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ABSTRACT 
 

 

This dissertation centred on evaluation of impact of financial reporting on investment 

decision: A case study of Oando Plc., Total Plc. and UAC Foods Plc. was based on 

objectives which were: To examine how assets and liabilities in the financial statement has 

assisted the effectiveness of investment decision making, to examine the relationship between 

accounting information and investment decision and to examine the extent to which investors 

depend on the credibility of auditors/financial expert approval of financial statement in 

making investment decisions. A survey design was employed. A simple percentage was used 

to present the relationships between the study variables and a multiple regression analysis 

was used to investigate the impact of financial reporting on investment decision. Data was 

collected through financial reports of the selected companies. The finding shows that  

importance is attached to the published financial statements by investors in Nigeria when 

making investment decisions. The finding shows that investors have good understanding of 

the financial statements before making investment decisions. The finding also shows that 

investors know whose duty it is to prepare financial statement. It is recommended that, 

Investors should attached good importance to the published financial statements when 

making investment decisions. It is recommends that Investors should ensure that they have a 

good understanding of the financial statements before making investment decisions.  
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CHAPTER ONE 

INTRODUCTION 

 

1.1 Background to the Study 

Business organizations owe a duty to fully disclose matters concerning their 

operations so as to aid investors in making investment decisions. Both large and small 

organizations in addition to satisfying the legislating requirement tend to retain 

existing investors and to attract potential ones through the publication of their 

financial statements where the capital stock of a corporation is widely held and its 

affairs are of interest to general public relations. Financial statement based on result 

for the past activities was analyzed and interpreted as a basis for predicting future rate 

of returns and assessment of risk (ICAN, 2013).  

 

Financial statement provides important information for a wide variety of decision, 

investors draw information from the statement of the firm in whose security they 

contemplate investing (Jimoh, 2015). Decision makers who contemplate acquiring 

total or partial ownership of an enterprise expect to secure returns on their investment 

such as dividends and increase in the value of their investment [capital gain]. Both 

dividends and increase in the value of shares of company depends on the future 

profitability of the enterprise. So investors are interested in future profitability. Past 

income dividend data are used to forecast returns from dividend and increase in share 

prices. 

  

Financial statement is a formal and comprehensive statement describing financial 

activities of a business organization such as the financial institutions. For such a 

business entity, financial statement is a statement that reports all relevant financial 
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information, presented in a structured manner and in a form easy to understand for 

managerial use for taking prompt and informed decision making related to investment 

(IASB, 2014) and also to decision making pertaining to cost planning, investment 

planning, expected returns and performance evaluation. The financial statement 

comprises of balance sheet (for determining financial position), profit and loss 

statement (describes statement of comprehensive income), statement of equity 

changes (explain the changes of the company‟s equity), and cash flow statements 

(reports on a company‟s cash flow activities, particularly its operating, investing and 

financing activities).  

 

Financial statements may be used by users for different purposes. Lasher (2008) said 

that “If accounting is the language of finance then financial reporting is the 

communication of financial information useful for making investment, credit, and 

other business decisions”. Like, prospective investors make use of financial 

statements to measure the sustainability of investing in a particular business. Investors 

commonly use financial analysis which are set by specialists (financial analysts) and 

make investment decision on the basis of those analyses. 

 

Firms usually assume that the users of the financial statements are properly well-

informed about business and finance and normally understand the basic accounting 

terms and measurement methods. But in actuality each normal investor not 

understands the accounting terms; few investors who have knowledge can understand 

the terms which are used in financial statements (McDaniel, Martin & Maines, 2012). 

 

Although, these statements are often complex and may include an extensive set of 

notes to the financial statement and explanation of financial policies and management 
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discussion and analysis (IASB, 2014). The notes typically describe each item on the 

balance sheet, income statement and cash flow statement in further detail. Notes to 

financial statement are considered an integral part of the financial statements. 

However, the approaches that the notes and financial statement are presented and 

reported are critically for investment decision making by existing and prospective 

investors in order to earn optimal returns on their investments.  

 

This indicates that financial statement methods in terms of information disclosure 

pattern, transparency, auditing, reporting standards, regulatory control and flexibility, 

corporate governance, and financial scandals have influence on investment decision 

making in any organization, especially in financial institutions with extensive range of 

investment activities that requires comprehensive financial facts that can be obtained 

from a financial statement.  

 

The perceived relevance of the financial statement are, to provide information about 

the financial position, performance and changes in financial position of a firm that is 

useful to a wide range of users in making management and investment decisions. 

These users include managers, directors, employees, prospective investors, financial 

institutions, government regulatory agencies, media, vendors and general public. 

Though, these financial statement are often prepared according to national standards, 

corporate governance, professional ethics, and code of ethics. This to avoid financial 

reporting fraud and scandals that might hinders effective decision making process by 

management and other users of reports. The purpose of ethics in financial accounting 

reporting with expected standards is to re-orientate corporate organization on the need 

to abide by a code of conduct that facilitates public confidence in their services 

(Okafor, 2006). In Nigeria, it has become common practice by financial institutions to 
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adopt creative accounting in anticipation of sourcing for equity capital from the 

capital firms. Although this approach in financial reporting process often lead to over-

valuation of assets and company‟s net worth in the views of prospective shareholders 

and other stake holders.  

 

In Okoye and Alao (2008) view, “creative accounting is the transformation of 

financial accounting figures from what they actually are to what preparers desire by 

taking advantage of the existing rules and/or ignoring some or all of them". Also, 

another perceived problem of financial statement disclosure is the non-compliance to 

industry corporate governance, ethics, and regulatory standards which is prevalent in 

the financial institutions of Nigeria. In 2009, during CBN commercial banks test, 

huge financial fraud and scandal occurred in commercial banks and other financial 

institutions in Nigeria that led to service disengagement of its Managing Director and 

Executive Director. This was on the account of manipulating the company's financial 

records, book padding scandal and corruption. This warranted CBN to review and 

investigate all the financial institutions accounting records. The investigation 

confirmed a deliberate overstatement of the company‟s financial position over a 

number of years to the tune of billions of naira. The over-statements are directly 

traceable to those systems abuses, violation of regulatory standards, in particular, 

deliberate breaches of our accounting systems and controls.  

 

It was observed that the roles of financial statement on investment decision making of 

financial institutions in Nigeria has some problems to both investors and managers of 

business organizations who are either not aware of the importance of interdependence 

relationship that exist between investors and financial organizations.  
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1.2 Statement of the Problem 

Currently, the world and human life has been transformed from information age to a 

knowledge age (Curtis, 2005), and knowledge has been recognised as the most 

valuable asset. In fact, knowledge is not impersonal like money and does not reside in 

a book, a data bank or a software program (Choe, 2006). Choe believed that 

knowledge is always embodied in a person, taught and learned by a person, used or 

misused by a person.  

 

Shareholders of a company, both existing and potential, will want to know how 

effectively the directors are performing their stewardship function. They will use the 

financial statement as a base for decisions to dispose of some or all of their shares, or 

to buy some. Investment decisions depend on expectations of the benefits of the 

investment, which in turn depend on expectations of future growth and product 

demand. Expectations of future growth are based on information that includes 

earnings per share, dividends per share, leverage, and liquidity. Thus, the financial 

statements are considered very important to shareholders. 

 

Some authors have however argued that in developing economies, shareholders of 

corporate firms do not seem to pay particular attention to financial statements in their 

investment decisions but rather on other extraneous variables such as the frequency 

and regularity of dividend payment and market price per share (Ugwunba, 2010). 

Shareholders are said to be quite keen with respect to the regularity of their (cash) 

dividend and, therefore, would usually react if there is an outright omission of 

dividend payment, or an announcement of dividend cut. To this effect, companies 

whose focus is to maximize shareholders wealth see the knowledge of how dividend 

change relates to the value of the company as a very important issue. 
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The insurgence of corporate failures, like that of Enron Corporation and World.com in 

the year 2012 and other accounting scandals compounded by the global energy, food 

and financial crisis leading to credit squeeze across the globe, has partly been 

attributed to impact of financial statement manipulations which portrayed some ailing 

company as if they were sound. In Nigeria also, corporate failures and distresses have 

been witnessed in the banking sector. Evidence was the huge collapse of the 

commercial banks all due to massive accounting related frauds. This problem resulted 

in the establishment of Asset Management Company of Nigeria (AMCON) to prevent 

corporate failures particularly in the Nigeria banking sector by acquiring and 

financially distress companies.  

 

This trend has now more than ever ensures that financial statements are sternly 

scrutinized. Investors, Financial analysts and other users of accounting information 

tend to use their ‘third’ eye to scrutinize financial statements. This became necessary 

because audited financial statements, which used to provide assurance as to the 

healthy nature or otherwise of a firm has now, become an object of criticism due to 

manipulations done in these statements. According to Onyekwelu (2010), one of the 

most difficulties facing the auditing profession is that there is no auditing process that 

can provide absolute assurance in detecting all fraudulent financial reporting. Calls 

have been made on the accounting/auditing profession to employ investigative 

principles in the preparation and audit of financial statements in order to restore 

confidence of the investing public on the financial statements. Mercy (2014), opined 

that contrary to the external auditor who is basically concerned about compliance, the 

forensic accountant should employ investigative, law and business principles and 

acumen to carry out investigations on financial statement and prepare it for the court. 

Obviously it is the responsibility of the companies‟ directors and management to 
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prepare the final account of their companies. When a company prepares its own final 

account purely for internal use by the directors and management, it can draft them in 

any way which is most suitable. Although such accounts might have been prepared 

with strict adherence to accounting theory and principles but will not necessarily be 

the one to be published. These separate sets of statements are viewed by investors as 

creative accounting and has contributed to eroding public confidence on the published 

financial statements. Banks have been accused of publishing paper profits. There is 

therefore the general belief that published financial statements have failed in its 

responsibility to provide credible information for investors and other users of financial 

statements (Duru, 2012).  

 

The above listed problems are the problems to look into in this research work. The 

problems analyzed tend to scare away both existing and potential investors. The 

reason for this study will be how to adequately look into the above problems. 

Nevertheless this research will find possible key factors to solving these problems 

because financial statement on investment decision making.  

 

1.3 Research Questions 

In order to achieve the set objectives of this study, the following research questions 

shall be addressed by this study: 

i. To what extent has assets and liabilities in the financial statement assisted the 

effectiveness of investment decision making? 

ii. What are the relationship between accounting information and investment 

decision? 

iii. What extent do investors depend on the credibility of auditors/financial expert 

approval of financial statement in making investment decisions?  
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1.4 Objectives of the Study 

The main objective of this study is to assess impact of financial reporting on 

investment decision. Other specific objectives are: 

i. To examine how assets and liabilities in the financial statement has assisted 

the effectiveness of investment decision making. 

ii. To examine the relationship between accounting information and investment 

decision. 

iii. To examine the extent to which investors depend on the credibility of 

auditors/financial expert approval of financial statement in making investment 

decisions. 

 

1.5 Statement of Research Hypotheses 

In order to pursue the objectives of the study which is focused on the performance of 

firms through accounting information, the following hypothesis has been formulated 

and will be tested: 

 

H01: Assets and liabilities in the financial statement do not assist in the effective 

investment decision making. 

H02: There is no significant relationship between quality accounting information 

and investment decision. 

H03: Investors do not depend on the credibility of auditors/financial expert approval 

of financial statement in making investment decisions. 

 

1.6 Significance of the Study 

To organizations: The knowledge obtained from this study will enable entrepreneurs 

and business managers plan strategically and be proactive to survive the volatile 
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business environment, take advantage of the available accounting information in order 

to maintain increased productivity, enhanced performance and profitability. 

 

The findings of this study will help organizations in formulating effective policies that 

will ensure their accounting information is relevant. It will enable Nigerian 

government and other regulatory authorities formulate policies and institute reforms 

that will enhance effective investment decision making. 

 

Finally, academicians and researchers will find this study useful as it shall increases 

the body of knowledge on accounting information and investment decision making. 

 

1.7 Scope of the Study 

The scope of this research covers impact of financial reporting on investment 

decision. The case studies are Oando Plc., Total Plc. and UAC Foods Plc. The period 

under review covered 2010 to 2015 being a period large enough to gather necessary 

information. 

 

1.8 Definition of Operational Terms 

Some expressions and technical term used in this study are discussed below in order 

to prevent misinterpretation of its contents of the research work. 

Efficiency: this is the short- term measure of how well on organization uses its 

resources. 

Effectiveness: this refers to how well an organization reaches its objectives over a 

period of times. 

Management: this refers to the act of getting thing done through people or labor by 

planning, organizing, staffing, motivating, directing and controlling etc. 

Performance level: this is the state of act living a designed goal. 
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Regulatory Authorities: These are institutions, which are responsible for the orderly 

development of the financial system. They ensure compliance with laid down rules 

and regulations guiding their operations. 
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CHAPTER TWO 

REVIEW OF RELATED LITERATURE 

 

2.1 Conceptual Framework  

The basis of financial planning analysis and decision making is the financial 

information. Financial information is needed to predict, compare and evaluate a firm‟s 

earning ability. It is also required to aid in economic decision making investment and 

financing decision making. The financial information of an enterprise is contained in 

the financial statements. Financial statements according to Gavtan (2005) is defined 

as financial information which is the information relating to financial position of any 

firm in a capsule form.  

 

Financial statement according to Ohison (2009) was defined as a written report that 

summarizes the financial status of an organization for a stated period of time. It 

includes an income statement and balance sheet or statement of the financial position 

describing the flow of resources, profit and loss and the distribution or retention of 

profit. Financial statement according to Academic of organization Dictionary is a 

document which sets out the assets, income, expenses and debts of a company to 

allow a third person to assess that company‟s health. 

 

Financial statement can also be defined as the process whereby information relating to 

the organization as a whole is reported to the outside world. They are reports on 

management and not to management. It deals with most external financial transactions 

of the organization. Financial statements are source documents of accounting 

information. They are referred to as the final accounts.  
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Financial statements according to Nigeria accounting standard Board (NABS) are the 

areas of communicating to interested parties information on the resource obligations 

and performances of the reporting entity. Financial statements of Nigerian companies 

are regulated by the requirements of the Nigerian Accounting Standards Board 

(NASB) through its pronouncements referred to as Statement of Accounting 

Standards (SAS). Although originally fashioned after the standards promulgated by 

the IASC now IASB, the similarities between both sets of standards have dwindled 

with time and machineries are presently put in place to fully align the local standards 

with the international ones. The disclosure requirements of these Standards (SAS and 

IAS/IFRS) define the way accounting information was presented in financial 

statements.  

 

Other voluntary disclosures, which are discretionary accounting information over and 

above the mandatory disclosures, are also provided by management. The financial 

statements provide valuable information for different stakeholders. The major 

objective of financial statements is that they provide information about the financial 

position, performance and changes in the financial position of an enterprise (Elliot & 

Elliot, 2005).  

 

According to Meigs and Meigs (2010), financial statements are the principal means of 

reporting general-purpose financial information to users. There are several users – 

managers, investors, suppliers, customers, lenders, employee, government and the 

general public - who have vested interest in these financial statements (Glautier and 

Underdown, 2014, Lewis and Pendrill, 2013; Werner and Jones, 2010; Sutton, 2004; 

Elliot and Elliot, 2005; IASB, 2006). The accounting data presented in the financial 

statements must be relevant and meaningful to the user (Omoleyinwa, 2013).  
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Financial Statements have been widely defined in the extant literature by scholars and 

experts. According to the Companies and Allied Matters Act 2013 (CAMA), financial 

statements consists the basic statement of accounts used to convey the quantitative 

information of financial nature about a business to shareholders, creditors and others 

interested in the reporting company‟s financial condition, result of operation uses and 

sources of funds. Nwoha (2008) also defines financial statements as reliable financial 

information about the economic resource and obligations of a business enterprise. 

Meigs & Meigs (2008) defines financial statement is a logical point to begin the study 

of accounting. This is because most of the accounting information we see and use 

every day reflects the terminology and concepts used in these statements.  

 

Duru (2012) defines financial statement as a statement which conveys to management 

and to interested outsiders a concise picture of the profitability and financial position 

of a business. Concurring with above definitions, we can generally define published 

financial statement as the audited annual report and accounts of an organization 

including the balance sheet, profit and loss account and the cash flow statements 

which gives a summary of the results of operations of a firm, the financial condition 

of a company or organization for the period represented. It is prepared by the 

company or organization and duly audited by the company‟s external auditor(s) and 

therefore made public for use by any the interested party. Flowing from the above, the 

published financial statements should be devoid of any material mis-representation or 

errors so the all the interested parties can be adequately equipped to make informed 

decision.  

 

According to Meigns et al. (2001), Financial Statement simply means a declaration of 

what is believed to be true and which, communicated in terms of monetary unit. It 
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describes certain attributes of a company that is considered to fairly represent its 

financial activities. It is also the means of communicating to interested parties the 

relevant information on resources, obligation and performances of the reporting 

entity. 

 

Furthermore, financial statement is a mechanism of communicating to all interested 

parties such full information on the resources, obligations and performances of the 

reporting enterprise. Therefore, they are the means to present a firms‟ financial 

situation to the users. The basic contents of financial statements include the following: 

i. Balance Sheet: This is a statement showing the financial position of an 

enterprise by summarizing the assets, liabilities and owners‟ equity during a 

given period. 

ii. Profit and Loss: This presents the company‟s revenue and expenditure for a 

product. It equally shows the profit or loss generated from the business during 

a given period of time (Ekong, 2001). 

iii. Cash Flow Statement: This is a statement showing the flow of cash (that is, 

cash receipt and payment) in the organization for a particular period of time. 

iv. Notes to the Account: These are usually explanatory notes to the accounts to 

give reasons for the figures and information contained in financial statements. 

v. Value Added Statement: It reports the wealth presented by the company 

employees, etc. and the distribution of such wealth to pay for all expenditure 

incurred by it during the period under review. 

vi. Historical Financial Summary: This enables an instant comparison over a 

period, usually five years. It provides vital information about an organization 

with regards to its turnover, profit before and after taxation, dividends, asset 

employed, issued and paid-up capital and reserves (Meigns, 2001). 
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2.1.1 Concept of Financial Reporting 

A written message presented on sheets of paper is known as a report (Hall, 2008). 

Literarily, financial report is written financial information signed, sealed and 

delivered. 

According to Meigns (2008), financial reporting is the process of communicating 

financial information to decision-makers. It provides information useful for making 

investment decisions. 

Its disclosure provides both quantitative and qualitative information for its user‟s 

effective use and reliable decisions. In other words it presents information in a way 

that can be understood by users. Again, the view that is more likely his opinion is that 

of Larson (2009), who viewed financial reporting as the communication of relevant 

financial information to decision- makers. 

 

Further, the American Financial Reporting Standards Board (AFRSB) defined 

financial reporting as “activities which are intended to serve the information needs of 

external users, who lack the authority to prescribe the financial information they want 

from enterprise and therefore must use information that the management 

communicates to them” (Lewis & Pendrill, 2006). Thus, the management pre- pares 

financial reports for the use of the external users who cannot but use the information 

at their disposal to make various decisions concerning an organization. Majority of 

the big companies around us have become so large that they attract investing capital 

from a great number of investors. Hence, these companies are required by law to 

prepare and present their financial reports covering a period (say 12 months) to their 

shareholders at their Annual General Meeting (AGM). The small companies are not 

left out also. 
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The primary means of financial reporting is by issuing a set of accounting reports 

called financial statements. These statements normally are of two categories, namely: 

i. External Financial Reports: These are reports prepared for all users of 

financial statements irrespective of whether the user has direct access to the 

books and records of the business or not. These reports are usually in form of a 

published account; 

ii. Internal Financial Reports: There reports are usually prepared exclusively for 

management uses (Akintoye, 2012). 

 

2.1.2 Significance of Financial Reporting 

Financial reporting is of great significance to decision-making, because certain 

decisions cannot be made without the items in financial report. For instance, investors 

and potential investors will need the information contents of the financial report to 

take investment decisions. 

 

This is to allow for informed judgments about the economic and financial position of 

the organization. Moreover, financial reporting is very important to management in 

the process of presenting their stewardship report to the shareholders, who are the 

owners of the business. Thus, financial reporting enables organizations to improve on 

its activities, its performance, determine all loopholes and come up with strategies 

aiming at moving a company forward. 

 

The overall objective of financial reporting is to provide information that is useful for 

rational investment, credit and similar decisions (Akintoye, 2012). According to a 

committee set up by UK accounting British Parliamentary Committee the objective of 

corporate financial report is “… to communicate economic measures of and 
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information about, the resources and performance of the reporting entity, useful to 

those having reasonable rights to such information …” (CIBN, 2001). This simply 

means that financial reports enable making meaningful decisions from the information 

so provided. Other significance of financial report are: 

i. It shows compliance with statutory regulations and standards; 

ii. It determines the extent of stewardship of the management to the shareholders; 

iii. It determines the extent to which the resources of the enterprise have been 

fully utilized; and 

iv. It ascertains whether financial statements show a true and fair view of an 

enterprise financial position (Akinloye, 2012). 

 

2.1.3 Credibility of Published Financial Statements  

Source credibility is the extent to which information is believed based on where it 

comes from. This work seeks to enhance the comprehension or understanding of the 

process by which published financial statement influences users‟ behavior particularly 

the investors in the Nigeria banking sector. This depends on the extent of the users‟ 

appreciation and acceptance of the financial statement, which indirectly depends on 

the users‟ perception of the source. An individual‟s acceptance of information and 

ideas is based on who said it and those associated with it. Therefore, for any published 

financial statement to be credible for acceptance, it must be endorsed by a reputable 

audit firm. Source credibility is very important to investor‟s reception of the published 

financial statement because the authenticity of the financial statement is assumed 

therefore to be the reliance of the investors.  
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2.1.4 Problems of Published Financial Statement  

The use of accounting information by shareholder depends on their efficiency on both 

making reasonable decision from such statement and also the level of their knowledge 

over the board areas of accounting information. Accounting concepts do not rest on 

universal truth or general laws. Therefore, judgment are applied to the interpretation 

of economic and social events and the subjective nature of these values implies that 

measurement process in accounting is not precise and there is opportunity for 

controversy as regards to how to measure events.  

 

More also, financial statements do not reflect many factors that affect financial 

condition because they cannot be stated in monetary terms. Such factors include the 

reputation and prestige of the company with the public, the credit rating of the 

company, the efficiency, loyalty and integrity of management. Again, both the 

balance sheet and the income statement reflect transactions that involve naira value of 

many dates. It is evidenced that naira has declined remarkably in purchasing power, 

and the challenges here now is how has the published financial statement taken care 

of these changes in price level. The published statement is considerably prepared 

using historical cost system which represents fictions paper profit. Remarkably, 

Statement of Standard Accounting Practice (S.SA.P) 7 or International Accounting 

Standard (I.A.S) provides that financial statement should reflect the impact of changes 

in price level, yet in the current published financial statements, the application of this 

standard (the current cost accounting and current purchasing power accounting) is still 

a thing of doubt.  

 

In addition to that, the complexity and technicality of reported information including 

the highly technical language of accounting appear to make the qualitative aspect of 
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company and other reports unsuitable source of knowledge for a typical private 

investor lacking the experience to make best use of them. This invariably places a 

considerable premium on the analyst and the journalist upon whom the private 

investors may largely rely in their investment decision making. Equally, according to 

Umeaka (2010) there is a problem of harmonization of accounting practices and 

standards of different counties of the world into agreement, so that a common set of 

principles will be used in preparing financial statement and making disclosure. This 

harmonization is necessitated by the fact that managers and investors found it difficult 

to understand the context in which financial information from other nations is 

generated. Some of the cause of divergences in practice includes:  

i. Some counties allow upward revaluation of asset which causes distortion in 

depreciation charges while other do not.  

ii. There are inconsistence in asset capitalization policies among different 

counties of the worlds.  

iii. Some counties allow the use of discretionary provisions and reserves to help 

smooth reported profit while others do not.  

All these have significant effect on reported asset values and income (Umeaka, 

2010).  

 

2.1.4 Concept of Investment Decisions  

As postulated by I. M Pandeg (2005) investment decisions or analysis has to do with 

an efficient allocation of capital. It involves decision to commit the firm‟s funds to the 

long-term assets. Such decisions are of considerable importance to the firm since they 

tend to determine its value size by influencing its growths, profitability and risk. 

Investment decision of a firm is one which is expected to produce benefits to the firm 
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over a long period of time and it can pass both tangible and intangible assets (Porter, 

2005).  

 

The investment decisions of a firm are generally known as the capital budgeting 

decision may be defined as the firm‟s decision to invest its current funds most 

efficiently in the long-term assets in anticipated of an expected flow of benefits over a 

series of years. According to Canada and White (4) is the series of decisions by 

individual economic units as to how much and where resources will be obtained and 

expected for future. Situation where capital expenditure decisions are made or taken, 

they are based primary with measurement of capital productivity which provides an 

objective means of measuring the economic worth of individual investment proposals 

in order to have a realistic basis for choosing among the Firm‟s long run property. 

(Pandey, 2005). The long-term asset is those which affect the firms operation beyond 

the year period. The firm‟s investment decision would generally include expansion 

acquisition, modernization and replacements of the long-term assets. Sales of division 

or business divestment are also analyzed as an investment decision. Activities such as 

change in the methods of sales distribution or undertaking an advertisement campaign 

or a research and development programmes have long-term implications for the firms 

expenditures and benefits, and therefore, they may also be evaluated as investment 

decisions. It is important to note that investment in long-term assets invariably 

requires funds to be tied up in the current assets such as inventories and receivables, 

some of the features of investment decisions are as follows;  

i. The exchange of current funds for future benefits  

ii. The funds are invested in long-term assets  

iii. The benefits will occur to the firm over a series of years  
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The two importance aspects of investment decisions are;  

a) The evaluation of the prospective profitability of new investments.  

b) The measurement of a cut-off rate against that the prospective return of new 

investment could be compared.  

 

Future benefits of investment are difficult to measure and cannot be predicted with 

certainty. Risk in investment arises because of the uncertain returns. Investment 

proposals should therefore, be evaluated in terms of expected return and risk. Beside 

the decision to commit funds in new investment proposals, capital budgeting also 

involves replacement decisions that are decision of recommitting funds when an asset 

becomes less productive or non-profitable. The correct cut-off rate in investments is 

the opportunity cost of capital which is the expected rate of return that an investor 

could earn by investing in financial assets of equivalent risk.  

 

It is significant to emphasize that expenditures and benefits or an investment should 

be measured in cash. In an investment analysis, it is cash flow which is important, not 

the accounting profit. It may also be pointed out that investment decisions affect the 

firm‟s value. The firm‟s value will increase if investments are profitable and add to 

the shareholder‟s wealth. These increases are reflected in the financial statement of 

the firm, which invariably are used as tool for investment decisions owing to certain 

analysis inherent in them. 

 

2.1.5 Financial Reporting and Investment Decision  

Publication of financial statement provides a way for a firm to present its financial 

health or otherwise to shareholders, creditors and the general public and to potential 

investors, to enable them make rational investment decision. The role of financial 

statement analysis in making investment decisions should not be overlooked as it 
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helps investors to establish the fiscal strength and weakness of a firm. Financial 

statement analysis can reveal the red flags of an investment opportunity. On the other 

hand, they can also reveal the strength of a company as well as the potential profit of 

investing with a particular company. By their nature, financial statements are 

retrospective, which means an investor should never look at a single statistic or metric 

in making investment decisions. For instance, an actual or potential investor must 

analyze the balance sheet, to assess the company‟s asset, liabilities and ownership 

equity (net worth) at a particular point in time.  

 

Also, he will assess the income statement to know the company‟s expense income and 

profit or loss over a specified period of time. He will also assess the cash flow 

statement, to find out how the company raised up cash through investors or creditors; 

how the cash is used to acquire assets and inventory; how the asset and inventory 

allow the company to generate cash to pay for business expenses; and finally how the 

cash is returned to investors and creditors. Moreover, the purpose of cash flow 

analysis is to estimate the amount of money an investor would receive from an 

investment, based on future free cash-flow projections for the company, at least in the 

short term.  

 

The broad objectives of financial reporting is to provide information about the 

financial position, performance and financial adaptability of an enterprise that is 

useful to a wide range of users for assessing the stewardship of management and for 

making economic decision. 

 

Decision-making is one of the functions of management amongst many other 

functions that are undertaken by the management of an organization (Pandey, 2013). 

Decision- making is the key to financial managers‟ success and is very crucial for any 
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business. Managers constantly take actions that affect the firms. For example, the 

introduction of new products a very important decision to make. Therefore, financial 

reporting is crucial to decision-makers to make decision on investment, credit policy, 

marketing strategies, financial, and similar decisions (Kaurdi, 2009). Decisions are 

made out of available information; hence, financial reports should be made available 

to users periodically. 

 

Finally, virtually everyone has been to a doctor‟s office or hospital and at some point 

gotten an xray. Typically, when it comes to financial markets, the same diagnostic 

principles apply to securities analysis. But rather than X-rays, we have financial 

statements. The income statement, balance sheet and cash flow statement provide 

analysis multiple angles for making a proper company diagnosis. Each financial 

statement provides the user a unique perspective, and together, the statements paint a 

more complete picture into the financial condition of a company.  

 

Additionally, investment bankers also rely heavy on financial statement when 

determining the sustainability of a corporate business. For instance, a company cannot 

be bought or sold without determining an agreed-up on valuation. Therefore financial 

statements help bankers establish an appropriate price for transactions.  

 

2.1.6 Relationship between accounting information system and organisational 

effectiveness  

Ponemon and Nagida (1990) also asserts that the main reason for which accounting 

information is generated is to facilitate decision making. However, for financial 

reporting to be effective, among other requirements, it is relevant, complete and 

reliable. These qualitative characteristics require that the information must not be 
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unfair nor has predisposition of favouring one party over the others. Accounting 

information should give a decision maker the capacity to predict future actions. It 

should also increase the knowledge of the users to identify similarities and differences 

in two type of information (Bolon, (1998). Therefore, reliable accounting information 

can be described as an essential pre-requisite for stock market growth. Based on the 

“engine of economic growth” potential of the stock market, developed nations do not 

toy with their Stock Markets and relevance of financial reporting.  

 

Hunton, (2002) study, which investigated the relationship between automated 

accounting information system and organizational effectiveness; showed that there 

was strong relationship between accounting information system and organizational 

effectiveness, which means access to accounting information will lead to 

organizational effectiveness.  

 

Several recent studies on value of accounting information for equity valuation, share 

price and earnings prediction have queried current financial reporting model in the 

developed world. The same issue can be raised in Nigeria about the value relevance of 

accounting numbers to investors. This assists the researcher to determine whether the 

result agrees or digresses from the previous studies.  

 

In managing an organization and implementing an internal control system the role of 

accounting information system (AIS) is crucial. An important question in the field of 

accounting and management decision-making concerns the fit of AIS with 

organizational requirements for information communication and control. Although the 

information generated from an accounting information system can be effective in 
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decision-making process, purchase, installation and usage of such a system are 

beneficial when the benefits exceed its costs. Huber, (1990) agrees that automated 

accounting information system aids decision making for management of orgnisations. 

Benefits of accounting information system can be evaluated by its impacts on 

improvement of decision- making process, quality of accounting information, 

performance evaluation, internal controls and facilitating company‟s transactions. 

Regarding the above five characteristics, the effectiveness of AIS is highly important 

for all the firms.  

 

The main function of Accounting Information System (AIS) is to assign quantitative 

value of the past, present and future economics events. AIS through its computerized 

accounting system (Contract Plus) produces the financial statements namely income 

statements, balance sheets and cash flow statement. The system will process the data 

and transform them into accounting information during input, processing and output 

stages that will be used by a wide variety of users such as internal and external users 

(Wilkinson, 2000). Wilkinson noted that an effective Accounting Information System 

(AIS) performs several key functions throughout these three stages such as data 

collection, data maintenance, data Accounting Information Systems (AIS) and 

Knowledge Management; data control (including security) and information 

generation.  

 

The construction projects undertaken by the company are divided according to the 

type of construction activities that comprised of five divisions, namely infrastructure, 

building, power, wastewater and oil and gas, where each project is treated as a 

separate company. The number of projects undertaken by each division depends on 
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the contracts being awarded to the company. The sources of data originated from 

external parties such as client, subcontractors and suppliers.  

The Project Accountants will work closely with the Quantity Surveyors to come out 

with the appropriate information as follows:  

Client: The client‟s Quantity Surveyors (QSs) will evaluate work in progress (WIP) 

and come out with percentage of WIP to be agreed by both parties. Once agreed, 

Progress Billing Certificates (PBC) will be issued by Client‟s QSs, which a copy of it 

will be sent to head office for data processing.  

Subcontractors: The Quantity Surveyors will evaluate subcontractor‟s work in 

progress (WIP) at site and come out with percentage of work in progress (WIP) to be 

agreed by both parties. Once agreed, Subcontractor Progress Certificate (SPC) will be 

issued by Quantity Surveyors and verified by Project Manager, which a copy of it will 

be sent to head office for data processing.  

Suppliers: Quantity Surveyors and Project Accountants will ensure that the materials 

and machineries are delivered in good condition at construction site before delivery 

orders are accepted. The delivery orders will be attached to supplier‟s invoice and sent 

to Head Office for processing. 

The first five stages represent the decision-making or the planning process. Planning 

involves making choices between alternatives and is primarily a decision making 

activity. The final two stages represent the control process, which is the process of 

measuring and correcting actual performance to ensure that the alternative that are 

chosen and the plans for implementing them are carried out. Let us now consider each 

of the elements of the decision-making and control process.  

i) Specify the Goals or Objectives of the Organization: Before good decisions can be 

made there must be some guiding aim or direction that will enable the decision-
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makers to assess the desirability of favouring one course of action over another. 

Hence, the first stage in the stage in the decision-making process should be to specify 

the goals or objectives of the organization.  

ii) The Search for Alternative Courses of Action: The second stage in the decision-

making model is a search for a range of possible courses of action (or strategies) that 

might enable the objectives to be achieved.  

iii) Gather Data about Alternatives: When potential areas of activity are identified, 

management should assess the potential growth rate of the activities, the ability of the 

company to establish adequate market shares, and the cash flows for each alternative 

activity for various states of nature.  

iv) Select Appropriate Alternative Courses of Action  

In practice, decision-making involves choosing between competing alternative 

courses of action and selecting the alternative that best satisfies the objective of an 

organization.  

v) Implementation of the Decisions: Once alternative courses of action have been 

selected, they should be, implemented as part of the budgeting process. The budget is 

a financial plan for implementing the various decisions that management have made.  

vi) Comparing Actual and Planned Outcomes and Responding to Divergences from 

Plan: The managerial function of control consists of the measurement, reporting and 

subsequent correction of performance in an attempt to ensure that the firm's objectives 

and plans are achieved.  

 

2.1.7 Value Relevance 

The studies on value relevance are broad and diverse. According to Beisland (2009), 

value relevance is the ability of financial statement information to capture and 
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summarise firm value. Beaver (2002) opines that value relevance research 

investigates the association between a security price dependent variable and a set of 

independent accounting variables. Value relevance is measured as the statistical 

association between financial statement information and capital market values or 

returns. The key commonality in the definitions is that an accounting amount is 

deemed value relevant if it has a significant association with security market value. 

 

Earnings and book value are commonly used as the basis for firm valuation. However, 

the reliability of earnings may be affected by the earnings management; it may affect 

the relevance of earnings in determining firm value. There are several approaches to 

this definitional explanation. Francis and Schipper (1999) and Nilsson(2003) define it 

from four perspectives: (a) the predictive view of value relevancethe accounting 

number is relevant if it can be used to predict future earnings, dividends, or future 

cash flows (b) the information view of value relevance –the value relevance is 

measured in terms of market reactions to new information (c) fundamental analysis 

view of value relevance-the accounting information is relevant in valuation if 

portfolios formed on the basis of accounting information are associated with abnormal 

returns and (d) the measurement view of value relevance –the financial statement is 

measured by its ability to capture or summarize information that affects equity value. 

It is therefore important to define the structure of concept of value relevance for this 

study. The Information perspective of value relevance is used for this study to 

determine the value relevance of accounting data of listed firms. Informational 

perspective measures the usefulness of accounting to individual users without much 

emphasis on the precise structure of the relation between accounting data and firm 

value (Bernard, 1995). 
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2.2 Empirical Review  

Michael (2013) did a critical investigation on the degree of reliance of the published 

financial statements by corporate investors. The study employed survey research 

design by which data were generated by means of questionnaire administered on one 

hundred and fifty corporate investors and senior management officials of the selected 

banks. The descriptive statistics and percentage analysis were used for the data 

analysis and the hypotheses were tested using t-test statistic. The results reveal that 

one of the primary responsibility of management to the investors is to give a 

standardized financial statement evaluated and authenticated by a qualified auditor or 

financial experts. It also showed that investors do understand the financial statement 

well before making investment decisions. The results of the analysis also indicated 

that investors depend heavily on the credibility of auditors/financial expert approval 

of financial statement in making investment decisions and as such published financial 

statement is very important in the investors‟ decision making. He recommended that 

adequate care and due diligence should be maintained in preparing financial 

statements to avoid faulty investment decisions which could lead to loss of funds and 

possible litigations. 

 

There is therefore the general belief that published financial statements have failed in 

its responsibility of provide credible information for investors and other users of 

financial statements (Duru, 2012). According to Popoola et-al (2014), they 

investigated published financial statement as correlate of investment decision among 

commercial bank stakeholders in Nigeria. A correlation research design was used in 

their study. 180 users of published financial statement were purposively sampled from 

Lagos and Ibadan. Data generated were analyzed using Pearson correlation and 

regression. The findings of their study revealed that, balance sheet is negatively 
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related with investment decision, while income statement, notes on the account, cash 

flow statement, value added statement and five-year financial summary are positively 

related with investment decision making. Their findings also revealed that 

components of published financial statement significantly predicted good investment 

decision making for commercial bank stakeholders. And they recommended that 

Nigeria banks and professional bodies should instigate programs that will increase the 

knowledge of stakeholders on published financial statement.  

 

Corporate organizations owe a duty to fully disclose matters concerning their 

operations so as to aid investors in making investment decisions because Investment 

decision makers rely on information obtained from financial statements to predict 

future rates of return. Without the financial statement, there will be a problem of how 

to determine the profit of a company, and evaluation of performance of a company. 

The general objective was to ascertain the role of financial statement in investment 

decision making. The study was based on survey and questionnaire used to gather the 

information. He discovered from the test of hypotheses that financial statement is 

relied upon in investment decision making and financial statements are useful for 

forecasting company‟s performance. The concluded was drawn based on the findings 

that financial statement plays a vital role in investment decision making and 

recommends that no investment decision should be taken without the consideration of 

a company‟s financial statements (Mercy, 2014).  

Otley (2012) argues that financial statement is an important part of the fabric of 

organizational life and the need to be evaluated in their wider managerial, 

organizational and environmental context. Therefore the effectiveness of financial 

report not only depends on the purposes of such systems but also depends on 

contingency factors of each organization. 
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Financial statements are said to be effective when the information provided by them 

serves widely the requirements of the users. Effective financial statement should 

systematically provide information which has a potential effective on investment 

decision making by the prospective investors.  

 

The perception of investors about a company‟s ability affects the market prices of the 

company‟s security relative to others in the industry. Financial statement can only be 

useful if they are well understood published financial statement is the information 

source that is most directly related to the items of interest to both existing and 

potential investors.  

 

According to Onyekwelu (2010), the satisfaction of the needs of the various users of 

accounting information as contained in the annual report can be accepted as the 

objective of financial statement. This objective of information is emphasized by the 

various accounting principles because investors and creditors use them in making 

rational investment and credit decisions. Financial statement fairly represents the 

business and economic situation of a country, which if studied carefully can lead to 

the achievement of some financial and economic goals.  

 

For instance, the balance sheet provides the observant with a clear picture, of the 

financial condition of the company as a whole. It lists in detail the tangible and 

intangible assets that the company owns and owes, while the profit and loss accounts 

summaries the income and expenditure of a company in a given period of time. It 

shows the result of operation during these accounting periods. Also, it is through the 

use of financial reports that users can assess the project of receiving cash as divided or 

interest and proceeds from sales, exemption or maturing securities or loans for 
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instance, cash flow statement shows how cash is predicted to move around at a 

particular given period of time. It is useful for planning future expense. It shows 

whether or not there will be enough cash to carry out the planned activities and 

whether or not the cash coming in will be enough to cover the expenses. It is useful in 

the determination of the company‟s liquidity in a given period of time.  

 

According to Aroh, et-al (2011), the most important purpose of the annual report is to 

get the shareholders informed about the financial status of his company, especially as 

to its income and financial position. The usefulness of financial statement to investors 

is to assist them to assess the ability of an enterprise to pay divided and interest when 

due while to the potential investors, published financial statement is used to decide on 

the type of security to invest in or which company to invest in. Conclusively, financial 

statement of accompany should provide information about the economic resources of 

a company, which are the sources of prospective cash inflows to the company. It 

should also provide its obligation to transfer economic resources to others which are 

the source of prospective cash outflow from the company and its earnings which are 

the financial results of its operation.  

 

According Adebayo et. al. (2013), they examine the impact of accounting information 

system in assisting organizations in making sound and effective investment decision. 

The major source of data to their research was primary data through the 

administration of questionnaires. Regression analysis and Karl Pearson‟s correlation 

was used for the data analysis. Their findings shown that, accounting information 

system is an indispensable tool in investment decision making in today‟s turbulent 

world. Organizations are however, advised to invest on information technology tools 

as it improve their efficiency, effectiveness and their overall performance. 
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2.3 Theoretical Framework  

The theoretical framework gives the meaning of a word in terms of the theories on 

financial statement such as proprietary, residual equity theory, entity theory, 

enterprise or social theory, DuPont mean- variance of portfolio investment theory and 

the modern portfolio theory. It assumes both knowledge and acceptance of the 

theories that this research work depends upon. 

 

2.3.1 Proprietary and residual equity theory  

Proprietary equity theorists such as Husband (1938), insisted that the accounting 

process of companies must be conducted from the shareholders‟ perspective. Staubus 

(1952, 1959), developed the residual equity theory which considered that the 

accounting must be done from the perspective of the residual equity holders, which 

for a going concern coincides with that of the common shareholders. Residual equity 

theory is often regarded as a more restrictive form of proprietary theory.  

 

Under the proprietary view, transactions and events are analyzed, recorded and 

accounted for as to their immediate effect on the proprietors. Financial statements are 

prepared from the viewpoint of the proprietors and are meant to measure and analyses 

their net worth expressed by the accounting equation:  

(1) Σassets - Σliabilities = Σequity, proprietorship or net worth  

 

In the proprietary view, the assets are considered the proprietors‟ assets, and the 

liabilities are the proprietors‟ liabilities. According to Newlove and Garner (1951) 

under proprietary theory “liabilities are negative assets – negative properties, which 

must be sharply defined and separated in the accounting process.” Revenues are 

increases in proprietorship and expenses are decreases. Net profits, “the excess of 

revenues over expenses, accrues directly to the owners; it represents an increase in the 
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wealth of the proprietors” (Hendriksen & Van Breda, 2012). Staubus (1959) narrowed 

the concept of owners to common stockholders and considered preference 

shareholders as liability holders and stressed the importance to investors of the 

estimation of future cash receipts. The accounting equation becomes:  

(2) Assets – Specific Equities (=Liabilities + Preferred Stock) = Residual Equity  

 

The proprietary approach represents an agency view of the company where the main 

responsibility of management is to manage the firm in the best interests of the owners. 

As the assets and liabilities are considered the owners‟ assets and liabilities, the 

maximization of profits equals maximization of the increase in the shareholders‟ net 

assets. For this reason, the asset/liability approach to income determination, where 

income is the by-product of the valuation of assets and liabilities, is the most direct 

way of quantifying the increase in net assets. Under both the proprietary theory and 

the asset/liability approach to income determination, it is imperative that 

shareholders‟ interests are sharply distinguished from the interests of the providers of 

debt capital in order to be able to measure the increase in net assets.  

 

2.3.2 Entity theory and enterprise or social theory  

Under the entity view, transactions are analyzed as to their effect on the accounting 

entity. Financial statements are prepared from the viewpoint of the entity. The income 

statement is meant to calculate income for distribution and analyze the company‟s 

performance over a period, whereas the balance sheet serves to indicate the security or 

riskiness of the company‟s financial position. Under the different varieties of entity 

theory the accounting equation may take the following forms.  

(1) Σassets = Σliabilities (Paton, 1922) Or  

(2) Σassets = Σequities (Paton, 1922) Or  
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(3) Σassets = Σequities + Σliabilities (Hendriksen & Van Breda, 2012)  

 

In the entity view as expressed in equation 3, the assets are considered the company‟s 

assets, and the liabilities are the company‟s liabilities. Alternatively, as expressed in 

equation 4, the assets are considered the company‟s assets and the equities are all the 

financial stakeholders‟ equities. Entity theory views the entity as “having a separate 

existence – an arm‟s length relationship with its owners. The relation to the owners is 

regarded as not particularly different from that to the long-term creditors.” (Lorig, 

2004).  

 

Suojanen (1954) enterprise or social theory sees the large listed corporation as an 

institution with social responsibilities. Companies‟ actions affect many different 

stakeholders such as stockholders, creditors, customers, employees, the government 

as a taxing and regulatory authority and the public at large. (Hendriksen & Van Breda, 

2012; Kam, 2013; Suojanen, 1954) Suojanen traces this institutionalization of the 

large enterprise to the separation of management and ownership leading to 

increasingly large proportions of income being retained within the company to reduce 

the corporation‟s dependence on external financing. Large corporations may decide to 

pay only „conventionally adequate dividends‟ because this ties in with their survival 

and growth objectives. (Suojanen, 1958).  

 

Financial reports according to the enterprise theory are to be prepared from the 

perspective of the enterprise as a social institution. Income generated by the enterprise 

is analyzed to measure the contribution of the enterprise to society using the concepts 

developed in national income analysis. Therefore, ultimately, the balance sheet is 

secondary to output, income and value added considerations. The balance sheet 

equation expressing the enterprise theory according to Meyer (2010) is:  
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(4) Assets = Investors’ input contributions  

 

Suojanen proposes that large companies prepare a value added statement in addition 

to the balance sheet and income statement. “If the enterprise is considered to be an 

institution, its operations should be assessed in terms of its contribution to the flow of 

output of the community” (Suojanen, 1954). “Although stockholders have legal rights 

as owners, from the point of view of the enterprise their rights are subsidiary to the 

organization and its survival.” (Kam, 2013).  

 

2.3.3 DuPont Mean- Variance of Portfolio Investment Theory  

According to Adebimpe (2009) who adopted DuPont equation stated that, it is an 

expression which breaks return on equity down into three parts. The name comes 

from the DuPont Corporation, which created and implemented this portfolio formula 

into their business operations in the 1920s. It was adopted from Markowitz Mean-

Variance Portfolio theory which states that profit of a firm is a function of total sales, 

total assets, shareholder equity contribution and the liabilities (debts). This formula is 

known by many other names, including DuPont analysis, DuPont identity, the DuPont 

model, the DuPont method, or the strategic profit model.  

 

In the DuPont equation, ROE is equal to profit margin multiplied by asset turnover 

multiplied by financial leverage. Under DuPont analysis, return on equity is equal to 

the profit margin multiplied by asset turnover multiplied by financial leverage. By 

splitting ROE (return on equity) into three parts, companies can more easily 

understand changes in their ROE over time. Components of the DuPont Equation: 

Profit Margin: Profit margin is a measure of profitability. It is an indicator of a 

company's pricing strategies and how well the company controls operating costs. 

Profit margin is calculated by finding the net profit as a percentage of the total 
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revenue. As one feature of the DuPont equation, if the profit margin of a company 

increases, every sale will bring more money to a company's bottom line, resulting in a 

higher overall return on equity.  

 

Components of the DuPont Equation: Asset Turnover Asset turnover is a financial 

ratio that measures how efficiently a company uses its assets to generate sales revenue 

or sales income for the company. Companies with low profit margins tend to have 

high asset turnover, while those with high profit margins tend to have low asset 

turnover. Similar to profit margin, if asset turnover increases, a company will generate 

more sales per asset owned, once again resulting in a higher overall return on equity.  

 

Components of the DuPont Equation: Financial Leverage: Financial leverage refers to 

the amount of (liabilities) debt that a company utilizes to finance its operations, as 

compared with the amount of equity that the company utilizes. As was the case with 

asset turnover and profit margin, increased financial leverage will also lead to an 

increase in return on equity. This is because the increased use of debt as financing will 

cause a company to have higher interest payments, which are tax deductible. Because 

dividend payments are not tax deductible, maintaining a high proportion of debt in a 

company's capital structure leads to a higher return on equity.  

 

2.3.4 The Modern Portfolio Theory (MPT)  

Harry Markowitz (2001), an American economist in the 1950s developed a theory of 

"portfolio choice," which allows investors to analyze risk relative to their expected 

profit. For this work Markowitz, a professor at Baruch College at the City University 

of New York, shared the 2013 Nobel Memorial Prize in Economic Sciences with 

William Sharpe and Merton Miller.  
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Markowitz‟s theory is today known as the Modern Portfolio Theory, (MPT). The 

MPT is a theory of investment which attempts to maximize portfolio expected profit 

for a given amount of portfolio risk, or equivalently minimize risk for a given level of 

expected profit, by carefully choosing the proportions of various assets. Although the 

MPT is widely used in practice in the financial industry, in recent years, the basic 

assumptions of the MPT have been widely challenged.  

 

The Modern Portfolio Theory, an improvement upon traditional investment models, is 

an important advance in the mathematical modelling of finance. The theory 

encourages asset diversification to hedge against market risk as well as risk that is 

unique to a specific company. The theory (MPT) is a sophisticated investment 

decision approach that aids an investor to classify, estimate, and control both the kind 

and the amount of expected risk and profit; also called Portfolio Management Theory. 

Essential to the portfolio theory are its quantification of the relationship between risk 

and profit and the assumption that investors must be compensated for assuming risk. 

Portfolio theory departs from traditional security analysis in shifting emphasis from 

analyzing the characteristics of individual investments to determining the statistical 

relationships among the individual securities that comprise the overall portfolio 

(Edwin & Martins, 2014).  

 

The fundamental concept behind the MPT is that assets in an investment portfolio 

should not be selected individually, each on their own merits. Rather, it is important 

to consider the profitability of the company. 

 

According to William (2011), the best measure of a company is its profitability, for 

without it, it cannot grow, and if it does not grow, then its stock will trend downward. 

Increasing profits are the best indication that a company can pay dividends and that 
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the share price will trend upward. Investors will put their money at a cheaper rate to a 

profitable company than to an unprofitable one; consequently, profitable companies 

can use leverage to increase stockholders‟ equity even more.  

The common profitability measures compare profits with sales, assets, equity and 

liabilities: net profit margin, return on assets, and return on equity. Although most 

financial services publish these ratios for most companies, they can be calculated 

independently by using net profit and total revenue from the Income Statement of a 

company‟s financial report, and total assets and stockholders‟ equity from the Balance 

Sheet, (Iyiola, et-al, 2012). 
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CHAPTER THREE 

RESEARCH METHODOLOGY 

 

3.1 Research Design 

Descriptive research design has been adopted for the purposes of this study. 

According  to  Best  and  Kahn  (2009),  descriptive  research  is  the  type  of 

enquiring that deals with the collection and analysis of data for the purposes of 

describing and interpreting existing conditions and also to make discovery and 

explanation of past events. Descriptive research is utilized because it enables 

exploring relationships between two or more variables. Also, it is appropriate for 

testing the hypotheses of the study and help to answer the research questions 

concerning the financial reporting and investment decision which are crucial concern 

of this study. 

 

3.2 Population, Sample and Sampling Technique 

The population of the study constitutes all the listed companies in Nigerian. 

However, for easier collection of data and analysis, a sample technique was 

randomly selected for the study based on convenience. The sample consis ts  of  

Oando Plc., Total Plc. and UAC Foods Plc. The justifications for companies in the 

sample include; Purposive-judgmental techniques were employed because the 

method is confined to specific types of companies who can provide the desired 

information either because they are the only ones who possess it or conform to the 

criteria set by the researcher (Kothari, 2001). 
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3.3 Method of Data Collection  

The data used in this study has been collected from secondary sources. The instrument 

utilized for the collection of secondary data is documentation. Documentary data has 

been collected via the financial reports of the selected companies. The study utilizes 

the secondary source because  it  provides  a  basis  for  purposeful  research  work 

and  also  gives  a direction for the research work. 

 

3.4 Technique for Data Analysis 

The procedure for analyzing the data was econometric procedure. Here the technique 

used was the multiple regression analysis to test whether the financial reporting 

indices have impacted on the investment decision of selected companies. 

 

Model Specification 

The following model was used for the analysis as shown below and is based on the 

Modern Portfolio Theory (MPT) as adopted by (William, 2011 & Iyiola et-al., 2012).  

 

Profit after Tax Functional Form  

PAT = f (AST, LBT, EQT)  

The regression equation based on the above functional relational model is stated 

below:  

PAT = α0 + α1AST + α2LBT+ α3EQT+ μ  

 

Where; 

The a priori expectation is α1, α2, α3 > 0 

PAT = Profit after Tax  

AST = Asset  

LBT = Liabilities  

EQT = Equity  
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μ = Error term  

α = Intercept 

α1 – α3 = Coefficient of the Independent Variables. 

Note, all variables are in their natural logarithm form. 

 

The decision to test the hypothesis of the study is as follows: 

If the p-value of the t-coefficient is less than 1% (0.01) or 5% (0.05), the null 

hypothesis is rejected and otherwise we fail to reject it. 

 

3.5 Justification of Method of Data Analysis  

In choosing a research method to adopt for a particular study, it is relevant to consider 

the suitability of the method of the study. 

 

The basic source of data available is the secondary data on the other has to do with 

auxiliary source other than the actual source. The data obtained from this source are 

more accurate, since the researcher has no control over the situation thereby, 

justifying the method used. Furthermore, secondary source of data collection which 

includes reliable information from journals, magazines, relevant textbooks and 

unpublished projects were used so as to make the research work easier and reduce 

expenses and time of going into the field too often to collect data. 

 

Multiple regression analysis will be used because it has the following advantages: 

first, it has the advantage of giving more informative data as it consists of both the 

cross sectional information, which captures individual variability, and the time series 

information, which captures dynamic adjustment. Unlike time series studies which is 

plagued with multi-collinearity issues, panel data gives less collinearity among the 

variables, more degrees of freedom and more efficiency. 
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CHAPTER FOUR 

DATA PRESENTATION AND ANALYSIS 

 

4.1 Data Presentation  

The descriptive statistic presented in table 4.2.1 shows the mean, range, minimum, 

maximum and standard deviation of all the variables under consideration. The table 

indicate that the selected companies generates a mean Profit after Tax (PAT) of about 

23% with a negative minimum of -216% and an abnormal maximum of 145%. 

Table 4.2.1:Descriptive Statistics 

 N Min Max Mean Std. Deviation 

PAT  15 -216.3300  145.2800  22.784904 .394  

AST 15 .1360  3.4108  1.403667  .394  

LBT 15 .0994  2.5029  .822924  .394  

EQT 15 221  817  35.28  .394  

Valid N 

(listwise) 
15 

   .394  

Source: Output from SPSS 15.0 

 

The table also reveals that the mean values of Assets (1.4) and Liabilities (0.8). 

However, with the maximum of 3.41 and 2.50 for the Assets and Liabilities 

respectively show that some of the companies are doing very well. Other attributes 

revealed by the table with respect to the variables under consideration are the 

minimum and maximum Equity indicates 221 and 817. 

 

4.2 Data Analysis and Result 

To test the hypothesis that is formulated in the course of this research, simple linear 

regression was used to test the hypothesis, the result of the test will determine whether 

to accept null hypothesis or reject it. 
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To further investigate the predictive ability of our predictor variables on the criterion 

variable we employed the multiple regression analysis. The analysis was guided by 

the simple definitional model specified in section three. We recall the model for 

emphases: PAT = α0 + α1AST + α2LBT+ α3EQT+ μ  

 

Table 4.4.1                     MULTIPLE REGRESSION STATISTICS TABLE 

Variables /Description                   Beta Coefficients  T – Value  P – Value     F 

Asset (AST)                                  0.303 0.301 5.083 0.000  

Liability (LBT)                             0.283 0.306 4.029 0.000  

Equity (EQT)                               0.327 0.360 4.057 0.000  

R     0.818 

R
2
    0.669 

Adjusted R
2
    0.664 

F – Value    127.42 

P – Value (Probability of F - Statistics)    0.000 

Variance Inflation Factor (VIF)    3.702 

Durbin-Watson    0.773 

Source: SPSS, 2017. 

 

From Table 4.2, there is no evidence of multicollinearity among the independent 

variables used for this study because the highest Variance Inflation Factor (VIF) is 

3.7. A VIF within the range of 1 to 10 indicates no evidence of multicollinearity. The 

Durbin Watson statistic of 0.77 indicates the absence of autocorrelation as the 

standard requirement is within 1.5 to 2.5. R is the correlation coefficient measuring 

the strength and direction of the linear relationship. The R value is 0.818 which 

implies a strong positive linear relationship. The R
2
 value is the coefficient of 

determination (expressed as a percentage) and shows variability in dependent variable 

explained by the variability in independent variables. The R
2 

value of 0.669 implies 

that 66.9% of the variations in the dependent variable (investment decisions) are 
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explained by the variations in independent variables (Assets, Liabilities, Equity). 

Therefore, the findings reveal that the independent variables appear to be strong 

variables for predicting investment decisions in the study area.  The Adjusted R
2 

is 

used to estimate the expected shrinkage in R
2
, in this case is 0.664 which is very close 

to R
2 
value of 0.669. This shows that there is minimal shrinkage. 

 

In this analysis, the model is significant since the F value of 127.42 is large and the P- 

value of 0.01 is less than 0.05 significance level of this study. Therefore, the 

researcher rejected all the three null hypotheses while the alternate hypotheses were 

accepted. 

 

The coefficients of Assets, Liabilities and Equity are 0.301, 0.306 and 0.360 

respectively. They are all positive, meaning that as the magnitudes of the independent 

variables increases, the magnitude of the dependent variable (investment decisions) 

also increases. 

 

The result also shows the unique contribution of each component of financial reports 

in explaining the variance of investment decisions. The beta values in Table 4.2 above 

assess the contribution of each independent variable towards the prediction of 

dependent variable, since these values have been converted in the same scale to 

enable comparison. Equity, having the biggest beta of 0.327 has the largest effect in 

explaining the variance of investment decisions. The second most important variable 

was Assets with a beta of 0.303. The least important predictor of these three 

independent variables is Liabilities with a beta of 0.283.   

The t-test statistics shows that all the beta coefficients of Assets, Liabilities and Equity 

are significant since their respective P-value is 0.01 each which is less than 0.05, 
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significance level. Based on this, therefore, all the null hypotheses were rejected while 

the alternate hypotheses were accepted. 

 

4.3 Discussion of Findings 

 

The findings of this study revealed that financial reports have a strong impact on 

investment decision in Nigeria. This implies that a financial report is performing a lot 

of roles in ensuring effective investment decision. Other specific findings are:  

i. The study also reveals that importance is attached to the published financial 

statements by investors in Nigeria when making investment decisions.  

ii. The study also reveals that investors have good understanding of the financial 

statements before making investment decisions.  

iii. The study also reveals that investors know whose duty it is to prepare financial 

statement.  

iv. The study also reveals that investors depend on the credibility of 

auditors/financial expert approval of financial statement in making investment 

decisions.  
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CHAPTER FIVE 

SUMMARY, CONCLUSION AND RECOMMENDATIONS 

 

5.1 Summary 

The aim of this study is to on assess the impact of financial reporting on investment 

decision in Nigeria, other relevant areas which the study highlighted are: accounting 

information as a tool of management that provides an orderly method of gathering and 

organising information about the various business transactions so that it may be used 

as an aid to investors in decision making process. 

 

The general description of the area of study, which depicted the inevitability of 

financial reporting in achieving easy decision making by investors, was stated. In the 

course of the study, statement of problem such as; inability to summarize equity share 

investment in the Nigerian stock market, the absence of adequate financial accounting 

information, investors not able to make wise investment decisions, difficulty in 

distinguish between potentially successful and unsuccessful business and none 

availability of information on the effect of book value per share on equity share were 

pointed out. To examine how assets and liabilities in the financial statement has 

assisted the effectiveness of investment decision making, to examine the relationship 

between accounting information and investment decision and to examine the extent to 

which investors depend on the credibility of auditors/financial expert approval of 

financial statement in making investment decisions forms essential part of the 

objectives of the study. Questions relating to the objectives and problems were also 

looked at. 
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The study looked into some review literatures that covered different models and 

theories on accounting information by different scholars, various definitions given by 

several scholars, types and the importance of financial reporting in decision making 

process. Various textbooks, journals, articles and other scholarly materials were used 

to get terms, ideas, concepts and academic as well as professional viewpoints. 

 

Secondary data was used for this research work. Data gathered from the financial 

reports of Oando Plc., Total Plc. and UAC Foods Plc. The data collected were 

processed and analyzed through the use of multiple regression analysis. 

 

5.2 Conclusions 

 

Financial reports provide the observant with a clear picture, of the financial condition 

of the company as a whole. It lists in detail the tangible and intangible assets that the 

company owns and owes, while the profit and loss accounts summaries the income 

and expenditure of a company in a given period of time. It shows the result of 

operation during these accounting periods. Also, it is through the use of financial 

reports that users can assess the project of receiving cash as divided or interest and 

proceeds from sales, exemption or maturing securities or loans for instance, cash flow 

statement shows how cash is predicted to move around at a particular given period of 

time. It is useful for planning future expense. It shows whether or not there will be 

enough cash to carry out the planned activities and whether or not the cash coming in 

will be enough to cover the expenses. It is useful in the determination of the 

company‟s liquidity in a given period of time.  

 

Financial reports are said to be effective when the information provided by them 

serves widely the requirements of the users. Effective financial statement should 
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systematically provide information which has a potential effective on investment 

decision making by the prospective investors.  

 

The perception of investors about a company‟s ability affects the market prices of the 

company‟s security relative to others in the industry. Financial statement can only be 

useful if they are well understood published financial statement is the information 

source that is most directly related to the items of interest to both existing and 

potential investors.  

 

5.3 Limitations of the Study 

In the course of carrying out this research, the researcher will come across some 

constraints that impinged on the supposed extensive research that would have been 

carried out. Just as many other research works, this study too will be faced with some 

limitations such as: 

Funding; the study needs to be properly financed so as to gather enough information.  

Another militating factor will be time. As it is known that the study would be 

combined with course work, which will make the time available too limited.  

Lastly, the attitude of Nigerians towards research will also go a long way in affecting 

the actual result of the study. Nigerians are known to have negative attitude towards 

research. 

 

5.4 Recommendations 

 

The findings show that financial reports have a strong impact on investment decision 

in Nigeria. Based on this the following recommendations were made:  

i. Investors should attached good importance to the published financial 

statements when making investment decisions.  
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ii. Investors should ensure that they have a good understanding of the financial 

statements before making investment decisions.  

iii. Investors ensure that they only invest in organizations where it is the 

appropriate people that prepare the financial statement.  

iv. Management of organization should always prepare their financial statement 

in such a way that will give investors necessary information for making 

effective investment decisions.  
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