the company is one of the determinants of managerial decisions, and indicates

a positive relationship between firm size and the level of environmental disclosure.

The firms increased the level of environmental disclosure, because of the
surge of environmentalism. The researchers indicated disclosure correlated with
increases in social concern about environments and relationships between firm’s
environmental performances with kinds of industry. The financial sit of the
company influences the decision of environmental disclosure. Thit}ﬁound that
when the company’s financial situation is well, the compan be more likely to
provide environmental information. Using a sample co erawn from oil and
gas sectors of the Nigerian stock exchange for 20 financial years, found that
there is no significant relationship between § and corporate environmental
disclosures. He therefore concludes that fb@rgry stance of environmental reporting
has often be used as a clinche for\\&@panies to under report their effects on the

environment and this is resp.&i\s?& for the negligence of several corporate entities

with regards to corpora@l\l and environmental reporting!?2.
[ ]

The obja@ this study is to investigate the Determinants of Environmental
Disclosure{\"%eria. The specific objectives therefore, are to examine the effect of
indu% e, leverage and firm size on environmental disclosure on a sample size of
%@qpanies from both manufacturing and non-manufacturing sectors. The statistical

\gethod employed was the Binary logistic panel data regression. The study revealed
that industry type, firm size has positive relationship, while leverage has no

significant effect on environmental disclosure!?*.

Environmental Accounting and Financial Performance of Oil and Gas

Companies in Nigeria. The secondary data were made use in the study for the periods
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2015, 2016 and 2017 with the total sampled 11 companies selected based on
environmental information available in the annual reports. The data were analyzed
using multiple regression analysis through the use of econometric model. The amount
spent by each Oil company as their environmental costs (on air pollution, water
pollution, staff welfare (medical expenses), community welfare and externalities were
used as proxies for environmental accounting reporting while ROCE, NPWS, and
EPS were used as proxies for corporate performance. The result that the
explanatory variables, ROCE, NPM, EPS, and DPS have an insignifi¢ant relationship
with ENVC with coefficients of .252, .011,.152 DIM and P-values
of .175, .950, .423 and .542 respectively. The 30Adjusted R2 indicates the
variation in ENVC margin and could be ex @ by variability in explanatory

variables as well as control variables in the@lm.

O

Durbin Watson value of N683 affirmed that there is no first-order
autocorrelation among the rei@n the model. The result is in agreement with the
findings that financial @ance has no significant relationship with environmental

[ ]

N

reporting. Howeveri\the'result is contrary to the discoveries that found a significant

relationsh.ips&veen environmental reporting and firm performance. The findings
sugg st@t lack of environmental reporting and disclosure standards significantly
2@ the reporting and disclosure uniformity of environmental related information
\M financial statements, annual reports and accounts. It was discovered that
environmentally friendly organizations’ who voluntary disclosed their environmental
activities enjoyed high level of competitiveness. It was concluded that, issues related
to financial performance, managerial accounting, external and internal auditing, tax

and financial accounting need to be studied further in order to deal with other
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environmental issues effectively. This study thereby gave some recommendations
among others that Government Environmental Agency should make environmental
reporting in annual reports compulsory since most organizations hardly report their
environmental activities in their reports and also Oil and Gas companies on their part
should ensure that they comply with the environmental laws of the nation as it will go

a long way in enhancing their performances'?>. \

Assessed the relationship between disclosure levels @ironmental

accounting information and financial performance. Data were cted from the firms
listed in Vietnam Stock Exchange from 2013 to 2017, i g the firms disclosed
and the ones did not disclose the environmental ing information. The study

used two regression models to investigate th@la ionship between environmental
accounting information and return on a%@rqm results indicated that there was a
close relationship between disclosu@el of environmental accounting information
and financial performance. I?EJK ition, there was a difference in terms of financial
performance betweezl &é}ms that had not disclosed environmental accounting
information and \ that disclosed the environmental accounting information!2®,
Conclusiv.egv(ﬁsed on the quantitative and qualitative research methodology, the
tea asde the impact of the level of disclosure of environmental accounting
i tion on the financial performance of the business. The results indicate that the
\Mvel of disclosure of environmental accounting information affects the financial
performance of businesses both now and in the future. At the same time, the study
also found the relative difference in financial performance between two groups of
enterprises disclosing environmental accounting information and not disclosing

environmental accounting information. However, it was recommended that the
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Environmental Regulatory of Vietnam needs to raise awareness of corporate
environmental responsibility and the benefits of disclosing detailed environmental

accounting information to the financial performance of the business'?’.

A study examined the relationship between corporate sustainability disclosure
and return on investment. The sample of the study consisted of ten Johannesburg
Stock Exchange (JSE) - listed mining companies, and the data was e “c&g from
sustainability reports for a period of five years from 2010 to 2014. I@egard, data
collection was undertaken by the adoption of a content analySiS\approach. A multi-
regression analysis was used to analyze the relationshi ween environmental
disclosure and return on investment. The same stati '@wchanism was employed to
determine the association involving social d@osure and return on investment.
Results showed that there is a negative r;&égip between environmental disclosure
and return on investment. On the otwnd, the research revealed that there is also a
positive association between @sclosme and return on investment. In conclusion,
this implied that an i&@}&e in corporate reporting of social issues results in
heightened financi \formance through an increase in return on investment. The
study recqr@ed the adoption of corporate social disclosure as it would encourage

ﬁrms‘ to@cially responsible, while also generating financial benefits!2%.

Q/’b A study examined the Impact of Environmental Reporting on the Financial
\(erformance of Fortune 500 firms from 2013 to 2017. It appraised financial
performance by measuring three independent variables: reduction in greenhouse gas
emissions, reduction in waste, and reduction in water consumption. While the target
population comprised the top 100 CSR-reputed companies listed on Fortune 500, the

sample size was determined to be 50 based on observations of 250 companies. The
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collected data were analyzed using descriptive statistics, correlation, and regression
analysis. Findings indicated that reduction in nominated variables such as greenhouse
gas emissions and water consumption had a positive and significant impact on
financial performance, whereas that in another variable, i.e., waste, had a negative and
significant impact on financial performance. It was concluded that the multinational
organization should involve in very many environmental or sustainability ities as
this kind of events improve and increase the customer base tha @Qventually
escalate the number of profits, thence firm's financial performafice also improves. In
addition, environmental reporting or sustainability reports 1 e the organization’s
visibility and publicity. Through practicing the res to be environmentally
friendly organizations are in a position to c%@e to the community at large.
Moreover, the positive relationship betw ravironmental reporting and financial
performance recommends that glob rgmies' managers can use the environmental
reporting to enhance the cus@ trust (stakeholder's positive attention), lessen
reputational risks, and as %hcgreate long term shareholder value. Thereby, this study
.
recommended that As should adopt environment-friendly resources to attract

stakeholders a as save the planet. It also suggests that firms need to accord

dedicat@ o environmental reporting to improve profitability!°.

Q/’bﬁhe effect of environmental accounting disclosure on firm value of listed
\iddustrial goods companies in Nigeria from 2007- 2016. The ex-post facto research
design was adopted in this study while the data were gathered through the individual
sample company annual financial statement. Multiple regression was used to analyze
the effect of environmental accounting disclosure on firm value. Environmental

accounting disclosure was measured by non- financial indicators, financial indicators
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and performance indicators while the firm value was measured by Tobin's Q. From
the result, it is evident that non-financial indicators have a positive significant effect
on firm value while performance indicators have a negative significant effect on firm
value and the financial indicator has no significant effect on firm value of industrial
goods companies in Nigeria. It was concluded that, the information content

requirement by stakeholders helps in disclosing information about or a%ltional

financial performance and report on environmental accounting. Thei here is a

need for corporate entities to improve on their environmental onsibility practices
and disclose comprehensively their environmental risks, li s and impact on the
environment'3°. The study suggested that sanction put in place to encourage

disclosures most especially non-financial indic@@ecause it has a direct influence
on the firm value of the industrial goodétaipanies in Nigeria. The relationship
between environmental accountingk@%nﬁnancial firm’s performance listed in
Pakistan stock exchange, Pal«i@resen‘[ study used regression analysis technique,
using companies’ annua@(ca)from 2006-2016. The empirical analysis showed a
"N
significant positi e@donship between environmental accounting and firm’s size.
While earning per*share and return on capital employed statistically turned out to be
insignif@\.\‘l‘ erefore, those companies, which have huge size, spend more
re for social welfare in term of environment pollution protection. On the
\&trary, the limitation of this research is small sample size of listed companies in
Pakistan stock exchange. Hence, outcomes cannot be generalized for entire
population'3!. Based on the results, it is suggested that government must give some

tax relief to those firms, which work for the environment protection and

environmental reporting should be compulsory in Pakistan to have clean homeland.
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In Summary, various studies on environmental disclosures were reviewed with
different results, though some have similarities in their conclusions that
environmental disclosure has effect on financial performance while some were
entirely different. Over several years, a variety of papers have examined the
relationship between environmental disclosure and the financial performance or
profitability of the firm. Studies have produced mixed results. Some hawe\found a
positive correlation between the two variables; while some have fou @%rrelation
between environmental disclosure and profits'32. Given the incg‘le results found
to date, this study aims to further examine the effect of gn gnental disclosure on
financial performance of quoted Oil and Gas compain Nigeria by using E-view
Econometric tool with focus on Ordinary Le &are to analyze the panel data
extracted from the annual reports of the c@r&es Oil and Gas in Nigeria for period

of 10 years, covering 2010-2019 ®%

2.3.1 Review of Empirical@ in Developed Countries

The large prop;\&gd of existing literature on environmental disclosure has
focused on th@nship that exists between this phenomenon and financial
performan({\"l\examined the relationship between environmental performance and
ﬁnan& erformance. The result shows that profitable firms are more
@nmentally responsible because they have superior financial performance.

\ﬁmilar result was reported and also found a positive relation between firms’
performance, as measured by return on assets and environmental rating. In the same
vein, a study examined the information content of pollution control disclosures. He
found a positive performance between economic performances and environmental

reported'3?,
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Empirical Review examined the impact of environmental accounting on
performance of businesses in Istanbul Province. The study used primary data through
the administration of structured questionnaire while multiple regression analysis was
adopted to test the hypothesis. It was obtained that environmental accounting
measured as Planning and Costing, responsibility and Image, environmental
sustainability, certification and qualification and environmental com&usness
significantly impacted on business performance. A research conduct y on the
impact of environmental accounting on profitability of oil gas” companies in
Nigeria using secondary source of data, obtained from ann Q)ort and accounts of
the selected companies; the result of the regression sis carried out revealed an
insignificant relationship between environment Q and net profit of oil and gas
companies listed on the Nigerian Stock E)@em. Another study investigated how
environmental disclosure impacted(@ rn on asset using secondary data obtained
from annual reports of twenty-Q\({’ 6) food, tobacco and beverages producing firms
quoted on the authors; 1@%6 Online Academic Press, USA the Colombo Stock
Exchange. The r s@f the regression analysis conducted revealed that return on
asset was posi 'gd significantly impacted by environmental accounting disclosure
and ﬁ@

1mp&§f social and environmental disclosures on performance of non-financial firms

t insignificantly influenced by liquidity. Empirically examined the

\ip igeria, the study adopted ex post facto design and made use of data obtained from
the NSE Factbook and published annual financial reports of the entire 112 non-
financial firms quoted on NSE with data spanning from 2011-2018. The study found
that social and environmental disclosures have significant positive impact on net-asset
per share (firms’ performance) over the years. The study opined that firms should

have positive disposition towards social and environmentally friendly practices!*.
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Study examined effect of non-financial information on shareholders’ investment
decision making explored the statistical test tool of OLS, using the variable of ROA
and environmental disclosures as index for non-financial information and found that
the level of firms’ environmental disclosures influences its performance, and
suggested corporate bodies should increase the volume of disclosures in their reports
for investors’ consumption. Also, discovered a significant positive between&e level
of environmental disclosure of firms and performance measured by ithis study
on environmental disclosures and corporate performance ir@g‘%. Contrarily,
social and environmental disclosures negatively related w ’s performance of
firms. The study of non-financial disclosures and per@nce of manufacturing firms
in India used the variable of environmenteb@osures, corporate governance
disclosure and firms Net Assets Per Share.@fbesult of the regression model adopted
revealed that firms’ performance @Vely and significantly affected by non-
financial disclosures'?’. Alsos dummy variables and explored the test tool of

N

regression model and f(éic%igniﬁcant positive effect between corporate social

responsibility dis I@SRD) and firms’ performance. The study explored the use
iak

of dummy v and applied the test tool of OLS and recommended that
shareho@e%&ﬁodd look beyond the quantitative information in the companies report
an@lbh)otnote. Much emphasis should also be placed also on qualitative information
\&Vided in the companies report for investment decision making. The study on
corporate social reporting in Malaysia established simple regression model and found
significant negative relationship between corporate social reporting and firms’
performance. The study recommended on the relevance of quantitative information

sufficed in the companies report'3s.
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A study conducted that environmental disclosure was measured against six
accounting ratios to measure financial performance, the result shows that no long
term association between pollution performance and financial performance in the pulp
and paper industry. However, for very large firms with poor financial performance the
pollution disclosure are more detailed. For the level of environmental disclosure in
annual report and its determinants, a number of studies have been condue%in the
developed countries, some of which include: the study carried out analysis
of 150 annual reports from Netherland, Sweden, Switzerland,@c Y Germany and
United Kingdom, the study revealed that higher level of cu related issues were
disclosed and significant factors influencing social ing patterns were found to
company size, industry grouping and count%gomicilel”. In the same vein,
examined the relation between corp(%tbcharacteristics and environmental
disclosures by taking a sample o@%ompanies drawn from centre for social
Environmental Accounting Re@(CSEAR). The authors observed that the volume
of disclosure is related t(éﬂct%mover, capital employed, number of employees and

.

profit, as larger a@nore profitable firms have disclosed more environmental

information'*?, Q
[ ]

2; ﬁ;v}w of Empirical Studies in Developing Countries

2

3.

Q/’b A study investigated environmental accounting and firm profitability in

\(igeria using ordinary least square regression (OLS). With a sample of 50 listed
companies and a cross-sectional research design, data were obtained from annual
reports and accounts of the sampled firms. The research evidence showed that a
significant relationship exist between environmental accounting and firm’s

profitability. However, the study revealed a negative relationship when moderated by
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firm size. Also, the link between environmental costs accounting and reporting of firm
financial performance of listed oil and gas firms in Nigeria. Proxied by cost of
environmental remediation and pollution control, cost of environmental laws
compliance and penalty, donations and charitable contributions. It was established
that environmental performance influence business value positively. Data obtained
from five (5) sampled oil and gas firms was analysed using multiple regres%with a
panel data model. The study also revealed that, environmental acc provides
organisation’s an opportunity to reduce environmental and soci@l g( and improve
their performance'#!. In a similar vein, a study discover ositive relationship
exist between performance and environmental respo@lity reporting in the oil and
gas sector of Nigeria. Likewise, a study measurgd performance as return on asset and
return on equity and the result of th%’bgression analysis showed that the
commitment of the Nigeria listed ot rgls companies to social and environmental

sustainability significantly im@heir financial performance. In the same vein,

another study examined thchgact of environmental and social costs on performance
[ ]

N

of Nigerian mar%@ng companies. Results showed that environmental and social

cost significantly “affect earnings per share of manufacturing companies. However,
reporte(Q,}Sﬁ%xry finding in the same environment that is insignificant negative
re]fbéhip exist between environmental accounting and earnings per share of
&eria listed companies. While, established that environmental practices positively

and significantly influence financial performance in developed countries!*.

The research disclosed that there is a significant positive relationship between
company profitability and environmental accounting reporting. It examined the

impact of environmental disclosure and corporate social responsibility accounting on
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organizational financial performance of firms in Nigeria. The result showed no
significant impact between environmental accounting disclosure and financial
performance. A study assessed the effect of Environmental Disclosure on financial
performance of listed firms at the Nairobi Securities Exchange, Kenya. Findings
revealed that environmental disclosure has a positive significant effect on financial
performance. Environmental accounting disclosure has significant effect\ on the
performance of Nigeria listed firms. A study conducted, concluded t e@%mclosure
of the environment information resulted in an 1mpr0veme organization
financial performance. Environmental accounting disclosur to an improvement
in the organization’s financial performance by impr@ the confidence of potential
investors and creditors, thereby enhancing the imhdge of the organization. Also,
suggested that oil and gas producing C(@ies should give preference to their

environment so as to improve th ge performance and profitability of their

operations'*3. 5&

A study examm&@%ronmental accounting and reporting and found that like
other developin \es Turkey has not seen environmental issues as a priority. In
line with Eh{&o examined environmental reporting practices in Turkish companies
and p&g}[hat Turkish companies’ reports were lower standard and prepared under
\&L&s seriously vis-a-visa multinational companies reports. In Malaysia, studied

\ﬂfe practices in Malaysian companies and showed that 74 out of 362 companies in
environmentally sensitive industries provide environmental information in their
annual reports. In line with this, a study examined the extent and type of

environmental disclosures in annual reports for the year 2000 by Malaysian
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companies belonging to construction and industrial product industries and concluded

that the extent of environmental disclosure was very low'#4,
2.3.3 Review of Environmental Studies in Nigeria

In Nigeria, a large portion of the literature are based on the extent or level of
environmental disclosures carried out a content analysis of 20 companies from 2002
to 2006 and the result shows that 35% of companies sampled provide sQeA&rm of
social disclosure in their annual reports, hence the level of disclosu@gl very low.
Contrary to this, Mammah, 2004 explained that there is a gr@’%\tendency of firms
reporting information on social performance in their ann%ports. In line with this
revealed that environmental disclosure in ann rts is significant. A large
proportion of firm disclosure is in the area @cial works in form of community

development and human resources envir@t comes third'#,

The product of enviror.lrgl\' 1 pollution on the society is increasingly alarming.
It is so disturbing that noboéan claim to be undisturbed. This general concern has
now placed an obligationdon auditors and public managers who are seen to be working
for some of theﬁé&panies and are also seen to standing for public interest. The
notion tha ’ﬁ&uditors are working for the public becomes controversial and very
chall@qing as there seems to be no statutory environmental guidance and protection

\/&m. Auditors are left to their fate. In the study revealed that sustainable business
practices and corporate performance is significantly related. And sustainability may
be a possible tool for corporate conflict resolution as evidenced in the reduction of
fines, penalties and compensations paid to host communities of oil companies, and

that Nigeria should develop a well-articulated environmental costing system in order
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to guarantee a conflict free corporate atmosphere needed by managers and workers for

maximum productivity and eventually improve corporate performance!4®.

The aim of this study is to examine the extent of environmental disclosures in
quoted oil and gas and construction industries in Nigeria. A comparative analysis of
the content of environmental information provided in the 2005-2009 annual reports of
the sample firms was conducted to ascertain the degree of comprehensinQ&f such
disclosures and if there exists significant differences betwee t@ industries.
Findings indicate that the oil and gas industry provided a be isclosure level but
this difference was not significant. More so, both indu% resented very scanty

environmental information in their annual report was in agreement with the

arguments of the study!'#’. Q

2.4 Conceptual Framework

Below is the conceptual model that shows the relationship among the variables of interest.
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Fig.2.1: A schematic Diagram of Conceptual Framework of Environmental Disclosure

and quality of financial reporting of Quoted Manufacturing Companies
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Notes to the Diagram:
Environmental Expenses and Risk Disclosure
Environmental Compliance

Management of Environmental activities

Pollution Treatment \
Directors Remuneration C 0 "

Related Party Transaction O&

Risk Management Information %

Segmental Information Q

>

Projected Information b‘

Based on several prior studies conduct&@ Environmental Disclosure and Financial
Reporting Quality and drawing on t@etical background of these studies, a conceptual
model that positions Enviror.lm isclosure and financial report quality as focal variables
within the web of corpo @ﬂinuity and that shows the relationship between the variables

is proposed in figure.2\l above.
[

N\

The figure % the control variables used to determine the extent of Environmental

Disclos@ the various financial reports and the effect they have on the financial Report

N

Quality of Quoted Manufacturing companies.

2.5 Summary of the Gap
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Environmental accounting is used for internal organizations’ decision-making processes and
procedures which include descriptive qualitative and quantitative monetary information on
material and energy consumption, the outflows, waste generated and monetary information
on costs, savings and revenue on any activity with potential environmental impacts . The
need to be globally relevant, as well as the negative consequences arising from the non-
reporting of environmental impacts by corporate organisations, has resulted int reased
academic debates and initiatives on this subject matter. These negative cons s 1nclude
pressure on business activities from external forces such as the soc1 -governmental
organisations, government, consumers, human rights activist Q environmentalists.
Environmental accounting disclosure comprises various me@ that organisations adopt in
reporting their environmental impacts on stakeholder%@wasures they have adopted in
preventing and cleaning-up these impacts. Enviro@’aal accounting disclosure could be in
quantitative terms following the cost appro@lualitative terms following the descriptive
approach. To the best of my know studies in Nigeria laid little emphasis on the
relationship between environm 1ssues and financial reporting in a manufacturing

company. Most studies e@amlined to social responsibility and environmental disclosure
in oil and Petroleum g any. The empirical evidence has shown above in developed and
some of the de@ing countries revealed the determinants of environmental disclosures in

annual re d further investigated the impact of environmental disclosure on value of

ﬁrms@ gap in knowledge in Nigeria is what this study intends to fill.
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Chapter Three
Methodology

This chapter explain the various methodologies that is been adopted in
answering the research questions of the study. Some of the aspects discussed are;

research design population, sample size, sampling technique, research instrument,

method of data collection and method of data analysis. Q\
This study adopt ex-post facto design because tl%@ rely on secondary

3.1  Research Design

data on environmental accounting disclosure and cial performance of listed

manufacturing companies in Nigeria as data wz@tracted from published annual

reports of manufacturing companies. &Q

3.2 Population of the Study @
The population of a&)@can be represented as a social phenomenon,

geographical context @tural context. The population of the study are the 43

manufacturing @}es on the Nigerian stock exchange as at 315 December 2023.
33 S ize and Sample Technique

the sample size for this study are all the total population which are the 43
\r/%ufacturing Companies stated on the Nigerian stock exchange as at 315 December

2023.
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Table 3.1: List of Quoted Manufacturing Companies

S/N Company
1 A.G. Leventis Nigeria Plc.
2 African Paints (Nigeria) Plc.
3 Austin Laz & Company Plc.
\
4 Berger Paints Plc. Q\\
[\
5 Beta Glass Plc. (J\)
6 Cadbury Nigeria Plc. &

7 Cap Plc. $.

8 Cement Co. of North. Nig. IQ\}
9 Champion Breweries Plc ’b

10 Chellarams Plc. rb\)

11 Cutix Plc. \"

* X
12 Dangot wrﬂ Plc.

0o
13 D{Q‘&é Flour Mills Plc.

14 \‘995ngote Sugar Refinery Plc.

\
1@ DN Tyre & Rubber Plc.

16 First Aluminium Nigeria Plec.

>
\/Q’Jb 17 FlourMills Nigeria Plc.

18 Golden Guinea Breweries Plc.
19 Greif Nigeria Plc

20 Guinness Nigeria Plc.

21 Honeywell FlourMill Plc.
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22 International Breweries Plc.
23 John Holt Plc.
24 Lafarge Africa Plc.
25 Mcnichols Plc
26 Meyer Plc
4
27 Multi-trex Integrated Plc \
Q
28 N. Nigeria FlourMills Plc. (Q )‘
NS ———
29 Nascon Allied Industries Plc. \
30 Nestle Nigeria Plc. @J
N
31 Nigerian Breweries Plc. C\ )
32 Nigerian Enamelware Plc. Q v
33 P.Z. Cussons Nigeri \d
AVaN
34 Paints and Can/Ianufactures Plc.
N
35 Portland@)%&s‘& Products Nigeria Plc.
{
36 Pre t,Paints Plc.
A\
37 \['SCOA Nigeria Plc.

AN

N

Transnational Corporation Plc

¥

UACN Ple.

40 Unilever Nigeria Plc.

41 Union Dicon Salt Plc.

42 Vitafoam Nigeria Plc.

43 7-up Bottling Company Plc.

Source: Nigerian Stock Exchange (2023)

122



3.4

Description of Research Instrument

Research instruments are statistical tools that are adopted in gathering data,
some of which include; questionnaire, focus group discussion (FGD), in- depth
interview, content analysis among several others®. This study being an ex-post facto
research will adopt content analysis as its research instrument. This study seeks to
adopt content analysis as its research instrument because data was e “c&g from
secondary sources, which include published annual reports @mfacturing

companies listed on Nigerian stock exchange as at 31* Decem@%ﬂ.

3.5 Data Collection %

This study relies heavily on secondary dat@ was extracted from the annual

reports and account of the manufacturing&@nies for the years covered by the
study. fb
O

This study used panel.d@ explore the relationship between environmental
Disclosure, financial rep@(&?\d corporate performance. The motivations for using
panel data include @lity to control for unobservable firm heterogeneity. Panel
data analysis&gative advantage over time series and cross sectional data in that
there is @éﬁe

es@n of the relationships among the variables. The data was obtained from

in degree of freedom. This advantage would lead to more efficient

\a/zﬁted annual reports and accounts of quoted manufacturing companies for the

periods 2017 — 2023 reason be period when and these will be collected from the NSE,

Lagos office.
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3.7

3.6 Data Analysis

In most cases the method of data analysis a research work adopts largely
thrives on which is most appropriate in showing the relationship between the two

varaibles?.

In analyzing the gathered data, multiple regression was adopted because it
recognized as a method of data analysis with the best unbiased, efﬁcient@opts a

less complex technique in analyzing data. (

Model Specification
The functional equation depicts the relatio@ween the explanatory

variables and financial performance as explained@w following regression model.

This is adapted from*. &Q
FinPerf = F (EAD) @g (1)

To write it in a more explicit @al equation, it becomes;

ROA;= (Sus, Cons, A %ﬁv Disclosure) ---------------- equation (2)

PAT:= (Sus, Co@udit, Env Disclosure) ----------------- equation (3)

ROA; =®f Sts +B2 Cons +f3 Audit + B4Env Disclosure; + p ------------ 4)

R% BO + B1Sus +PB> Cons +f3 Audit + B4sEnv Disclosure; + p ------------ (5)

»ATF BO + B1Sus +P2 Cons +B3 Audit + BsEnv Disclosure; + p ------------- (6)

Where:

ROA= Returns on Asset (Proxy for Financial Performance)
PAT = Profit after Tax (Proxy for Financial Performance)

SUS = Environmental Sustainability
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CONS = Environmental Conservation and Preservation
AUDIT = Environmental Audit

ENV DISCLOSURE = Environmental Disclosure

= eITor term

B = constant

Model Specification Q\
Trend of Environmental Disclosure < 0

The descriptive statistical technique in the form of contents analys'sed to achieve this
objective. The trend analysis of some variables of interest wa %wt to ascertain the rate

of changes (increase or decrease) over time using the foll inear trend equation model:
Yic= a + Ptvic+ £i &Q

Where Y = Vector of the variables of int ’as the intercept term or constant; 3 is the
slope or co-efficient of the trend Variab‘&d tv is the trend variables.

Determinants of Enviror@%\al Disclosure

This objective was @d through ordered probit regression analysis. This is due to
the fact that the manu &ng companies may choose to disclose environmental practices or
otherwise whic@k{’\m ble the dependent variable takes the values of zero (0) or one (1), the
study will mploy logistic regression analysis which is specified as follows:

‘&gﬁl _1_ Q:EXZE + aaxai + a:a]-Xq.f + fx5x5i + ﬂ:E,XE,i ‘1‘ Ez’ ........................ 1

Where Y; = 1, if there is environmental disclosure in financial report for the correspondence

year and Y; = 0, if otherwise. X,; = Environmental Disclosure (ED), X3; = firm size (FS),
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X, = Leverage (LEV), X; = return on asset (ROA), X, = total asset (TASS) and &; is

assumed to follow a standard normal distribution.
Effect of Environmental Disclosure on Financial Performance
The functional equation depicts the relationship between the explanatory variables and

financial performance as explained by the following regression model. This is adapted from*.

ROAit/TQ =0 + GEER; + 43ECit + 64ME A + 65PTic+ G6FSic + G7LEVic + @l ......... 3.2

Where: O&

TQ= Tobin’s Q %
O

ROA= Returns on Asset (Proxy for Financial Perf@nce)

EER = Environmental Expenses/Risk Disc%@?

O

EC = Environmental Compliance \Q
MEA = Management of Enviro >Activities

PT = Pollution Treatment \C')\
. . ° A@
FS= Firm size \

LEV= LeverageﬁQ

eg@
@nstant

Effect of Financial Reporting Quality on Financial Performance

This study employed model adapted from

ROAit/TQ =1 + 02FRQit + 03FSit + G4LEVit+ it eevererneernnens 3.2
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Model of Dynamic Relationships among Environmental Disclosure, Financial Reporting
Quality and Financial Performance

Also, this study is interested in the dynamic relationship among environmental disclosure,
financial reporting quality and performance. The below Panel VAR model as specified will
be used:

ImED; =6+ X_ 0,mED, _;+2%F_ y,InFRQ, ,+2'_ 9, ImROA, .+ =, ..*4
INFRQ;=d + X'_, w,InFRQ;,_+X_, w,mED, _; + Ef:fltifnﬂﬂj&% .DF ......... 5

InROA, =a+ Eﬁ:ipifnnudi:—i + E?:i @ InFRQ; _; + Eﬁzi@u—i T &gy veene 6
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Variables Measurements and Data Sources Chart

Table 3.2: Variables Measurements and Data Sources

DETONATION | MEASUREMENTS SOURCES
Environmental EDI Global Reporting Initiative Standard Audited Annual
Disclosure Index Full compliance disclosure — 3 Reports
Part compliance disclosure - 2 \
Non-compliance disclosure - 1 C$
Non-disclosure -0 & -~
O\
Financial Reporting | FRQ Financial Reporting Qua@d@x Audited Annual
Quality Full disclosure — 2 Q Reports
Part disclosure - Q J
A N
Return on Asset ROA Profit befor@ast and taxes divided by | Audited Annual
total Q‘Ib Reports
\
Tobin’s Q TOBINSQ :@ market value divided by Total | Audited Annual
{
é:gsset Value Reports
.\A.
Firm Size %Q\ Natural log of market capitalisation Audited Annual
. \\ Reports
£ "N\
Financial Leverage \J\ FINLEV Ratio of long-term debt to book value of | Audited Annual
total assets Reports

o0

SourMuthor’s Computation, 2024
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4.1

Chapter Four

RESULTS AND DISCUSSION OF FINDINDS

Presentation of Data

The chapter reports the outcome of the analysis and interpretation as specified in chapter

three of this study. This chapter comprises different sections that center on each research

question and a priori expectation.

4.1.1 Research Questions

1.

ii.

iii.

1v.

R
QO
What is the extent of environmental disclosure practicQ:\‘he manufacturing
companies in Nigeria?
What are the determinants of environmental d@sure in financial reporting in
manufacturing companies in Nigeria? er
Does environmental disclosure ha; ects on the financial performance of
manufacturing companies in Nigq'.\
What is the effect of ﬁrK@ report quality on the financial performance of
manufacturing compagies, iff Nigeria?

Is there any d %elationship among environmental disclosure, financial report
quality t’ﬂ}‘&;ial performance of companies?

&

4.2. Discussion of Findings

4.2.1. What is the extent of Environmental Disclosure Practice in the Manufacturing

Companies in Nigeria?
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y =0.0296x+0.9767
R?=0.3982
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Fig. 4.1.1: The extent of Environmental Disclosure Practi%nong Manufacturing
Companies in Nigeria; 0
The analysis of environmental disclosure trends amﬁl@celected Nigerian companies from

2017 to 2023 reveals a general improvement 'b% reporting of environmental practices,

despite some fluctuations within the sample ds

The average environmental disclosé@es increased progressively from 2017 through
2022, suggesting a height@n%%wareness and commitment among companies toward
transparency in enviro@ matters. The scores remained steady at 1.00 from 2017 to
2018, followed by,&arginal rise to 1.02 in 2019. A more significant upward trend is
observed fr gﬁ-’l}, with scores climbing to 1.12, 1.21, and peaking at 1.24 in 2022. This
upward @%ctory underscores a consistent effort by companies to enhance their
enviroﬁﬁental disclosures during these years. The period of 2017-2019 shows minimal
change, with scores hovering around 1.00. This suggests that environmental disclosure
practices were relatively static, with limited progress in the comprehensiveness or quality of
reporting within this period. The period of 2020-2022 marks a more robust increase in

environmental disclosure, with scores rising significantly year-on-year. The peak score of
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1.24 in 2022 indicates the highest level of environmental reporting observed during the
period, reflecting improved corporate governance and a stronger focus on sustainability. In
2023, a notable decrease in the average score to 1.05 signals a setback in disclosure efforts.
This drop suggests potential challenges faced by companies in maintaining the quality or
consistency of their environmental reporting, possibly due to external economic pressures,
regulatory changes, or shifting corporate priorities. \

The firm-level analysis of environmental disclosure highlights va i@grees of
commitment to environmental transparency among Nigerian companie&rt/

High Environmental Disclosure: Companies like Dangote Ce QC, Dangote Sugar
Refinery PLC, and Guinness Nigeria PLC consistently exhﬂ@e highest scores of 3. These
firms are leaders in environmental reporting, indicating, robust sustainability practices and a
proactive approach to environmental accountabilitﬁrb

Moderate Environmental Disclosure: Firrm\ Berger Paint, Cadbury Nigeria PLC, CAP
PLC, UACN PLC, and Unilever N@LC have average scores of 2, demonstrating a
moderate commitment to enviro ’&p 1 disclosures. These companies are actively engaged

in reporting but may ha§ or improvement to reach the highest standards.
Low to Minimal Env%l
Chellarams PLQ;\I\Jn ywell Flour Mill, and International Breweries PLC have scores

ranging fry@% to 0.67, reflecting limited environmental disclosures. These scores suggest

ntal Disclosure: Companies including A.G. Leventis Nigeria PLC,

eithe?\%ic reporting level or significant environmental transparency gaps.

Non-Disclosure or No Significant Reporting: Several firms, such as Austin Laz & Company
PLC, Beta Glass PLC, Dangote Flour Mill PLC, Golden Guinea Breweries, Nigeria
Enamelware PLC, and Union Dicon Salt PLC, have scores of 0, indicating no meaningful

environmental disclosures. This lack of transparency suggests that these companies may not
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be prioritizing environmental reporting, potentially reflecting weaker governance or
regulatory compliance in sustainability practices.

The analysis of environmental disclosure trends among Nigerian manufacturing companies
from 2017 to 2023 reveals important insights into the evolving nature of sustainability
reporting within the sector. Despite the varied levels of disclosure, the findings underscore a
growing awareness of the need for environmental transparency, though this ress is
uneven across firms and time periods. From 2017 to 2022, there is a noticeab@ ard trend
in environmental disclosure scores, indicating an increasing coWn by Nigerian
manufacturing firms to improve the transparency of their envi ntal practices. This
progression aligns with broader theoretical frameworks, sm@s egitimacy theory, which
suggests that companies disclose environmental informfation to align with societal
expectations and enhance their corporate legitima%% stakeholders—including regulators,

investors, and consumers—place more iv\\@e on sustainability, companies are more

likely to engage in environmental -ré@ng to legitimize their operations and mitigate

S

potential reputational risks. QJ
The steady increase in ¢ @ental disclosure scores from 1.00 in 2017 to 1.24 in 2022
suggests that companies“Have become more responsive to these external pressures. The
significant jum@}ﬁc osure scores during the period from 2020 to 2022 reflects a stronger
focus on ate governance and environmental accountability. The global emphasis on
sustzﬂ&fty, particularly in light of climate change concerns, likely contributed to this trend.
This period also coincides with heightened global regulatory demands for corporate social
responsibility (CSR) reporting, pushing Nigerian firms to improve their practices.

The drop in the average environmental disclosure score to 1.05 in 2023 is indicative of a

setback in the progress made by Nigerian firms. Theories such as stakeholder theory can help

explain this fluctuation. While companies strive to meet the demands of various stakeholders,
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external challenges—such as economic downturns, regulatory shifts, or shifting corporate
priorities—can disrupt these efforts. The decline in 2023 could be attributed to economic
pressures, such as the COVID-19 pandemic’s lingering effects, which may have shifted
corporate focus away from environmental disclosure to short-term financial survival.

The variation in environmental disclosure among different companies highlights the diverse
levels of commitment to sustainability practices within the Nigerian manufactur'q\sector.
This divergence can be understood through the lens of institutional theory, w@ osits that
firms are influenced by industry norms, regulations, and competitive&gﬂfgs. Companies
that are industry leaders or operate in highly regulated sectors Q greater pressure to
conform to global sustainability standards, leading to more ¢ hensive disclosures.
Companies such as Dangote Cement PLC, Dangote 6& Refinery PLC, and Guinness
Nigeria PLC exhibit the highest levels of enviror@’aﬂ disclosure with scores of 3. These
firms have adopted robust sustainability rq@lg practices, likely driven by their industry

leadership positions and the visibility @‘\ave in both domestic and international markets.

Their proactive approach may b%@d by the need to adhere to international sustainability

N

standards and to maintai t@eputaﬁons as responsible corporate citizens.

Firms like Berger P%%adbury Nigeria PLC, and Unilever Nigeria PLC have moderate
disclosure scofes &2. These companies demonstrate a commitment to environmental
transparen\,@\ may not be fully integrated into best practices. According to resource-based
theo@x%se firms may be constrained by limited resources or capabilities dedicated to
comprehensive environmental reporting. While they are engaged in sustainability practices,
there may be room for improvement in the depth and breadth of their disclosures.

Companies with scores ranging between 0.33 and 0.67, such as A.G. Leventis Nigeria PLC

and Honeywell Flour Mill, reflect limited engagement in environmental reporting. These

firms may be operating in less regulated sectors or facing fewer pressures from stakeholders
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to enhance their sustainability disclosures. This minimal disclosure could also be a reflection
of weaker corporate governance frameworks or the prioritization of other operational issues
over sustainability.

A significant number of firms, including Austin Laz & Company PLC, Beta Glass PLC, and
Union Dicon Salt PLC, scored 0, indicating no meaningful environmental disclosures. These
companies may not perceive sustainability as a priority, potentially due to weake@&mance
structures or a lack of regulatory enforcement in the Nigerian context. '@a sence of

environmental disclosures in these firms aligns with agency theory, Qr anagers may

prioritize short-term financial goals over long-term sustainabilit es, especially in the
absence of external accountability. Q
Table 1: Extent of Environmental Disclosure D

NAME OF COMKS8PANY Environmental Disclosure

@Q

A.G LEVENTIS NIGERIA PLC \\0'(\} 0.666667
AUSTIN LAZ & COMPANY PLC KN N 0
BERGER PAINT \3 2
BETA GLASS PLC ) \é:\ - 0
CADBURY NIGERIA P£ N 2
CAP PLC ‘\)‘ 2
CEMENT CO. QF&XTH NIG. PLC 1
CHAMPIONXBWERIES 1
CHELLép.AMS PLC 0.666667
CUTRIXPIC 1
DAI\%&'TE CEMENT PLC 3
DANGOTE FLOUR MILL PLC 0
DANGOTE SUGAR REFINERY PLC 3
FLOURMILLS NIG. PLC 1
GOLDEN GUINEA BREWERIES 0
GREIF NIGERIA PLC 1
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GUINNESS NIGERIA PLC 3
HONEYWELL FLOUR MILL 0.5
INTERNATIONAL BREWERIES PLC 0.571429
JOHN HOLT PLC 0.428571
LAFARGE AFRICA PLC 1
MONICHOLS PLC 0.333333
MEYER PLC 1
N,NIGERIA FLOURMILLS PLC ‘{ 0
NASCON ALLIED INDUSTRIES PLC ¢ Y L8571
NESTLES NIGERIAL PLC .'\ N4 1
NIGERIA ENAMELWARE PLC K N 0
P.Z CUSSONS NIG. PLC r\N 1
PORTLAND PAINTS & PRODUCTS NIG PLC (\\) 1
PREMIER PAINTS PLC (\V 1
SCOA NIG. PLC R’b\ 1
UACN PLC ‘\r\fb\’ 2
UNILEVER NIG. PLC A\ % 2
UNION DICON SALT PLC ’\\'\ 0
VITAFOAM NIG. PLC ‘ O%)' 1.428571
Grand Average Q’\'\§V 1.093458

4.2.2: What are th

in Nigeria? b(J

rminants of Environmental Disclosure of Manufacturing Companies

The stu@pts the ordered probit regression to examine the determinants of environmental

disclosure (EDI) in financial reports. The independent variable of Leverage (LEV) with a

Coefficient of -2.107544 indicates that higher leverage (i.e more debt) is associated with

lower levels of environmental disclosure. Firms with higher debt levels are less likely to

engage in environmental transparency. The z-Statistic (-4.398091) and p-value (0.0000) show

that this result is highly significant, meaning the relationship between leverage and
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environmental disclosure is statistically significant at the 1% level. Companies with high
leverage may avoid additional disclosures that could potentially expose more financial risks.
The variable of Return on Assets (ROA) with a coefficient of (0.339364): A positive
coefficient suggests that firms with better financial performance (higher profitability) tend to
disclose more environmental information. This implies that more profitable firms are more
willing to provide environmental disclosures. The z-Statistic (1.683582) and p-Valu<0923)
indicate marginal significance at the 10% level, meaning the relations eak but
noteworthy. Firms that are performing well financially may haV Qesources and
incentives to focus on environmental disclosure.

The variable of Firm Size (FS) with the coefficient of 0.3 shows that the positive
coefficient reveals that larger firms are more likely to.diselose environmental information,
but the impact of firm size is small. The z-Statis%%Zm%) and p-value (0.4113) shows
that the result is not statistically significant; \@ng that firm size does not have a strong or
consistent influence on environmental Y&sure in this model.

Limit Points (Thresholds): Thes%gr%sent the cut-off points between different categories of
environmental d1sclosure \

LIMIT 1 (C4): The 1c1ent (-0.547972) and p-value (0.3240) show that the first
threshold is no@

of dlsclos@d the next category does not significantly affect the likelihood of moving

betw}s&wegories.

LIMIT 2 (C5): The Coefficient of (0.793626) and p-value of (0.1523) indicates that the

lly significant, meaning that the boundary between the lowest level

second threshold is also not significant, indicating that the likelihood of firms moving to a
higher level of disclosure at this cut-off point is not statistically clear.
LIMIT 3 (C6): The result of the regression with the coefficient of (1.551096) and p-value of

(0.0060) shows that the threshold is statistically significant at the 1% level, suggesting that
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firms at the highest level of environmental disclosure are meaningfully different from those
in lower categories.

This value of the Pseudo R-squared (0.061960) statistics indicates that the model explains
about 6.2% of the variance in environmental disclosure. The LR statistic (32.29345) and p-
value (0.000000): The likelihood ratio statistic is highly significant, meaning that the overall
model fits the data better. This confirms that the variables used in the model are %/ant to

explaining environmental disclosure. OQ
egﬂés

Table 4.3: The determinants of environmental disclosure in financi&

O\
Variable Coefficient z-Statistic NLProb.
LEV -2.107544 -4.398091 % 0.0000
ROA 0.339364 1.683582 L 0.0923
FS 0.026413 0.821676<_ "~ 0.4113
Limit Points ~A VY
LIMIT 1:C(4) -0.547972 -0,986202" 0.3240
LIMIT 2:C(5) 0.793626 éﬁig 0.1523
LIMIT 3:C(6) 1.551096 . 139 0.0060
Pseudo R-squared 0.061960 \\b'
LR statistic 32.29345 b
Prob(LR statistic) 0.000000 %’Q\\
\

4.2.2.1. Descriptive S{&%cs

The Environmental Dis@re Index (EDI), which tracks the extent to which companies
disclose enviro@&d formation, shows an average score of 1.09 on a 0-3 scale, indicating
that many ﬁédisclose a moderate level of environmental information. However, there is
sign%&wariation, with some firms providing minimal or no environmental disclosure.
Half of the companies scored 1.0, while a few achieved the maximum score of 3.0, reflecting
full transparency in environmental reporting. Jarque-Bera Probability (0.001) shows that the
distribution is statistically significantly different from normal.

Interestingly, financial reporting quality (FRQ) is consistently high across the sample. The

median score is 2.0, reflecting that the majority of firms adhere to strong financial reporting
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standards, with little room for improvement. The minimal variability in FRQ suggests that
firms across the board are meeting regulatory expectations in financial transparency. The
distribution deviates significantly from normal.

The data on Return on Assets (ROA), a key measure of profitability, tells a more diverse
story. On average, firms achieve a modest 3.9% return, but there is significant variability
between companies. The median ROA is 6.6%, while the range stretches from a&w of -
9.25% to a high of 6.19%, suggesting that while some firms are highly pro 1thers are
grappling with significant losses. The distribution significantly deviatesArom mormality.
Tobin’s Q, a measure of a company’s market valuation relativ Qs assets. The mean
Tobin’s Q is 101.81, driven by extreme outliers that inflate trage. However, the median
value of 0.62 indicates that many companies are unde&@d in the market. The enormous
range of Tobin’s Q values—from -23.55 to 2,7%Cbiighlights the vast disparity in how
companies are perceived by investors, wi@ enjoying stratospheric valuations while
others struggle with market skepticism.\ ificant deviation from a normal distribution.

The average firm size (FS), base@g\%e logarithm of total assets, stands at 16.81, with most
firms clustered around a i value of 16.54. The smallest firms log a size of 10.96, while
the largest top out at 22.39%] reflecting a broad range of company scales. The slight negative
skew in firm size di ﬁtion suggests that a few larger firms dominate the sample.

In terms o@\cial structure, the data on leverage (LEV)—the proportion of debt in a firm’s
capit}k&cture—reveals that, on average, firms are moderately leveraged, with a mean ratio
of 17.7%. However, the wide range of leverage ratios, from 0% to 245%, suggests that some
firms rely heavily on debt, while others are entirely equity-financed. The leverage distribution
is heavily skewed, with most firms maintaining low debt levels, while a few carry significant

financial obligations.
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Table 2: Descriptive Statistics

EDI FRQ ROA TOBINSQ FS LEV
Mean 1.093458  1.809302  0.039022 101.8096  16.81418  0.177300
Median 1.000000  2.000000  0.066203  0.623955  16.54365 0.086271

Maximum 3.000000  2.000000  6.193164 2793.145 2234743  2.451464

Minimum 0.000000  1.000000 -9.248804 -23.55135  10.95583 Q.&OOOO

Std. Dev. 0.904166  0.393768  0.818170  397.0009 2.504<9 :301190
Skewness 0.579364 -1.574654 -5.071154  4.527677 -04654 4.233529
Kurtosis 2.631374  3.479535 94.39586  23.6036 Q0570 25.38027

Jarque-Bera 13.18362  90.90999  75047.62 449 3.634133  5081.537

Probability 0.001372  0.000000  0.000000 @OOO 0.162502  0.000000

Observations 214 215 213&6 213 212 213
<2

o

Correlation Analysis é

This correlation analysis x@es the relationships between Environmental Disclosure (EDI),
Financial Reportin %h (FRQ), Return on Assets (ROA), Tobin's Q (market valuation),
Firm Size (F S),@everage (LEV).

Environ isclosure (EDI): EDI and FRQ (0.517, p = 0.0000): There is a moderate,
positi nd statistically significant correlation between EDI and FRQ. This suggests that
firms with better financial reporting quality also tend to disclose more about their
environmental practices. EDI and ROA (0.075, p = 0.2772): The weak positive correlation
between EDI and profitability (ROA) is not statistically significant, implying that
environmental disclosure does not necessarily correlate with firm profitability. EDI and

Tobin’s Q (0.317, p = 0.0000): A moderate, positive, and statistically significant correlation
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suggests that firms with higher environmental disclosure tend to have a higher market
valuation relative to their assets. EDI and Firm Size (0.112, p = 0.1042): While there is a
positive correlation between EDI and firm size, it is not statistically significant, indicating
that larger firms do not necessarily disclose more environmental information. EDI and
Leverage (-0.283, p = 0.0000): There is a negative and statistically significant correlation
between EDI and leverage, suggesting that firms with lower debt levels tend to diss%e more
about their environmental activities. 0

FRQ and ROA (0.096, p = 0.1660): The weak positive correlatiQQe en FRQ and
profitability is not statistically significant, indicating no clear rela 'gp between financial
reporting quality and profitability. FRQ and Tobin’s Q (0.0@= 0.1676): Similar to ROA,
the relationship between FRQ and market valuation is %Qand not statistically significant.
FRQ and Firm Size (0.073, p = 0.2946): The w%%sitive correlation between FRQ and
firm size is also not significant, implying\ irect relationship between firm size and
financial reporting quality. FRQ and {Q, age (-0.350, p = 0.0000): There is a significant
negative correlation, indicating ﬂ%ﬁ%s with higher financial reporting quality tend to have
lower debt levels. RO i obin’s Q (-0.020, p = 0.7733): The negligible negative
correlation between &bility and market valuation is not significant, indicating no
relationship be@ﬁ A and Tobin’s Q. ROA and Firm Size (0.035, p = 0.6131): A weak
positive b -significant correlation suggests that firm size does not significantly affect
proﬁh&r. ROA and Leverage (0.073, p = 0.2901): The positive correlation between ROA
and leverage is weak and not statistically significant, indicating no clear relationship between
profitability and debt levels. Tobin’s Q and Firm Size (-0.291, p = 0.0000): A significant
negative correlation shows that smaller firms tend to have higher market valuations relative
to their assets. Tobin’s Q and Leverage (-0.061, p = 0.3757): The weak negative correlation

between Tobin’s Q and leverage is not statistically significant. FS and Leverage (-0.249, p =
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0.0003): There is a significant negative correlation, indicating that larger firms tend to rely

less on debt financing.

Table 3: Correlation Analysis

Correlation
Probability EDI FRQ ROA | TOBINSQ FS LEV
EDI 1.000000
_____ -
NQ)
‘ " 4
FRQ 0.516575|  1.000000 \O\
0.0000] - $§§'
ROA 0.075322|  0.095945 1.0% N
02772 0.1660]  ~ (3o
RO
o SN
-
TOBINSQ 0.317212 0.@34 -0.019996/  1.000000
1\
o.oooo-\ 0.1676 0.7733]
A
o
FS N 102432]  0.072656] 0.035094| -0.290565| 1.000000
0.1042 0.2946 0.6131 0.0000] -
O
LEV -0.283222| -0.349910| 0.073338| -0.061444] -0.248622| 1.000000
0.0000 0.0000 0.2901 0.3757 0.0003]
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Panel Unit Root Test

A panel unit root test was conducted on the variables using the Levin, Lin & Chu t-test and
the Im, Pesaran, and Shin W-stat tests to determine their stationarity at level.

Leverage (LEV): Both tests confirm that leverage is stationary at level with strong
significance. This suggests that the leverage data does not require differencing to achieve
stationarity. Q\

Firm Size (FS): Firm size is stationary at level based on both tests, indicﬁ@bility over
time and confirming that no transformation is needed to ensure statio ’%\

Tobin’s Q shows strong evidence of stationarity at level, With%tests producing highly
significant results. This suggests that Tobin's Q is stable a not exhibit trends over time.
ROA is statioK8nary at level based on both tests. Thi lies that the firm's profitability, as
measured by return on assets, remains const%ger time without the need for further
transformation. @

FRQ is also confirmed as stationary a \icl suggesting that the quality of financial reporting
in the sample firms is consis&er&% time.

EDI is stationary at le@aning that firms' environmental disclosure practices remain

stable over time.(./@
O
\/Q/

Table 4: Panel Unit Root Test

143



Variable Levin, Lin & Chu t* Im, Pesaran and Shin W-stat | Remarks
Test statistics | P-value Test statistics | P-value
Lev -12.2082 0.0000 -1.85749 0.0316 Stationary at
level
FS -4.2602 0.0000 3.3760 0.0000 Stationary at
le
TOBINSQ -549.611 0.0000 -69.3288 0.0000 Stationary at
& level
ROA -3.29729 0.0000 -2.39602 (@Q Stationary at
<\<) level
FRQ -4.36635 0.0000 -3.16497, V| 0.0000 Stationary at
6% level
EDI -5.45325 0.0000 \<:)3f78321 0.0000 Stationary at
@ level
s&

4.3. Does En\é@al Disclosure has any effects on the Financial Performance of

Manufacturié@ompanies in Nigeria?

Inte%%tlon of the Effect of Environmental Disclosure on Financial Performance

This analysis investigates the relationship between Environmental Disclosure (EDI) and
financial performance, utilizing two different models: Return on Assets (ROA), a measure of
profitability, and Tobin’s Q, a measure of market valuation.

For the ROA Model (Return on Assets). The study conducted the pre-estimation test to assess

the best model to interpret the result of the Hausman Test with a p-value of 0.2731 indicates
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that the random effects model is appropriate, as there is no significant difference between
fixed and random effects. The Lagrange Multiplier Tests for Random Effects (22.7789, p =
0.0005) indicate the presence of random effects, confirming the choice of a random effects
approach.

The Panel Heteroscedasticity Test: ROA Model (p = 0.3731) shows no significant
heteroscedasticity, confirming that the variance of residuals is consistent across o ations.
The Serial Correlation Test: ROA Model (p = 0.9373) suggests no eVi of serial
correlation, indicating that residuals are independent over time. /\

The variable of Firm Size (FS) with the coefficient value of 0.0 @ positive coefficient
indicates that as firm size increases, ROA slightly increases.ever, the effect is minimal,
suggesting that firm size does not have a strong inﬂue&@proﬁtability More so, with the
insignificant t-value, it was discovered that firm %’Qes not have a statistically significant
effect on the ROA, as the p-value is greatel\\\&i This reveals that variations in firm size
do not significantly affect ROA in this)\@’ 1.

Leverage (LEV) with the coefﬁc%%lue of 0.3153: This positive coefficient indicates that
firms with higher levels f:@s everage) tend to have higher ROA. It implies that leverage
may facilitate greater gpetational efficiency or the ability to invest in profitable ventures. The
leverage t-mlu@ and p-value (0.0278) shows that the result is statistically significant
at the 5% }bgindicating that leverage has a meaningful and positive effect on profitability.
High &rage likely suggests that firms are effectively using debt to enhance their returns.
The result of the Environmental Disclosure (EDI) report a coefficient value of 0.0931: A
positive coefficient indicates that firms that provide more comprehensive environmental
disclosures are associated with better profitability. This suggests that transparency in
environmental practices can lead to improved financial performance. The t-value of 2.4187

and p-value of 0.0170 shows that the result is statistically significant at the 5% level,
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reinforcing the idea that companies that are more open about their environmental impact tend
to perform better financially. The model explains approximately 11.8% of the variance in
ROA. More so, after adjusting for the number of predictors, the model explains about 10.4%
of the variance, confirming a modest explanatory power. The overall model is statistically
significant, indicating that at least one of the predictors (FS, LEV, or EDI) has a relationship
with ROA. \
Tobin’s Q Model OQ

The study conducted the pre-estimation test to assess the best model to &rpge( The result of
the Hausman Test with a p-value of 0.1771)indicates that the m effects model is
appropriate, as there is no significant difference between@l and random effects. The
Lagrange Multiplier Tests for Random Effects indi%ge presence of random effects,
confirming the choice of a random effects approac%rb

The Panel Heteroscedasticity Test with K ngreater than 0.05 shows no significant
heteroscedasticity, confirming that the&; ce of residuals is consistent across observations.
The Serial Correlation Test: Tobi&/lodel also indicates that there is no evidence of serial
correlation, indicating Q@uals are independent over time.

Firm Size (FS) with soefﬁment of -21.1013 shows that there is negative relationship
between firm s@% he tobinsq. The negative coefficient indicates that larger firms tend to
have mgn@ly lower Tobin's Q. This suggests that larger firms may be viewed less
favo%@%n terms of market valuation. The result is statistically significant at the 5% level,
indicating a strong negative relationship between firm size and market valuation. Larger
firms may face diminishing returns in market perception compared to smaller, more agile
firms.

Leverage (LEV) reports a coefficient value of 30.0922: A positive coefficient suggests that

higher leverage is associated with a higher Tobin’s Q, indicating that firms are perceived
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positively by the market when they use debt effectively. The relationship is not statistically
significant at 5% levels, implying that while leverage may positively influence market
valuation, this effect is not strong enough to confirm a reliable relationship.

Environmental Disclosure (EDI) reports positive coefficient of 42.0646 and a significant t-
value (2.6810) and p-value (0.0082). The large positive coefficient indicates that firms with
higher environmental disclosures have significantly higher market valuations. Thig\reflects
that transparency in environmental practices may enhance investor conﬁde market
perception. This result is highly significant at the 1% level, undersco&{tgﬁmportance of
environmental disclosure in positively influencing market valuation® 0

The model explains approximately 32.5% of the variance in ’s Q, suggesting a better fit
than the ROA model, but still indicates that additionz:&&s might be influencing market
valuation. After adjusting for predictors, the mode@t’b&xplains about 31.1% of the variance,

indicating a good level of explanatory pow}\& overall model is statistically significant,

meaning that the independent Variable@ctively influence Tobin’s Q.

Table 5: Effect of Environlpe@isclosure on Financial Performance
O

Ro.@bdel TOBINSQ Model
\

\ ficient t- p- Coefficient t- p-
4

Q
b value value value | value
(.

FS 0.0172 0.7513 | 0.4533 | -21.1013 2.4980 | 0.0133
LEV 0.3153 2.2243 | 0.0278 | 30.0922 1.5925 | 0.1128
EDI 0.0931 2.4187 | 0.0170 | 42.0646 2.6810 | 0.0082
C -0.4080 - 0.3134 | 401.1241 2.4575 | 0.0148
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1.0106
R-squared 0.1179 0.3253
Adjusted R-
squared 0.1036 0.3111
F-statistic 11.5691 18.7880
Prob(F- Q\\
statistic) 0.0000 0.0000 ¢ Q
o V]
Hausman Test 3.8945(0.2731) 4.9284(0.17 -
Lagrange 22.7789 450.3 N~
Multiplier  Tests | (0.0005) Ef)
for Random <
N
Effects gb
L)
Panel \Q) 75.6883(0.2911)
Heteroscedasticity * ’\%
o
test 69.7463(0. @.
Serial Correlation g -0.1857(0.8121)
Test 0994(0.9373)
RS

O
&

4.2.4. What is the effect of Financial Report Quality on the Financial Performance of

Manufacturing Companies in Nigeria?
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The Effect of Financial Reporting Quality on Financial Performance

This regression model explores the relationship between financial reporting quality and
financial performance measured by Return on Assets (ROA) and Tobin's Q with other control
variables including Firm Size (FS) and Leverage (LEV). The study performed a pre-
estimation test to determine the appropriate model among the pooled OLS, random effect,
and fixed effect. The Lagrange Multiplier Tests for Random Effects were CQAOIH to
assess the robust difference between random effect and pooled OLS. For RQ/@A% Lagrange
Multiplier test statistic is 4.1669 with a p-value of 0.0412, indicatingsthatyrandom effects are
appropriate for this model. For Tobin’s Q, the test statistic is 68 with a p-value of
0.0000, again supporting the use of random effects. T @\sman Test: For ROA, the
Hausman test statistic is 5.4230 with a p-value of: %, suggesting that there is no
significant difference between fixed and rando%é\acts models, hence random effects are
appropriate. For Tobin’s Q, the test stati;ﬁ\QQ 2.1974 with a p-value of 0.5325, further
confirming the appropriateness of ra@ect&

Panel Heteroscedasticity TQSQQV\KOA, the test statistic is 96.07709 with a p-value of
0.0900, indicating WeaQ@ce of heteroscedasticity. For Tobin’s Q, the test statistic is
23.0347 with a p—.V@f 0.4597, indicating no evidence of heteroscedasticity.

Serial Corr a&} est: For ROA, the test statistic is -1.2996 with a p-value of 0.1937,
suggesti@ evidence of serial correlation. For Tobin’s Q, the test statistic is -1.0823 with a
p-valuevof 0.2791, indicating no serial correlation.

For the Return on Assets (ROA): The coefficient for firm size is 0.0191, but it is not
statistically significant (p-value = 0.3999). This suggests that firm size does not have a
significant impact on ROA in this model. The coefficient for leverage is 0.3724, but it is not

statistically significant (p-value = 0.1549), indicating that leverage does not significantly
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affect ROA. The variable of Financial Reporting Quality (FRQ) with coefficient value of
0.2908, which is statistically significant (t-value = 2.0326, p-value = 0.0434). This positive
relationship suggests that improved financial reporting quality is associated with a higher
return on assets, indicating that firms with better reporting practices tend to perform better
financially.

Constant (_cons): The constant term is -0.8736, and it is marginally significant {pivalue =
0.0698). This represents the expected value of ROA when all independent v re Zero.
The R-squared value of 0.1703 suggests that about 17.03% of the@gﬁﬁn in ROA is
explained by the explanatory variables. The F-statistic of 11.7924N\ tistically significant
(p-value = 0.0000), indicating that the overall model is signif@

For the Tobin’s Q QQ

The coefficient for firm size is -18.8975, but i@%t statistically significant (p-value =
0.3163), suggesting that firm size does not @Qﬂtly influence Tobin's Q.

The coefficient for leverage is 35.679®h is statistically significant (t-value = 2.3299, p-
value = 0.0208). This positive c@%ent implies that higher leverage is associated with a
higher Tobin's Q, sugges%ir;@&leveraged firms may have a better market valuation relative
to their assets.

The coefﬁcient@ﬁ\ﬂa cial reporting quality is 68.3163, and it is statistically significant (t-
value = 2@ p-value = 0.0423). This indicates that higher financial reporting quality is
posim&lssociated with Tobin’s Q, meaning firms with better reporting quality tend to have
better market performance. The constant term is 284.0578, but it is not statistically significant
(p-value = 0.3535).

The R-squared value of 0.3247 indicates that approximately 32.47% of the variation in
Tobin’s Q is explained by the variables. The F-statistic of 17.7503 is highly significant (p-

value = 0.0000), indicating that the overall model is significant.
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Table 6: The Effect of Financial Reporting Quality on Financial Performance

ROA TOBINS Q
Coefficient t- p- Coefficient t-value | p-
value | value value
FS 0.0191 0.8435 | 0.3999 | -18.8975 -1.0171 | 0.3163
LEV 0.3724 1.4277 | 0.1549 | 35.6795 2.329 \0.0208
FRQ 0.2908 2.0326 | 0.0434 | 68.3163 ( 4 0.0423
i} & N/
C -0.8736 1.8229 | 0.0698 284.05%1:D 0.9407 | 0.3535
N
R-squared 0.1703 E):;§4 Z)
Adjusted R- Q\v
squared 0.1541 &b 0.3106
\ -
F-statistic 11.7924 \\ 17.7503
IR
Prob(F-statistic) | 0.0000 &\ 0.0000
£

Lagrange . AQJ ' 495.6268(0.0000)
Multiplier  Tests QQ\

for Randzp: @

Effects ?\ b 4.1669(0.0412)

HausmaQ o 5.4230(0.1433) 2.1974(0.5325)
PaneT\/ 23.0347(0.4597)
Heteroscedasticity

test

96.07709(0.0900)

Serial Correlation

Test

-1.2996(0.1937)

-1.0823(0.2791)
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4.2.5. Is there any dynamic relationship among environmental disclosure, financial report
quality and financial performance of companies?

The Dynamic Relationships among Environmental Disclosure, Financial Reporting
Quality, and Financial Performance

This analysis delves into the dynamic relationships among Environmental Dich*(EDI),
Financial Reporting Quality (FRQ), and Return on Assets (ROA) by e)@g variance
decomposition and impulse response as obtained from the V, odel.  Variance
decomposition captures how much of the forecast error varia each variable can be

attributed to shocks in the other variables over ?ths approach reveals the
e

interdependencies among these variables and helps uQ,n rstand their influence on each

other. rbé‘rb

Variance Decomposition of Environmental@osure (EDI)

Period 1: At the initial stage, EDI a;\%hti ly self-explanatory, with 100% of its variance
accounted for by its own shgc&®15 indicates that environmental disclosure at this point is
driven solely by intem%@s\ within the firm, with no immediate influence from financial
reporting quality (F&or return on assets (ROA).

Periods 2 t OQOver the subsequent periods, the contributions from FRQ and ROA to the
variance.d gradually increase but remain extremely small (less than 0.1%). In Period 2
specificdlly, FRQ accounts for 0.012992% of EDI's variance, while ROA contributes
0.007120%. This trend continues, with small increases in their contributions over time. By
Period 10, the contributions from FRQ and ROA are 0.008458% and 0.086799%,

respectively. This slight increase suggests a growing acknowledgment of the role that
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financial reporting and performance metrics may play in shaping environmental disclosures,
albeit their influence remains minimal relative to the self-deterministic nature of EDI.
Variance Decomposition of Financial Reporting Quality (FRQ)

Period 1: At the outset, 79.18% of the variance in FRQ is attributed to its own shocks, while
20.82% is explained by EDI. This suggests that financial reporting quality is substantially
influenced by its historical performance, with a significant acknowledgment of th&le that
environmental disclosure plays in shaping it. OQ

Periods 2 to 10: Over time, the proportion of variance explained by BQgcfeases steadily.
In Period 10, EDI accounts for 28.36% of the variance in F ,gcating that as firms
improve their environmental disclosures, they also tend @hance the quality of their
financial reporting. The proportion of variance explaingd b¥FRQ itself declines, suggesting
that as firms rely more on EDI for transparency,@lative importance of historical FRQ
diminishes. The small contributions fron@ (hovering around 0.004%) indicate that
financial performance has a negligibk{{’ t impact on financial reporting quality compared
to the effects of EDIL. Q;&C)

Variance Decomposition oﬁé%um on Assets (ROA)
Period 1: In the init%pgod, 99.92% of the variance in ROA is explained by its shocks.
Contributions t@

This reﬂe@t ROA is predominantly driven by its historical performance at this early

stage\/Ql

Periods 2 to 10: As time progresses, the contributions from EDI and FRQ to the variance in

I"and FRQ are negligible at 0.030114% and 0.045632%, respectively.

ROA gradually increase. For instance, by Period 10, EDI contributes 0.838775%, and FRQ
contributes 1.891247% to the variance in ROA. However, despite this gradual increase,
ROA remains predominantly influenced by its own past values, which continue to account for

around 97% of its variance throughout the observed periods. This indicates that while EDI
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and FRQ do have some influence on financial performance, their impacts are relatively minor
compared to the direct effects of historical ROA.

It was obvious that environmental disclosure exhibits a strong self-deterministic nature, with
minimal influence from FRQ and ROA. This implies that improvements in environmental
disclosure practices primarily arise from internal company initiatives rather than external
financial reporting standards or performance metrics. More so, over time, th%riance
decomposition results reveal that the influence of environmental disclosu financial
reporting quality grows, suggesting that firms that are more tra&{a t about their
environmental impact tend to improve their financial reporting practi

Furthermore, return on assets is predominantly influenced b@ﬂstorical performance, with
only minor contributions from EDI and FRQ. This m&e that while EDI and FRQ may

encourage better financial performance, the imme%ﬁbffect of past performance remains the

strongest predictor. ®%

Table 7: Variance Decomposition
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Variance Decomposition of EDI:

Period S.E. EDI FRQ ROA
1 0.268008 100.0000 0.000000 0.000000
2 0.363104 99.97989 0.012992 0.007120
3 0.430143 99.94280 0.014172 0.043024
4
4 0.481744 99.92630 0.013334 06%4
P —
5 0.523276 99.91852 0.011974 (( 0.)69504
& )
6 0.557540 99.91384 0.010684 '\\ 7 0.075476
7 0.586263 99.91067 0.00@/ 0.079669
N
8 0.610615 99.90831 008962 0.082724
9 0.631434 99.90640 Q 10.008571 0.085024
10 0.649345 99.904 & 0.008458 0.086799
Variance Decomposition of FRQ:
Period S.E. C.)\ ‘EDI FRQ ROA
1 0.190403,(Z}"  20.82269 79.17731 0.000000
N
2 0.8@9‘ 22.56830 77.42761 0.004098
3 i (@\313793 23.63762 76.35794 0.004445
(
4 N/ 0.348866 24.52419 75.47123 0.004580
Q' g: 0.375384 25.30785 74.68780 0.004353
AN
6 0.395998 26.02089 73.97501 0.004102
7 0.412322 26.67727 73.31886 0.003870
8 0.425423 27.28376 7271257 0.003668
9 0.436044 27.84441 72.15210 0.003499
10 0.444724 28.36208 71.63456 0.003364
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Variance Decomposition of ROA:

Period S.E. EDI FRQ ROA
1 0.586263 0.030114 0.045632 99.92425
2 0.589689 0.563749 0.664965 98.77129
3 0.591226 0.616960 0.978156 98.40488
4
4 0.592025 0.655369 1.205255 9843938
y — N
5 0.592710 0.695913 1.390740 (\9)91335
y )
6 0.593271 0.732159 1.539737 '\\ 9772810
7 0.593729 0.763934 1.65&@/ 97.57731
N
8 0.594105 0.791996 753959 97.45405
9 0.594413 0.816817 ‘Q 1.830186 97.35300
10 0.594667 0.8387 1.891247 97.26998
A N
Cholesky Ordering: EDI FRQ ROA \\)
N
N )

Impulse Response Analysis:
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Response of EDI to Innovations in FRQ and ROA: The response of Environmental
Disclosure (EDI) to innovations in both FRQ and ROA indicates a positive trend over time,
suggesting that improvements in financial reporting quality and financial performance can
lead to enhanced environmental disclosures by firms. Although the initial response may be
modest, it grows over several periods, implying that companies may gradually increase their
transparency about environmental practices as they strengthen their financial performance
and reporting standards. 0

Response of FRQ to Innovations in EDI and ROA: /\Q/

The Financial Reporting Quality (FRQ) shows a positive reactio gvations in both EDI
and ROA. This suggests that companies that are more transt about their environmental
impact tend to also exhibit higher-quality financial re;&@Additionally, firms with better
financial performance (measured by ROA) tend t%ﬁ&we their financial reporting practices
over time. This positive dynamic may reﬂes@rgportance of maintaining high standards of
financial reporting as companies bm@nore environmentally responsible and improve
their financial health. Q;&C)
Response of ROA to Inn V@S in EDI and FRQ:

Return on Assets (ROA) reSponds positively to innovations in both EDI and FRQ. The results
suggest that f@t at improve their environmental disclosure and financial reporting
practices %bXperience better financial performance over time. The relationship between
envir ntal transparency and financial performance is likely driven by enhanced investor
confidence and market valuation, as firms with better disclosure practices are perceived as

lower-risk and more sustainable investments.
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4.3 Discussion of Findings

The Extent of Environmental Disclosure Practices among Manufacturing Companies in
Nigeria

Determinants of Environmental Disclosure in Financial Reports

The study employs an ordered probit regression to analyze the determinants of environmental
disclosure (EDI) in the financial reports of firms. The model focuses on three %&iables:
Leverage (LEV), Return on Assets (ROA), and Firm Size (FS), to understa&@ impact on
the level of environmental disclosure. The negative coefficient o age indicates that
higher leverage is associated with lower environmental d%ure. Companies with
significant debt may avoid environmental transpare Qit could expose financial
vulnerabilities or increase scrutiny from stakeholders.Q(s result aligns with agency theory,
which suggests that firms with higher leverage eater monitoring by debt holders, who
may discourage additional disclosures that @signal increased risk(Etim, & Effiong, 2021).
Additionally, firms with higher d&ég\‘bur ens may prioritize financial obligations over
sustainability practices, as .tl@e e fewer resources to allocate toward non-financial

objectives like environr@wclosure.

The positive coeﬁﬁg&of return on asset(ROA) implies that better financial performance is
associated with \wr environmental disclosure. Companies with higher profitability are
more li@b o invest in environmental reporting, potentially because they have more
resourceS to allocate to non-operational activities. This finding aligns with resource-based
theory, which posits that firms with greater financial resources are better equipped to engage
in sustainability initiatives. Profitable companies are likely to disclose more environmental

information to enhance their reputation and meet growing stakeholder expectations for

corporate social responsibility (CSR).
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Firm Size (FS) had a positive coefficient which shows that larger companies are more likely
to engage in environmental disclosure, but the effect is minimal. Larger firms tend to face
greater scrutiny from regulators and stakeholders, which may push them to be more
transparent about their environmental impact. According to legitimacy theory, larger firms
are more visible to the public and are, therefore, more likely to disclose environmental
information to maintain or enhance their legitimacy. However, the fact that firm siz%)es not

\J

have a statistically significant effect indicates that visibility alone does @ ecessarily
translate into higher environmental transparency. /\

Financial Reporting Quality (FRQ) and Firm Performance O

The positive and statistically significant relationship bet financial reporting quality
(FRQ) and both ROA and Tobin’s Q suggests that@igg-quality financial reporting is
associated with better financial performance. For @%which reflects the firm’s operational
efficiency and profitability, the positive s@fbent indicates that companies with higher
reporting quality are more likely to a@ superior profitability. This finding is consistent
with the view that high-quality f@c%l reporting reduces information asymmetry, improves

N

[ ]
decision-making by rnafI @and enhances transparency for investors and stakeholders,

leading to better opera§

Similarly, the p@se effect of FRQ on Tobin’s Q highlights the relevance of transparent and

reliable fi | reporting in enhancing a firm’s market valuation. Tobin’s Q captures the

outcomes(Olasupo, & Akinselure, 2017) and Udo(2019).

ﬁrm%&&et value relative to its asset base, and higher FRQ suggests that firms with better
reporting practices are valued more favorably by the market. This is likely because high-
quality financial reporting reduces uncertainty for investors, improves investor confidence,

and helps attract capital at favorable terms, which in turn boosts the firm's market

value(Lateef, & Omotayo,2019).
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The analysis reveals a significant and positive relationship between leverage (LEV) and
Tobin’s Q. This indicates that firms with higher levels of debt are perceived to have higher
market value relative to their assets. The leverage, within reasonable bounds, may signal a
firm’s capacity to undertake profitable investments and manage financial risks effectively.
The use of debt financing could also imply a firm’s commitment to value-enhancing projects,
thereby enhancing market perceptions of firm value(Lateef, & Omotayo,2019).. \
However, the absence of a significant effect of leverage on ROA indicates tha Q& leverage
might positively influence market valuation, it does not necessarilw%ri!‘ﬂe into higher
profitability from an operational standpoint. This implies tha gnvestors may view
leverage favorably, firms need to carefully manage their debnsure it does not negatively
impact operational efficiency. QQ

The findings show that firm size does not have a sj %ant impact on either ROA or Tobin’s
Q. The coefficient for firm size is positiv@A and negative for Tobin’s, but in both
cases, the relationships are not statistic)@s’gniﬁcant. This suggests that, in this sample, firm
size alone does not play a deci@cgole in determining either the profitability or market
valuation of firms. Th%@igniﬁcance for firm size in relation to performance could

and market advantages traditionally associated with larger firms,

indicate that the operax

such as econor@ scale, do not have a uniform effect across different firms or industries
in this ana@

The Ef&of Environmental Disclosure on Financial Performance

The positive coefficient of ROA reveals that larger firms tend to experience a slight increase
in profitability (ROA). However, the effect is statistically insignificant, as indicated by the p-
value greater than 0.05. This means that firm size does not significantly influence
profitability in this model. Larger firms may not inherently perform better in terms of

profitability, likely because of increased operational complexity or inefficiencies. This
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finding supports the resource-based theory, which suggests that the resources and capabilities
within a firm—mnot just size—are more important determinants of profitability. While larger
firms might benefit from economies of scale, these advantages do not automatically translate
into higher profitability without effective resource utilization(Zango, 2021). The positive
coefficient indicates that firms with higher leverage (more debt) tend to have higher
profitability. The result is statistically significant at the 5% level, suggesting that leverage
positively influences profitability. This finding indicates that firms effective debt can
enhance operational efficiency or invest in profitable ventures, 4% osting ROA.
According to agency theory, debt can act as a disciplinary mec 'Qyushing managers to
operate more efficiently under the scrutiny of debt holders. @ that manage debt well can
generate higher returns, but excessive debt might @@mancial risks if not handled
properly(Zango, 2021). é‘rb

The positive and significant coefficient of @) mental Disclosure (EDI) shows that firms
with higher environmental transparen%’ d to have better profitability. This suggests that
firms that engage in compre&é’\v environmental disclosure benefit from improved

N\
This finding supportx&%a that transparency in environmental practices can lead to

enhanced repl@}a'l

conﬁdenczbbof which positively impact profitability. The result aligns with stakeholder

financial performance.
standing, increased customer loyalty, and improved investor

theo&xgﬁch emphasizes that firms responding to stakeholder demands for environmental
accountability are more likely to benefit from enhanced financial outcomes. As consumers
and investors increasingly prioritize sustainability, firms that are transparent about their
environmental impact may enjoy competitive advantages and improved financial

performance.
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The Dynamic Relationships. Among Environmental Disclosure, Financial Reporting Quality,
and Financial Performance

This analysis delves into the intricate relationships among Environmental Disclosure (EDI),
Financial Reporting Quality (FRQ), and Return on Assets (ROA) through variance
decomposition and impulse response analysis. By employing a Vector Autoregression (VAR)
model, the study uncovers how shocks in one variable affect the others over time, %ling a
dynamic interplay that informs corporate governance, reporting practices financial
performance. The result shows that environmental Disclosure (EDI)J%gyloperates on a
self-deterministic basis, indicating that improvements in sustainabili ctices are primarily
driven by internal corporate policies.Financial Reportin@nahty (FRQ) is positively
influenced by environmental disclosure, indicating th%& committed to transparency in
environmental practices tend to enhance their o@reporﬁng quality. Return on Assets
(ROA) is predominantly influenced by it cal values, with only minor contributions
from EDI and FRQ, suggesting that w{@wironmental transparency can enhance financial
performance, historical performa%{ ains the strongest predictor. The analysis reveals that
Environmental Disclosure , plays a crucial role in influencing Financial Reporting
Quality (FRQ), whic ﬁm can have a positive effect on financial performance (ROA).
Firms that prio@vﬁvronmental transparency are likely to benefit from improved financial
reporting ices and, consequently, better financial performance. These findings
unde?&& the importance of integrating environmental initiatives within corporate

governance frameworks to foster long-term sustainability and enhance financial outcomes.
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Chapter Five

Summary, Conclusion, and Recommendation
5.1 Summary of Findings
The study was designed to determine the relationship between Environmental Disclosure and
Financial Report of Manufacturing Companies in Nigeria. The specific objectives centre on :
the evaluation of the extent of Environmental disclosure practices among Ma%turing
Companies in Nigeria; analyses of the determinants of environmental discl ﬁnancial
reports examining the effects of environmental disclosure on the ﬁna&ia((erformance of
manufacturing companies in Nigeria, determining the influence ial reporting quality
on the financial performance of manufacturing companies igeria, identify the dynamic
relationship among environmental disclosure, ﬁne&a report quality and financial
performance of companies. 6(6
This study focuses on Environmental Dis@ and financial reporting quality of listed
companies in the manufacturing sectd\({’ igeria covering a period of 2017-2022 and the
panel estimation techniques weéq%pted in achieving the objective. The methods are
comprised of descriptive r@%rential methods.
From the estimation, i Qdiscovered that the analysis of environmental disclosure practices
among Nigeri@m acturing companies from 2017 to 2023 reveals key trends in
sustainabili porting and its impact on financial performance. Over the period,
envir%@%ﬁtal transparency improved significantly, with disclosure scores increasing from
1.00 in 2017 to 1.24 in 2022.
Regression analysis further examined the determinants of environmental disclosure in
financial reports, focusing on leverage, return on assets (ROA), and firm size. Leverage
showed a negative relationship with environmental disclosure, suggesting that highly

leveraged firms may limit their transparency to avoid increased scrutiny from
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stakeholders. Conversely, firms with better financial performance (ROA) and larger firms
were more likely to engage in environmental disclosure, although the impact of firm size was
minimal.

More so, the study found a positive and significant relationship between financial reporting
quality (FRQ) and firm performance, both in terms of ROA and Tobin’s Q. High-quality
financial reporting enhances transparency, reduces information asymmetry, Wosters
investor confidence, which in turn improves market valuation and operatio @ rmance.
Similarly, leverage was found to positively influence Tobin’s Q, si%éﬁat firms with
higher debt levels may be viewed more favorably by the marke @to their capacity to
undertake profitable investments. However, leverage did significantly impact ROA,
suggesting that while it may boost market value, 1&9 not necessarily translate into
operational profitability. 6(6

The study also underscores the dynamic@ships between environmental disclosure,
financial reporting quality, and ﬁn% erformance. Firms that prioritize sustainability
reporting tend to improve theiréqr 1 financial transparency, leading to better financial
outcomes. This dynami I:@%gﬂs the importance of integrating environmental practices
within corporate goxxa e frameworks to achieve long-term sustainability and enhanced
financial perfon@\\e‘f

5.2 C ion

The N&ﬂghlights important trends in environmental disclosure practices among Nigerian
manufacturing companies and their impact on financial performance. Over the analyzed
period (2017-2023), there was a notable improvement in environmental transparency, driven
by growing stakeholder expectations and global regulatory pressures. However, the

fluctuation in disclosure scores, particularly the decline in 2023, underscores the challenges
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companies face in maintaining consistent sustainability practices amid external pressures
such as economic downturns.

More so, it is obvious that major determinants of environmental disclosure include
leverage, profitability, and company’s size, with more profitable and larger company showing
greater commitment to sustainability reporting. However, highly leveraged company tend to
limit their disclosures, likely to avoid increased scrutiny, aligning with agency thg&. This
variation in disclosure practices across companies emphasizes the influ industry
norms, regulatory pressures, and resource availability on corporate sus%n ity strategies.
Furthermore, the study establishes a positive relationship betwe ial reporting quality
(FRQ) and companies performance, demonstrating that hquality financial reporting
enhances both profitability (ROA) and market mluatt&@bin’s Q). This underscores the
importance of transparency in improving inves%‘%nﬁdence and reducing information
asymmetry. Additionally, while leverage s{@rgmarket value, its impact on operational
efficiency remains limited, indicating@gd for careful debt management.

It was evidenced tha& findings indicate that companies that prioritize
environmental transparenc .ﬁ high-quality financial reporting are better positioned to
enhance their financia eﬁrmance.

Lastly, @e/%ﬁings was able to establish the dynamic relationships between
environm disclosure, financial reporting quality and financial performance in
mamﬁl&ﬁng companies
5.3 Recommendation
Based on the findings of this study, some recommendations can be made to enhance
environmental disclosure practices and improve financial performance within the Nigerian

manufacturing sector:
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1.  To prevent fluctuations in environmental disclosure practices, companies should
integrate sustainability reporting into their long-term strategic planning. This can be
achieved by adopting internationally recognized frameworks such as the Global
Reporting Initiative (GRI) or the Sustainability Accounting Standards Board (SASB)
to ensure consistency and comparability in environmental disclosures across time and

industries. \

ii. It should not only be companies with high leverages and big firms at should
prioritized disclosure of environmental issues in their reports. /\C

iii.  Companies, especially those with strong financial p ce, should allocate
resources toward improving the quality and depth of ustainability reporting.

iv.  Companies should continue to focus on imp @ the quality of their financial

reporting, as it directly impacts their proﬁt%’b and market valuation.

v.  Companies with high leverage sh@refully manage their debt levels while

maintaining a focus on sustain@
54 Contribution to Knowle%?’

The study contributes to h@dy of knowledge by highlighting the extent of Environmental
disclosure practices aQng Manufacturing Companies in Nigeria;, unraveling the
determinants @mental disclosure in financial reports, exploring the effects of
environm isclosure on the financial performance of manufacturing companies in
Nige}&%termined the influence of financial reporting quality on the financial performance
of manufacturing companies in Nigeria and identified the dynamic relationship among
environmental disclosure, financial report quality and financial performance of companies.
5.5 Suggestions for Further Study

Future research could focus on sector-specific variations within the Nigerian manufacturing

industry to explore how different sectors, such as food processing, cement, and chemical
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industries, approach environmental disclosure. This would provide insights into the unique
challenges and drivers of sustainability reporting in various sub-industries. More so, this
study touches on regulatory influences, further research could investigate the direct impact of
specific Nigerian regulations or international environmental reporting standards on the
quality and extent of environmental disclosures. This would help assess the effectiveness of
policy interventions and guide future regulatory developments. \

By pursuing these avenues for further research, scholars can build a mor ehensive
understanding of environmental disclosure dynamics and their findncial*consequences,

contributing to the development of sustainable business practices in ia and beyond.
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Appendix 6\

Dependent Variable: EDI

Method: ML - Ordered Probit (Newton-Raphson %\l&rdt steps)

Date: 09/28/24 Time: 10:09 \Q
Sample: 2017 2023 ’\%\

Included observations: 210 ,&C)\
es: 4

Number of ordered indicatof @%

Convergence achieved aftet 5 iterations

Coefficient covc'rg@ mputed using observed Hessian

Variable fbb Coefficient Std. Error  z-Statistic ~ Prob.
\‘i

LEV -2.107544  0.479195 -4.398091  0.0000

ROA 0.339364  0.201572 1.683582 0.0923

FS 0.026413  0.032145 0.821676 0.4113

Limit Points
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LIMIT 1:C(4) -0.547972  0.555639 -0.986202  0.3240
LIMIT 2:C(5) 0.793626  0.554457 1.431358 0.1523

LIMIT 3:C(6) 1.551096  0.564006 2.750139 0.0060

Pseudo R-squared 0.061960 Akaike info criterion 2.385263

Schwarz criterion 2.480895 Log likelihood -244.4526
Hannan-Quinn criter. 2.423924 Restr. log likelihood -260.5994
LR statistic 32.29345 Avg. log likelihood -1.164060

Prob(LR statistic) 0.000000

Dependent Variable: EDI

Method: ML - Ordered Probit (Newton-Raphson /MMdrguardt steps)
Date: 09/28/24 Time: 10:09

Sample: 2017 2023

Included observations: 210

Number of ordered indicator values: 4

Convergence achieved after 5 iteratign$

Coefficient covariance computed uSing’observed Hessian

Variable Cocfficient Std. Error z-Statistic Prob.
LEV <2.107544 0.479195 -4.398091 0.0000
ROA 0.339364 0.201572 1.683582 0.0923

FS 0.026413 0.032145 0.821676 04113

Limit Points

BIMIT 1:C(4) -0.547972 0.555639  -0.986202 0.3240

LIMIT 2:C(5) 0.793626 0.554457 1.431358 0.1523

LIMIT 3:C(6) 1.551096 0.564006 2.750139 0.0060
Pseudo R-squared 0.061960 Akaike info criterion 2.385263
Schwarz criterion 2.480895 Log likelihood -244.4526
Hannan-Quinn criter. 2.423924 Restr. log likelihood -260.5994
LR statistic 32.29345 Avg. log likelihood -1.164060
Prob(LR statistic) 0.000000
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Dependent Variable: FR Q\A
Method: Panel Lga&lares
Date: 09/28 4%1\6: 10:19
Sample; 023
Periwcluded: 7

Cross-sections included: 35

Total panel (unbalanced) observations: 210

|I §
1Ll ||
r§go 1.5

Series: Residuals
Sample 2017 2023
Observations 210

Mean 1.11e-11

Median 0.055387
Maximum 1.627371
Minimum -2.023380
Std. Dev. 0.909706
Skewness -0.087294
Kurtosis 2.516860

Jarque-Bera 2.309170
Probability 0.315188

Variable Coefficient Std. Error t-Statistic

Prob.
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FS -0.006283  0.009381 -0.669734  0.5038
LEV -0.312542  0.081101 -3.853732  0.0002
ROA 0.038787  0.027771 1.396680 0.1640
EDI 0.194908  0.026334 7.401273 0.0000

C 1.751641  0.165018 10.61486 0.0000
Root MSE 0.323908 R-squared

Mean dependent var  1.809524 Adjusted R-squared 0.306310
S.D. dependent var 0.393615 S.E. of regression 0. &
Akaike info criterion  0.630905 Sum squared resid %3245
Schwarz criterion 0.710598 Log likelihood QO—& 24501
Hannan-Quinn criter. 0.663122 F-statistic Q 24.07181
Durbin-Watson stat ~ 0.297403 Prob(F- c) 0.000000

0.319586 \
S

\‘
S
Dependent Variable: FRQ Q;&

Method: Panel Least Squares A

Date: 09/28/24 Time: 1 :%\

Sample: 2017 2023

Periods included: 7

Cross—sectionsﬂ@?ﬁ%%
e

Total panel (unbal observations: 210

Vari Coefficient Std. Error t-Statistic Prob.
£

\/(lFS -0.006283 0.009381  -0.669734 0.5038
LEV -0.312542 0.081101  -3.853732 0.0002
ROA 0.038787 0.027771 1.396680 0.1640
EDI 0.194908 0.026334 7.401273 0.0000
C 1.751641 0.165018 10.61486 0.0000
Root MSE 0.323908 R-squared 0.319586
Mean dependent var 1.809524  Adjusted R-squared 0.306310
S.D. dependent var 0.393615 S.E. of regression 0.327834
Akaike info criterion 0.630905 Sum squared resid 22.03245
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Schwarz criterion 0.710598 Log likelihood -61.24501
Hannan-Quinn criter. 0.663122 F-statistic 24.07181
Durbin-Watson stat 0.297403  Prob(F-statistic) 0.000000

Null hypotheses: No effects &(J

Alternative hypotheses: Two-sided (Breusch-Pagan) and one-sid.

(all others) alternatives Q
Test Hypothesis be
fbb‘ Both

Lagrange Multiplier Tests for Random Effects

Cross-section Time

\O
15548

Breusch-Pagan 274.0221 {Q&s 274.1377
C’ (0.7339) (0.0000)

(0.0000p5\
<§Q

Honda \% 55361 -0.339924 11.46481
bf N2 0.0000) (0.6330) (0.0000)
King\yg’ 1655361  -0.339924  6.100416

(0.0000) (0.6330) (0.0000)

Standardized Honda 17.71510 -0.090612 8.156464

(0.0000) (0.5361) (0.0000)
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Standardized King-Wu 17.71510 -0.090612 3.329712

(0.0000) (0.5361) (0.0004)

Gourieroux, et al. - -- 274.0221

(0.0000) \
S

Lagrange Multiplier Tests for Random Effects 6\
Null hypotheses: No effects

Alternative hypotheses: Two-sided (Breusch-Pagan) and one-side
(all others) alternatives

Test Hypothesi
Cross-section Ti Q Both

Breusch-Pagan 274.0221 0. 274.1377
(0.0000) 9) (0.0000)
Honda 16.55361.85%0.339924 11.46481
(0.00 AN (0.6330) (0.0000)
King-Wu . 61  -0.339924 6.100416

QQ 000) (0.6330) (0.0000)

Standardized Honda, 17.71510 -0.090612 8.156464
(' \ (0.0000) (0.5361) (0.0000)

Standardize@ng-Wu 17.71510 -0.090612 3.329712

sz (0.0000) (0.5361) (0.0004)
Goqu, et al. - - 274.0221
(0.0000)
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Panel Cross-section Heteroskedasticity LR Test
Equation: UNTITLED
Specification: FRQ FS LEV ROA EDI C

Null hypothesis: Residuals are homoscedastic

Probability Q\

0.0000 (JO

o

Value Df
Likelihood ratio 9607.709 35
LR test summary:

Value Df 0
Restricted LogL -61.24501 205 :

Unrestricted LogL 4742.609 205 b‘rb
R

°
Unrestricted Test Equation: \C.@

Dependent Variable: FRQ * @

Method: Panel EGLS ( OQection weights)

Date: 09/28/24 T@Z:M
Sample: 20 %&

Peri%@ﬁded: 7

Cross-sections included: 35

Total panel (unbalanced) observations: 210
Iterate weights to convergence

Convergence achieved after 5 weight iterations
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Variable Coefficient Std. Error  t-Statistic ~ Prob.
FS 6.96E-16  8.36E-11 8.33E-06 1.0000
LEV 1.57E-14  2.66E-09 5.90E-06 1.0000
ROA -6.56E-16 9.03E-10  -7.27E-07  1.0000
EDI -2.74E-15 3.22E-10  -8.50E-06  1.0000
C 2.000000  1.04E-09 1.92E+09  0.0000 Q\
O
Weighted Statistics /\\/
Q
Root MSE 0235221  R-squared 000000
Mean dependent var 1.78E+08 Adjusted R-squa\@O-O.Ol% 12
S.D. dependent var 2.88E+08 S.E. of re re@ 0.238072
Akaike info criterion  -45.12009 Sum ssﬁ%resid 11.61905
Schwarz criterion -45.04040 Iﬁ}ﬁkelihood 4742.609
Hannan-Quinn criter. -45.08787¢) -statistic -2.68E-11
Durbin-Watson stat O.%& Prob(F-statistic) 1.000000
WO
@weighted Statistics
2\
R-squared 6\/ -0.235294 Mean dependent var 1.809524
40.00000 Durbin-Watson stat 0.181034

Sun@ resid

Panel Cross-section Heteroskedasticity LR Test

Equation: UNTITLED

Specification: FRQ FS LEV ROA EDI C
Null hypothesis: Residuals are homoscedastic

Value

df Probability
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Likelihood ratio 96.07709 35 0.0900
LR test summary:
Value df
Restricted LogL -61.24501 205
Unrestricted LogL 4742.609 205

Unrestricted Test Equation:

Dependent Variable: FRQ

Method: Panel EGLS (Cross-section weights)
Date: 09/28/24 Time: 12:14

Sample: 2017 2023
Periods included: 7

Cross-sections included: 35
Total panel (unbalanced) observations: 210
Iterate weights to convergence
Convergence achieved after 5 weight iterations

Variable Coefficient  Std. Error  t-Statigtic Prob.

FS 6.96E-16 8.36E-114 3:33E-06 1.0000

LEV 1.57E-14  2.66E-09 5.90E-06 1.0000

ROA -6.56E-16  9.Q3E-10> -7.27E-07 1.0000

EDI -2.74E-15 3228410 -8.50E-06 1.0000

C 2.000000 \04E-09  1.92E+09 0.0000

Weighted Statistics
Root MSE 0235221 R-squared -0.000000
Mean dependent var I.?8E+08 Adjusted R-squared -0.019512
S.D. dependent var 2.88E+08 S.E. of regression 0.238072
Akaike info criteriemn -45.12009  Sum squared resid 11.61905
Schwarz criterién -45.04040 Log likelihood 4742.609
Hannan-Quign Cxitér. -45.08787  F-statistic -2.68E-11
Durbin-Wat§oh,stat 0.468249  Prob(F-statistic) 1.000000
Unweighted Statistics

R-squared -0.235294 Mean dependent var 1.809524
Sum squared resid 40.00000 Durbin-Watson stat 0.181034
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Correlated Random Effects - Hausman Test

Equation: Untitled
Test cross-section random effects

Chi-Sq.
Test Summary Statistic  Chi-Sq. d.f. Prob.
Cross-section random 8.772496 4 0.0670
Cross-section random effects test comparisons:
Variable Fixed Random  Var(Diff)) Rrob.
FS -0.013314  -0.011946 0.000079 0.8778
LEV -0.132470  -0.168528 0.000982 0.2498
ROA -0.002996  -0.001308 02000002 0.2564
EDI 0.232876 0.217533 0.001253 0.6647
Cross-section random effects test equation:
Dependent Variable: FRQ
Method: Panel Least Squares
Date: 09/28/24 Time: 12:39
Sample: 2017 2023
Periods included: 7
Cross-sections included: 35
Total panel (unbalanced)\obsésvations: 210
Variable Coefficient Std. Error t-Statistic Prob.
C 1.797842 0.252899 7.108943 0.0000
F8 -0.013314 0.014801  -0.899532 0.3696
LBV -0.132470 0.081301  -1.629371 0.1051
ROA -0.002996 0.015065  -0.198882 0.8426
EDI 0.232876 0.052018 4.476819 0.0000
Effects Specification
Cross-section fixed (dummy variables)
Root MSE 0.151723 R-squared 0.850709
Mean dependent var 1.809524  Adjusted R-squared 0.817533
S.D. dependent var 0.393615 S.E. of regression 0.168137
Akaike info criterion -0.562089 Sum squared resid 4.834187
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Schwarz criterion 0.059517 Log likelihood 98.01933
Hannan-Quinn criter. -0.310797 F-statistic 25.64246
Durbin-Watson stat 1.236390 Prob(F-statistic) 0.000000
Dependent Variable: FRQ
Method: Panel EGLS (Cross-section random effects)
Date: 09/28/24 Time: 12:41
Sample: 2017 2023
Periods included: 7
Cross-sections included: 35
Total panel (unbalanced) observations: 210
Swamy and Arora estimator of component variances
Variable Coefficient Std. Errof t-Statistic Prob.
FS -0.011946 0MQN828  -1.009951 0.3137
LEV -0.168528 0.075022  -2.246371 0.0257
ROA -0.001308 07014991  -0.087221 0.9306
EDI 0.217533 0.038118 5.706764 0.0000
C 1.8080163 0.208555 8.669996 0.0000
Effects Specification
S.D. Rho
Cross-section randoh 0.269232 0.7194
Idiosyncrati¢ random 0.168137 0.2806
Weighted Statistics
Root MSE 0.168218 R-squared 0.170363
Mean dependent var 0.443140 Adjusted R-squared 0.154175
S.D. dependent var 0.192654 S.E. of regression 0.170257
Sum squared resid 5.942451 F-statistic 10.52398
Durbin-Watson stat 1.009417 Prob(F-statistic) 0.000000
Unweighted Statistics
R-squared 0.299243 Mean dependent var 1.809524
Sum squared resid 22.69118 Durbin-Watson stat 0.264350
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Dependent Variable: FRQ
Method: Panel Least Squares
Date: 09/28/24 Time: 12:42
Sample: 2017 2023

Periods included: 7
Cross-sections included: 35

Total panel (unbalanced) observations: 210

%’Z}

QQ

Variable Coefficient Std. E@ -Statistic Prob.
\

FS -0.013314 @1 -0.899532  0.3696
LEV -0.132@.081301 -1.629371  0.1051
ROA @96 0.015065 -0.198882  0.8426
EDI . ,\%0.232876 0.052018 4.476819 0.0000
C b(J 1.797842  0.252899 7.108943 0.0000

\/QJ Effects Specification
Cross-section fixed (dummy variables)
Root MSE 0.151723 R-squared 0.850709
Mean dependent var  1.809524 Adjusted R-squared 0.817533
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S.D. dependent var 0.393615 S.E. of regression 0.168137
Akaike info criterion  -0.562089 Sum squared resid 4.834187
Schwarz criterion 0.059517 Log likelihood 98.01933
Hannan-Quinn criter. -0.310797 F-statistic 25.64246
Durbin-Watson stat 1.236390 Prob(F-statistic) 0.000000

Dependent Variable: FRQ
Method: Panel Least Squares
Date: 09/28/24 Time: 12:42

Sample: 2017 2023
Periods included: 7

Cross-sections included: 35
Total panel (unbalanced) observations: 210

Variable Coefficient Std. Error tsStatistic Prob.
FS -0.013314 0.01480%.~ -0.899532 0.3696
LEV -0.132470 081301  -1.629371 0.1051
ROA -0.002996 0.01%065  -0.198882 0.8426
EDI 0.232876 07052018 4.476819 0.0000
C 1.797842 0.252899 7.108943 0.0000
Effects Specification

Cross-section fixed (dummy Variables)
Root MSE 0.151723 R-squared 0.850709
Mean dependent var 1.809524  Adjusted R-squared 0.817533
S.D. dependent var 0.393615 S.E. of regression 0.168137
Akaike inforcriterion -0.562089 Sum squared resid 4.834187
SchwarzCriterion 0.059517 Log likelihood 98.01933
Hannan#Quinn criter. -0.310797 F-statistic 25.64246
Durbin-Watson stat 1.236390 Prob(F-statistic) 0.000000
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Dependent Variable: ROA
Method: Panel Least Squares
Date: 09/28/24 Time: 12:54

Sample: 2017 2023

Periods included: 7 \
Cross-sections included: 35 OQ

Total panel (unbalanced) observations: 210 /\
O

Variable Coefficient Std. Error t-Statistic ﬁ.

FS 0.017219  0.023506 0.7%13< 0.4647

LEV 0.315331  0.202284 &8851 0.1206

EDI 0.093139 0.065@1 416554 0.1581

C -0.408011 0.\@95 -0.987838  0.3244

)
Root MSE 0. 81-4633% R-squared 0.017975

Mean dependent var \@Q 302 Adjusted R-squared 0.003674

S.D. dependen@.&m 16 S.E. of regression 0.822501

Akaike info&e 2.465931 Sum squared resid 139.3607
Schwar@rion 2.529685 Log likelihood -254.9227
Hannan-Quinn criter. 2.491704 F-statistic 1.256910
Durbin-Watson stat ~ 2.417611 Prob(F-statistic) 0.290269

198



Lagrange Multiplier Tests for Random Effects
Null hypotheses: No effects

Alternative hypotheses: Two-sided (Breusch-Pagan) and one-sided

(all others) alternatives Q\

Test Hypothesis < Q

Cross-section Time Both O&

N
Breusch-Pagan 2778925 0215418 2.95@2

(0.0955) (0.6426) 6&6)
6’2}

Honda -1.667011 o@q -0.850564

(0.9522) + %[0%213) (0.8025)
N\

S
%1 0.464131 -0.218015

@9522) (0.3213) (0.5863)
S

Standardi@ da -1.322291 0.769358 -5.320478

\/QJ (0.9070) (0.2208) (1.0000)

King-Wu

Standardized King-Wu -1.322291 0.769358 -3.593094

(0.9070) (0.2208) (0.9998)
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Gourieroux, et al. - -- 0.215418

(0.5457)

Correlated Random Effects - Hausman Test < 0

Equation: Untitled O&
Test cross-section random effects %

Chi-Sq. Q 3<
Test Summary Statistic @q. d.f. Prob.

AV
Cross-section random 3.89 ») 3 0.2731

N

** WARNING: estimated cross—@g;?l random effects variance is zero.
[ )

N\
Cross-section random Qs test comparisons:
S

Variable Fixed Random Var(Diff.)  Prob.
\
N
FS 0.033838  0.017219 0.005014 0.8144
LEV -0.365357 0.315331 0.124749 0.0540
EDI -0.067896 0.093139 0.064664 0.5266

200



Cross-section random effects test equation:

Dependent Variable: ROA

Method: Panel Least Squares

Date: 09/28/24 Time: 12:59

Sample: 2017 2023

Periods included: 7

Cross-sections included: 35

Total panel (unbalanced) observations: 210

3
\
(O

0O

)

Variable Coefficient Std. Error t-Statistic
C -0.389842  1.279675 -0.3 463< 0.7610
FS 0.033838  0.074868 @1966 0.6519
LEV -0.365357 0.4105@6-0.889914 0.3748
EDI -0.067896 0{@;3 -0.257929  0.7968
S

Effm@éiﬁcation

O
Cross-section fixed @& variables)

A\

Root MSE b\/ 0.770174  R-squared 0.122235
Mean d entvar  0.039302 Adjusted R-squared -0.066587
S.D. dependent var 0.824016 S.E. of regression 0.851009
Akaike info criterion  2.677503 Sum squared resid 124.5651
Schwarz criterion 3.283170 Log likelihood -243.1378
Hannan-Quinn criter. 2.922352 F-statistic 0.647355
Durbin-Watson stat ~ 2.755124 Prob(F-statistic) 0.940313
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Dependent Variable: ROA < 0

Method: Panel EGLS (Cross-section random effects) O&

Sample: 2017 2023 QO

Periods included: 7

2
Cross-sections included: 35 fb

Total panel (unbalanced) observations: 21 \
aria

Date: 09/28/24 Time: 13:01

Swamy and Arora estimator of COF@{ nces

Period weights (PCSE) standaz@brs & covariance (d.f. corrected)
QO
Variable fficient Std. Error  t-Statistic Prob.
N
FS b\/‘ 0.017219  0.022917 0.751333 0.4533
O

LEV QJ

EDI 0.093139  0.038507 2.418744 0.0170

0.315331  0.141762 2.224364 0.0278

C -0.408011 0.403706 -1.010665  0.3134

Effects Specification

S.D. Rho
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Cross-section random 0.000000 0.0000

Idiosyncratic random 0.851009 1.0000

Weighted Statistics

Root MSE 0.814630 R-squared 0.117975

Mean dependent var  0.039302 Adjusted R-squared 0.103674 \
S.D. dependent var 0.824016 S.E. of regression 0.822501 0
Sum squared resid 139.3607 F-statistic 11.5 O(J

Durbin-Watson stat ~ 2.417611 Prob(F-statistic) @)2
\J

N
Unweighted Statistics Q
N\
R-squared 0.117975 Mean dep var 0.039302
Sum squared resid 139.3607 Du atson stat 2.417611

)
Dependent Varia >ROA
Met od@el Least Squares
Date:KO{/28/24 Time: 13:02
Sample: 2017 2023
Periods included: 7
Cross-sections included: 35

Total panel (unbalanced) observations: 210
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Variable Coefficient Std. Error t-Statistic Prob.

FS 0.033838  0.074868 0.451966 0.6519

LEV -0.365357 0.410553 -0.889914  0.3748

EDI -0.067896  0.263233 -0.257929  0.7968

C -0.389842  1.279675 -0.304641  0.7610 \
R

Effects Specification < 0

Cross-section fixed (dummy variables) %5

N\,
Root MSE 0.770174 R-squared Q\)O.122235
Mean dependent var  0.039302 Adjusted -sgb%l -0.066587
S.D. dependent var 0.824016 S.E. of sion 0.851009
Akaike info criterion  2.677503 uared resid 124.5651
Schwarz criterion 3.283170 \sﬁlkehhood -243.1378
Hannan-Quinn criter. 2. 92236&Q F-statistic 0.647355
Durbin-Watson stat \@ 24 Prob(F-statistic) 0.940313

Dependew@able: TOBINSQ
Metl%&lnel Least Squares

Date: 09/28/24 Time: 13:03
Sample: 2017 2023
Periods included: 7

Cross-sections included: 35
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Total panel (unbalanced) observations: 210

Variable Coefficient Std. Error t-Statistic Prob.

FS -14.64987 11.62602 -1.260093 0.2093

LEV 33.29819  63.75356 0.522295 0.6021

EDI 4.559848  40.87672 0.111551 09113 \
C 338.4442 198.7169 1.703148 0.0903 Q

(O

Effects Specification

>

Cross-section fixed (dummy variables)

QO\

Root MSE 119.5979
Mean dependent var  103.3512
S.D. dependent var 399.6251

Akaike info criterion  12.76805

R-squared

>

Adjuste% uared

S. }\Sgregression

&é_is\u'm squared resid

Schwarz criterion 13.3~73QQJ Log likelihood

Hannan-Quinn criter. \@90

F-statistic

Durbin-Watson @ .865016 Prob(F-statistic)

0.910006

0.890647

132.1506

3003769.

-1302.646

47.00632

0.000000

&

Correlated Random Effects - Hausman Test

Equation: Untitled
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Test cross-section random effects

Chi-Sq.
Test Summary Statistic Chi-Sq. d.f.  Prob.
Cross-section random 4.928467 3 0.1771

Cross-section random effects test comparisons:

A
S
N
Var(Diff.) %

Variable Fixed Random

FS -14.649873 -20.804182 24.4453
LEV 33.298192

EDI 4.559848

0.2132

30.319885 é’@mlgm 0.8528
40.50’;@56419.253101 0.0792

Cross-section random effects uation:

Dependent Variable: T@)
Method: Panel i:e@ares

Date: 09/28% me: 13:04

Sav@ 2023

Periods included: 7
Cross-sections included: 35

Total panel (unbalanced) observations: 210

Variable Coefficient Std. Error

t-Statistic Prob.
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C 338.4442  198.7169
FS -14.64987 11.62602
LEV 33.29819  63.75356
EDI 4.559848  40.87672

1.703148

-1.260093

0.522295

0.111551

0.0903

0.2093

0.6021

09113

Effects Specification

Cross-section fixed (dummy variables)

3
\
¢©

Root MSE 119.5979 R-squared

Mean dependent var  103.3512 Adjusted R-squared

Schwarz criterion 13.37372 Log lik

Hannan-Quinn criter.  13.01290 F-statistic

d

Durbin-Watson stat 1.865016 C}rob(F-statistic)

O

S.D. dependent var 399.6251 S.E. of regressionQ

Akaike info criterion  12.76805 Sum squar;dpg@‘

&

132.1506
3003769.
-1302.646
47.00632

0.000000

D
O3

O
Dep% Variable: TOBINSQ

2,
N

Method: Panel EGLS (Cross-section random effects)

Date: 09/28/24 Time: 13:09
Sample: 2017 2023

Periods included: 7
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Cross-sections included: 35
Total panel (unbalanced) observations: 210
Wallace and Hussain estimator of component variances

Cross-section SUR (PCSE) standard errors & covariance (d.f. corrected)

Variable Coefficient Std. Error t-Statistic Prob.

FS -21.10132  8.447184 -2.498030  0.0133 OQ
LEV 30.09229  18.89603 1.592519 0.1 17‘&&/

EDI 42.06463  15.68947 2.681074 0:
C 401.1241  163.2214 2.45754500.0148

Effects Specification be .
R
O

Cross-section random . ’\% 346.8438 0.8668

%)
1359723 0.1332

Idiosyncratic random Q;&
RN
e
% ted Statistics
s
Root MSE Q 312522 R-squared 0.325378

Mean dep@t var  15.59116 Adjusted R-squared 0.311185

Q

Rho

S.D. ndent var 133.1915 S.E. of regression 132.5203
Sum squared resid 3617698. F-statistic 18.78802
Durbin-Watson stat 1.548739 Prob(F-statistic) 0.000000

Unweighted Statistics
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R-squared 0.309709 Mean dependent var 103.3512

Sum squared resid 29715565 Durbin-Watson stat 0.188550

A
S

Dependent Variable: TOBINSQ QQ
Method: Panel Least Squares
Date: 09/28/24 Time: 13:11 fbb‘
Sample: 2017 2023

Periods included: 7 .©

Cross-sections included: 35« Q/

Total panel (unbalance&@%vations: 210
Variable < \ tloefﬁcient Std. Error  t-Statistic Prob.

FS \/QJ -54.52403 10.22101 -5.334502  0.0000
LEV -65.76662  87.95867 -0.747699  0.4555
EDI 151.1257  28.59018 5.285929 0.0000
C 862.5014  179.5988 4.802377 0.0000
Root MSE 354.2235 R-squared 0.210555
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Mean dependent var  103.3512
S.D. dependent var 399.6251
Akaike info criterion  14.61583
Schwarz criterion 14.67958
Hannan-Quinn criter.  14.64160
Durbin-Watson stat ~ 0.224398

Adjusted R-squared
S.E. of regression
Sum squared resid
Log likelihood
F-statistic

Prob(F-statistic)

0.199058
357.6460
26349596
-1530.662
18.31422

0.000000

R

Lagrange Multiplier Tests for Random Effects

Null hypotheses: No effects

Q
N\
>

N

S
S

Alternative hypotheses: Two-sided (Bre@agan) and one-sided

(all others) alternatives

X
N
o0

T@@pothesis
)

% ss-section Time Both
O
Breusch-Pa%\/ 450.3664 3.147401 453.5138
\/Q;b (0.0000) (0.0760) (0.0000)
Honda 21.22184 -1.774092 13.75163
(0.0000) (0.9620) (0.0000)
King-Wu 21.22184 -1.774092 6.587002
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Standardized Honda

Standardized King-Wu

Gourieroux, et al.

(0.0000)

22.62256

(0.0000)

22.62256

(0.0000)

(0.9620)

-1.634320

(0.9489)

-1.634320

(0.9489)

(0.0000)

10.65431

(0.0000)

3.854522

\
S

A
O

(0.0001)

450.3664

(0.0

Variance .
Decompositi Q\
on of EDI:
Period S.E.\ EDI FRQ ROA
1 @& 100.0000 0.000000 0.000000
2 & 63104 99.97989 0.012992 0.007120
3 ’b 430143 99.94280 0.014172 0.043024
4% 0.481744 99.92630 0.013334 0.060364
\Q/ 0.523276 99.91852 0.011974 0.069504
6 0.557540 99.91384 0.010684 0.075476
7 0.586263 99.91067 0.009663 0.079669
8 0.610615 99.90831 0.008962 0.082724
9 0.631434 99.90640 0.008571 0.085024
10 0.649345 99.90474 0.008458 0.086799
Variance
Decompositi
on of FRQ:
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Period S.E. EDI FRQ ROA
1 0.190403 20.82269 79.17731 0.000000
2 0.265197 22.56830 77.42761 0.004098
3 0.313793 23.63762 76.35794 0.004445
4 0.348866 24.52419 75.47123 0.004580
5 0.375384 25.30785 74.68780 0.004353
6 0.395998 26.02089 73.97501 0.004102
7 0.412322 26.67727 73.31886 0.003870
8 0.425423 27.28376 72.71257 0.003668
9 0.436044 27.84441 72.15210 0.003499
10 0.444724 28.36208 71.63456 0.003364

Variance

Decompositi

on of ROA:

Period S.E. EDI FRQ RO

N

1 0.586263 0.030114 0.045632 5
2 0.589689 0.563749 0.664965 %V 129
3 0.591226 0.616960 0.978156 9%8.40488
4 0.592025 0.655369 1.205 ﬂ’bQ98.13938
5 0.592710 0.695913 1.390 97.91335
6 0.593271 0.732159 97.72810
7 0.593729 0.763934 \ 754 97.57731
8 0.594105 0.79199 1.753959 97.45405
9 0.594413 0.8168 @!.830186 97.35300
10 0.594667 0.83 1.891247 97.26998

=

Cholesky Ordering: EDI Fl}\@ﬁ

N

R
\,‘2’7§>
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Response to Cholesky One S.D. (d.f. adjusted) Innovations

Response of EDI to Innovations

.30
.25
.20
.15
.10

o R

EDI FRQ ROA 0&
Response of FRQ to Innovations Q s

9

15

.10

—_—

.05

.00

-.05

1 2 3 4 @'7 8 9 10
.\
EDI FRQ

ROA

.R@\se of ROA to Innovations
6 ¢\

EDI FRQ ROA
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Dependent Variable: ROA
Method: Panel Least Squares

Date: 10/04/24 Time: 07:55

Sample: 2017 2023 \
Periods included: 7 OQ

Cross-sections included: 35 /\

Total panel (unbalanced) observations: 211 %
N

Variable Coefficient Std. Error t—Stat@) Prob.

FS 0.019127  0.023290 @64 0.4124

LEV 0.372496 0.206@1.806701 0.0723

FRQ 0.290816 0\@21 1.898019 0.0591
C -0.87365%@00779 -1.744596  0.0825
2\

Root MSE \@Q; 6 R-squared 0.025320
Mean dependen V@.O” 143 Adjusted R-squared 0.011195
S.D. depend@v 0.822055 S.E. of regression 0.817441
Akaike @riterion 2.453500 Sum squared resid 138.3195
Schwarz criterion 2.517042 Log likelihood -254.8442
Hannan-Quinn criter. 2.479185 F-statistic 1.792487
Durbin-Watson stat ~ 2.431890 Prob(F-statistic) 0.149709
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Dependent Variable: ROA

Method: Panel EGLS (Cross-section random effects)

Date: 10/04/24 Time: 08:02
Sample: 2017 2023

Periods included: 7
Cross-sections included: 35

Total panel (unbalanced) observations: 211

Swamy and Arora estimator of component varian

D

Period weights (PCSE) standard errors & ’Qe (d.f. corrected)

Q

>

Variable Coefficient @i §§
_ ‘o,

t-Statistic Prob.
FS 0.022676 0.843501 0.3999
LEV §2496 0.260890 1.427788 0.1549
FRQ (j\\' 290816  0.143073 2.032641 0.0434
C (bb -0.873658  0.479262 -1.822925  0.0698

\
Effects Specification

S.D. Rho
Cross-section random 0.000000 0.0000
Idiosyncratic random 0.848534 1.0000
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Weighted Statistics

Root MSE 0.809656 R-squared 0.225320
Mean dependent var  0.039143 Adjusted R-squared 0.211195
S.D. dependent var 0.822055 S.E. of regression 0.817441

Sum squared resid 138.3195 F-statistic 11.79248

4

Unweighted Statistics /\

N

Durbin-Watson stat ~ 2.431890 Prob(F-statistic) 0.000000 Q\
N\

R-squared 0.225320 Mean dependent var @) 143

Sum squared resid 138.3195 Durbin-Watson stQ0 2.431890
O\

Correlated Ran@i fects - Hausman Test

Equation: ed

Test%&section random effects

Chi-Sq.
Test Summary Statistic Chi-Sq. d.f.  Prob.
Cross-section random 5.423030 3 0.1433
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** WARNING: estimated cross-section random effects variance is zero.

Cross-section random effects test comparisons:

Variable Fixed Random Var(Diff.)  Prob.
FS 0.031832  0.019127 0.004988 0.8572 Q\
LEV -0.369655 0.372496 0.123270 0.0345
FRQ -0.099709  0.290816 0.107962 0. ’\
Q"
Cross-section random effects test equation: Q

Dependent Variable: ROA §f§
(&

Method: Panel Least Squares @
Date: 10/04/24 Time: 08:05 s&

Sample: 2017 2023 AQJ

:\>(\

Cross-sections includ
Total panel (u alz\é observations: 211

Periods included: 7

Variab\lgl Coefficient Std. Error t-Statistic Prob.

C -0.250580 1.453266 -0.172426 0.8633
FS 0.031832  0.074650 0.426419 0.6703
LEV -0.369655 0411185 -0.898998 0.3699
FRQ -0.099709 0.365046 -0.273140 0.7851
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Effects Specification

Cross-section fixed (dummy variables)

Root MSE

Mean dependent var
S.D. dependent var
Akaike info criterion

Schwarz criterion

Hannan-Quinn criter.

Durbin-Watson stat

0.768336

0.039143

0.822055

2.671009

3.274661

2.915017

2.753372

R-squared 0.122266
Adjusted R-squared -0.065457
S.E. of regression 0.848534 \

Sum squared resid 124.5616 0
Log likelihood 243 ;Qs(/
F-statistic 0: 0

Prob(E-statistic) 00.937784

\
O
’Z}6

Lagrange Multiplier Te@ Random Effects

Null hypothese "@cts

Alternative @o eses: Two-sided (Breusch-Pagan) and one-sided

Q/Q;tbrs) alternatives

Test Hypothesis
Cross-section Time Both
Breusch-Pagan 4.166928 0.646412 4.813340

(0.0412)

(0.4214) (0.0282)
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Honda -2.041305 0.803998 -0.874909

(0.9794) (0.2107) (0.8092)

King-Wu -2.041305 0.803998 -0.051695

(0.9794) (0.2107) (0.5206) Q\

Standardized Honda -1.733017 1.133239 -5.360586 &(J
(0.9585) (0.1286) (1.0000)%0

Standardized King-Wu -1.733017 1.133239 -&774

(0.9585) (0.1286) 6’0?0.9997)
(e
O

Gourieroux, et al. - . % 0.646412
&
\ (0.3917)

Panel (Qection Heteroskedasticity LR Test
Equation: UNTITLED
Specification: ROA FS LEV FRQ C

Null hypothesis: Residuals are homoskedastic

Value df Probability
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Likelihood ratio 833.1666 35 0.0000

LR test summary:

Value df
Restricted LogL -254.8442 207
Unrestricted LogL 161.7391 207

Unrestricted Test Equation: /\
Dependent Variable: ROA %0

Method: Panel EGLS (Cross-section weights) 0

Date: 10/04/24 Time: 08:06 :
Sample: 2017 2023 &b

Periods included: 7

Cross-sections included: 35 ’&

Total panel (unbalanced) observ@s 211
Iterate weights to COHV%
Convergence achleve after 24 weight iterations

Variable b Coefficient Std. Error  t-Statistic Prob.

FS \/ 0.002611  0.001700 1.536196  0.1260
LEV 0.002209 0.018789  0.117569  0.9065
FRQ 0.049927  0.003144 15.87756  0.0000
C -0.062595 0.034925  -1.792287  0.0745
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Weighted Statistics

Root MSE 0.818878 R-squared 0.768154

Mean dependent var 1.280664 Adjusted R-squared 0.764794

S.D. dependent var 3.869938 S.E. of regression 0.826752

Akaike info criterion ~ -1.495157 Sum squared resid 141.4885

Schwarz criterion -1.431615 Log likelihood 161.7391 Q\
Hannan-Quinn criter.  -1.469472 F-statistic 228.6119 0

Durbin-Watson stat 1.067427 Prob(F-statistic) 0.0@

: . N
Unweighted Statistics 0
R-squared 0.002990 Mean dep;nﬁ@ar 0.039143

Sum squared resid 141.4885 Durbin on stat 2.395866

Arellano—Bond@l Correlation Test

Equation: ed

Date:\u%ﬁ/m Time: 08:08

Sample: 2017 2023

Included observations: 140

Test order m-Statistic rho SE(rho) Prob.
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AR(1) -1.299622  -24.318776 18.712193 0.1937

AR(2) -0.625692 -9.744792 15.574432 0.5315

Dependent Variable: TOBINSQ %
Method: Panel Least Squares QQ

Date: 10/04/24 Time: 08:09

2
Sample: 2017 2023 fb

Periods included: 7 @
Cross-sections included: 35 \é§
Total panel (unbalanced) obseg%ns: 211

White period (cross—seq@%ster) standard errors & covariance (d.f.

D

Standard err g!(t—statistic probabilities adjusted for clustering

Vari}b@%é

corrected)

Coefficient Std. Error t-Statistic Prob.

FS -51.87018 32.41420 -1.600230  0.1188
LEV -151.8429 111.8038 -1.358119  0.1834
FRQ 80.39455  103.2442 0.778683 0.4416
C 855.1779  538.9212 1.586833 0.1218
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Root MSE

Mean dependent var
S.D. dependent var
Akaike info criterion
Schwarz criterion
Hannan-Quinn criter.

Durbin-Watson stat

375.4325

102.8849

398.7300

14.73195

14.79549

14.75763

0.194841

R-squared
Adjusted R-squared
S.E. of regression
Sum squared resid
Log likelihood
F-statistic

Prob(F-statistic)

0.109223

0.096313

379.0425

29740353

-1550.221

8.460479

0.000025< 0

Dependent Variable: TOBINSQ

2

Method: Panel EGLS (Cross-section rando@%)

Date: 10/04/24 Time: 08:13

Sample: 2017 2023

Periods included: 7

Q
&
. \AQJ
Q
Cross-sections includ Q
Total panel (u ala’%

observations: 211

Swamy a ra estimator of component variances

RS

QO

Whiﬁ&od (cross-section cluster) standard errors & covariance (d.f.

corrected)

Standard error and t-statistic probabilities adjusted for clustering

Variable

Coefficient Std. Error

t-Statistic

Prob.
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FS -18.89755 18.57889 -1.017152 0.3163
LEV 35.67958 15.31321 2.329987 0.0208
FRQ 68.31631 33.43767 2.043094 0.0423
C 284.0578  301.9486 0.940749 0.3535
Effects Specification
S.D. Rho Q\
<O

Cross-section random 372.4088

Idiosyncratic random

131.2283 @
o\

Weighted Statistics

Q\)

- -
R—squared&b

Root MSE 128.7139 0.324740
Mean dependent var  13.98165 Adj @quuared 0.310606
S.D. dependent var 130.5864 '@ofregression 129.9515
Sum squared resid 3495692Q%F—statistic 17.75039
Durbin-Watson stat S@% Prob(F-statistic) 0.000000
. ’\\'\ Jnweighted Statistics
R-squared'b 0.359750 Mean dependent var 102.8849
Sum ered resid 31392115 Durbin-Watson stat 0.177422
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Correlated Random Effects - Hausman Test
Equation: Untitled

Test cross-section random effects

Chi-Sg.

Test Summary Statistic Chi-Sq. d.f.  Prob.

Cross-section random 2.197410 3 0.5325 OQ

S

Cross-section random effects test comparisons: %

QO

Variable Fixed Random % Prob.

FS -13.882911 -18.8 gzl 298840  0.2772
LEV 44.434759 8@?81 214.354105 0.5498
FRQ 67. 78541@/&(3 316314  264.862973 0.9740

N
Cross-section r@fects test equation:
a

Dependent @ e: TOBINSQ

Met@l Least Squares
/

Date: 10/04/24 Time: 08:14

Sample: 2017 2023

Periods included: 7

Cross-sections included: 35

Total panel (unbalanced) observations: 211
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Variable Coefficient Std. Error t-Statistic Prob.

C 205.6251  224.7519 0.914898 0.3615

FS -13.88291 11.54484 -1.202521  0.2308

LEV 44.43476  63.59105 0.698758 0.4856

FRQ 67.78542  56.45541 1.200690 0.2315 \
R

Effects Specification < 0

Cross-section fixed (dummy variables) %S

N\,
Root MSE 118.8254 R-squared Q\JO.910767
Mean dependent var  102.8849 Adjusted -sgb%l 0.891683
S.D. dependent var 398.7300 S.E. of sion 131.2283
Akaike info criterion  12.75338 uared resid 2979209.
Schwarz criterion 13.35703 C}%lkehhood -1307.481
Hannan-Quinn criter.  12. 9973&Q F-statistic 47.72304
Durbin-Watson stat \@22 Prob(F-statistic) 0.000000

e
Panel Cross-section Heteroskedasticity LR Test

Equation: UNTITLED

Specification: TOBINSQ FS LEV FRQ C
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Instrument specification: @DYN(ROA,-2)

Null hypothesis: Residuals are homoscedastic

Value Df Probability

Likelihood ratio 23.03476 35 0.4597

LR test summary: \
Value Df : OQ

Restricted LogL -1550.221 207 a\

Unrestricted LogL -398.4827 207 %
[N

Unrestricted Test Equation: ;
Dependent Variable: TOBINSQ ’b

Date: 10/04/24 Time: 08:14 C;\\'
X\

Method: Panel EGLS (Cross-section we%\ts)

Sample: 2017 2023 ° Q/

N\
Periods included: 7 Q

Cross-sections (’CS@ 35

Total panel (dobalanced) observations: 211

Iter@s to convergence

Convergence achieved after 45 weight iterations

Variable Coefficient Std. Error  t-Statistic Prob.

FS -0.023362 0.004549  -5.135312  0.0000
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LEV -0.009187 0.189715  -0.048426 0.9614
FRQ 0.247371  0.030071 8.226117  0.0000
C 0.423974  0.091599  4.628575  0.0000

Weighted Statistics
Root MSE 410.7292 R-squared 0.341291 \
Mean dependent var 662.0115 Adjusted R-squared 0.331745 OQ
S.D. dependent var 577.3392 S.E. of regression 414.6&Q/
Akaike info criterion ~ 3.815002 Sum squared resid 2
Schwarz criterion 3.878544 Log likelihood 0—398.4827
Hannan-Quinn criter.  3.840687 F-statistic QQ 35.75043
Durbin-Watson stat 0.830003 Prob(F-st@ 0.000000

AVaN

Unweighted S’t\'g%\)

R-squared I\/Iean dependent var 102.8849

\'—)
-0.0661
)

Sum squared resid 6@3 Durbin-Watson stat 0.159489

3

\,‘2’7§>

Lagrange Multiplier Tests for Random Effects

Null hypotheses: No effects

Alternative hypotheses: Two-sided (Breusch-Pagan) and one-sided

(all others) alternatives
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Test Hypothesis

Cross-section Time Both
Breusch-Pagan 495.6268 3.223096 498.8499
(0.0000) (0.0726) (0.0000)

Honda 22.26268 -1.795298 14.47262 Q

O
(0.0000) (0.9637) (0.0000) &(J
O

King-Wu 2226268 -1.795298 6.9
(0.0000) (0.9637) @O)

Standardized Honda 23.66779 -1?@ 11.42085

(0.0000) * &512) (0.0000)
@

Standardized King-Wu 2@ 9 -1.656408 4.279158

Qooom (0.9512) (0.0000)
&

Gouriero gl. -- -- 495.6268

\/Q’ (0.0000)
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Arellano-Bond Serial Correlation Test

Equation: Untitled
Date: 10/04/24 Time: 08:18
Sample: 2017 2023

Included observations: 140

Test order m-Statistic rho SE(rho) Prob. Q\
QO
1858768.4201717351.396 EQ
AR(1) -1.082346 505 023 91
36262.44558 QD
AR(2) NA | 1\@ NA
AV A

*Standard errors could not be computed. \¥ferent covariance matrix

options

N
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