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PERCEPTION OF A ROLE IN SUSTAINABILITY REPORTING:
THE CASE OF PROFESSIONAL ACCOUNTANTS IN NIGERIA.
Okwuosa I.
Department of Accounting & Finance,
Caleb University, Imota, Lagos.

Abstract
The disposition of accountants in developing countries towards playing a role in sustainability reporting
is insufficiently understood in the literature, especially within the context of evolving practice.
Employing an exploratory qualitative research design in which data was collected through survey
questionnaire, the study explores the Nigerian professional accountants' disposition towards playing a
role in sustainability reporting. Analysis of the survey questionnaire shows that the professional
accountants in Nigeria are favourably disposed and have a positive attitude towards playing active role
in sustainability reporting and support the introduction of an accounting standard that mandates
sustainability reporting. This support however is not predicated upon sustainability reporting providing
stakeholders with information to hold the corporations accountable for the social and environmental
impact of their operation. Interpreted within the context of practice theory the study exposes struggles
at margin of emergent new practice moving from financial reporting to sustainability reporting. The
accountants are favourably disposed to everything that supports playing a role in sustainability
reporting even where they do not appear to possess the requisite skills to do so. The study
recommends that the Institute of Chartered Accountants of Nigeria (ICAN) should provide the
necessary enabling environment that will enable professional accountants in Nigeria to play an active
role in sustainability reporting.
Introduction
Prior literature shows that accountants in developed countries are not only showing positive attitude
towards sustainability reporting (Nyquist, 2003) but are increasingly and significantly getting involved
in sustainability (see Zvezdov, Schaltegger, & Bennett, 2010; Williams (2015). In developing and
emerging markets, the literature also appears to have documented a positive attitude to sustainability
reporting (see for example, Kuasirikun, 2005; Islam & Dellaportas, 2011) but at the other end a
negative attitude (see Kamla, Gallhofer & Haslam, 2012). These positive attitudes of accountants in
developing countries does not appear to have translated into a concrete role being played by them in
sustainability reporting. As such, while we know of the emerging trend of accountants in developed
countries getting involved in sustainability reporting, we do not know much about professional
accountants in developing countries playing an active role in sustainability reporting. Without
accountants in developing countries actively getting involved in sustainability reporting to develop
such accounting practice, a skill set expected of accountants to render an aspect of professional
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practice in fulfilling their role in such economy may be missing and reliance may then be placed on
accountants from developed counties. The beginning of the development of such accounting practice
as sustainability reporting is awareness and the accountant's knowledge of it, making the accountant
become an advocate of such reporting.
Schaltegger and Zvezdov (2015) describes accountants as the gatekeepers of sustainability
information informing an expectation that accountants will have an active role to play in saving the
planet (Deegan, 2013) and helping businesses to make the planet safe (Gray & Bebbington, 2000).
These lie at the core of sustainability reporting. Accountants have traditionally seen their role as
confined to financial reporting, not seeing sustainability as their domain
(Bebbington, Gray, Thomson, & Walters, 1994). Practice study documents the struggle at the
boundary demarcating one practice from the other (Bourdieu, 1977). Getting accountants involved in
sustainability reporting creates such struggle at the boundary of practice transition. It may appear that
professional accountants may see a practice transition moving from financial to sustainability
reporting. A statement of problem supporting a study like this can be framed and situated in a
perception problem that may exist among professional accountants in developing country about the
role they can play in sustainability reporting. Nigerian accountants are a typical example of this.
Consequently, the objective of this study is to examine the perception of professional accountants in
Nigeria about their role in sustainability reporting. The research question addressed in the study is as
follows: what is the perception of professional accountants in Nigeria regarding the role that
accountants in developing countries can play in sustainability reporting. By examining the perception
of Nigerian professional accountants in the role they can play in sustainability reporting, I contribute to
creating the awareness that helps in expanding the boundary of reporting practice engaged by
accountants in developing countries. Unlike prior studies, this study addresses the potential role that
accountants can play in sustainability reporting from the perspective of professional accountants
themselves, hence practice issue.
The study employed an exploratory qualitative research design in which data was collected through
survey questionnaire of Nigerian professional accountants. Analysis of the survey questionnaire
shows that the accountants are favourably disposed to playing an active role in sustainability reporting
and would want accountants in Nigeria to engage in different aspects of sustainability reporting. This
will include formulating social and environmental sustainability policies of their organisations and
assessing social and environmental impacts of investment projects. They also want accountants to
advise and report on the cost of social and environmental impact of company's operation and carry out
audit and assurance of social and environmental sustainability information of companies in Nigeria.
Instructively, the accountants are of the view that an accounting standard on sustainability reporting
should be introduced and that sustainability reporting should be mandated. However, they are not
favourably disposed to a sustainability reporting that helps stakeholders hold the corporations
accountable for the social and environmental impact of their operation. These findings question the
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accountants understanding of sustainability reporting (see Okwuosa, 2019). Taken together, the
evidence provided in the study has wide implication for the potential role that professional accountants
in Nigeria can play in sustainability reporting. It also has implication for their supporting social and
environmental sustainability practices among corporations in Nigeria. Ultimately, it provides an insight
into the kind of training that the Institute of Chartered Accountants of Nigeria can provide for its
members and prospective students to develop sustainability reporting as an accounting practice.
The rest of the study is organised as follows: section 2 provides a theoretical context to the study.
Section 3 reviews the literature on accountants and sustainability reporting. Section 4 discusses the
research design, data collection and analysis while section 5 presents the results of the findings.
Finally, section 6 provides concluding remarks of the study.
Theoretical framework
Practice theory in transiting from financial to sustainability reporting
Previous studies have discussed the theory of practice (see Schatzki, Knorr-Cetina, & von Savigny
(Eds). 2001) however there is an emerging literature examining practice from theoretical perspective
(Chia & Holt 2006; Jarzabkowski, 2005; Gherardi, & Nicolini 2000). In this respect, neo-institutional
theory conceptualises activity as being subsumed in practice. To Jarzabkowski, (2005), activity is
actions and interactions of actors in the course of their day to day roles or duties while practice is
activity patterns situated in wider conceptual meaning. This suggests that activity is acts not
underpinned by any deeper social meaning; not thought through, while practice provides meaning and
reasoning behind activity. For example, recording financial transaction can be done any how as
activity but in professional booking, the objective of the recording provides logic as to how the
recording is done, thereby making it a practice. Thus, practice is underpinned by broader logic and
may be viewed as institution. This explains why Lounsbury and Crumley (2007) sees activity and
practice relation as providing that point of contact between practice and neo-institutional theory.
According to Lounsbury and Crumley (2007), focusing on this relation helps reveal how innovations in
activity will results in the creation of new practice.
The point of the relation between activity and practice has been described by some researchers as
struggle at the margin. In particular Bourdieu in conceptualising practice study draws attention
repeatedly to a constant struggle operating at the boundaries that demarcate social space (see for
example Lounsbury & Ventresca, 2003). This social space or professional space for studies that
examine practice change (see Suddaby & Greenwood, 2005); Lounsbury & Crumley, 2007) is
particularly relevant for actors' perception of activity and practice that encapsulates this struggle. It
has been stated that processes associated with drawing on the variability of activities of a professional
to create a new practice are always associated with conflicts and struggles on the part of the
practitioners (Lounsbury, 2008). Such struggle at the boundary is noticeable in the extension of a
practice engaged by professionals such as accounting profession (see for example Suddaby &
Greenwood, 2005). According to Lounsbury (2008) what is more important towards an understanding
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of how these struggles manifest and lead to the creation of new practices is a focus on actors and
supporting logic. Such actors may be members of a profession, their firms or the profession itself (see
Suddaby & Greenwood, 2005).
The literature suggests that it is logic (Lounsbury, 2008) and performativity (Feldman 2003; Lounsbury
& Crumley, 2007) that assist in clarifying the struggles and conflicts at the margin that lead to new
practice creation. However, I argue that understanding the perception and conviction of actors is the
precursor to the foundation of enquiry into the struggles and conflict at margin together with supporting
logic that leads to emergent new practice. Accountants are entrenched in the knowledge of
shareholders' value maximisation focusing on financial reporting, such that social and environmental
sustainability reporting is perceived to be outside their existing practice (Bebbington, Gray, Thomson, &
Walters, 1994). Migrating from financial reporting to sustainability reporting provides opportunity for
enquiry into the constant
struggle at reporting boundary. Getting accountants to be involved in sustainability reporting exposes a
kind of struggle at a boundary which demarcates both professional practice space (Bourdieu, 1977).
Creating a new practice of sustainability reporting creates such struggle that requires gauging the
views of professional accountant.
Prior studies on accountants and sustainability discourse
Early studies on the role of accountants in sustainability reporting in developed economies provide
mixed evidence of not playing any role. For example, Bebbington, Gray, Thomson, and Walters (1994)
provide evidence of non-involvement of UK accountants in the corporate sustainability response of
their organisations. This suggests that accountants played no role in sustainability response of their
organisation. The explanation for this non-involvement according to them is hinged on a perception of
environmental sustainability accounting not being (p.118) 'sufficiently important to accountants' current
activities'. This view which held at that time is supported by the study by Deegan, Geddes, and
Staunton (1996) which documented non-response on the part of accountants in Australia to an
increasing sustainability concern in their community. Deegan et al (1996) further provide evidence
which shows that accountants as part of accounting standard regulators care less about environmental
disclosures irrespective of their relevance in corporate reporting. This may be because accounting
standard which they regulate does not require sustainability reporting, again confirming no role for
accountants even as standard setters.
Accountants as auditors have not fared differently when it comes to their role in environmental
sustainability reporting. For example, Collison (1996) shows that auditors in UK were aware of the
importance of environmental issues for their audit work but felt that the regulators had no role to play at
that early stage of environmental reporting. In another study, Wilmshurst and Frost (2001) document
limited participation of accountants in the environmental management systems (EMS) of corporations
in Australia. They interpret this to be a gap in the expected role of environmental accounting in EMS.
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Therefore, these early studies which were all conducted in developed countries provide evidence of
accountants not playing a role in bringing about social and environmental sustainability reporting
practices within their organisations.
Later studies began to provide evidence of a changing perception of a possible role that accountants
can play in sustainability reporting and getting involved with it. For example, Nyquist (2003)
documents a positive attitude of Swedish accountants towards a mandatory social and environmental
sustainability reporting information. He shows such positive attitude to be more among the big firms
and those accountants that have been trained on the subject matter. Nyquist study appears to mark
the beginning of increasing awareness among accountants on the role they can play in sustainability
reporting. This is because all subsequent studies after it, document positive attitude and awareness of
the role that accountants can play in sustainability reporting. For example, Zvezdov, et al, (2010)
provide evidence of increasing and significant involvement of UK and German accountants in
generating and using sustainability related information and this has been on the increase over time.
Similarly Williams (2015) provides evidence of local government accountants in Australia supporting
their involvement in sustainability reporting. These later studies providing evidence appears a
departure from earlier trends but however do not clearly articulate how these accountants were
involved and brought about sustainability reporting in their organisations.
Extensive review of the literature shows that early studies are silent on the involvement of accountants
in emerging markets on social and environmental sustainability reporting but there had been recent
studies addressing this within the context of these markets. For example Lodhia (2003) examines the
potential role accountants can play in promoting environmental sensitivity by Fiji businesses through
environmental accounting. Unfortunately, he documents the non-involvement of accountants in
influencing the development of environmental accounting and reporting in that country. He attributes
this finding first to lack of technical competence in environmental matters on the part of the accountant.
Next, given the absence of a mandatory regulation, he blames the voluntary nature of such accounting
and reporting. This appears to suggest that social and environmental sustainability reporting can only
come about through regulatory fiat as opposed to voluntary effort in Fiji.
Similarly, Kuasirikun (2005) explores the attitude of Thai accounting professionals and document an
overall positive attitude towards social and environmental accounting among auditors; accountants
and accounting related professionals. A positive attitude may indicate interest in the subject matter but
does not translate into playing a concrete visible role. It may however be the impetus needed to
progress to the next level that translates interest to concrete action. In their study, Islam and
Dellaportas (2011) document evidence of a positive attitude on the part of chartered accountants in
Bangladeshi towards social and environmental accounting and reporting practices. They however
indict the accounting profession of making little or no effort to develop such practices among its
members and call for international influences if real progress were to be made. They fail to see the
local institutional forces from the profession as being effective in dealing with social and environmental
accounting and reporting issues in emerging economies.
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A recent study by Kamla, et al, (2012) which examined the perception of Syrian accountants towards
social sustainability accounting and reporting focused on their role and future implementation of such
accounting and reporting. Although the accountants show a perception of significant role for social
accounting helping to enhance the well-being of Syrians, they fail to see any significant role on their
part and any urgency in its development and implementation.
Overall, early evidence of non-involvement and no role for accountants in sustainability reporting in
developed countries appears to be giving way to early signs of an increasing awareness of, positive
attitude to and involvement in sustainability reporting on the part of accountants. This however does
not appear to hold for the emerging markets where till date accountants are not sufficiently informed,
are not involved and do not see any role in sustainability reporting. Also, as can be seen from the
review, only few studies have addressed the subject matter within the context of emerging markets.
This therefore calls for more studies that can provide insight into the perception of accountants on their
role in sustainability reporting in emerging markets. This study seeks to fill this gap by examining the
perception of professional accountants in Nigeria on their role in sustainability.
Research Design
Prior studies that have explored perception of accountants in developed and emerging markets
employed qualitative research design (see for example Bebbington et al. 1994; Deegan et al. 1996;
Nyquist, 2003; Zvezdov et al. 2010; Islam and Dellaportas, 2011; Kamla et al., 2012; Williams, 2015).
Extensive literature review carried out by the author appears to suggest scarcity of a study examining
sustainability and the role of professional accountants in Nigeria. Consequently, the study adopts
exploratory qualitative research design in which primary data was collected through survey
questionnaire of professional accountants in Nigeria in order to gauge their perception on the role they
can play in sustainability reporting. Professional accountants are further subdivided into practicing and
corporate accountants. Corporate professional accountants are those working in the industry (see
appendix 2) while practicing professional accountants are those working in the Big 4, small and
medium practice (SMP) firms. Snowball sampling was employed to select respondents. Snowball
sampling aims at those with knowledge of the subject matter (Saunders, Saunders, Lewis, & Thornhill,
2016) and relies on introduction of a knowledgeable informant (Bryman & Bell, 2015; Creswell,
Hanson, Plano, & Morales, 2007). Although there are two professional accounting bodies in Nigeria
recognised by International Federation of Accountants (IFAC), members of the Institute of Chartered
Accountants of Nigeria (ICAN) dominate private sector reporting where sustainability practices
voluntarily obtain at the moment and are deemed knowledgeable in the subject matter. The sample of
the study is therefore defined as ICAN members that participated in the 2016 Mandatory Continuing
Professional Education (MCPE). These MCPE trainings took place in major cities in Nigeria such as
Asaba, Calabar, Kaduna, Benin, Ibadan, Enugu, Port Harcourt, Lagos and Abuja. The survey therefore
covers a wide geographical area in Nigeria and can be deemed a representative of professional
accountants with knowledge of the subject matter of the research as is usually the case with snowball
sampling.
ICAN

6
AC
CU
RA
CY

T
& IN

Y
RIT
EG

International Journal of Accounting & Finance (IJAF)
Vol.9, No.1, March 2020

Perception of a Role in Sustainability Reporting: The Case of Professional Accountants in Nigeria.

Participants information in such trainings in 2016 obtained by the researcher from ICAN Membership
and Education Training (ME&T) committee shows a total number of 4,997 participants. However, after
adjusting for repeat participants in repeat programs, the number came down to about 3,500. A total of
about 1, 857 questionnaires were distributed among these participants directly during ME&T training
program or indirectly through introductions. Of the total number of questionnaires distributed, only 891
were returned giving a survey response of 48%. Of the returned questionnaire, about 31 were not
usable because of apparent lack of understanding of issues raised by the questionnaires leaving 860
usable responses or 46%.
Being an exploratory qualitative research study, analysis of the responses from the survey
questionnaire was carried out using table and chart drawn using excel spreadsheet. The chart shows
pictorially number of the respondents and percentage, thereby making it easier for the reader to have
an overall picture of the degree of agreement with a particular survey question. All the questions were
specifically framed in order to test understanding of the concept of sustainability and its reporting. The
result of the analysis is presented in the next section.
Presentation of Survey result
Overall there is a positive disposition to sustainability reporting with accountants strongly favourable to
playing a role in sustainability reporting. There is even a feeling that accounting standard should be
introduced to deal with sustainability reporting and the reporting mandatorily required. These are as
analysed and discussed below:
Accountants should be involved in formulating social and environmental sustainability policies of their
companies.
A question on accountants' involvement in formulating social and environmental sustainability policies
of their corporation is aimed at gauging their disposition towards a role they can play in the
sustainability agenda of their companies. Their response is as shown below.
Table and Bar Chart 1: Professional accountants to be involved in formulating social and
environmental sustainability policies.

Responses

Number of responses

Percentage

Agree
Strongly agree

645
86

75
10

Don't Know
Disagree

0
86

0
10

Strongly disagree
Total

43
860

5
100

ICAN

7
AC
CU
RA
CY

T
& IN

Y
RIT
EG

International Journal of Accounting & Finance (IJAF)
Vol.9, No.1, March 2020

Perception of a Role in Sustainability Reporting: The Case of Professional Accountants in Nigeria.

Accountants to be involved in sustainability policy
formulation
800
600
400

80
60
40

200
0

20
0
Agree

Strongly agree Don't Know
Number

Disagree

Strongly
disagree

Percentage

Source: Author's compilation
Formulating social and environmental sustainability policies of the corporation provides the foundation
of how the corporation deals with social and environmental impact of their operation and hence its
subsequent reporting. I see accountant's involvement in this as operating at the margin beyond
financial reporting. Accountants that agree to participating in this must be laying foundation for
emergent practice. Incidentally, a majority of about 85% agree to accountants being involved in
formulating social and environmental sustainability policies of their companies. This may be
interpreted as being favourably disposed to playing a role in building the foundation of sustainability
reporting. Such role as activity must be interrogated within what appears as a struggle at reporting
boundary which demarcates professional practice space (Bourdieu, 1977). This is so given a question
of whether their current training has equipped them with knowledge of formulating social and
environmental sustainability policies of their companies. Hence performativity (Feldman 2003;
Lounsbury & Crumley, 2007) which assists in clarifying the struggles and conflicts at the margin that
lead to new practice creation is called to question.
Accountants as auditors should carry out audit and assurance of social and environmental
sustainability information of companies in Nigeria
It is generally recognised that information disclosed through sustainability reporting covers issues that
are diverse and complex (Boiral and Henri, 2017). As such, audit and assurance of sustainability report
is problematic and requires special skills (GRI, 2013). This may have resulted in questions being raised
about the reliability of information disclosed in sustainability reporting (see for example Boiral, 2013;
Gray, 2010). Audit and assurance of sustainability information operates at a margin beyond audit of
financial statements and should have raised fear in the mind of accountants not trained to carry out
such function especially considering the potential liability and claims that can arise from such
assignment. Given the nature of sustainability information, its audit and assurance may create a
potential liability that may be considered too much for the professional accountant to bear as an
auditor. Accountants are therefore expected not to be favourably disposed to providing audit and
assurance for such information. The views of the accountants on this is as shown by the table and chart
below
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Table and Bar Chart 2. Accountants as auditors to carry out audit and assurance of social and
environmental sustainability information.

Number of responses

Percentage

Agree

576

67

Strongly agree

52

6

Don't Know

0

0

Disagree

129

15

Strongly disagree

103

12

Total

860

100

Accountants to Assure sustainability reporting
800

80

600

60

400

40

200

20

0

0
Agree

Strongly agree Don' t Know
Number

Disagree Strongly disagree
Percentage

Source: Author's compilation
Incidentally 73% of the accountants are favourably disposed to providing audit and assurance of
sustainability reporting. Once more the skills required to carry out audit and assurance of sustainability
report which these accountants may lack (see Gray, 2010) points to a struggle at the margin for
emergent practice that the accountants are favourably disposed to carry out.
Accountants should be involved in the assessment of social and environmental impact of capital
projects of their companies
The proposition here is aimed at gauging accountants' disposition to being involved in social and
environmental impact assessment of projects. Accountants usually rely on experts for this, but below is
their response on this.
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Table and Bar Chart 3: Accountants to be involved in assessment of social and environmental
impact of capital projects
Number of responses

Percentage

Agree
Strongly agree

628
112

73
13

Don't Know
Disagree

0
120

0
14

Strongly disagree
Total

0
860

0
100

Accountants to Assure sustainability reporting
800

80

600

60

400

40

200

20

0

0
Agree

Strongly agree Don' t Know
Number

Disagree Strongly disagree
Percentage

Source: Author's compilation
A high number of them at 86% support the idea of accountants being involved in the assessment of
social and environmental impact of capital projects of their companies. What is not clear is whether the
accountants are experts in assessing the social and environmental impact of projects in their
companies. Perhaps this favourable disposition may be hinged on the accountants relying on experts
to carry out this role. However, it appears that this response may not be unconnected with the word
capital project as accountants see themselves as experts in capital project appraisals which most
times centres around financial viability. But again it provides evidence of a positive attitude and
disposition to sustainability reporting among these accountants supporting evidence of prior similar
studies in developing countries (see Lodhia, 2003; Kuasirikun, 2005; Islam and Dellaportas, 2011). A
positive attitude does not equate to playing an actual role in sustainability reporting.
As accountants we should advise and report on the cost of social and environmental impact of
company's operation.
Sustainability reporting is about disclosures around social and environmental impact of corporate
operations (GRI, 2013) and the question therefore tests the actual disposition of the accountants
engaging in sustainability reporting. Their response is as shown below:
ICAN

10
AC
CU
RA
CY

T
& IN

Y
RIT
EG

International Journal of Accounting & Finance (IJAF)
Vol.9, No.1, March 2020

Perception of a Role in Sustainability Reporting: The Case of Professional Accountants in Nigeria.

Table and Bar Chart 4: Accountants should advise and report on the cost of social and environmental
sustainability impact of company's operation.
Number of responses

Percentage

Agree
Strongly agree

628
172

73
20

Don't Know
Disagree

0
60

0
7

Strongly disagree
Total

0
860

0
100

Account to advise and Report Sustainbility
800

80

600

60

400

40

200

20

0

0
Agree

Strongly agree Don' t Know
Number

Disagree Strongly disagree
Percentage

Source: Author's compilation
Here, a high percentage of 93% of the accountants are in agreement about advising and reporting on
the cost of social and environmental impact of company's operation. It is not clear why overwhelming
agreement on this question. I however see in this, the argument of practice researchers which
suggests that it is the logic behind the new practice that helps in clarifying meanings and conflicts in
emergent new practice (see Lounsbury, 2008). Where the logic is not well understood, practice takes a
different shape. The complexity of the issue around accountants' understanding and positive attitude
towards sustainability reporting is further exposed by their response to the next question.
As it is difficult to quantify social and environmental sustainability issues, accounting and accountants
should not be involved in such reporting
Accountants are used to quantification and will always avoid reporting on values that cannot be
quantified and measured reliably. So, attempt is made to gauge their views as to whether their
orientation in quantification and measurement in financial reporting will trigger a negative disposition to
sustainability reporting here given the difficulty in quantifying some sustainability concerns. Their
response is as shown below.
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Table and Bar Chart 5: As it is difficult to quantify social and environmental sustainability issues,
accountants should not be involved in such reporting.
Number of responses
146
112
0

Percentage
17
13
0

Disagree
Strongly disagree

559
43

65
5

Total

860

100

Agree
Strongly agree
Don't Know

Accountants should not be involved in
sustainability reporting
600
400
200
0

100
50
0
Agree

Strongly agree Don't Know
Number

Disagree

Strongly
disagree

Percentage

Source: Author's compilation
Again, there is a majority support at 70%, that accountants should be involved in sustainability
reporting even where its nature is not quantifiable and measurable as in financial reporting. This is
consistent with their favourable disposition to sustainability reporting contradicting evidence in
Bebbington et al. (1994) about attitude of UK accountants to issue of environment and the role they
could play in this. However, what is not clear is why this disposition given the lack of skill in sustainability
reporting that may exist among these accountants. The literature has long recognised that the difficulty
associated with social and environmental sustainability concern for investors is non-availability of
quantifiable data (see Abbott &
Number of responses

Percentage

Agree
Strongly agree

163
86

19
10

Don't Know
Disagree

0
430

0
50

Strongly disagree
Total

181
860

21
100
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Accountants to provide accountability information for
stakeholders
500

60

400

40

300
200

20

100
0

0
Agree

Strongly agree Don't Know
Number

Disagree

Strongly disagree

Percentage

Source: Author's compilation

71% of them disagree with the idea of sustainability being about providing stakeholders with
information to hold the corporations socially and environmentally accountable. It became clear that
while the professional accountants show a good disposition towards sustainability reporting, they do
not see accountability to stakeholder role in sustainability reporting. Could this view be explained by
the fact that accountants see reporting for investors and shareholders as opposed to stakeholders?
But again it strikes at their understanding of the concept of sustainability (see Okwuosa, 2019). Above
all, it has been stated that it is logic (Lounsbury, 2008) and performativity (Feldman 2003; Lounsbury &
Crumley, 2007) which assist in clarifying the struggles and conflicts at the margin that lead to new
practice creation. It is not clear what logics and expected performativity underpin the Nigerian
accountants favourable disposition to sustainability reporting.
Response
Agree
Strongly agree
Don't Know
Disagree
Strongly disagree
Total

Number of responses
430
232
0
155
43
860

Percentage
50
27
0
17
5
100

Financial Reporting Council should mandate
sustainability reporting
500

60

400
40

300
200

20

100
0

0
Agree

Strongly agree Don't Know

Disagree

Number

Strongly
disagree

Percentage

Source: Author's compilation
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Incidentally, 77% of the accountants' support FRC mandating sustainability reporting. But the real
question is why are the accountants supporting a mandatory sustainability reporting. Another
confounding aspect of this support for mandatory sustainability reporting is expectation that FRC
should be the regulator to do it. Incidentally FRC was set up to regulate financial reporting and not
sustainability reporting. However, through its corporate governance regulation, FRC could mandate
sustainability reporting on account of stakeholder accountability.
Accounting standards should be introduced to mandate the reporting of the social and environmental
impact of corporate operations:
Another consideration is their disposition to the introduction of accounting standard to mandate
reporting on sustainability reporting. There is no accounting standard that addresses holistically,
sustainability issues as captured under sustainability reporting. However, IAS 37

Number of responses

Percentage

Agree
Strongly agree

276
91

55
18

Don't Know
Disagree

0
100

0
20

Strongly disagree
Strongly disagree

35
860

7
100

Accounting standard on sustainability reporting
should be introduced
500
400
300
200
100
0

60
40
20
0
Agree

Strongly agree Don't Know

Number

Disagree

Strongly
disagree

Percentage

Source: Author s compilation

Here 73% of the respondents agree that accounting standards should be introduced to mandate the
reporting of social and environmental impact of corporate operations. This corroborates their
response on FRC mandating sustainability reporting and re-enforces their consistency in supporting
mandatory sustainability reporting. Once more this positive disposition to mandatory sustainability
reporting exposes the struggle at margin of emergent new practice moving from financial reporting to
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sustainability reporting. Are the accountants saying that sustainability reporting should be subsumed
in financial reporting? Presently IAS 1-Presentation of Financial Statements, sees sustainability
reporting to be outside the scope of IFRS especially in 'industries in which environmental factors are
significant and when employees are regarded as an important user group' (para 14). Thus it could be
that the accountants have not transformed a mentality rooted in financial reporting to that of
sustainability reporting, once more questioning their understanding of sustainability (see Okwuosa,
2019).
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Appendix 1 - Survey Questionnaire
SA - Strongly Agree; A – Agree; DK - Don't know; D – Disagree; SD - Strongly Disagree
Testing understanding of sustainability
(1) Accountants should be involved in formulating social and environmental
sustainability policies of their companies.

SA

A

DK

D

SD

(2) Accountants as auditors should carry out audit and assurance of social and
environmental sustainability information of companies in Nigeria
(3) Accountants should be involved in the assessment of social and
environmental impact of capital projects of their companies
(4) As accountants we should advise and report on the cost of social and
environmental impact of company s operation.
(5) As it is difficult to quantify social and environmental sustainability issues,
accounting and accountants should not be involved in such reporting
(6). As accountants we should provide stakeholders with sustainability
information to enable them to hold the corporations socially and
environmentally accountable.
(7) The Financial Reporting Council should make sustainability reporting
mandatory for listed companies in Nigeria.
(8) Accounting standards should be introduced to mandate the reporting of
the social and environmental impact of corporate operations
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Abstract
The performance of the manufacturing sector in Nigeria in recent times has been unsatisfactory. There
have thus been calls for research into strategies that can revamp the performance of companies
operating in the sector. Since customer accounting has been put forward as a strategically oriented
management accounting technique linked with competitive advantage, this study investigated
whether or not the use of Customer Accounting Technique (CAT) can create and sustain competitive
advantage in the medium- to long- term in the Nigerian manufacturing sector. Data obtained from the
annual reports of fifty-six (56) manufacturing companies quoted on the mainboard of the Nigerian
Stock Exchange (NSE) covering a 10-year period (2008-2017) were analyzed using descriptive
statistics and independent sample t-test. It was discovered that the most popular form of customer
accounting practice among companies is the tracking of revenue, cost & profit per customer.
Whereas the frequency of high-users of CAT was less than those of low- users, the usage rate of CAT
was noted to be generally average. It appears the intense usage of CAT can create and sustain
competitive advantage in the dimensions of profitability, market share and customer patronage.
However, the study found no evidence to support the supposition that the deployment of CAT can
sustain shareholders' value creation. Following empirical finding from this study that customer
accounting is a source of sustainable competitive advantage, organisations seeking strategies to
improve their competitiveness may consider the extensive application of CAT to gain and sustain
competitive advantage, especially in the enhancement of profitability, market share and customer
patronage.
Keywords: competitive advantage; customer accounting; market orientation; strategic management
accounting; sustainable competitive advantage
JEL Classification: M4
Introduction
The modern business environment is characterised by a highly competitive market; diversity of
products, processes and customers; and significant overhead costs which are not easily assignable to
individual products. Pre-1970s in manufacturing concerns globe-wide, there was little overseas
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competition (Amey & Egginton, 1973); inefficiencies in business processes were borne by customers
as the entire cost of production (including cost of abnormal wastages) were passed on to customers. In
recent times, there is massive international competition. Customers are now more
discerning—sophisticated customers demand require continual product redesign and quick time-tomarket. As product lifecycles have dramatically reduced, companies are moving away from producing
standardised products towards providing customised products through diverse product-bouquet or
(product-offerings) in a move to assuage customers' quest for innovative products and services. These
developments connote that customer management is now a critical success factor. Since
management accounting involves the application of accounting expertise in the analysis of accounting
information to assist management (Meshack, 2011; Chartered Institute of Management Accountants,
CIMA, 2013; Kaplan, 2013; Oyewo, Ajibolade & Obazee, 2019), management accountants must
integrate financial and non-financial information to support management in the endeavour of
monitoring customers.
The need to monitor non-financial dimensions of corporate performance, such as customer
satisfaction, is noised by the debate surrounding the limitations of financial performance measures,
and the ensuing widespread of multi-perspective strategic performance measures (Ajibolade &
Oyewo, 2017). The customer perspective is one of the well-acknowledged dimensions of non-financial
performance, and the practice of gauging competitive advantage by monitoring customer patronageis
beginning to make inroads into accounting, management and marketing. Customer accounting refers
to the practice of appraising profits, sales or present value of earnings relating to a customer or a group
of customers (Guilding & McManus, 2002 cited in Holm, Kumar & Plenborg, 2016). Customer
accounting has, therefore, been recurrently included in the gamut of innovative management
accounting techniques labelled “strategic management accounting” practice. Meanwhile, strategic
management accounting (SMA) is a collection of externally oriented and strategy-driven management
accounting techniques that could enhance organizational competitiveness (Ashfaq, Younas, Usman &
Hanif, 2014; Oyewo & Ajibolade, 2019).
Customer Accounting techniques (CAT) are considered to be strategy-related, because a key aspect
of strategy is customer satisfaction (Balogun, & Hope-Hailey, 2016; Johnson, Whittington, Scholes,
Angwin & Regnér, 2017).Organisations that will remain relevant in the modern business environment
must have a strong market orientation by being abreast of customers sentiments, with a view to
keeping customers satisfied. Whereas customer accounting is underpinned by market orientation,
surprisingly, the concept of market orientation has received little recognition in management
accounting literature until recently when some researchers started investigating it as a contingent
variable affecting management accounting practice (for example, Cravens & Guilding, 2001; Guilding
& McManus, 2002; Cadez & Guilding, 2008; Al-Mawali, 2015). Cadez & Guilding, (2008) decry that
while marketing academics have afforded this construct much attention, accounting researchers do
not attach much importance to it, and sparingly research the variable. Therefore, studies on
management accounting innovation cannot afford to ignore the concept of market orientation because
one of the recurring characteristics of modern management accounting systems is a focus on
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customers; not unexpected, therefore, customer accounting has been included among the panoply of
SMA techniques.
The manufacturing sector in many climes plays an important role in economic development. However,
while in the past, the manufacturing sector in Nigeria has made some contributions to economic
development, its recent performance has been unsatisfactory (National Bureau of Statistics, 2016;
Okon, 2019). Made-in-Nigeria goods have not been able to compete favourably with products from
other nations. There have thus been calls for research into strategies that can be successfully utilised
to revamp the Nigerian manufacturing sector and make the sector more competitive (Ku, Mustapha &
Goh, 2010). Literature suggests that the usage of SMA techniques such as customer accounting can
create competitive advantage (Ryals, 2005; Kumar & Shah, 2009; Holm et al., 2016). This argument is
hinged on the consideration that companies with strong market orientation will attach great importance
to market-orientated information (Slater & Narver, 1994), and because highly market-oriented
organisations have a very strong external focus (Kotler, 1977), a positive association between market
orientation, usage of customer-focused SMA techniques and competitive advantage may be
envisaged.
Since customer accounting (as a SMA practice) has been put forward as a strategically-oriented
management accounting technique linked with competitive advantage (CIMA 2013), its deployment
could improve the competitiveness of manufacturing companies in Nigeria at both the local and
international scenes. However, empirical evidence on this proposition is still lacking, as the link
between customer accounting and competitive advantage in the long-run (sustainable competitive
advantage) is yet to be rigorously explored. The motivation to undertake this research stems from
these aforementioned developments. This study therefore investigated the usefulness of CAT in
gaining and sustaining competitive advantage, with a focus on quoted manufacturing companies in
Nigeria. The objectives of the study are to; (i) assess the forms of customer accounting practice;(ii)
determine the usage rate of CAT; (iii) assess the impact of usage of CAT on competitive advantage in
the medium- to long- term (i.e. sustainable competitive advantage)in terms of profitability, shareholder
value creation, market share, and customer patronage.
Data obtained from the annual reports of fifty-six (56) publicly quoted companies covering a 10-year
period (2008-2017) were analysed using descriptive statistics and independent sample t-test. It was
discovered that the most popular form of customer accounting practice among companies in Nigeria is
the tracking of revenue, cost & profit per customer. While the frequency of high- users of CAT was less
than those of low- users, the usage rate of CAT was noted to be generally average. It appears the
intense usage of CAT can create and sustain competitive advantage in the dimensions of profitability
and market share. However, the study found no evidence to support the supposition that the
deployment of CAT can sustain shareholders' value creation. Following empirical findings that
customer accounting system is a source of competitive advantage, organisations seeking strategies to
improve their competitiveness may consider the extensive application of CAT to gain and sustain
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competitive advantage especially in the dimensions of profitability, market share and customer
patronage.
The remaining part of the paper is organised into four Sections (2-5). Section 2 focused on literature
review. After expounding on the methodology adopted for the study in Section 3, results &
discussions are covered in Section 4. The paper is concluded in section 5.
Literature Review
Customer Accounting as a Strategic Management Accounting Practice
Customer accounting belongs to the group of innovative management accounting techniques called
SMA. The emergence of SMA techniques has been diverse, contradictory and iterative as the
techniques have witnessed continuous addition and updating (Cinquini & Tenucci, 2007; Noordin,
Zainuddin & Tayles, 2009). However, a widely applied taxonomy for grouping SMA techniques was
developed by Cadez and Guilding (2008). By deriving sixteen (16) SMA techniques from prior studies,
Cadez and Guilding (2008) refine the classification of the techniques into five broad groups of (i)
costing; (ii) planning, control and performance measurement; (iii) strategic decision-making; (iv)
competitor accounting; and (v) customer accounting. They argue that the first three groups align with
the underlying theme of management accounting (costing, planning, control, performance
management and decision-making), while the remaining two (competitor accounting and customer
accounting) fall outside the purview of conventional management accounting but within the realm of
SMA.
Table 1 reveals this study's conceptualisation of SMA techniques as adapted from prior studies. This is
made up of 16 techniques from Cadez & Guilding's (2008) list, with the addition of three (3) techniques
(ABC, ABM and Environmental Management Accounting in asterisks) based on the review of literature,
making a total of nineteen (19) techniques.
Table 1: Customer Accounting as an Element of SMA Practice

Category

Costing

1

Technique
Attribute costing

2

Life cycle costing

3

Quality costing

Description
The costing of specific product attributes that appeal to
customers such as operating performance variables;
reliability, warranty arrangements, and after sales service
The appraisal of costs based on the length of stages of a
product s life including design, introduction, growth,
maturity, decline and eventually abandonment
Prioritising quality by identification and control of the costs
associated with the creation, identification, repair and
prevention of defects
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4

Target costing

5

Value-chain costing

6

Activity based
costing*

7

Activity based
management*
Benchmarking

1
2
Planning,
control and
performance
measurement 3

2

Integrated
performance
measurement
Environmental
Management
Accounting*
Strategic costing
(strategic cost
management)
Strategic pricing

3

Brand valuation

1

Competitor cost
assessment
Competitive position
monitoring

1
Strategic
decision
making

Competitor
Accounting

2

A method used during product and process design that
involves estimating a cost calculated by subtracting a
desired profit margin from an estimated (or market-based)
price. The product is then designed to meet that cost
An activity-based approach where costs are allocated to
activities required to design, procure, produce, market,
distribute, and service a product or service
A two-stage procedure used to assign overhead costs to
products. In the first stage, significant activities are
identified, and overhead costs are assigned to activity cost
pools in accordance with the way the resources are
consumed by the activities. In the second stage, overhead
costs are allocated from each activity cost pool to each
product line in proportion to the amount of the cost driver
consumed by the product line
The use of information provided by an activity cost analysis
(ABC) to improve organisational profitability
The comparison of internal processes to an ideal standard.
A measurement system which focuses typically on
acquiring performance knowledge based on customer
requirements and may encompass nonfinancial measures
The practice of tracking, tracing and treatment of costs,
earnings and savings incurred in relation to the company s
environmental-related activities
The use of cost data based on strategic and marketing
information to develop and identify superior strategies that
will produce a sustainable competitive advantage
The analysis of strategic factors, such as competitor price
reaction, elasticity, market growth, and economies of scale,
in the pricing decision process
The financial valuation of a brand through the assessment
of brand strength factors such as: leadership, stability,
market, internationality, and trend, combined with historical
brand profits
The provision of regularly scheduled updated estimates of
a competitor s unit cost
The analysis of competitor positions within the industry by
assessing and monitoring trends in competitor sales,
market share, volume, unit costs, and return on sales
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3

Customer
Accounting

1

Competitor
performance
appraisal
Customer profitability
analysis

2

Lifetime customer
profitability analysis

3

Valuation of
customers as assets

The numerical analysis of a competitor s published
statements as a part of an assessment of a competitor s
key sources of competitive advantage
Calculating profit earned from a specific customer based
on costs and sales that can be traced to a particular
customer
Extending the time horizon for customer profitability
analysis to include future years. The practice focuses on all
anticipated future revenue streams and costs involved in
servicing a particular customer
A technique that involves the calculation of the value of
customers to the company. This may involve computing the
present value of all future profit streams attributable to a
particular customer

Source: Authors' Compilation (2019)
As enumerated in Table 1, CAT is one of the five broad categories of SMA practice. The three CAT
usually covered in literature are Customer Profitability Analysis (CPA), Lifetime Customer Profitability
Analysis, and Valuation of Customers as Assets (Kaplan & Cooper, 1998;Guilding & McManus,
2002; Holm et al., 2016).Customer [profitability] analysis relates revenues and costs to customers or to
groups of customers to assess the relative profitability of providing goods or rendering services to
customers. CPA involves calculating profit earned from a specific customer. The profit calculation is
based on costs and sales that can be traced to a particular customer. This technique is, sometimes,
referred to as customer account profitability (Cadez & Guilding, 2008).
Lifetime Customer Profitability Analysis involves extending the time horizon for customer profitability
analysis to include future years. The practice focuses on all anticipated future revenue streams and
costs involved in servicing a particular customer. Valuation of Customers as Assets involves the
calculation of the value of customers to the company. For example, this could be undertaken by
computing the present value of all future profit streams attributable to a particular customer (Cadez &
Guilding, 2008).
The Usage of Customer Accounting as a Source of Competitive Advantage
The long-term orientation and the future outlook characterising SMA, including CAT, suggest that its
application should enable organisations to both create and sustain competitive advantage (see Ryals,
2005; Kumar & Shah, 2009; Holm et al., 2016). Competitive Advantage, in the context of this study,
refers to superior performance of an organisation over other organisations operating in the same
industry. Studies have linked competitive advantage to organisational performance (see Porter &
Millar, 1985; Barney, 2002; Kushwaha, 2011; Njuki, Okoth, Mutua & Mwangómbe, 2013).
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Customer accounting may enhance the competitiveness of commercial enterprises because it
considers the profits generated by customers and allows the organisation to focus its efforts on those
customers who promise the highest profit (BPP, 2008). The profiling of customers to determine their
relative length of patronage and profitability levels could be a competitive strategy to improve business
performance. When a commercial enterprise identifies highly profitable customers through customer
accounting systems, strategies can be implemented to retain their patronage in the long-term; such
strategies may not have been formulated in the first place if the organisation had no prior knowledge on
customer profitability. Likewise, identifying unprofitable and less profitable customers could also
inform business strategy—the firm can embark on strategic initiatives that will turn such customers to
highly profitable ones. Overall, the application CAT as a SMA technique is needed to classify
customers into their level of commitment, profitability, and duration of patronage (short- or long- term),
which informs marketing strategy. With these thoughts in mind, organisations implementing CAT may
have more insights about customers' behaviour and could leverage on this knowledge to implement
business plans that place them ahead of competitors. Given that an organisation is able to improve
sales/ elevate customer patronage because of deploying CAT, this should translate into enlarged
market share, improved profitability and enhanced shareholders' value creation and sustenance.
Thus, the application of CAT as a management accounting innovation may bring about competitive
advantage in terms of market share, profitability and shareholders' value creation (see International
Federation of Accountants, IFAC, 1998; Roslender & Hart, 2002; Oboh & Ajibolade, 2017).
Usage of CAT was measured through a scale developed by the researchers, bearing in mind the
aspects of SMA techniques that may be disclosed through annual reports. Unlike other categories of
SMA practice (costing; planning, control & performance measurement; and strategic decision-making
techniques) that are seldom disclosed in company documents available in the public domain, annual
reports typically contain assertions on Customers'/Distributors' activities. Thus, the study focused on
evaluating customer-based SMA techniques divulged in annual reports of study companies.
Three (3) measures of customer accounting were developed: (i) disclosure on tracking of turnover,
cost, and profitability per customer; (ii) naming of major customers/ key accounts/ main distributors; (iii)
discussion on activities of distributors in reaching customers or enhancing sales operations [this is
premised on the philosophy that organisations could deploy superior distribution network and retail
capabilities to increase customer engagement].The checklist was validated by three experts (a senior
Academic specialising in Management Accounting and two well-experienced Management Consulting
experts who are both ICAN (The Institute of chartered Accountants of Nigeria) and CIMA (Chartered
Institute of Management Accountants, UK) qualified. The feedbacks obtained from the critiquing were
used to sharpen the measurement instrument.
The annual reports of companies were content-analysed for disclosure in respect of these items and
scored accordingly using the checklist. If disclosure was made in respect of an item, it is scored '1', and
no disclosure is assigned '0'. In essence, the maximum score obtainable on the usage of CAT is 3.0.
The use of the annual reports as a source of gauging the adoption of SMA was informed by the
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consideration that such reports are mainstream in communicating financial and non-financial
information to stakeholders. As annual reports are used to communicate governance issues of an
entity, internal matters including the use of modern management accounting techniques are expected
to flow into such documents (Ajibolade & Oyewo, 2017; Oyewo & Ajibolade, 2019). The aspects of the
annual report containing information on customer accounting practice were: Company profile,
Chairman Statement, Managing Director's or Chief Executive Officer's Report, Report of the Directors,
Chief Finance Officer's review, and Standalone reports on activities of Strategic Business Units
(SBUs). To ensure an extensive review and wide coverage of management accounting practice, the
annual reports for the 10-year period was examined for each firm. The company's website was also
visited to assess disclosure in respect of the research subject matter. Prior studies have used a similar
approach of content-analysing annual reports to assess management accounting practice of
companies (see Ajibolade & Oyewo, 2017).
Advantage of Sustainable Competitive
Sustainable competitive advantage, in the context of this study, refers to the ability of an organisation to
consistently improve and maintain an above-sector-average performance in the medium- to longterm. Four dimensions of competitive advantage were investigated, including;
(a) Profitability (measured by Return on total Assets, ROA computed as Operating Profit (PBIT)
relative to Total Assets (at the year-end);
(b) Shareholders' Value (Measured with Tobin's Q, calculated as Total Market Value of a firm relative
to Total Asset (at the year-end);
(c) Market share (MKT SHR) computed as Company's Turnover in a period divided by Total
Turnover in the Sector for the period multiplied by 100.
(d) Customer Patronage was measured using Company's Turnover (at the year-end).
Theoretical Framework
This study adopted Rogers' (2003) diffusion of innovation theory as theoretical framework. The theory
was selected based on its appropriateness and interrelatedness in explaining the application of CAT as
a management accounting innovation. As invoked in this study, the diffusion of innovation theory
elucidates the factors affecting the adoption of customer accounting practice. CAT as a SMA practice
could be considered as an innovation to the extent that it is different from TMA techniques. For this
reason, Rogers' (2003) diffusion of innovation theory is relevant to the SMA adoption subject. Though
contextually developed to explain technology diffusion and adoption, the diffusion of innovation theory
has made inroads to other disciplines such as accounting, political science, public health,
communications, history, economics and education (Medlin, 2001; Sahin, 2006).
Rogers (1983, 2003) postulates that the characteristics of innovations, as perceived by individuals
anorganisations, help to explain their different rate of adoption. Rate of adoption is the relative speed
with which an innovation is adopted by members of a social system. These qualities also determine the
likelihood of the adoption of an innovation. Rogers (2003) identifies five predictors namely: (i) relative
advantage, (ii) compatibility, (iii) complexity, (iv) trialability, and (v) observability.
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(I)

Relative advantage, to Rogers (2003, p. 229) is “the degree to which an innovation is perceived
as being better than the idea it supersedes”. An innovation is adopted if it is considered more
advantageous than an existing practice.

(ii)

Compatibility is “the degree to which an innovation is perceived as being consistent with the
existing values, past experiences, and needs of potential adopters.” (Rogers, 1983, p. 15). An
idea that is not compatible with the values of an individual, organisation or social system will face
a low adoption level in comparison to a practice that is compatible.

(iii)

Complexity is the extent to which an innovation is perceived as being difficult to comprehend and
apply. The complexity of an innovation, as perceived by members of a social system, is
negatively related to its rate of adoption (Rogers, 1983, 2003).

(iv)

Trialability: Rogers (2003, p.16) refers to trialability as “the degree to which an innovation may be
experimented with on a limited basis”. New ideas that can be tried on the instalment plan will
generally be adopted more quickly than innovations that are not divisible.

(v)

Observability is the degree to which the results (output or benefits) of an innovation-adoption is
visible to others. The easier it is for individuals to see the results of an innovation, the more likely
they are to adopt (Rogers, 1983).

The contextualisation of the Rogers' (2003) theory to this study implies that CAT as a SMA practice is
preferred over traditional management accounting system (which reports profitability on a product-byproduct basis) because of its relative advantage in both creating and sustaining organisational
competitiveness (Yazdifar & Askarany, 2010; Gholami, 2011; Pavlatos, 2011; Kraaijenbrink &
Spender, 2011; Abdullah & Said, 2015; Oyewo & Ajibolade, 2019).
Review of Empirical Studies
Research on management accounting practice and management control system as an innovation
abound (for example, Bisbe & Malagueño, 2009; Lu & Chen, 2010; Chiekezie, Egbunike, & Odum,
2014; Frezatti, Bido, Cruz & Machado, 2015). Chiekezie et al. (2014) invoked the diffusion of
innovation theory to classify manufacturing firms using SMA techniques into adopters, partial-adopters
and non-adopters, reporting that there is difference in performance among the three groups. They
stated that adoption of SMA is influenced by perception of the usefulness of the innovation—firms
perceiving it as very useful will fully adopt, while others considering it less useful will partially adopt or
may not adopt it at all.
In spite of the perceived superiority of SMA over traditional management accounting (TMA), SMA still
witnesses low adoption rate in comparison to TMA (see Pavlatos & Paggios, 2009; Fowzia, 2011; ElDeeb, 2012; Abogun & Abomide, 2013; Pitcher, 2015; Agu, Nweze & Enekwe, 2016). Fowzia (2011)
observed that the adoption level of customer accounting in Bangladesh firms is low adoption. Pitcher
(2015) noted, from the interview of 68 senior finance personnel across a range of sectors in the UK,
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that key techniques used in strategy formulation include benchmarking, customer profitability analysis
(at contribution margin level) and investment appraisal. However, usage rate of such techniques was
noted to be low. El-Deeb (2012) unearths that SMA has not been used commonly in Egyptian
healthcare industry except on a very narrow scale.
Literature reveals that there are still doubts on the essence of SMA, as little is known on the value its
application adds to the organisation. In spite of the documented benefits of SMA usage, empirical
evidence on its impact on organisational competitiveness is lacking. Studies on the benefits of SMA
usage report mixed outcomes. While some scholars report a significant, positive association between
SMA usage and perceived benefits (for example, Adler, Everett & Waldron, 2000; Sulaimanet al.;
Abdullah & Said, 2015; Oyewo & Ajibolade, 2019), others report low benefits (see Hyvonen, 2005;
Angelakis, Theriou & Floropoulos, 2010; Yap et al., 2013). Abdullah & Said (2015) lament that most of
the empirical studies on SMA have concentrated on the nexus between adoption of some specific SMA
techniques and firm performance, but limited studies have related SMA adoption to value-creation.
Whilst studies by Sulaiman, Ahmad & Alwi (2004) found that management accounting practices help
to create value, Mevellec & Lebas (2010) cited in Abdullah & Said (2015) contended that whereas
many medium-sized firms are doing well with minimal application or no application of management
accounting techniques in some instances, large-sized firms have been shown to respond slowly to
implementing management accounting tools which result to underperformance of firms—the use of
SMA may not deliver sustainable competitive advantage as anticipated. However some studies have
shown that Customer-based SMA techniques can create considerable value by providing more
relevant information that are required for the success of modern day organisations (Guilding, Cravens
& Tayles, 2000; Aboramadan & Borgonovi, 2016; Ojua, 2017). After analysing data obtained from
105 senior staff across various industry sectors in Nigeria, Agu, et al. (2016) submitted that application
of SMA would provide managers the information they need for assessing customers behaviour, and
product pricing; and that SMA would enable managers to strategically position their products in the
market.
The state of research on SMA in Nigeria still leaves much to be desired as the subject is yet to be
rigorously investigated. Although some investigations have been conducted on sophisticated
management accounting techniques, studies on TMA still dominate the management accounting
literature, and paucity of study on SMA in Nigeria has been documented by scholars (Etim & Agara,
2011; Akenbor & Okoye, 2012; Abogun & Abomide, 2013; Oboh & Ajibolade, 2017). Acknowledging
that some efforts have been made to unearth issues in SMA, little is known on the extent to which the
application of customer accounting as a SMA practice could create and sustain competitive advantage
in the Nigerian context.
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Methodology
Population and Sample Selection
The population of the study is comprised of manufacturing companies listed on the main board (firsttier security market) of the Nigerian Stock Exchange (NSE). A sampling frame of all companies
engaging in manufacturing activities was constructed based on the categories of industry sector
provided by the NSE. Using this criterion, as at December 2017, seven industry sectors emerged in the
categories of Agriculture (4), Consumer Goods (21), Healthcare (8), Industrial Goods (17),
Conglomerate (5), Natural Resources (4), and Information & Communications Technology (3)
making a total of 62 firms.
On the list, four firms have discontinued operations, one firm merged with another, and another firm is
no longer engaged in manufacturing activities but trading business. These six (6) firms were excluded
from the study, leaving a total of 56 firms in the categories of Agriculture (4), Consumer Goods (18),
Healthcare (7), Industrial Goods (16), Conglomerate (5), Natural Resources (4), and Information &
Communications Technology (2). All the 56 remaining firms were selected. Thus, the study applied a
census survey. A census involves the inclusion of all elements of the population of a study in the sample
selection. Since one hundred percent response rate is unlikely, the use of census survey is justified in
this study to ensure the sample is large enough for statistical analysis.
Data-Collection Method
Data were collected from the annual reports of the fifty-six (56) study companies covering a 10yearperiod (2008 to 2017). Since the companies are publicly quoted, their audited published accounts
are widely circulated and are available in the public domain.
Method of Data Analysis
Statistical techniques applied to analyse data were descriptive statistics, and independent sample ttest.
Results And Discussion
Forms of Customer Accounting Practice
Result from the analysis of customer accounting practice of study companies are presented in Tables
4.1a and 4.2b.
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Table 4.1.1a: Forms of Customer Accounting Practice by Quoted Manufacturing Companies in
Nigeria

S/N
1
2
3
4
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
1
2
3
4
5
6
7

Companies
Agriculture
FTN COCOA PROCESS. PLC
LIVESTOCK FEEDS PLC.
OKOMU OIL PALM PLC.
PRESCO PLC.
Consumer Goods
7-UP BOTTLING PLC.
CADBURY NIGERIA PLC.
CHAMPION BREW. PLC.
DANGOTE FLOUR PLC
DANGOTE SUGAR PLC.
FLOUR MILLS NIG. PLC.
GUINNESS NIG PLC
HONEYWELL FLOUR PLC.
INTERN. BREW. PLC.
NORTH. NIG. FLOUR PLC.
NASCON ALLIED IND. PLC.
NESTLE NIGERIA PLC.
NIGERIAN BREW. PLC.
NIGERIAN ENAMEL. PLC.
PZ CUSSONS NIGERIA PLC.
UNILEVER NIGERIA PLC.
UNION DICON SALT PLC.
VITAFOAM NIG PLC.
Healthcare
FIDSON HEALTHCARE PLC.
GLAXO SMITH. NIG. PLC.
MAY & BAKER NIG. PLC.
MORISON IND. PLC.
NEIMETH PHARMA. PLC.
NIGERIA-GERMAN CHEMICALS
PLC.
PHARMA-DEKO PLC.
Industrial Goods

Tracking of
Revenue, Cost
& Profit per
customer

Naming of
Major
Customers/
Key Accounts

1
0
0
1

1
0
0
1

0
0
0
0

2
0
0
2

1
1
0
0
1
1
1
1
0
0
1
1
1
0
1
1
0
0

0
1
0
0
0
1
0
0
0
0
1
1
1
1
1
1
0
0

1
1
0
0
1
1
1
1
1
0
1
1
1
0
1
1
0
1

2
3
0
0
2
3
2
2
1
0
3
3
3
1
3
3
0
1

1
1
1
1
1

1
1
1
1
1

0
1
0
1
1

2
3
2
3
3

0
0

0
1

1
1

1
2
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1 AFRICAN PAINTS PLC.
2 AUSTIN LAZ & CO. PLC.
AVON CROWNCAPS &
3
CONTAINERS PLC.
4 BERGER PAINTS PLC.
5 BETA GLASS PLC.
6 CAP PLC.
CEMENT COMPANY OF
7
NORTH.NIG. PLC.
8 CUTIX PLC.
9 FIRST ALUMINIUM NIGERIA PLC.
10 GREIF NIGERIA PLC.
11 LAFARGE AFRICA PLC.
12 MEYER PLC.
PAINTS AND COATINGS
13
MANUFACTURES PLC.
PORTLAND PAINTS &
14
PRODUCTS NIGERIA PLC
15 PREMIER PAINTS PLC.
16 DANGOTE CEMENT PLC.
Conglomerate
1 A.G. LEVENTIS NIGERIA PLC.
2 JOHN HOLT PLC.
3 SCOA NIG. PLC.
TRANSNATIONAL CORP. OF
4
NIG. PLC
5 UACN PLC.
Natural Resources
ALUMINIUM EXTRUSION IND.
1
PLC.
2 B.O.C. GASES PLC.
MULTIVERSE MINING AND
3
EXPLORATION PLC.
4 THOMAS WYATT NIG. PLC.
Information & Communications
Technology
1 NCR (NIGERIA) PLC.
TRIPPLE GEE AND COMPANY
2
PLC.

0
0

0
0

0
0

0
0

1
1
1
1

1
1
0
1

1
1
0
1

3
3
1
3

0
1
1
0
1
0

0
1
1
0
1
0

0
0
0
0
1
0

0
2
2
0
3
0

1

1

0

2

1
0
1

1
0
1

0
0
1

2
0
3

0
1
0

0
1
0

0
1
1

0
3
1

1
1

1
1

1
1

3
3

1
1

1
1

0
0

2
2

0
0

0
1

0
0

0
1

0

0

1

1

0

0

0

0

Source: Authors' Computation based on Analysis of Annual reports (2019)
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Table 4.1.b: Distribution of Customer Accounting Techniques by Quoted Manufacturing Companies in
Nigeria

S/N
1
2
3

Customer Accounting Technique
Tracking of Revenue, Cost & Profit per customer
Naming of Major Customers/ Key Accounts
Activities of Distributors in reaching Customers

Number of
Companies using
the Technique
33
31
28

Number of
Companies
(%)
58.93%
55.36%
50.00%

From the result in Table 2b, 33 (58.93%) firms engage in tracking revenue, cost & profit per customer;
31 (55.36%) firms venture into the practice of naming of major customers/ key accounts, while 28 firms
(50.00%) disclose the activities of distributors in reaching customers. Based on this result, the most
popular form of customer accounting practice among Quoted Manufacturing Companies in Nigeria is
the tracking of Revenue, Cost & Profit per customer (research objective one). Meanwhile, while this is
the most rudimentary form of customer accounting, the usage rate of this technique is still average.
Other techniques such as (i) naming of key accounts and (ii) monitoring of activities of distributors in
reaching customers, requiring higher degree of sophisticating recorded lower usage rate in
comparison tracking customers' revenue, cost & profit. This suggests that, on the whole, customer
accounting is less popular among quoted manufacturing companies in Nigeria.
Usage Rate of Customer Accounting Techniques
Results from the analysis of the usage rate of CAT are presented in Tables 3a to 3c.
Table 4.2.1a: Usage Rate of Customer Accounting Techniques
Score
0

Frequency
15

Percent
26.8

Valid Percent
26.8

Cumulative Percent
26.8

1
2

8
15

14.3
26.8

14.3
26.8

41.1
67.9

3
Total

18
56

32.1
100.0

32.1
100.0

100.0

Table 4.2.1b: Usage Intensity of Customer Accounting Techniques
Intensity of CAT Usage

Frequency

Percent

Not intense

38

67.9

67.9

67.9

Intense

18

32.1

32.1

100.0

Total

56

100.0

100.0
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In Table 3a, 23 (41.1%) firms scored 0 to 1; 15 (26.8%) scored 2; while 18 (32.1%) scored 3. Firms were
reclassified into non-intense users (firms with score of 0-2) and intense users ((firms with score of 3)
based on their usage rate of CAT. As shown in Table 3b, 38 (67.9%) are non-intense users, while 18
(32.1%) are intense users.
Table 4.2.1c: Descriptive Statistics on the Usage Rate of Customer Accounting Techniques

Customer Accounting Score

Statistic
1.64

Mean
95% Confidence Interval
for Mean

Lower Bound
Upper Bound

Std Error
.160

1.32
1.96

5% Trimmed Mean
Median
Variance

1.66
2.00
1.434

Std. Deviation
Minimum
Maximum

1.197
0
3

Range
Interquartile Range
Skewness
Kurtosis

3
3
-.252
-1.475

.319
.628

In Table 3c, the Minimum value of CAT usage is 0, the maximum is 3, the Median is 2.00; the Standard
Deviation is 1.197 and the Mean (M) is 1.64. The negative skewness coefficient of -.252 indicates that
there are more data point concentrated to the left of the Mean (low usage rate). In essence, there are
more low users of CAT than high users. Box plot in appendix 1 presents a visual representation of the
distribution of the usage rate of CAT. There are more values at the lower part of the thick line (the thick
line represents the Median, which is also the 50th percentile) than at the upper part; this corroborates
the negative skewness earlier reported.
Table 4.2.1d: M-Estimators for CAT Usage Rate
Huber's MEstimatora
Customer Accounting
Score

Tukey's
Biweightb

1.76

1.70

Hampel's MEstimatorc
1.64

Andrews'
Wave d
1.70

a. The weighting constant is 1.339.
b. The weighting constant is 4.685.
c. The weighting constants are 1.700, 3.400, and 8.500
d. The weighting constant is 1.340*pi.
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The various M-Estimators, used to explore the Mean of the population, range from 1.64 to 1.76 (Table
3d). This is consistent with the Mean of 1.64 (Table 3b), which is an equivalent of 54.3% on the 3-point
measurement scale. Based on the results in Tables 3a to 3d, it is concluded that the usage rate of
customer-based accounting practice by manufacturing companies in Nigeria is average (research
objective two). The result also corroborates the earlier submission that customer accounting is less
popular among quoted manufacturing companies in Nigeria.
Impact of Usage of Customer Accounting on Sustainable Competitive Advantage
Impact of Usage of Customer Accounting on Sustainable Competitive Advantage in Terms of
Profitability
Results from the comparison of profitability between (i) Intense and Non-Intense Users of CAT (Table
4a) and; (ii) Intense Users of CAT and Sector average (Table 4b), using independent sample t-test, are
as presented.
Table 4.3a: Comparison of Profitability between Intense and Non-Intense Users of Customer
Accounting Techniques
ROA 2017
ROA 2016
ROA 2015
ROA 2014
ROA 2013
ROA 2012
ROA 2011
ROA 2010
ROA 2009
ROA 2008

Group

N

Mean

Std. Deviation

p value (t-test)

Intense Users

18

11.8540

13.24459

.221

Non-Intense Users
Intense Users
Non-Intense Users
Intense Users
Non-Intense Users
Intense Users
Non-Intense Users
Intense Users
Non-Intense Users
Intense Users
Non-Intense Users
Intense Users
Non-Intense Users
Intense Users
Non-Intense Users
Intense Users
Non-Intense Users
Intense Users

38
17
36
18
36
18
36
18
37
18
37
17
31
15
25
16
24
15

7.5545
9.5516
6.1452
12.7619
466.1513
14.1923
8.1386
17.3180
7.4890
16.4874
7.7423
16.0448
8.5182
18.5142
8.8204
17.1007
9.5216
16.7769

8.67401
10.55922
6.79484
15.86383
2753.35453
16.62517
5.45595
14.67926
5.40172
13.56535
7.52036
11.26237
8.95694
13.23377
8.81739
12.36187
8.52531
11.14118

Non-Intense Users

22

11.5111

11.46861

.236
.330
.149
.013**
.018**
.025**
.020**
.043**
.173

** p value significant at 5%
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From the result in Table 4a, intense users of CAT consistently recorded higher mean score of ROA than
non-intense users over the period (except in year 2015). The p values from t-test establish that the
difference in the Mean score was statistically significant for the years 2009-2013. This implies that
there is significant difference in profitability of intense and non-intense users of CAT.
Table 4.3b: Comparison of Profitability Between Intense Users of Customer Accounting
Techniques and Sector Average

ROA 2017
ROA 2016
ROA 2015
ROA 2014
ROA 2013
ROA 2012
ROA 2011
ROA 2010
ROA 2009
ROA 2008

Group

N

Mean

Std Deviation

p value (t-test)

Intense Users

18

11.8540

13.24459

.402

Sector
Intense Users
Sector
Intense Users
Sector
Intense Users
Sector
Intense Users
Sector
Intense Users
Sector
Intense Users
Sector
Intense Users
Sector
Intense Users
Sector
Intense Users

56
17
53
18
54
18
54
18
55
18
55
17
48
15
40
16
40
15

8.9365
9.5516
7.2378
12.7619
315.0215
14.1923
10.1565
17.3180
10.7058
16.4874
10.6043
16.0448
11.1838
18.5142
12.4556
17.1007
12.5532
16.7769

10.43747
10.55922
8.24375
15.86383
2247.86969
16.62517
10.79865
14.67926
10.43806
13.56535
10.62002
11.26237
10.37409
13.23377
11.54561
12.36187
10.76003
11.14118

Sector

37
13.6459
* p value significant at 10%

.417
.328
.345
.090*
.106
.131
.132
.209
.371

11.48330

In Table 4b, intense users of CAT consistently recorded higher Mean score of ROA than Sector
average over the period (except in year 2015). However, there was statistically significant difference in
profitability in only year 2013. Overall, the results in Tables 4a and 4b lead to the conclusion that to a
reasonable extent, the intense usage of CAT can create and sustain competitive advantage in terms of
profitability (research objective three).
Impact of Usage of Customer Accounting on Sustainable Competitive Advantage in Terms of
Shareholders' Value Creation and Sustenance
Results from the comparison of shareholder value between (i) Intense and Non-Intense Users of CAT
(Table 5a) and; (ii) Intense Users of CAT and Sector average (Table 5b), using independent sample ttest, are as presented;
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Table 4.3.2a: Comparison of Shareholders' Value between Intense and Non-Intense Users of Customer
Accounting Techniques
Group

N

Mean

17

1.6378

2.15308

Non-Intense Users
Intense Users
Non-Intense Users
Intense Users
Non-Intense Users
Intense Users
Non-Intense Users
Intense Users
Non-Intense Users
Intense Users
Non-Intense Users
Intense Users
Non-Intense Users
Intense Users
Non-Intense Users
Intense Users
Non-Intense Users
Intense Users

36
17
36
17
36
17
36
17
37
17
37
17
32
15
28
15
23
15

1.9545
1.2092
1 5959
1.8007
49.8328
2.1386
2.0384
3.1558
1.8062
2.1127
1.1194
1.5443
1.1148
1.9137
1.3359
1.3903
1.3012
1.4549

7.12850
1.37608
5 90091
2.10057
286.84094
2.48206
6.71174
3.26893
4.61082
1.89509
2.01484
1.28189
2.54775
1.55100
2.61809
1.17439
2.26683
1.19803

Non-Intense Users

21

1.9735

2.77110

TOBIN Q 2017 Intense Users
TOBIN Q 2016
TOBIN Q 2015
TOBIN Q 2014
TOBIN Q 2013
TOBIN Q 2012
TOBIN Q 2011
TOBIN Q 2010
TOBIN Q 2009
TOBIN Q 2008

Std. Deviation p value (t-test)
.808
.711
.322
.937
.225
.089 *
.437
.369
.875
.451

* p value significant at 10%

In Table 5a, intense users of CAT recorded higher Mean score of Tobin's Q than non-intense users in
some years (2009 to 2014), while non-intense users witnessed higher Mean score of Tobin's Q than
intense users in other years (2008, 2015, 2016,2017). There was no significant difference in the Tobin's
Q value all through the period except in year 2012.
Table 4.3.2b: Comparison of Shareholders' Value Creation between Intense Users of Customer Accounting
Techniques and Sector Average

TOBIN Q 2017
TOBIN Q 2016
TOBIN Q 2015

Group

N

Mean

Std. Deviation

p value (t-test)

Intense Users

17

1.6378

2.15308

.826

Sector
Intense Users
Sector
Intense Users
Sector

53
17
53
17
53

1.8529
1.2092
1.4718
1.8007
34.4262

5.97088
1.37608
4.90437
2.10057
236.41681
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TOBIN Q 2014
TOBIN Q 2013
TOBIN Q 2012
TOBIN Q 2011
TOBIN Q 2010
TOBIN Q 2009
TOBIN Q 2008

Intense Users
Sector
Intense Users
Sector
Intense Users
Sector
Intense Users
Sector
Intense Users
Sector
Intense Users
Sector
Intense Users

17
53
17
54
17
54
17
49
15
43
15
38
15

2.1386
2.0706
3.1558
2.2311
2.1127
1.4321
1.5443
1.2638
1.9137
1.5374
1.3903
1.3364
1.4549

2.48206
5.67610
3.26893
4.25050
1.89509
2.01457
1.28189
2.18690
1.55100
2.29911
1.17439
1.89186
1.19803

Sector

36

1.7574

2.24262

.945
.353
.214
.528
.484
.901
.536

While intense users of CAT witnessed above-sector-average Tobin's Q in some years (2009 to 2014),
their performance was below average in some other years (2008, 2015, 2016,2017) [Table 5b] . There
was no significant difference in the Tobin's Q value all through the 10-year period between intense
users and Sector average. In summary, results in Tables 5a and 5b establish that the usage of CAT may
not sustain competitive advantage in terms of shareholder value creation and maintenance (research
objective three).
Impact of Usage of Customer Accounting on Sustainable Competitive Advantage in Terms of
Market Share
Results from the comparison of Market Share between (i) Intense and Non-Intense Users of CAT
(Table 6a) and; (ii) Intense Users of CAT and Sector average (Table 6b), using independent sample ttest, are as presented;
Table 4.4.1a: Comparison of Market Share between Intense and Non-Intense Users of Customer Accounting
Techniques
MKT SHR 2017
MKT SHR 2016
MKT SHR 2015
MKT SHR 2014

Group

N

Mean

Std. Deviation

p value (t-test)

Intense Users

17

4.459835

6.4435340

.029 **

Non-Intense Users
Intense Users
Non-Intense Users
Intense Users
Non-Intense Users
Intense Users
Non-Intense Users

35
17
35
18
35
18
35

690937
4.374404
.732432
4.236405
.678420
4.231336
.681027

1 3126582
6.1695802
1.3852570
5.8181303
1.1791807
5.5660243
1.1564652
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MKT SHR 2013
MKT SHR 2012
MKT SHR 2011
MKT SHR 2010
MKT SHR 2009
MKT SHR 2008

Intense Users
Non-Intense Users
Intense Users
Non-Intense Users
Intense Users
Non-Intense Users
Intense Users
Non-Intense Users
Intense Users
Non-Intense Users
Intense Users

18
36
18
37
18
35
16
30
17
25
17

4.198697
.678429
3.983783
.764646
3.826185
.840784
4.362341
1.006751
4.107275
1.207053
3.918720

5.5785274
1.2654426
5.2569892
1.4566380
4.9804057
1.7064015
5.2926042
1.9500141
5.0177737
1.9766947
4.3997099

Non-Intense Users

24

1.390907

2.2457424

.017 **
.020 **
.023 **
.025 **
.035 **
.041 **

** p value significant at 5% * p value significant at 10%
Table 4.4.2: Comparison of Market Share between Intense Users of Customer Accounting
Techniques and Sector Average

MKT SHR 2017
MKT SHR 2016
MKT SHR 2015
MKT SHR 2014
MKT SHR 2013
MKT SHR 2012
MKT SHR 2011
MKT SHR 2010
MKT SHR 2009
MKT SHR 2008

Group

N

Mean

Intense Users

17

4.459835

6.4435340

Sector
Intense Users
Sector
Intense Users
Sector
Intense Users
Sector
Intense Users
Sector
Intense Users
Sector
Intense Users
Sector
Intense Users
Sector
Intense Users
Sector
Intense Users

52
17
52
18
53
18
53
18
54
18
55
18
53
16
46
17
42
17

1.923077
4.374404
1.923077
4.236405
1.886792
4.231336
1.886792
4.198697
1.851852
3.983783
1.818182
3.826185
1.854694
4.362341
2.173913
4.107275
2.380952
3.918720

4.1666836
6.1695802
4.0245171
5.8181303
3.8561009
5.5660243
3.7261343
5.5785274
3.7209098
5.2569892
3.5268286
4.9804057
3.4713646
5.2926042
3.7945706
5.0177737
3.7667958
4.3997099

Sector

41

2.439024

3.4975101

** p value significant at 5%
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.180
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The intense users of CAT consistently recorded higher Mean score of market share (MKT SHR) than
non-intense users over the 10-year period, and the difference is statistically significant (Table 6a).
Further, intense users of customer accounting witnessed above-sector-average market share all
through the period; the extent of difference is also statistically significant for most of the years (20102017) [Table 6b].
To explore the extent to which the deployment of customer accounting affects market share, the
performance of non-intense users of CAT was compared with Sector average. Result of the analysis is
reported in Table 6c.
Table 4.4.3: Comparison of Market Share between Non-Intense Users of Customer Accounting Techniques
and Sector Average

MKT SHR 2017
MKT SHR 2016
MKT SHR 2015
MKT SHR 2014
MKT SHR 2013
MKT SHR 2012
MKT SHR 2011
MKT SHR 2010
MKT SHR 2009
MKT SHR 2008

Group

N

Mean

Non-Intense Users

35

.690937

1.3126582

Sector
Non-Intense Users
Sector
Non-Intense Users
Sector
Non-Intense Users
Sector
Non-Intense Users
Sector
Non-Intense Users
Sector
Non-Intense Users
Sector
Non-Intense Users
Sector
Non-Intense Users
Sector
Non-Intense Users

52
35
52
35
53
35
53
36
54
37
55
35
53
30
46
25
42
24

1.923077
.732432
1.923077
.678420
1.886792
.681027
1.886792
.678429
1.851852
.764646
1.818182
.840784
1.854694
1.006751
2.173913
1.207053
2.380952
1.390907

4.1666836
1.3852570
4.0245171
1.1791807
3.8561009
1.1564652
3.7261343
1.2654426
3.7209098
1.4566380
3.5268286
1.7064015
3.4713646
1.9500141
3.7945706
1.9766947
3.7667958
2.2457424

Sector

41

2.439024

3.4975101

** p value significant at 5%

Std. Deviation t-test (p value)
.051*
.053*
.036 **
.031 **
.036 **
.051*
.073*
.083*
.100
.147

* p value significant at 10%

The non-intense users of CAT consistently recorded lower market share in comparison with industry
average all through the 10-year period, and the difference in performance is significant in eight (8) out
of the ten (10) years under investigation (i.e. 2010-2017). Based on the results reported in Tables 6a to
6c, it is concluded that, to a large extent, the use of customer accounting techniques can create and
sustain competitive advantage in terms of market share (research objective three).
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Impact of Usage of Customer Accounting on Sustainable Competitive Advantage in Terms of
Customer Patronage
Results from the comparison of Customer Patronage (Turnover) between (i) Intense and Non-Intense
Users of CAT (Table 7a) and; (ii) Intense Users of CAT and Sector average (Table 7b), using
independent sample t-test, are as presented.
Table 4.5.1: Comparison of Customer Patronage (Turnover) between Intense and Non-Intense Users
of Customer Accounting Techniques

TURNOVER
2017
TURNOVER
2016
TURNOVER
2015
TURNOVER
2014
TURNOVER
2013
TURNOVER
2012
TURNOVER
2011
TURNOVER
2010
TURNOVER
2009
TURNOVER
2008

Group

N

Mean

Std. Deviation

p value (t-test)

Intense

18

147121689166

221409546539

.029 **

not intense
Intense
not intense
Intense
not intense
Intense
not intense
Intense
not intense
Intense
not intense
Intense
not intense
Intense
not intense
Intense
not intense
Intense

38
17
36
18
36
18
36
18
37
18
38
18
36
16
31
17
26
17

22228205981
119484180235
19450226012
103462955444
16108372337
98897077944
15475193364
91421997111
14372800804
73394107537
13716527083
63093608777
13479365655
60050694062
13411588681
52477135000
14828916346
38189220176

44443359391
168518331720
37441762355
142092391117
28517984617
130092146026
26772361696
121466274826
27276555674
96850667588
26569290933
82126658324
27829689400
72856420781
26509251311
64110243750
24929386419
42876631130

not intense

25

13012655622

21595539897

.027 **
.019 **
.015 **
.016 **
.019 **
.022 **
.024 **
.032 **
.036 **

** p value significant at 5%
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Table 4.5.2: Comparison of Customer Patronage (Turnover) between Intense Users of Customer
Accounting Techniques and Sector Average
Group

N

Mean

Std. Deviation

TURNOVER 2017 Intense

18

147121689166

221409546539

Sector
TURNOVER 2016 Intense
Sector
TURNOVER 2015 Intense
Sector
TURNOVER 2014 Intense
Sector
TURNOVER 2013 Intense
Sector
TURNOVER 2012 Intense
Sector
TURNOVER 2011 Intense
Sector
TURNOVER 2010 Intense
Sector
TURNOVER 2009 Intense
Sector
TURNOVER 2008 Intense

56
17
53
18
54
18
54
18
55
18
56
18
54
16
47
17
43
17

62372539862
119484180235
51536588687
103462955444
45226566706
98897077944
43282488224
91421997111
39588901413
73394107537
32898606515
63093608777
30017446696
60050694062
29288730938
52477135000
29713095814
38189220176

141227291427
168518331720
109103952844
142092391117
93492884235
130092146026
86472215734
121466274826
80448959991
96850667588
64537559373
82126658324
56852586605
72856420781
51848116381
64110243750
47776330377
42876631130

Sector

42

23203169846

33865356669

p value (t-test)
.060*
.056*
.050*
.042*
.042*
.046*
.061*
.070*
.138
.160

* p value significant at 10%
The intense users of CAT consistently recorded higher Mean score of Turnover than non-intense users
over the 10-year period, and the difference is statistically significant (Table 7a). Further, intense users
of customer accounting witnessed above-sector-average Turnover in eight out of the ten years, and
the extent of difference is also statistically significant for almost all the years. Based on the results
reported in Tables 7a and 7b, it is concluded that, to a large extent, the use of customer accounting
techniques can create and sustain competitive advantage in terms of customer patronage (research
objective three).
Conclusion
This study investigated the use of CAT as a source of sustainable competitive advantage, with a focus
on the manufacturing sector in Nigeria. It was observed that the most popular form of customer
accounting practice among quoted manufacturing companies in Nigeria is the tracking of revenue, cost
& profit per customer (research objective one). Meanwhile, while this is the most rudimentary form of
customer accounting, the usage rate of this technique is still average. Other techniques such as (i)
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naming of key accounts and (ii) monitoring of activities of distributors in reaching customers, requiring
higher degree of sophisticating recorded lower usage rate in comparison tracking customers' revenue,
cost & profit. This suggests that, on the whole, customer accounting is less popular among quoted
manufacturing companies in Nigeria. It was also observed that the usage rate of customer-based
accounting techniques is average (research objective two). Furthermore, it was discovered that the
intense users of CAT recorded superior performance in terms of profitability, market share and
customer patronage (research objective three). This observation corroborates arguments in literature
that the deployment of SMA techniques can reinvigorate organizational performance (for example,
Adler, et al., 2000; Sulaimanet al.; Abdullah & Said, 2015), and also contributes to the discourse on the
relevance of customer accounting as a source of competitive advantage (Guildinget al., 2000;
Aboramadan & Borgonovi, 2016; Ojua, 2017). The result that intense usage of customer accounting
sustains competitive advantage also validates relative advantage as an innovation characteristic
affecting the diffusion of management accounting innovation as posited by Rogers' (2003) diffusion of
innovation theory. However, the study found no evidence to support the supposition that the
deployment of CAT can sustain shareholders' value creation. This study has contributed to knowledge
by providing empirical evidence on the essence of combining marketing data with accounting data to
improve the competitiveness of commercial organisations. It has also provided evidence on the
importance of market orientation in sustaining competitive advantage.
Seeing that the overall usage rate of SMA by the study companies was average, the inability of
manufacturing companies in Nigeria to favourably compete at the international market may not be
unconnected to the unappreciable level of customer accounting implementation, among other
challenges. Following empirical findings that customer accounting system is a source of competitive
advantage, organisations seeking strategies to improve their competitiveness may consider the
extensive application of CAT to gain and sustain competitive advantage especially in the dimensions of
profitability, market share and customer patronage. Low usage of customer accounting may be due to
the newness of the technique in the accounting literature and the technicalities involved in applying the
methods. To shore up the awareness level of CAT, it is recommended that the curricula of academic
and professional accounting programmes be revised to contain SMA themes. This will equip
accountants early enough with knowledge and help them integrate core accounting skills with
commercial awareness.
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Abstract
This study examined the effect of Human Capital Efficiency on profitability of listed oil and gas firms in
Nigeria covering a period from 2006 to 2018 using ex-post facto research design. From a population of
12, 9 firms were selected purposively on the basis of data availability and period of listing. Secondary
data was sourced from annual audited financial reports of sampled firms as well as from Nigerian Stock
Exchange (NSE) facts sheets. The dependent variable is profitability which was computed as Return
on Assets (ROA) while the independent variables are Human Capital Efficiency (HCE), Value Added
Intellectual Coefficient (VAIC), and Firm Size (FIZ). The regression result revealed that both HCE and
VAIC had significant positive effect on ROA. Stemming from this, the study concludes that human
capital is very vital in determining the profitability of listed oil and gas firms in Nigeria. The major
recommendation of the study was that management of oil and gas firms should strategically invest
more in human capital through continuous manpower development as well as provision of adequate
incentives to boost productivity and by extension increase profitability.
Keywords: Human Capital, Profitability, Return on Assets, Oil and Gas firms, Value Added Intellectual
Coefficient, Human Capital Theory
Introduction
One of the principal objectives of most business firms is to achieve optimum profitability. Profitability
helps in the sustenance, growth and expansion of firms by way of ploughing back the profit.
Survivability as well as dividend pay-out procedure of a firm is determined by the firm's long-term
profitability (Parvutoiu, Popescu & Grigoras, 2010). It is therefore, imperative that firms hold highly the
strategies and prospects of business for profit optimisation. Firms utilise variety of resources to attain
desired level of profitability and enhanced competitive advantage. Among these assets are physical,
financial and human capitals. Appropriate combination of these assets will culminate in favourable
outcome. Vital among these assets is the human capital because the power of initiative, expertise and
administration lies within human capabilities. The issue of human capital efficiency cannot be
overemphasised as it determines the success or otherwise of a firm. No matter the investment in
physical and financial assets, if a firm's investment in human capital is not adequate, profitability could
still be far reached.
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The Nigerian oil and gas firms have been of tremendous influence in the growth and development of
the economy. It is evident that this sector has made the most contribution to the federal treasury in
terms of revenue generation. Reports given by the Central Bank of Nigeria (CBN) attests that, in the
fourth quarter of 2018, the gross oil revenue was N1,465.31 billion representing 60.7% of Nigeria's
total revenue (CBN, 2018). This is an indication that the remaining sectors jointly contributed 39.3% of
the total revenue of Nigeria. Invariably, the Nigerian oil and gas is a formidable sector, nonetheless, in
spite of its remarkable achievements, the sector is faced with series of challenges. One of such
challenges is the need for capacity utilisation which could however be enhanced by building and
maintaining functional refineries in Nigeria. Recent records show that there are only four functional
refineries situated in Port-Harcourt, Warri, Kaduna and Eleme-New Port Harcourt (Tsegha, 2013).
These refineries have combined capacity of 445,000 barrels per day, and are operating at about 26%
capacity utilisation (Onuegbu, 2016). Fluctuation in oil prices possibly stemmed from inadequate
capacity utilisation. It has been argued that prices of petroleum product could be better regulated with
functional refineries in the nation (Amanze-Nwachukwu & Okafor, 2018).
Prominent among the challenges in the Nigerian oil and gas sector are those of human capital
concerns. A case in point is the issue of inadequately trained employees manning highly technical
aspects of a firms operation. Obviously, this has adverse effect on the performance of the business and
hinders effective service delivery (Maduagwu, Kifordu & Ogbo, 2016). Also, the practice of
'casualization' of workers, otherwise known as contract staffing is also common among firms in this
sector, which has led to series of dispute between those termed as precarious workers and
management of the firms (Alike, 2018). Due to these issues, employees tend to lose confidence in the
system thereby resulting in a decline in efficiency. Ultimately, it leads to decrease in profitability of the
firms concerned.
Besides, although some studies on human capital and profitability have been carried out in Nigeria like
those of Ali (2015), Ocheni (2018) and Inyada (2018); it is still necessary to direct focus on the oil and
gas sector which has not been given much attention in this regard. Moreover, the coverage period of
these studies did not exceed 2016; this current study intends to fill these gaps. Thus, the objective of
this study is to examine the effect of human capital efficiency on profitability of listed oil and gas firms in
Nigeria. The hypotheses of the study are given as:
H01: Human capital efficiency does not have significant effect on profitability of oil and gas firms in
Nigeria
H02: Value added intellectual coefficient has no significant effect on profitability of listed oil and gas firms
in Nigeria.
Literature Review
Human capital is an indispensable asset of any business entity. This is because every other asset
owned by an organisation requires human initiative to function effectively. Ramezan (2011) described
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human capital as individual tacit knowledge ingrained in employees' minds which consists of a mixture
of their attitude, innovation and proficiency. For this reason, Pulic (2008) suggested that HC should be
treated as investment rather than cost, since the knowledge acquired by employees eventually
culminates in value creation. Value in itself is an important factor in the survival, hence, firms in a
knowledge base economy require adequate strategy to cope with this paradigm. This calls for firms to
appropriately utilise available resources to create value and enhance competitive advantage
(Pratama, Innayah & Darmawan, 2019). One way to achieve value creation is by increasing the firm's
intellectual capital with specific attention on human capital. In this study, Human capital efficiency was
used to measure the additional value created from investment in human capital by the Nigerian oil and
gas firms.
Human Capital Efficiency is one of the components of Value Added Intellectual Coefficient (VAIC), a
model developed by Pulic (2008) for measuring intellectual capital (IC). VAIC was designed to enable
management and other stakeholders adequately monitor and evaluate the efficiency of investment in
IC as it relates to value creation using accounting-based values (Rahim, Atan, & Kamaluddin, 2017).
Although VAIC has its shortcomings which include inability to appropriately deal with negative
operating value; and non-inclusion of Research and Development expenditures (Chu, Chan & Wu,
2011; Joshi, Cahill, Sidhu & Kansal, 2013). VAIC has however been identified by several scholars as a
veritable model for measuring IC since it derives its data from audited financial statement of firms, thus
making it reliable and consistent. Some researchers whose works have provided evidence on the
viability of VAIC include Ocheni (2018), Ogbodo, Amahalu and Abiahu (2017), Anyanwu, Ezu,
Osadume and Ananwude (2017), Ozkan, Cakan and Kayacan (2016), Inyada (2018) and Khan (2018).
VAIC is subdivided into components namely, Human Capital Efficiency (HCE), Structural Capital
Efficiency (SCE) and Capital Employed Efficiency (CEE). This study however focuses on HCE. HCE is
the ratio of value added to human capital investment. Basically, HCE refers to the extent of value added
to a firm as a result of investment in its employees (Anyanwu, Ezu, Osadume &Ananwude, 2017).
HCE indicates the human capital performance of a firm, hence, the ratio of the value added by
intellectual capital (Ewereoke, 2018). HCE is the level of the value-added generated per monetary unit
invested in the employees of a firm (Kleynhans & Sekhobela, 2015). HCE shows how much value has
been created from a monetary unit invested in human capital, (Rezaei, 2014).
Investment in human capital can increase the value of the firm since employee competencies usually
culminate in increased profit. Profitability of firms is of utmost importance in the growth and
development as well as survival of business firms. Apparently, the financial strength of an entity can be
measured by its profits (Popoola, 2018). Profitability is considered ultimate measure of a firm's
economic success in relation to its investments (Usman, Okpanachi, Nyor &Yahaya, 2018). Hence, it is
noteworthy to state that the higher the profits of a firm the better the stability of the firm and the higher its
potential for growth. Although, Tulsian (2014) argued that profitability is only an absolute term, as such
profit does not guarantee efficiency of a firm; hence, high profit may not always be a thorough indication
of a firm's optimum success, other measures could be employed to augment the results from
ICAN

49
AC
CU
RA
CY

T
& IN

Y
RIT
EG

International Journal of Accounting & Finance (IJAF)
Vol.9, No.1, March 2020

Human Capital Efficiency and Profitability of Listed Oil and Gas Firms in Nigeria

profitability measures. Notwithstanding, Banga and Brorsen (2019), using technical analysis suggest
a strong relationship between and efficiency. Operating efficiency is often used to measure a firm's
financial soundness. Operating efficiency relates to a firm's ability to maximise owners' funds which
depends ultimately on the profits earned. The profitability of a firm is commonly measured by
profitability ratios (Venkateswararao, 2018).
Profitability ratios measure the earning ability of a firm; hence, it measures the extent to which a
business generates profit from the factors of production. Return on assets (ROA) is one of the
commonly used ratios for measuring a firm's profitability, which is calculated by dividing net income by
total assets (Isanzu, 2015). ROA therefore indicates a firm's profitability in relation to its total assets, as
such, appraises the competence of management in generating profit from the assets of the firm
(Nedelcu, Banacu & Frasineanu, 2014).
The theory underpinning this study is Human capital theory (HCT), this is because the theory provides
suitable explanations to the concepts entailed in this study. HCT is founded on the premise that the
degree of investment a firm makes on human capital is dependent on the estimated future returns or
profits from such investments. From Bassey and Tapang (2012), investments in human capital include
all costs associated with enhancing employee productivity, such as cost of incentivising and training. In
this way, efforts should be made by firms to enhance the skills and expertise of employees so as to
ensure maximum efficiency of their human resources.
Extant studies on this subject include those of Ali (2015) which studied eight Nigerian banks over a
period of eight years (2006 to 2013); the study found out that HCE had significant positive effect on
ROA. Daikwo (2015) examined six quoted pharmaceutical firms in Nigeria for five years from 2009 to
2013; the study revealed that HCE had significant positive effect on ROA. Isanzu (2015) studied thirtyone Tanzanian banks from 2010 to 2013; it was discovered from the study that VAIC and HCE had
significant positive impact ROA. In Saudi Arabia, Al-Musali and Ku -Ismail (2014) focused on eleven
banks from 2008 to 2010 and found out that VAIC and HCE had significant positive effect on ROA.
Ozkan, Cakan and Kayacan (2016) studied 44 banks in Turkey from 2005 to 2014; it was discovered
from the study that HCE had significant positive influence on ROA.
In Pakistan, Ahmad and Ahmed (2016) studied 78 listed firms in the financial industry from 2008 to
2013, it was discovered from the study that HCE had significant positive impact on ROA. Sidharta and
Affandi (2016) examined 205 Indonesian banks from 2011 to 2013; the study revealed that HCE had
significant influence on ROA. Khorasanian (2016) studied eight Iranian banks for a period of six years
from 2010 to 2015; the study showed that HCE positively affects ROA. Mbugua and Rotich (2014)
examined ten listed Kenyan commercial banks with a coverage period from 2009 to 2013; it was
discovered from the study that human capital had significant negative impact on ROA. Mohammad,
Bujang and Hakim (2018) focused on forty-one Malaysian construction firms from 2011 to 2015 using
regression analysis; the study revealed that VAIC had significant positive impact on ROA; whereas,
HCE had negative impact on ROA.
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Tarigan, Listijabudhi, Hatane and Widjaja (2019) centred on Indonesian listed firms and discovered
that, VAIC had significant influence on ROA while HCE was insignificant. Baye, Douanla and Fonkem
(2014) examined financial institutions in Cameroon for two years (2007 to 2008) and found out that
HCE had insignificant influence on ROA. Khan (2018) focused on fifty-one firms in the Indian
Information Technology sector from 2006 to 2016; from the study it was discovered that VAIC had
significant positive impact on ROA while HCE did not have significant effect on ROA. Basically, most of
these researchers study a combination of two or more of the intellectual capital components entailed in
the VAIC model. However, very few studies with specific focus on Human Capital Efficiency (HCE)
include that of Rahim, Atan and Kamaluddin (2017) which centred on HCE and its effect on ROA using
19 Malaysian technological firms for the year 2009; the study revealed that HCE had significant
positive effect on ROA.
Methodology
This study employed ex-post facto research design using quantitative data sourced from published
audited annual reports of oil and gas firms. The population of this study consists of the 12 oil and gas
firms listed on the floor of the Nigerian Stock Exchange. The sample of the population is 9 firms
selected on purposive basis. The sampled firms were selected on the basis of availability and
accessibility of relevant data for the coverage period of 2006 to 2018. These firms include: Coniol Plc,
Eterna Plc, Japaul Oil &Maritme Services Plc, Oando Plc, Forte Oil Plc, MRS Oil Plc, 11 Plc, Total
Nigeria Plc and Capital Oil Plc.
Profitability is the dependent variable for this study and it is proxy by Return on Assets (ROA). Human
capital is the independent variable for this study and it is measure by Human Capital Efficiency (HCE).
HCE is one of the components of Value Added Intellectual Coefficient (VAIC), a model for computing
intellectual capital as a whole. For the purpose of analysis in this study, VAIC was also included in the
model to ensure thoroughness.
The regression model built for this study is given as:
ROA ?,t = b
,t + e
0 + b
1 HCE ?,t + b
2 VAIC?,t + b
3FIZ ?
?,t
Where:
ROAi,t = Return on assets, an indicator of the profitability of individual firms at time t. ROA is measured
as profit before tax divided by Total Assets (Baye &Douanla, 2014)
HCEi,t = Human Capital Efficiency, an indicator of human capital performance determined by the ratio
of the value added to investment in human capital (training costs and other employee benefits) of
individual firms at time t (Pulic, 1998; Mohammad, Bujang& Hakim, 2018).
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VAIC?,t = value added intellectual coefficient computed by adding the three major components of
intellectual capital: Human capital efficiency (HCE) , Structural Capital Efficiency (SCE) and Capital
Employed Efficiency (CEE) (Pulic, 2008).
HCE = Value Added where: Human Capital (HC) = Total investment to enhance performance of
Human Capital employees, these include cost of training and provision of other benefits.
SCE = Structural Capital
Value Added,

where: SC = VA – HC

CEE = Book value of the net asset for a company (Pulic, 2008; Baye & Douanla, 2014).
Value Added (VA) = Total output – Total input. VA represents the value added efficiency of the firms.
Total input = total costs and expenses incurred by the firm during that particular fiscal year. Total output
=total income from all products and services sold during the particular fiscal year (Pulic, 2008; Ikapel,
2016).
FIZi,t = Firm size represented by log of total assets of individual firms at time t (Deep & Narwal, 2014).
b
0 = Constant term (intercept)
b
1 to b
3 = Coefficients to be estimated
?i,t = Error term associated with individual firms at time t.
i = Sampled firms (9)
t = Period coverage (13 years)
A priori, the human capital variables, that is human capital efficiency and value added intellectual
coefficient are expected to positively impact profitability, i.e. HCE > 0 and VAIC > 0.
Results And Discussion
Table 1 presents summary of data properties as it relates to listed oil and gas firms in Nigeria.
Observing from the table, there are 117 observations stemming from the panel data which entails 9 oil
and gas firms over a period of 13 years, indicating that the dataset is strongly balance. This is so
because there were no missing data regarding the firms over the coverage period.
ROA shows a mean value of 0.027, which connotes that Nigerian oil and gas firms made an average
profit of approximately 3% from their investments in assets. Likewise, during the period under review, a
firm made a remarkable profit of 44% on total assets, whereas a loss of 71% was also incurred by a
firm, which is represented by the negative minimum mean. The volatility of the data is 0.131 which
explains the disparity in value of ROA, ranging from high percentage profits to the huge losses
recorded.
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Table 1
Summary of Descriptive statistics

Variable

Obs

Mean

Std. Dev. Min

Max

Skewness

Kurtosis

ROA
HCE
VAIC
FIZ

117
117
117
117

0.027
3.850
6.285
7.960

0.131
4.811
8.246
0.648

0.441
15.813
45.986
9.464

-2.036
-3.194
1.631
0.716

12.801
23.439
13.093
3.151

-0.713
-30.082
-28.031
6.508

STATA 14 output
Also, from Table 1, HCE presents a mean, minimum mean, maximum mean, and standard deviation of
3.850, -30.082, 15.813 and 4.811 respectively. These values depict additional value made by firms as
a proportion of its investment in human capital. In this case, the additional value produced by
investment in human capital on the average is 3.850; also, the data has a high variance of 4.81 from the
mean value. This owes to the fact that the data includes an observation with negative or diminished
value of 30.082, whereas an additional value of 15.813 was derived by the sampled firms on the
maximum.
VAIC has mean value of 6.285, while minimum mean, maximum mean and standard deviation are
given at -28.031, 45.986 and 8.246 respectively. This is an indication that the sampled firms increased
in value with 6.29 on the average from investment in intellectual capital (which also encapsulates
human capital). More so, during the period of analysis, a firm had a remarkable increase in value added
of 45.986, whereas, a firm had a diminished value of 28.031 represented by the negative sign.
Firm size (FIZ) has a mean of 7.960, depicting that the average assets owned by listed oil and gas firms
in Nigeria between 2006 and 2008 was 7.960 (in logarithm expression). Whereas, the minimum and
maximum values were given as 6.508 and 9.464 respectively, this accounted for the variance of 0.648
in the dataset. Still on Table 1, only the skewness of HCE (-3.194) conforms to the cut-off point of +3;
while the kurtosis of FIZ (3.151) falls short of the threshold of +10 (Kline, 2005). These are indications
of non-normality of data distributions.
Table 2
Shapiro Wilk W Test for Normality
Variable

Obs

W

V

Z

Prob>z

ROA
HCE
VAIC
FIZ

117
117
117
117

0.818
0.753
0.742
0.921

17.144
23.292
24.345
7.404

6.358
7.043
7.142
4.479

0.000
0.000
0.000
0.000

STATA 14 output
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The Shapiro Wilk W test in Table 2 also confirms the non-normality of data distribution for this study,
owing to the observation that the probability values (p-values) of all the variables are significant at 1%.
Table 3
Correlation Matrix
Variables
ROA
HCE
VAIC
FIZ

ROA
1.000
0.582
0.000
0.242
0.009
-0.235
0.011

HCE

VAIC

FIZ

1.000
0.491
0.000
0.045
0.627

1.000
0.298
0.001

1.000

STATA 14 output
The bivariate correlation matrix in Table 3 shows positive correlation between ROA and HCE, also
between VAIC and ROA; implying that both pair of variables move in the same direction. Invariably, this
outcome suggests that an increase in HCE and VAIC will equally lead to an increase in ROA. However,
FIZ portrays an inverse relationship with ROA, such that any increase in FIZ could lead to a decline in
ROA. It can also be observed from the table that HCE, VAIC and FIZ are not collinear within the
threshold of 0.8 (Hair, Black, Babin, Anderson &Tathan, 2010). The absence of multicollinearity of the
variables of this study can also be confirmed from Table 4 using the Variance Inflation Factor (VIF).
Table 4
Summary of Diagnostic Tests

Tests

Results

Multicollinearity

Variable
VAIC
HCE
FIZ
Mean VIF
Chi2

Heteroscedasticity
Hausman Specification
Lagrangian Multiplier

VIF
1.460
1.340
1.110
1.300

1/VIF
0.683
0.748
0.898
Prob.

32.460

0.000

2.300
70.640

0.513
0.000

STATA 14 output
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Based on observation from Table 4, it is evident that there is absence of multicollinearity among the
dependent and control variables (VAIC, HCE and FIZ) since all of them have VIFs less than the
threshold of 4; besides, their tolerance level (1/VIF) is less than 1.0 (Tabachnick & Fidell, 2007).
Furthermore, the result from Breusch-Pagan test for heteroscedasticity reveals that the variables are
heteroscedastic since the chi2 is high (32.460) and the probability value (p-value) is 0.000, making it
significant at 1%. This is so because the null hypothesis for this test is that variables are
homoscedastic, which in this study the hypothesis is rejected.
The dataset was subjected to three estimations, the pooled ordinary least square (OLS), fixed effect
estimation and random effect estimation. By extension, Hausman specification test was performed on
both the fixed effect and random effect to determine the best fit estimation for this distribution. The
result of Hausman test depicts a chi2 value of 2.300 and p-value of 0.513 which represents nonsignificance of the outcome of the test. To this end, random effect estimation is preferred to fixed effect.
Moreover, there was an appraisal of the random effect estimation and the pooled OLS to determine the
most appropriate of the estimation using Breusch-Pagan Lagrangian multiplier test (L-M test). From
result of the L-M test, it is obvious that random effect is selected for analysis in this study; reason being
that the Chi2 shows a value of 70.640 and the p-value is given at 0.000 which is significant at 1%.
Having established that random effect regression is considered the most suitable estimation for
analysis, this study however employed robust random effect regression to address the problems of
heteroscedasticity and non-normality of the data distribution that were earlier identified. Hence the
analysis used standard errors to make the data distribution more fit for inferential purposes.
Table 5
Random Effect Regression Result

ROA

Coef.

Robust Std. Err.

Z

Prob.

HCE
VAIC
FIZ

0.013
0.002
-0.086

0.006
0.001
0.023
0.188

2.240
3.310
-3.680

0.025
0.001
0.000

3.480

0.000

_CONS
R-squared
Adj R-squared
Prob> F

0.654
0.409
0.393
0.000

STATA 14 output
Table 5 presents a summary of the robust random effect regression results. As observed from the table,
the model summary shows R-squared value of 0.409, indicating that approximately 41% of the
attributes of the dependent variable (ROA) was jointly explained by HCE, VAIC and FIZ, hence 59%
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could be explained by other variables not captured in this study. The overall p-value for this analysis is
significant at 1%, making the estimation generally suitable for inference.
HCE shows a coefficient value of 0.013 and a p-value of 0.025, connoting that HCE has positive and
significant effect on ROA at 5% level of significance. This outcome is contrary to the null hypothesis
earlier projected by this study which states that HCE does not have significant effect on profitability of
listed oil and gas firms in Nigeria. Thus, upon this evidence, the null hypothesis is rejected. This
outcome suggests that, holding all other variables constant, a unit increase in investment in human
capital leads to approximately 2% increase in profit of the listed oil and gas firms in Nigeria; hence,
increased investment in human capital leads to increased profit. On this basis, it is therefore imperative
to optimise investment in human capital to maximize profitability in this sector. This finding is in line with
those of Ali (2015); Daikwo (2015); Isanzu (2015); Al-Musali and Ku -Ismail (2014); Ozkan, Cakan and
Kayacan (2016) and Khorasanian (2016), but contrary to those of Anyanwu, Ezu, Osadume and
Ananwude (2017); Mbugua and Rotich (2014); Mohammad, Bujang and Hakim (2018); and Tarigan,
Listijabudhi, Hatane and Widjaja (2019).
The coefficient and p-value of VAIC are 0.002 and 0.001 respectively, indicating significance at 1%. On
this note, the hypothesis for VAIC is rejected and the study infers that VAIC has significant effect on
profitability of listed oil and gas firms in Nigeria. The implication of this is that, holding all other variables
constant, a unit increase in VAIC results in approximately 1% increase in profitability of Nigerian oil and
gas firms. This finding is in consonance with those of Isanzu (2015); Al-Musali and Ku -Ismail (2014);
Mohammad, Bujang and Hakim (2018); Tarigan, Listijabudhi, Hatane and Widjaja (2019); and Khan
(2018).
Conversely, FIZ portrays a significant inverse effect on ROA with coefficient of -0.078 and p-value of
0.001 which is significant at 1%. Thus, it is evident that a unit increase in total assets of oil and gas firms
leads to approximately 8% decrease in profits of the firms concerned. Invariably, this outcome could be
as a result of inadequate management of these assets, hence caution should be exercised when
acquiring and managing assets in the oil and gas sector to minimise adverse effect and possibly
reverse the trend.
CONCLUSION AND RECOMMENDATION
The object of this study was to examine the effect on human capital efficiency on profitability of listed oil
and gas firms in Nigeria in the period 2006 to 2018. Return on Assets (ROA) was used as measure for
profitability (the dependent variable); human capital was the independent variable measured by
Human Capital Efficiency (HCE) and Value Added Intellectual Coefficient (VAIC); while firm size (FIZ)
was used as a control variable. Based on the findings of this study, there is sufficient evidence to
conclude that human capital efficiency is very vital in determining the profitability of oil and gas firms in
Nigeria. This finding therefore validates the Human Capital Theory (HCT) upon which this work is
founded. Evidence from this study uphold the premise supporting HCT which suggests that, when
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proper investment is made on human capital, the resultant effect is maximum efficiency which
increases the value of the firm in terms of profitability.
Apparently, investment in human capital is an indispensable factor that will give oil and gas firms
desired level of profitability. On this note, it is imperative for management and policy makers of oil and
gas firms to improve profitability by strategically investing in human capital. Apt implementation of
suitable training strategies will improve assimilation of knowledge on operational techniques which will
culminate in increase manpower efficiency and effective service delivery. Besides, deployment and
placement of employees should be on the bases of acquired skills and specialisations, to enable
employees operate efficiently in their areas of expertise. These actions will help to harness the innate
potentials and capabilities of employees in terms of human capital efficiency which will bring about
advancement in business operation with increased profitability.
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Appendix A - Data of Listed Oil and Gas Firms in Nigeria
PANEL
1
1
1
1
1
1
1
1
1
1
1
1
1
2
2
2
2
2
2
2
2
2
2
2
2
2
3
3
3
3
3
3
3
3
3
3
3
3
3
4
4
4
4
4
4
4
4
4
4

YEAR
2006
2007
2008
2009
2010
2011
2012
2013
2014
2015
2016
2017
2018
2006
2007
2008
2009
2010
2011
2012
2013
2014
2015
2016
2017
2018
2006
2007
2008
2009
2010
2011
2012
2013
2014
2015
2016
2017
2018
2006
2007
2008
2009
2010
2011
2012
2013
2014
2015

HCE
6.894
7.076
6.217
5.326
5.166
4.740
4.011
4.197
2.951
4.651
3.745
3.723
3.921
0.603
7.692
1.638
-1.594
8.249
6.481
6.480
5.538
5.362
4.297
12.518
7.385
4.733
5.292
4.888
6.817
4.318
3.469
3.957
-1.605
7.448
2.012
-1.578
-30.082
-10.227
-6.163
12.257
4.616
9.797
10.674
7.086
4.409
5.841
5.398
-7.422
3.711

VAIC
9.446
10.419
7.882
6.844
6.614
6.192
5.324
5.508
3.987
5.958
4.945
4.927
4.895
42.695
12.982
2.666
-0.107
9.667
8.078
7.879
6.659
6.484
5.338
14.068
8.672
5.916
7.300
7.595
7.888
5.226
4.376
4.903
-0.080
8.617
2.637
-0.229
-28.031
-9.305
-4.876
14.850
5.623
11.481
12.406
8.455
5.702
7.162
6.489
-7.947
5.498
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ROA
0.050
0.046
0.038
0.030
0.039
0.043
0.007
0.031
0.010
0.027
0.052
0.027
0.022
0.001
-0.003
-0.048
-0.164
0.125
0.122
0.043
0.059
0.097
0.046
0.076
0.059
0.037
0.073
0.148
0.043
0.043
0.043
0.053
-0.203
0.012
-0.058
-0.233
-0.713
-0.467
-0.277
0.025
0.077
0.067
0.097
0.075
0.037
0.028
0.001
-0.099
-0.035

FIZ
7.918
7.913
7.939
8.094
8.008
8.012
8.197
8.176
8.203
8.108
7.919
7.930
7.830
7.647
7.688
6.927
6.959
6.967
7.168
7.521
7.261
7.269
7.456
7.501
7.682
7.726
6.522
6.508
7.370
7.382
7.398
7.436
7.512
7.589
7.588
7.530
7.476
7.447
7.383
8.175
7.948
8.204
8.143
8.511
8.603
8.712
8.772
8.951
8.976
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4
4
4
5
5
5
5
5
5
5
5
5
5
5
5
5
6
6
6
6
6
6
6
6
6
6
6
6
6
7
7
7
7
7
7
7
7
7
7
7
7
7
8
8
8
8
8

2016
2017
2018
2006
2007
2008
2009
2010
2011
2012
2013
2014
2015
2016
2017
2018
2006
2007
2008
2009
2010
2011
2012
2013
2014
2015
2016
2017
2018
2006
2007
2008
2009
2010
2011
2012
2013
2014
2015
2016
2017
2018
2006
2007
2008
2009
2010

8.240
15.813
7.657
5.034
8.071
5.684
0.441
0.849
-2.753
3.681
7.724
7.964
7.054
6.414
9.887
3.470
4.129
2.082
1.418
3.423
3.694
3.006
4.993
7.477
6.582
10.027
9.097
3.358
1.412
1.985
1.843
1.656
2.505
2.710
5.855
4.771
2.505
4.188
2.428
4.317
4.611
5.185
4.393
5.421
3.670
2.979
3.359

9.756
17.303
8.603
9.446
10.419
8.963
-0.799
0.707
-1.642
4.497
8.915
9.204
8.244
7.666
11.205
4.330
5.800
3.028
2.237
5.377
4.683
3.933
6.024
8.582
7.694
11.181
10.288
4.161
1.747
4.125
4.683
4.187
4.162
4.459
8.435
6.482
3.739
5.686
3.442
5.673
5.746
6.370
1.780
0.020
1.526
1.717
1.464

-0.063
0.020
0.010
0.034
0.164
0.100
-0.102
-0.041
0.441
0.027
0.062
0.043
0.058
0.038
0.072
0.005
0.014
0.193
-0.021
0.105
0.070
0.030
0.007
0.021
0.022
0.022
0.028
-0.016
-0.043
0.103
0.080
0.159
0.184
0.240
0.186
0.113
0.126
0.172
0.128
0.195
0.179
0.194
0.064
0.090
0.119
0.096
0.106
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8.996
9.017
9.031
7.853
7.636
7.855
7.944
7.839
7.655
7.629
8.020
8.144
8.085
8.148
8.168
8.151
8.204
7.191
7.161
7.216
7.614
7.829
7.745
7.818
7.762
7.825
7.910
7.794
7.526
7.390
7.342
7.301
7.344
7.378
7.509
7.556
7.610
7.692
7.733
7.790
7.873
7.849
7.707
7.729
7.738
7.810
7.737
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8
8
8
8
8
8
8
8
9
9
9
9
9
9
9
9
9
9
9
9
9

2011
2012
2013
2014
2015
2016
2017
2018
2006
2007
2008
2009
2010
2011
2012
2013
2014
2015
2016
2017
2018

2.825
3.073
3.815
3.240
3.124
5.269
3.641
4.064
1.0284
1.1606
0.991
0.878
0.777
1.014
1.034
5.328
4.037
2.513
5.921
4.360
-4.917

1.341
1.473
1.705
1.608
1.348
1.725
1.062
1.175
30.3269
35.1834
24.897
45.986
2.279
3.019
2.484
6.550
5.155
3.233
7.755
6.090
-4.007

0.100
0.093
0.102
0.058
0.078
0.149
0.109
0.091
-0.0149
-0.0131
-0.017
-0.101
-0.125
0.002
0.020
-0.247
-0.067
-0.034
-0.258
-0.138
-0.066

7.769
7.881
7.900
7.980
7.922
8.136
8.033
8.122
9.4532
9.4639
9.353
9.354
9.395
9.352
9.328
9.270
9.230
9.216
9.116
9.053
9.042

Appendix B- STATA Output
Descriptive Statistics
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Test for Normality

Correlation Matrix

Test for Multicollinearity
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Test for Heteroscedasticity

Pooled Ordinary Least Square (OLS)

Fixed Effect Estimation
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Random Effect Estimation

Hausman Specification Test

Lagrangian Multiplier Test
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Robust Random Effect Estimation
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Abstract
This study assessed the extent to which corporate governance shape the relationship between
corporate social responsibility (CSR) and financial performance of listed non-financial services
companies in Nigeria. The study used ex-post facto research design and secondary data were
obtained from the reports of the twenty three (23) sampled listed non-financial services companies
from 2008 to 2017. The sample was arrived at using census sampling technique where all the elements
were used for the study. The data for the study were analyzed using descriptive statistics, correlation
and GLS Fixed Effect with the aid of Stata Version 14.0. Robustness tests such as multicollinearity test,
heteroscedasticity test, normality test of residuals, Hausman specification test and F-Test were
conducted to validate the results. The result showed the coefficients and t-values for size of the board
as (ceff=0.0002, t=0.07), for independence of the board as (ceff=0.02, t=0.43) and for gender diversity
of the board as (ceff=0.04, t=0.94), which implied that size of the board, gender diversity of the board
and independence of the board all have positive and insignificant moderating effects on the
association of CSR and firms' financial performance. This study recommends that SEC should
integrate CSR reporting into CG reforms in Nigeria and that management of listed companies in
Nigeria should put machinery in place which would address the concerns of stakeholders regarding
the environment, ethics, health and safety, as well as, establish committees on CSR activities as a
strategic component of the firm's broader CG strategy.
Key Words: Corporate Governance, Corporate Social Responsibility, Financial Performance,
Moderating, Stakeholder Theory.
Introduction
Companies have been viewed as profit maximizing entities and governments was given the
responsibility of improving the standard of living of the populace. However, as the social activism
sprang up with new expectations, other aspects of companies' performance beside financial results
were also considered. In order for companies to meet what is expected of them by the stakeholders
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and make themselves different from their competitors, they started engaging into CSR activities in
addition to what is required from them by the law.
Although, CSR have been defined in many ways, the definition offered by Carroll (1979) seems to be
the most widely accepted. Carroll (1979) opined that the four responsibilities, that is, economic, legal,
ethical and philanthropic were core in discussing CSR. Thus, CSR involves four responsibilities for
firms, namely the economic responsibility concerned with making profit, the legal responsibility related
to complying with the rules, the ethical responsibility concerned with doing right and fair acts and the
philantropy responsibility of sharing resources to serve the society in general. The rise in public and
stakeholder concern with respect to the effect of CSR activities on business performance is forcing
companies to come to terms with the expectations of various stakeholders.
The issue of CG arose because of the distinction between the ownership of a business and its control
based on the way in which organizations are managed and controlled (Cadbury, 1992). According to
Hamid (2011), CG is a system through which objectives are developed, and ways by which the
objectives can be achieved. However, the fundamental objective of CG is to enhance shareholders'
wealth by enhancing company performance and transparency, while considering the interest of all the
stakeholders. Much emphasis was placed on financial performance by researchers especially in
accounting and strategic management. This is so because the financial performance of a company has
impact on its health and consequently its long-term survival. According to Ibrahim (2015), financial
performance is viewed as the use of resources efficiently and effectively by an organization for the
accomplishment of its objectives resulting to increase in share price, sales, market share, profitability,
earnings and cash flows and meeting the expectations of its various stakeholders.
Various forms of companies operate in many environments to deliver goods and/or services to achieve
certain defined objectives. However, all companies impact on the community in which they are
operating through their operations, products and their association with the relevant stakeholders. It is
worthy to note that even those companies and organizations which their production cause no injury or
degradation on the environment such as service providers also engaged in CSR activities so as to
solicit for customers' patronage, government support and demonstrate their ethical and social
responsiveness to the public (Soana, 2011). Further, according to Oguntade and Mafimisebi (2011),
companies carrying out business in Nigeria do not pay much attention in the area of improving the well
being of the communities where they operate given the huge profits reported by them annually.
The move towards integrating CSR activity into CG suggests potential link of CSR, CG and financial
performance of companies. The actions taken on CSR by the management of the company lead to
high financial performance (Ingley, Mueller & Cocks, 2011). Similarly, the effectiveness of CG means
that there would be increase in firm's financial performance as a result of investment in CSR (Yeon,
2016).
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Empirical studies carried out in Nigeria either investigate the direct relationship between CSR and firm
performance (Jibril, Dahiru, Muktar & Bello, 2016; Osisioma, Nzewi & Paul, 2015; Abdulrahman, 2014;
Tela, 2014) or CG and firm performance (Adeusi, Akeke, Aribab & Adebisi, 2013; Ujunwa, Salami &
Umar, 2013). However, good CG mechanisms can affect CSR positively and consequently financial
performance (Jia, Ding, Li & Wu, 2009). From the foregoing, there is need to consider CG to serve as a
moderator in the link between CSR and financial performance in Nigeria. Hence, investigating if CG
features affect the association between CSR and performance can provide new insights into the
discussion. Similarly, studies that investigated whether CG moderates the relationship between CSR
and financial performance were conducted outside Nigeria (Kim, Park & Lee (2018) in Korea; Kordloie
& Shahverdi (2018) in Romania; Ba (2017) in Netherland; Kabir & Thai (2017) in Vietnam; Siregar &
Bukit, (2017) in Malaysia and Indonesia; Chang (2016) in Taiwan; Rodriguez-Fernandez (2016) in
Spain; Yeon (2016) in Netherland; Peng & Chen (2015) in the U.S.; Peng & Yang (2014) in Taiwan;
Ntim & Soobaroyen (2013) in South Africa; Arshad & Abdul-Razak (2011) in Malaysia). Moreover, all
the above mentioned studies have used CSR disclosure index as measure of CSR, while this study
used CSR expenditure to proxy CSR. In the same vein, none of the studies considered the effects of
sales growth and cash flow from operations on ROA, which this study considered.
Despite the importance and huge benefits that accrue to the economy through the practice of CSR by
companies as a result of good CG, there have been few studies conducted in the area. Consequently,
there is need examine the moderating effect of CG on the relationship between CSR and financial
performance in listed non-financial services companies in Nigeria with a view to determining the extent
to which CG moderate this relationship, as well as, understanding how CSR can be used to enhanced
firm's financial performance in Nigeria. The paper is thus divided into five parts. Part 1 which is this part
is the introduction. Part 2 which is the next part, reviewed related literature of the study. Part 3
explained the methodology of the paper, while part 4 discussed the results obtained from the data
generated for the study and finally, part 5 gave the conclusion of the paper.
Literature Review
The Concept of Corporate Social Responsibility
Many definitions of CSR were given by scholars such as (Alkababji, 2014); Krishnan, 2012) based on
the social, economical, political and environmental context of a particular period of time. No unique allencompassing definition came up throughout the history of the development of CSR. Krishnan (2012)
stated that a set of policies, practices and programs which are incorporated into business processes
and include issues related to business ethics and socially responsible investment is termed CSR.
Similarly, Alkababji (2014) defined CSR as a situation where companies take into account the
concerns of most of the stakeholders such as shareholders, employees, suppliers, customers,
government and the host community and include the principles of social justice and sustainability into
the process of carrying on business. Furthermore, CSR is a concept that views organization as
embodiment of diverse interest groups beyond the traditional view of the firm which states that the
organization exists for economic reason only. Therefore, modern day corporations are nexus of
ICAN

71
AC
CU
RA
CY

T
& IN

Y
RIT
EG

International Journal of Accounting & Finance (IJAF)
Vol.9, No.1, March 2020

The Moderating Effect of Corporate Governance on the Relationship Between Corporate Social Responsibility and Financial Performance of Listed....

contractual association between the company and its extended stakeholders with the aim of
maximizing the value of the firm (Richardson, Lanis & Taylor, 2015; Usman & Amran, 2015). Thus, it
can be deduced from the foregoing that CSR refers to the decisions and actions taken by companies
for not only achieving their direct economic interest, but also to meet the expectations of all their
stakeholders.
The Concept of Corporate Governance
CG is about putting in place the structure, processes and mechanisms that insure that the firm is being
directed and managed in a way that enhances long term shareholder wealth through stewardship of
the management which consequently enhances firm performance. Hamid (2011) saw CG as a
systems through which objectives are developed, and ways by which the objectives can be achieved.
In addition, Young and Thyil (2014) defined CG as a monitoring mechanism consisting of internal
policies and external regulations. These policies and regulations ensure that managers of
organizations conduct themselves in the interest of the companies' stakeholders. These stakeholders
who impact or are affected by the activities of the organization include management, investors,
employees, suppliers, regulatory agencies, government agencies, consumer protection groups and
the general public. Also, Garko (2016) argued that CG encompasses the controls and procedures that
exist to ensure that management conduct themselves in the interest of the companies' stakeholders,
so as to maximize the firm value. It also consists of legal, cultural, and institutional arrangements that
determine the activities of publicly traded companies and how they are controlled. CG can be regarded
as a set of mechanisms through which firms operate when ownership is separated from management.
It deals with the mechanisms that provide investors in corporations with some protection with regard to
their investments. From the foregoing, it can be inferred that CG is an all-encompassing term that
means the general rules and procedures through which organizations are directed and controlled in
order to achieve their desired goals in the interest of all the companies' stakeholders. In general, CG is
how companies take good decisions, organize themselves and communicate to shareholders and all
other stakeholders.
The Concept of Financial Performance
A company's financial performance forms the backbone on which a profit seeking entity would
continue to exist. According to Fauzi, Svensson and Rahman (2010), financial performance is the
outcomes of management processes in relation to the goals that were set. It is the capability of the
company to use its resources more efficiently and effectively so as to accomplish those goals.
Furthermore, Trivedi (2010) defined financial performance as the act of performing a financial activity
measured against preset standards of accuracy, completeness, cost, and speed. It is the degree to
which financial objectives of an organization are being met or has been accomplished. Financial
performance is the measure of financial health of the company for a period of time or a measure the
extent to which companies is able to meet its set objectives. In the same vein, Mwangi and Murigu
(2015) defined financial performance as a measure of an organization's earnings, profits and
appreciation in its value which is reflected by the rise in price of the entity's shares and can be
compared with other firms across the industry or to compare the performance of industries as a whole.
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From the foregoing, financial performance is a measure of an organization's earnings, profits and
appreciation in its value which are reflected by the rise in price of the entity's shares and the degree to
which financial objectives are being met or has been accomplished.
Theoretical Framework
In examining the moderating effect of CG on the link between CSR and financial performance of listed
companies in Nigeria, two (2) theories are found relevant. These are the agency and the stakeholder
theories.
Agency Theory
Agency theory is simply the association between the principal and the agent such as shareholders and
the company executives or managers. Financial performance is a critical variable in the study of CSR
as the agency views of business rely on financial return as a primary motivational factor for operating a
business (Freeman, 1984). Friedman and Allen (1970) opined that carrying out CSR activities can
result to agency problem or conflict of interest between the directors and the shareholders.
Furthermore, Friedman and Allen (1970) argued that companies' engagement in CSR and the use of
CSR as a means to pursue their own interest can result in to agency problem. Also, it was observed
that any amount spent on CSR activities amount to spending somebody's money and that can affect
the company as a whole. This means that CSR investment would be wisely used for the improvement
of company's efficiency which is in line with social perspective. On the effect of agency theory on CSR,
i.e. firms' non-financial performance, it was stated that CG mechanisms should incorporate the
adoption of CSR activities only when it leads to efficiency (McWilliams & Siegel, 2001). Therefore, in
order to constrain the agency problem and achieve a desired level of performance and credible
financial reporting, agency theory provides a means of governing firms through its mechanisms
(Roberts, McNulty & Stiles, 2005).
Stakeholder Theory
Stakeholder theory provides the basis for the link between external stakeholders and company
functions and that management conduct CSR to fulfill their moral, ethical and social duties for their
stakeholders and at the same time achieving its goals (Freeman, 1984). Freeman (1984) was of the
view that stakeholders as those people that can affect or be affected by the organization's activities
and the main stakeholders are consumers, employees, communities, suppliers, the public, regulators,
government, policymakers and shareholders. Furthermore, stakeholder theory believed that when
directors engage in CSR activities, there is total support by the stakeholders of the firm (Johnson &
Greening, 1999). Thus, directors should increase the welfare of all the groups that can directly or
indirectly affect or be affected by the company to maximize the stakeholders' benefit and guarantee
the company's long-term financial performance and survival.
Similarly, this theory states that corporations are not only liable to shareholders but also to those that
affects or may be affected by actions of the organization (Fleege & Adrian, 2004). Bonnafous-Boucher
and Porcher (2010) argued that through stakeholder theory, leaders could maximize the total value of
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the firms by incorporating the interest of all stakeholders in the organization's decision. Evidence
suggests that companies that concern themselves with the interests of more stakeholders have better
CSR which result to enhanced financial performance (Jo & Harjoto, 2011). In addition, management
activities aimed at satisfying the primary stakeholders of a firm should increase enterprise value and
financial performance (Shum & Yam, 2011). Furthermore, Adegbite and Nakajima (2011) assumed that
stakeholder theories are influential in determining CG in Nigeria because they allow for discourse and
the provision of an avenue to guard businesses and involved individuals. Moreover, good CSR policy
with the good intention of the board of directors improves profitability and favors all the stakeholders
likely to be affected by the decisions taken by the company.
The proponents of stakeholder theory contend that company leaders seeking to address social and
environmental issues in a proactive manner will manage the needs of a wider stakeholder to check
benefit from improved financial success (Baird, Geylani, Roberts, 2012; Chen & Wang, 2011;
Nkundabanyanga & Okwee, 2011; Saleh, Zulkifli & Muhamad, 2011). The CSR management model
suggested that engagement with the expectations of the different interest groups involved, results in an
enhancement of risk anticipation and, finally, in creating value for all the stakeholders (MartinezFerrero & Frias-Aceituno, 2015).
Empirical Review on the Moderating Effect of CG on the Link between CSR and Financial
Performance
Several studies were conducted on the moderating role of CG on the link between CSR and financial
performance. For example, Arshad and Abdul-Razak (2011) examined how ownership structure affect
the link between CSR disclosure and financial performance of 242 listed companies in Malaysia from
2006-2008. Descriptive statistics and multiple regression techniques were used for data analysis and
the result revealed that ownership structure moderates the link between CSR and financial
performance positively. Similarly, Ntim and Soobaroyen (2013) investigated whether CG can positively
moderate the association of CSR and financial performance of 169 non-financial firms listed on the
Johannesburg Stock Exchange (JSE), South Africa for the period 2002-2009. Descriptive statistics,
correlation, bivariate and multiple regressions analysis were employed as techniques for data analysis.
The results showed that corporations that are better-governed pursue a more socially responsible
investments by partaking CSR practices and that by bringing CSR and CG practices together has
stronger positive effect on financial performance than CSR alone, implying that CG influenced the link
of CSR and financial performance positively.
On the other hand, Peng and Yang (2014) investigated whether ownership concentration moderates
the link of CSR and financial performance of all listed companies in the cement, plastics, chemical,
paper and pulp, and iron and steel industries with annual environmental capital expenditures in
Taiwan's SFI (Securities and Futures Institute) database during the period 1996-2006. The techniques
employed for data analysis were descriptive statistics, correlation and regression and the result
showed that ownership concentration has negative moderating effect on the link between CSR and
financial performance. In contrast, Peng and Chen (2015) investigated the moderating effect of CEO
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compensation on the association of CSR and financial performance of US firms using data from the
KLD for a period spanning from 2003 to 2011 and S&P's Execucomp Database as well as the
Compustat database. Descriptive statistics, correlation and OLS regression were used as techniques
for data analysis. The result indicated that CEO compensation has positive and significant moderating
effect on the link between CSR and financial performance.
Moreover, Chang (2016) examined whether media coverage and CG act as positive moderators for the
relationship between CSR and financial performance of listed companies on the Stock Exchange of
Taiwan (TSE) for the period 2005-2009 using panel data. Descriptive statistics, correlation, pooled
OLS, fixed effect and random effect regressions were employed as techniques for data analysis. The
result shows that CG moderates the link between CSR and financial performance. Similarly,
Rodriguez-Fernandez (2016) investigated the role of good CG on the relationship between CSR and
financial performance of companies listed on the Madrid Stock Exchange for the year 2009.
Descriptive statistics, correlation and the multivariate regression model were employed as techniques
for data analysis. The result showed that there is a positive moderating effect of CG on the link between
CSR and financial performance.
Furthermore, Yeon (2016) analyzed whether CG moderates the association of CSR and financial
performance of listed companies in Korean for the period 2008-2013. Descriptive statistics and
regression model were used as techniques for data analysis. The results showed that CSR has
positive and significant effect on financial performance and that CG has positive and significant
moderating effect on the association of CSR and financial performance of the companies. More so,
Kabir and Thai (2017) investigated whether CG moderates the link between CSR and financial
performance of 524 companies listed on Ho Chi Minh and Hanoi Stock Exchanges in Vietnam for the
period 2008-2013. Descriptive statistics, correlation, OLS regression, fixed-effects and two-stage
least squares model were used as techniques for data analysis. The results revealed that foreign
ownership, board size and board independence have positive and significant moderating effect on the
link between CSR and financial performance, while state ownership has no significant moderating
effect.
Similarly, Siregar and Bukit (2017) analyzed the moderating effect of Good CG on the relationship
between CSR, company size and financial performance of listed plantation companies in Indonesia
and Malaysia Stock Exchanges for the period 2012-2014. Linear and multiple regressions were used
as techniques for data analysis and the result showed that CG (institutional ownership) has positive
moderating effect on the link between CSR and firms' financial performance. In contrast, Ba (2017)
investigated the moderating effect of CG on the link between CSR and financial performance of 75
firms listed on the Euronext Amsterdam (AEX), MidCap Amsterdam (AMX), and Small-Cap
Amsterdam (AScX) in the Netherland for the period 2012-2016. The techniques used for data analysis
were descriptive statistics, correlation and OLS regression. The result showed that board size,
ownership concentration and management ownership do not positively and significantly moderate the
link between CSR and financial performance.
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In another study, Kim, Park and Lee (2018) examined the moderating effect of ownership structure on
the link between CSR and value of 48 firms listed on the Korea Stock Exchange (KSE) for the period
spanning from 2010 to 2014. Generalized Method of Moments (GMM) estimator and t-test were used
as techniques for data analysis and the finding revealed that large shareholder ownership negatively
and significantly moderates the link of CSR and value of firms, while there is no such evidence of the
effect of foreign ownership on the link of CSR and value of firms. Similarly, Kordloie and Shahverdi
(2018) investigated the moderating effect of CG on the relationship between social responsibility and
financial performance of 83 listed companies in Romania from 2011-2016. Descriptive statistics and
regression were used as techniques for data analysis. The result showed that CG has positive
moderating effect on the link between CSR and financial performance.
From the foregoing, it can be deduced that most of the studies reported a positive moderating effect of
CG on the link between CSR and financial performance, implying that the CG mechanisms are usually
associated with the protection of shareholder and other stakeholders' interests and as such engaged
in CSR activities which in turn enhanced firms' financial performance. However, ownership
concentration negatively moderates the link between CSR and financial performance, implying that
higher concentration results in lower CSR performance, which adversely affects firms' financial
performance. In addition, empirical studies on the moderating effect of CG on the link between CSR
and firms' financial performance are scanty, especially in the Nigerian context and therefore, the need
for an investigation. Thus, based on the foregoing, the study hypothesized as follows:
Ho1: There is no significant moderating effect of board size on the relationship between CSR
and financial performance
Ho2: There is no significant moderating effect of board independence on the relationship
between CSR and financial performance
Ho3: There is no significant moderating effect of board gender diversity on the relationship
between CSR and financial performance
Methodology
The study adopted ex-post facto research design because it used documentary data covering the
period 2008-2017 which was generated from the annual reports of twenty three (23) sampled listed
non-financial companies in Nigeria from a total population of one hundred and fourteen (114) nonfinancial services companies listed on the Nigerian Stock Exchange (NSE) as at December, 2018. The
sample size was arrived at by using a three point filter. The criteria which a firm must satisfy include:
first, the company must be listed on or before 31 December, 2007; second, the company must have
been quoted without being delisted between 2007 and 2017; and third, the company must have
information on the amount of expenditure on CSR (donations/gifts/charity) in its annual reports for at
least 8 out of the 10 years study period. After applying the filter, twenty three (23) companies have
complete information needed for the study. Thus, all the remaining twenty three (23) companies that
form the working population were selected as the sample for this study. This study used census
sampling technique to arrive at the sample. This sampling technique is a technique in which all the
elements of the population are used as sample size (Samaila, 2014).
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There are three sets of variables in this study, namely, dependent and explanatory (independent,
moderating and control) variables. The dependent variable for this study was financial performance
proxied by ROA. The ROA was measured as the ratio of earnings after tax to total assets (Jibril et al.,
2016; Ilaboya & Omoye, 2013; Krishnan, 2012; Uwadiale & Fagbemi, 2011). CSR is the independent
variable and was measured using CSR expenditure. Here, the logarithm of total amount spent by the
companies on CSR was used (Jibril et al., 2016; Osisioma et al., 2015; Ilaboya & Omoye, 2013). CG
was used as the moderating variable and was represented by board characteristics (size of the board,
independence of the board and board gender diversity). Board characteristics were considered as the
most important among the CG mechanisms. Size of the board was measured as number of directors
on the board (Kabir & Thai, 2017; Lu, 2013; Ntim & Soobaroyen, 2013), board independence was
measured by dividing the number of outside or non-executive directors by the aggregate number of
directors (Kabir & Thai, 2017; Lu, 2013; Ntim & Soobaroyen, 2013), while board gender diversity was
measured by dividing the number of female directors by the aggregate number of directors (Lu, 2013;
Ntim & Soobaroyen, 2013).
The control variables for the study include size of the company, leverage level, growth in sales and
cash flow from operations. Size was considered as control variable because larger firms may have a
stronger motive to engage in CSR activities. They can also be better able to handle complicated, fast
CSR engagement strategies because they are more familiar with diversified operations (Kabir & Thai,
2017). Size was measured by using the log of total assets (Krishnan, 2012). Debt levels affect the
behavior of managers by imposing discipline and motivating them to make decisions that can serve
the interest of the firm (Kabir & Thai, 2017). Leverage (LEV) was measured by dividing total debt by
total assets (Seo, Kim & Park, 2015; Zhou, Pan & Wang, 2015). Sales growth is about management
commitment to investment strategy in intangibles (Clarkson, Li, Richardson & Vasvari, 2011) and was
measured as change in sales divided by opening period sales (Aydina & Tuncay, 2015; Erdur & Kara,
2014; Choi et al., 2010; Ribera, 2010). Cash flow from operations provides a firm's liquidity and is an
important control variable, because CSR activity involves cash outflows for innovative equipment
(Clarkson et al., 2011). Cash Flow from Operations (CFO) was measured as the net cash flow from
operating activities divided by total assets (Lu, 2013). Descriptive statistics, correlation and multiple
regressions were employed for the analysis.
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The following models which are modifications of (Peng & Yang, 2014; Ba, 2017) were used:
Variables

Obs.

Mean

ROA (%)

230

0.0759027

0. 1188269

-0.3978

0.539594

CSREX (N)

230

41380438

86233239

0.00

661627952

BS (NO)

230

9.047826

2.655203

3.00

17.00

BI (%)

230

0. 7616957

0.1103001

0.33

0.93

BGD (%)

230

0. 1218826

0. 1077174

0.00

0.40

SIZE (N)

230 94524468597

161298007756

1219817000

1040175904000

LEV (%)

230

0.1944626

0.180238

1.64657

SG (%)

230

0.1406029

0.344093

-0.863211

2.95045

CFO (%)

230

0.125155

0.1221411

-0.337878

0.477313

0.5943425

Std. Dev.

Min

Max

Source: Descriptive Statistics Result using STATA 14.0.
From Table 4.1, the mean ROA for the sampled listed companies in Nigeria is 0.076, indicating that the
average profit earned by the companies is 7.6% of their total assets with a maximum loss of 40% of
their total assets and maximum profit of about 54% of their total assets. This indicates a high variation
of performance among the companies as depicted by the value of standard deviation (12%) which is
higher than the mean value. CSR expenditure recorded a mean value of forty one million, three
hundred and eighty thousand, four hundred and thirty eight naira (N41,380,438) implying that on
average most of the companies' expenditure on CSR is forty one million, three hundred and eighty
thousand, four hundred and thirty eight naira (N41,380,438). It also recorded a minimum value of zero
naira (N0.00) and a maximum value of six hundred and sixty one million, six hundred and twenty seven
thousand, nine hundred and fifty two naira (N661,627,952) for all the sampled companies within the
study period. This indicates that, some companies do not incur expenditure on CSR for some years
under review. While the highest amount of expenditure on CSR was six hundred and sixty one million,
six hundred and twenty seven thousand, nine hundred and fifty two naira (N661,627,952). This also
indicates a high variation of expenditure on CSR among the companies as depicted by the value of
standard deviation of eighty six million, two hundred and thirty three thousand, two hundred and thirty
nine naira (N86,233,239) which is higher than the mean value.
Board size recorded a mean of about nine (9) board members, implying that, most of the companies
have nine members on the board. It also recorded a minimum value of three (3) and a maximum of
seventeen (17) board members implying that the lowest number of board members in the sampled
listed companies within the study period is three (3), while the maximum is seventeen (17). This
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indicates a low variation in the number of directors on the board among the companies as depicted by
the value of standard deviation of three (3) board members which is low compared with the mean
value. Board independence recorded an average proportion of non-executive directors of about 76%,
implying that, most of the sampled listed companies have more non-executive directors on their board.
It also recorded a minimum value of 0.33 and maximum value of 0.93, implying that the minimum
percentage of non-executive directors on the board is 33% for the sampled listed companies, while the
maximum percentage is 93%. This indicates a low variation in the percentage of board members
among the sampled listed companies as depicted by the value of standard deviation of (11%) which is
lower than the mean value. Board gender diversity recoded a mean value of 0.12, implying that, on
average, the sampled listed companies have 12% as the proportion of women on the board. It also
recorded a minimum of 0 and a maximum value of 0.40, implying that within the sampled listed
companies and the study period, there were companies that do not have any woman on their board,
while there were companies with 40% of women on their board and men occupying 60%. This indicates
a low variation in the percentage of women on the board among the sampled listed companies as
depicted by the value of standard deviation of (10%) which is low compared with the mean value.
Correlation Analysis
As shown on Table 4.2, the association between CSR expenditure, board size, board gender diversity,
moderated CSR expenditure with board independence, moderated CSR expenditure with board
gender diversity, size, sales growth and cash flow from operations with ROA are weak and positive with
correlation coefficient values of 0.135, 0.003, 0.152, 0.011, 0.068, 0.155, 0.216 and 0.469 respectively.
In contrast, weak and negative relationship exist between ROA and board independence, moderated
CSR expenditure with board size, size and leverage with the correlation coefficient values of -0.020, 0.062 and -0.298 respectively.Table 4.2: Correlation Matrix of the Dependent and Explanatory
Variables
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Variables

ROA

ROA

1.000

CSREX

0.135 1.000

BS

CSREX BS

BGD CSREXBS CSREXBI CSREXBGD SIZE

LEV

SG

CFO

VIF
1.35

0.003 0.443 1.000

BI

-0.020 -0.024 0.098

BGD

0.152 0.173 -0.078

CSREXBS -0.062 -0.323 0.253
CSREXBI

BI

2.05
1.000
-0.103

1.09
1.000

-0.088 -0.176

1.14
1.000

1.49

0.011 -0.122 -0.004

0.142 -0.102

0.357

1.000

CSREXBGD 0.068 -0.253 -0.147

-0.083 -0.017

0.337

0.240

1.06
1.000

1.08

SIZE

0.155

0.470 0.663

-0.016

0.180

0.115

-0.151 -0.183

1.000

LEV

-0.298 0.081 0.055

-0.198

0.058

0.004

-0.003

-0.062

0.298

1.000

-0.017

0.096

-0.050

-0.033

0.034

0.077

-0.024

1.000

0.130 -0.0002 -0.134

0.054

0.073

0.053

0.031

-0.113 -0.114

0.006

SG

0.216 0.099 0.053

CFO

0.469

1.45
1.11
1.06
1.000

1.01

Source: Correlation Matrix Results using STATA Version 14.0.4.3 Presentation and Interpretation of
Regression Results
Table 4.3: GLS (Fixed Effect) Regression Results for all the Models
Variables
Constant
CSREX
BS

Model I

Model II

1.25*** (4.20)
0.01* (1.76)

Model III

1.17*** (3.84)
0.01** (2.13)

0.01** (2.25)

0.001 (0.19)

BI

0.09 (1.20)

BGD
CSREX*BS

0.06 (0.79)
0.0002 (0.07)

CSREX*BI

0.02 (0.43)

CSREX*BGD

0.04 (0.94)

SIZE

-0.11*** (-4.01)

-0.11*** (-3.95) -0.12*** (-4.16)

LEV

-0.13*** (-3.38)

-0.13*** (-3.24) -0.14*** (-3.50)

SG

0.05*** (3.37)

0.06*** (3.46)
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CFO

0.10* (1.86)

0.10* (1.85)

0.12* (1.91)

Obs

230

230

230

Hettest

0.21

0.14

0.35

F-Test

0.00

0.00

0.00

Hausman

0.00

0.00

0.00

R2 : Within

0.18

0.19

0.19

Between

0.14

0.12

0.14

Overall

0.13

0.12

0.13

F

6.46

6.73

6.73

Sig.

0.00

0.00

0.00

0.03

0.05

Skew&Kts

0.04

Source: Result Output from STATA 14.0
NOTE: ***, ** and * indicate 1%, 5% and 10% significant levels respectively; the t-value is presented in
parenthesis while the other figures represent the coefficient.
The Moderating Effect of Board Size on the Link between CSR and Financial Performance
This section analyzed the moderating effect of board size on the link between CSR and financial
performance of the sampled listed non-financial services companies in Nigeria. The result was
presented in model I on Table 4.3. The result showed the value of the overall R2 as 0.13 which is the
coefficient of determination that gives the proportion of the total variation in the dependent variable
explained by the explanatory variables jointly. Hence, it signifies that approximately 13% of total
variation in financial performance of sampled listed non-financial services companies in Nigeria is
caused by CSR expenditure, board size, moderated CSR expenditure with board size, firm size, firm
leverage, sales growth and cash flow from operations. It also showed the F-statistics value of 6.46 with
the corresponding P-value of 0.0000. This implies that there is 99.9% probability that the relationships
among the variables were not due to mere chance based on significance level of 1% and as such the
results from the regression can be relied upon. In addition, it means that the explanatory variables
reliably predict the dependent variables of the study. Model I on Table 4.3 also showed that board size
has positive and insignificant moderating effect on the link between CSR and financial performance at
5% level of significance (ceff=0.0002, t=0.07). Based on the result, the first null hypothesis is not
rejected. This implies that board size moderates the link between CSR and financial performance
positively but it is not statistically significant. This findings is consistent with those of Kabir and Thai
(2017) and Ntim and Soobaroyen (2013) who found that board size has positive moderating effect on
the link between CSR and financial performance. It is also in line with the findings of Kordloie and
Shahverdi (2018); Siregar and Bukit (2017); Chang (2016); Rodriguez-Fernandez (2016); Yeon
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(2016); Peng and Chen (2015) and Arshad and Abdul-Razak (2011) who documented that CG and one
of the mechanisms of CG, that is, ownership structure (ownership concentration and institutional
ownership) have positive moderating effect on the relationship between CSR and financial
performance. However, it is not in agreement with the findings of Kim, Park and Lee (2018); Ba (2017)
and Peng and Yang (2014) who found that some CG variables such as ownership structure and board
size have negative moderating effect on the relationship between CSR and financial performance.
The Moderating Effect of Board Independence on the Link between CSR and Financial
Performance
This section analyzed the moderating effect of board independence on the association between CSR
and financial performance of the sampled listed non-financial services companies in Nigeria. The result
was presented in model II on Table 4.3. The result showed the value of the overall R2 as 0.12 which is
the coefficient of determination that gives the proportion of the total variation in the dependent variable
explained by the explanatory variables jointly. Hence, it signifies that approximately 12% of total
variation in the financial performance of sampled listed non-financial services companies in Nigeria is
caused by CSR expenditure, board independence, moderated CSR expenditure with board
independence, firm size, firm leverage, sales growth and cash flow from operations. It also showed the
F-statistics value of 6.73 with the corresponding P-value of 0.0000. The P-value of 0.0000 implies that
the relationships among the variables were not due to mere chance and as such the results from the
regression can be relied upon by 99.9% based on 1% significance level. In addition, it means that the
explanatory variables reliably predict the dependent variables of the study. The result presented in
model II on Table 4.3 also showed that board independence has positive and insignificant moderating
effect on the link between CSR and financial performance at 5% significance level (ceff=0.02, t=0.43).
Based on the result, the second null hypothesis is not rejected. This implies that board independence
moderates the link of CSR and financial performance positively but it is not statistically significant. This
is as result of the fact that with the increase in monitoring expertise, managerial opportunism including
that of CSR activities becomes less prevalent and consequently, if the proportion of non-executive
directors on the board is high, the more challenges the managers have to face and the more effective
monitoring the board has. This finding is consistent with those of Kabir and Thai (2017) and Ntim and
Soobaroyen (2013) who found that board independence has positive moderating effect on the link
between CSR and financial performance. The finding is also in agreement with that of Kordloie and
Shahverdi (2018); Siregar and Bukit (2017); Chang (2016); Rodriguez-Fernandez (2016); Yeon
(2016); Peng and Chen (2015) and Arshad and Abdul-Razak (2011) who concluded that CG has
positive moderating effect on the relationship between CSR and financial performance. The result is
also in line with the agency theory, which posits that non-directors that are not related to the executive
directors are less subject to conflict of interests. As a result, such directors are capable of overseeing
management decisions and prevent them from investing in value destroying CSR activities. However,
the result contradicted the findings of Kim, Park and Lee (2018); Ba (2017) and Peng and Yang (2014)
who found that some CG variables such as ownership structure and board size have negative
moderating effect on the relationship between CSR and financial performance.
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The Moderating Effect of Board Gender Diversity on the Link between CSR and Financial
Performance
This section analyzed the moderating effect of board gender diversity on the link between CSR and
financial performance of the sampled listed non-financial services companies in Nigeria. The result
was presented in model III on Table 4.3. The result showed the value of the overall R2 as 0.13 which is
the coefficient of determination that gives the percentage of the total change in the dependent variable
explained by the explanatory variables jointly. Hence, it signifies that approximately 13% of total
variation in financial performance of sampled listed non-financial services companies in Nigeria is
caused by CSR expenditure, board gender diversity, moderated CSR expenditure with board gender
diversity, firm size, firm leverage, sales growth and cash flow from operations. It also showed the Fstatistics value of 6.73 with the corresponding P-value of 0.0000. This implies that the model is fit and
as a result the variables in the model were selected properly, combined and used. It further implies that
the link between the dependent variable and the explanatory variables were not due to mere
occurrence as the results and inferences made from the findings could be relied upon by 99.9% based
on significance level of 1%. The result in model III on Table 4.3 also showed that board gender diversity
has positive and insignificant moderating effect on the link between CSR and financial performance at
5% level of significance (ceff=0.04, t=0.94). Based on the result, the third null hypothesis is not
rejected. This implies that board gender diversity moderates the link between CSR and financial
performance positively but it is not statistically significant. This is as a result of the fact that women
provide creative-thinking and new ideas, they dedicated more attention to qualitative issues such as
social responsibility and philanthropy and they improve external legitimacy and reputation of the
company (Bear, Rahman & Post, 2010; Hafsi & Turgut, 2013). This implies that board gender diversity
has positive and insignificant moderating effect on the relationship between CSR and financial
performance. This finding is consistent with that of Ntim and Soobaroyen (2013) who found that board
gender diversity has positive moderating effect on the link between CSR and financial performance.
The finding also concurred with that of Kordloie and Shahverdi (2018); Siregar and Bukit (2017);
Chang (2016); Rodriguez-Fernandez (2016); Yeon (2016); Peng and Chen (2015) and Arshad and
Abdul-Razak (2011) who found that CG has positive moderating effect on the relationship between
CSR and financial performance. However, it disagreed with the findings of Kim, Park and Lee (2018);
Ba (2017) and Peng and Yang (2014) who found that some CG variables such as ownership structure
and board size have negative moderating effect on the relationship between CSR and financial
performance.
Conclusion and Recommendations
Based on the results of the analyses, it was documented that a larger board size brings more
resources for consulting and monitoring roles which better addressed investments that are socially
responsible and consequently improved financial performance. Also, board independence increased
the efficiency of the board of directors to oversight the management of the firm and helps it make
decisions about socially responsible investments that maximized firm financial performance. Similarly,
board gender diversity brings about creative thinking and new ideas about qualitative issues such as
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social responsibility and philanthropy and consequently leads to better financial performance. This
finding has practical implications on the users of financial statements such as regulatory bodies,
management of the companies, financial analysts, investors and researchers. The findings draw
regulatory bodies' attention (such as Securities and Exchange Commission-SEC, NSE, Financial
Reporting Council-FRC and Corporate Affairs Commission-CAC) towards strategizing effective ways
of regulating environmental, labour and social impacts of the listed companies' activities and
incorporating CSR issues into CG thereby enhancing corporate philanthropy, and the integrity of the
firm in the eyes of the public and ultimately improving financial performance. Based on the finding of
this study, it was recommended among others that SEC should integrate CSR reporting into CG
reforms in Nigeria. Similarly, the study recommends that management of listed companies in Nigeria
should put machinery in place which would address the concerns of stakeholders regarding the
environment, ethics, and health and safety and establish committees on CSR activities as a strategic
component of the firm's broader CG strategy.
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Abstract
The study examined the impact of Audit Committee (AC) attributes on intellectual capital disclosure of
eight (8) Nigerian listed banks with international authorisation from 2014-2017 financial year. Content
analysis was used to extract intellectual capital disclosure items from the annual reports of the
sampled banks. The multiple regression analysis of the data revealed that AC gender diversity and firm
age have significant impact on intellectual capital disclosure. AC size, AC frequency of meeting, AC
independence and AC financial expertise are not significantly associated with intellectual capital
disclosure. The study provided evidence to policy makers to see the need to introduce a framework
that would consider gender diversity during engagement of audit committee members. The results
further strengthened extant literatures on audit committee attributes and intellectual capital disclosure.
Keywords: Audit committee attributes; intellectual capital disclosure; corporate governance
Introduction
An audit committee (AC) is saddled with the task of ensuring that the accounting procedure and
policies of the organisation are in tandem with statutory requirements and best practice. It is one of the
committees required by the National Code of Corporate Governance (NCGC) 2016 (thereafter “the
code”) issued by the Financial Reporting Council (FRC),to carryover oversight function over the
management, external auditors and directors. It is believed that the attributes of the AC does have an
effect on the effectiveness and overall performance of the organisation (Bedard, & Gendron, 2010;
Karajeh, & Ibrahim, 2017; Li, Mangena, & Pike, 2012;Alqatamin, 2018). According to Soewignyo and
Soewignyo (2018) AC is an essential committee that oversees the activities of the organisation, as it
relates to corporate reporting, auditing and adherance to rules and regulations, on behalf of the owners
(shareholders). Its formation helps to protect shareholder's value (Islam, Islam, Bhattacharjee &
Islam, 2010) and to oversee a firm's administration, so as to guard the interest of the principals
(Kallamu & Saat, 2015).
The AC is one of the closest committees or body that checkmates the activities of the board, auditors
and manager. A well-constituted AC would to a large extent affect positively on the activities of
management. Several researchers have carried out studies on AC attributes and performance / value
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(Zábojníková, 2016; Agyemang-Mintah, & Schadewitz, 2018; Alqatamin, 2018; Al-Matari, Al-Swidi,
Fadzil & Al-Matari, 2012), financial reporting quality and shareholders value (Moses, Ofurum, & Egbe,
2016; Mwangi, Oluoch, Muturi, & Florence, 2017; Karajeh, 2017; Eyenubo, Mohammed, & Ali, 2017;
Jerubet, Chepng'eno, & Tenai, 2017; Soewignyo, & Soewignyo, 2018), earnings quality (Kiryanto,
2014), firm's cost of equity (Khemakhem, & Naciri, 2015), audit quality (Habbash, 2015), interaction
with the internal audit department (Nasser, 2015), and corporate voluntary disclosure (Madi, Ishak, &
Manaf, 2014). Few researchers in Nigeria have explored the relationship between AC attributes and
Intellectual Capital Disclosure (ICD).
Intellectual Capital (IC) is a burning issue in modern-day research. It is an intangible asset of an
organisation. According to Maleki and Serkani (2014) IC is a portfolio of intangible assets which may
not usually reflect in the accounts of the firms. ICD in the reports of firms is essential because it
mitigates information lopsidedness between the agent and principal (Farag, Meng & Mallin, 2015).
Some researchers are of the opinion that the characteristics or attributes of the AC might have impact
on the ICD. Liet al. (2012) agree that the effifcacy of the AC in reporting is hinged on certain attributes
such as AC size, Deligency, independece, diversity, expertise etc
.
Previous investigations in this area of study centered on developed economies and there are still
limited empirical literature that inquired on the impact of AC attributes on ICD. Therefore, the paper
seeks to determine the relationship between AC attributes and ICD in quoted Nigerian banks. The
banking industry in Nigeria is one of the sectors that demand a very high intellectual capital to function.
Based on the researchers' knowledge, there is a paucity of research in this field from the Nigeria
perspective.
Literature Review and Hypotheses Development
Conceptual and Empirical Review
AC Characteristics
The National Code of Corporate Governance (NCCG)(2016) states that the AC is expected to oversee
the statutory compliance and ethical practices of a firm. The oversight and monitoring role of the AC
cannot be overemphasized. The ability of the AC to achieve its objective of voluntary disclosure is
dependent on certain AC attributes like AC size, Deligency, independece, diversity, expertise etc
(Bedard et al., 2010; Li, Mangena, & Pike, 2012; Madi et al., 2014).
AC Size
This represents the total number of ACmembers that make up the audit committee. Multiplicity of
knowledge and skills are brought to the fore when there are larger AC members available to do their
duties (Karajeh et al., 2017). In order to be effective and efficient in executing its duties of controlling
and monitoring the behaviour of management they are expected to have enough members (Vicknair,
Hickman & Carnes 1993). Though the NCCG did not specify the number of AC members that can make
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up the AC, but it requires at least three members, of whom shall be non-executive directors, and a
majority should be independent non-executive directors. The responsibilities of the AC is enormous,
without adequate manpower and multiple experiences important issues like ICD may not be given
adequate attention. Instead preference would be given to financials, thereby inadvertently neglecting
voluntary disclosure matters. Jesen (1993) posit that the duties of the AC are better executed by
companies with small-size AC. It is argued that large-size AC results in more hands to achieve the
firm's objective. (Bédard, Chtourou & Courtea, 2004) and a greater organisational status and authority
(Braiotta, 2000). Previous studies found a significant positive relationship between AC size and
performance (Al-Matariet al., 2012; Alqatamin, 2018; Ferchichi, & Skanji, 2017; Asiriuwa, Aronmwan,
Uwuigbe, & Uwuigbe, 2018), voluntary corporate disclosure (Madi et al., 2014; Jerubetet al, 2017) and
intellectual capital discloure (Li et al., 2012) . On the contrary, other studies reported insignificant
relationship between AC size and financial reporting (Abbott, Parker & Peters, 2004) and earning
management (Toh, 2013). Based on these indecisive results, we hypothesize that;
H1: There is a significant relationship between AC size and ICD.
ACFrequency of Meeting
The NCCG (2016) requires the AC to meet at least once in every quarter. The code also expects that
the number, timing and length of the meetings should be appropriate to make certain the committee
achieves its objectives. Frequent meetings create avenue for delibration of key issues that centres on
adequate disclosure and other matters. Frequent meetings by members of the board will probably spur
them to achieve their assignment diligently (Amina, 2018). The regularity of meetings suggests a
vibrant AC (Yadirichukwu & Ebimobowei, 2013).
Previous researchers documented a relationship between AC frequency of meeting and audit quality
(Asiriuwa et al., 2017; Amina, 2018), and IC (Li et al., 2012). Amina (2018) believes that as AC meeting
increases, there would be an upsurge in the consciousness and responsiveness to the implementation
of intellectual capital dislcosure
Nevertheless, these studies found an insignificant relationship between AC frequency of meetings and
quality of financial reporting (Miettinen, 2008; Moses et al, 2016), audit quality (Habbash, 2015;
Kamardin, & Al-Rassas, 2015), value creation efficiency (Soewignyo et al, 2018), performance (AlMatari et al, 2012), earnings management (Susanto, 2016), and corporate voluntary disclosure (Madi
et al., 2014). Based on these inconclusive results, the study hypothesizethat;
H2: There is a significant relationship between AC frequency of meeting and ICD.
AC Independence
When the independence of the AC is compromised it becomes a toothless bull and its activities a waste
of time and resources. Where AC independence is available, it could enhance the quality of voluntary
disclosure (Menon, & Williams, 1994). When AC members are independent they are able to perform
their statutory obligations without any influence. In the long run, the agency problem between the
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executive and the owners is mitigated (Alqatamin, 2018). Lee (2014) posit that AC's responsibility
agrees with the resource dependency (RD) and agency theories but disagrees with managerial
hegemony theory. The RD theory focuses on the ability of the agents to provide resources (expertise,
coordination, reputation etc.) for the benefit of the organisation, while the agency theory describes the
contract between the agents and owners of the firm. The theory posits that managers or executives
should not put their interests before that of the shareholders (owners) who provide the financial capital
in which the business is being run.
Managerial hegemony theory explains the supremacy that the management is likely going to have
over the board because of the in-house information in which they are privy to. A board that is majorly
nonexecutive directors (NEDs) is believed to be more flaccid to the organisations deeds and activities
than management(Jensen, & Meckling, 1976; Lee, 2014). Studies established a significant
relationship between AC independent and corporate performance (Al-Mamun, Yasser, & Rahman,
2014; Glover-Akpey, & Azembila, 2016; Alqatamin, 2018), corporate voluntary disclosure (Madi et al.,
2014). While others established a negative relationship between AC independence and accounting
and reporting quality (Velte, & Stiglbauer, 2011; Suárez, & García, 2012; Jerubet, 2017), corporate
fraud (Kamarudin & Ismail, 2014), and intellectual capital disclosure (Oba, Ibikunle, & Damagum,
2013). From the studies discussed above, we assume that AC independence should influence
intellectual capital disclosure. From the above discuss, we hypothesize that;
H3: There is a significant relationship between AC independence and ICD.
ACGender Diversity
AC gender diversity refers to the proportion of female members in the audit committee to the total AC
members. In recent times, researchers have been investigating the effect of board diversity and AC
gender diversity on performance (Wachud & Mboya, 2012; Abdussalam & Okike, 2018) and
Intellectual capital (Tejedo-Romero, Rodrigues & Craig, 2017; Nadeem, De Silva, Gan & Zaman,
2017). The NCCG 2016 did not state the composition or proportion of the gender of AC members. The
diversity of the directors of a company can impact greatly on performance and reporting culture of the
firm. There has been an outcry for gender diversity, which is believed would provide opportunities for
more women in the board and this has led to an increase in the number of women on boards
(Abdussalam & Okiki, 2018). Gul, Srinidhi and Ng (2011) as cited in Fakhari and Pitenoei (2017)
believe that the presence of women in the AC reduces overambitious attitude and financial
misrepresentation. Others document that women are more ethical (Levin, Taylor, & Chatters, 1993;
Ittonen, Miettinen, & Vähämaa, 2011) and likely to be more environmentally conscious than men.
Nadeem, De Silva, Gan and Zaman (2019) found a significant relationship between gender diversity
and intellectual capital. In a similar study, Alqatamin (2018) examined the effect of audit committee
characteristics on performance. A sample of 165 non-financial companies were analysed using
multiple regression analysis. The results show that gender diversity has a significant positive
relationship with the firm's performance. Tejedo-Romero, Rodriguez and Craig (2017) examined
women directors and disclosure of intellectual capital information of Spanish companies. They found
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gender diversity has a positive significant effect on the levels of disclosure of IC information. They
further posit that the presence of women on the board promotes stronger monitoring and oversight
behaviour of the board.
In contrast, Abdussalm and Okike (2018) investigated board gender diversity and firm performance,
evaluating the Nigeria banking industry using a sample of 11 banks. The results suggest that female
board members do not have an effect on firm performance. Also in the study of Carter, D'Sourza,
Sinkins and Simpson (2010) they found no relationship between the gender or ethnic diversity of board
or important board committees and financial performance. Based on the inconclusive findings, we
hereby hypothesize;
H4: There is a significant relationship between AC gender diversity and ICD.
ACFinancial Expertise
AC financial expertise is when at least a director of the AC possesses specialised knowledge in
accounting and finance (Susanto, 2016; Madi et al, 2014). AC members with financial knowledge are
likely to understand capital market recommendations of providing voluntary information. One of the
major requirements of the NCCG is the pecuniary skill of the AC members. It is a requirement for at
least one AC members to have financial mastery and the capacity to study and interpret financial
information (NCGC, 2016). In addition, the code recommends that at least a member of the AC should
be knowledgeable in accounting. The financial prowess of the AC member enables them to appreciate
the relevance of the annual report and not seeing it as a means of just fulfiling statutory demands.
Knowledge in finance, also enables them to discern any disagreement between the management and
external auditors (Mangena & Pike, 2005).ACs with the requisite financial expertise are better
positioned to comprehend the capital market requirement of providing quality IC disclosures (Li &
Mangena, 2012). The oversight role of the AC would be undermined by the management and auditor
when they (the auditors) do not have the requisite skill to comprehend corporate reporting
issues(Knapp, 1987). Previous studies found a significant relationship between AC financial expertise
and intellectual capital efficiency (Buallay, 2018) corporate voluntary disclosure (Akhtaruddin & Haron,
2010), and financial reporting quality (Kent, Routledge & Stewart, 2010).In contrast, these studies
found a non-significant relationship between AC financial expertise and performance (Alqatamin,
2018) voluntary disclosure (Ferchichi & Skanji, 2017; Madi, Ishak & Manaf, 2014)earnings
management (Susanto, 2016). From the above discussion, wesuppose that AC financial expertise
should have effect on ICD. Therefore, we hypothesize that:
H5: There is a significant relationship between AC financial expertise and ICD.
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Theoretical review
Agency Theory
The proponents of agency theory were Stephen Ross and Barry Mitnick in 1973. It is the
interrelationship that subsists between the agent and the owner(s) (Jensen & Meckling, 1976). The
relationship is founded on existing contract (Susanto, 2016). Corporate governance mechanisms in
practice have been applied to minimize information irregularity and asymmetry. Sound governance
mechanisms reduce the chances of management to try to further their welfares by means of
information irregularities and asymmetry (Oba, Ibikunle & Damagum, 2013). The AC is a share of the
corporate governance structure that ensures that the self-interest of management does not
compromise the best interest of investors. One of the ways of reducing information asymmetry that
may subsist between the principal and the agent is for disclosure on issues that affect the organisation
as a whole. Therefore, the paper is moored on this theory.
Methodology
Sample Selection
The population was made up of 10 listed commercial banks licenced with international authorization as
at 31st December 2017. The purposive sampling techniques was employed to select 8 banks based on
the accessibility of their annual reports on the internet for the relevant years. The annual reports were
specifically downloaded from the websites of the selected banks for 2014-2017 financial years.
Regression analysis technique was employed to ascertain the relationship between the dependent
variable and the independent variables using Eviews 9 statistical package. This statistical technique
was used because it reveals the strength of relationship between variables (Johnson & Kuby, 2007).
IC Disclosure Measures
The ICD score was derived using ICD checklist developed by Muttakin, Khan, and Belalp(2015). The
checklist is made up of 32 items, which was categorized into: human capital category (15 items),
internal capital category (7 items), and external capital category (10 items). A score of one is allocated if
an item on the checklist is available on the annual report and 0 if not. The total score obtained is divided
by the maximum score obtainable.
I. Internal capital category
1. Intellectual properties

2. Management philosophy
3. Corporate culture
4. Processes
5. Systems

It is a term that encompasses patents, copyrights, trademarks,
trade secrets, licenses, commercial rights and other related
fields.
The way leaders in the firm think about and its employees i.e.
the way a firm is managed.
Specific reference to working culture.
Management or technical processes implemented
Information systems.
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6. Networking
7. Financial relations

II. External capital category
8. Brand
9. Customer satisfaction and loyalty
10. Quality standards
11. Company image/ reputation
12. Favourable contract
13. Business collaborations
14. Licensing agreements
15. Franchising agreements
16. Distribution channels
17.Market share
III. Human capital category
18. Number of employees
19. Know-how
20. Vocational qualifications
21. Employee training
22. Employee education
23. Work related knowledge

24. Entrepreneurial spirit,
innovativeness
25. Union activity
26. Employee thanked
27. Employee involvement in the
community
28.Employee share and option
scheme
29.Employee benefits
30 Profit sharing

The systems available in a firm that allows interaction of people
via a broad array of communication media and devices.
Defined as a favourable relationships the firm has with investors,
banks, and other financiers, financial rating, financial facilities
available, and listings.
Description of brands owned/bought by the firm.
Reference to overall satisfaction of customers
Includes ISO accreditations, reference to quality initiatives.
It refers to the perception of a firm by the stakeholders.
Favourable contract signed.
Reference to informal collaborations with business partners
which did not lead to formal agreements.
Any partnership or collaborative agreements with other firms
Any franchise agreements signed.
Reference to supply chain management and distribution.
Any mention of product/division market share or competitive
Position.
Clear detail of total number of employees.
Description of knowledge, know-how, expertise or skills of
directors and other employees.
Additional qualification held by employees and directors.
Any mention of training programme.
Education of directors as well as other employees.
It mainly relates to knowledge that employees have related to
their current job description, including employees' previous
working experiences.
It refers to employee engagement, empowerment, and creativity.
Trade union relations.
Thanks given to the employee.
Company and employee involvement in community based
activities
Employee share and option ownership plan
Employee benefits such as provident fund, gratuity and group
Insurance.
Employee profit sharing.
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31. Health and safety
32. Equity issues

Employee occupational health and safety.
Equity issues such as race, gender, disability and ethnic group

Source: Muttakin, Khan and Belalp (2015)Model
The following is the estimated regression model for the study:
ICDS = âo+â1ACSZ+ â2ACFM + â3ACID + â4ACGD + â5ACFE + â6FAGE + â7FSIZ + â8PERF
Where:
ICDS = Intellectual capital disclosure score; âo = Co-efficient of the regression model
ACSZ= AC size; ACFM = AC Frequency of Meeting; ACID = AC Independence
ACGD = AC Gender Diversity; ACFE = AC Financial Expertise
Control variables:
FAGE = Firm Age; FSIZ = Firm Size; PERF = Performance
Table 3.1 Measurement of variables
Code

Variables

Measures

Intellectual capital
disclosure score

The checklist is madeup of 32
items. A score of one is allocated
if an item on the checklist is
available and 0 if not. The total
score obtained is divided by the
maximum score obtainable (32).

ACSZ

Audit Committee
Size

The total number of AC
members of the firm

+

ACFM

ACFrequency of
Meeting
AC Independence

The total number of AC meetings
of the firm
The proportion of independent
NED to the total AC members.

+

ACGD

AC Gender
Diversity

+

ACFE

AC Financial
Expertise

The proportion of female
members in the AC to the total
AC members.
A dummy variable of 1 if there is
at least one expert in accounting
and finance on the AC and 0 if
otherwise
From Date of Incorporation
Natural log of revenue/sales
ROA= Profit before tax/ total
assets

+
+
+

Dependent variable
ICDS

Apriori
expectation

Author

Muttakin,
Khan & Belal
(2015)

Independent variables

ACID

Control variable
FAGE
FSIZ
PERF

Firm Age
Firm Size
Firm Performance
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Al-Matariet
al. (2012)
Alqatamin
(2018)
Amina (2018)
Alqatamin
(2018)
Lee (2014)
Kamarudin et
al., (2014)
Susanto
(2016)
Madi et al,
(2014)
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Results and Discussions
Descriptive Analysis
From the table below Table 4.1 the ICD score as a mean disclosure score of 71.15%, minimum score of
62.5%, maximum score of 81.25% and a standard deviation of 5.10, respectively.
Table 4.1 Descriptive statistics
Meani

Minimumi

Ma ximumi

Standardi de viation

71.15

62.50

81.25

5.10

AC Size

6.11

5.00

7.00

0.43

AC Frequency of Meeting

3.88

2.00

5.00

0.82

AC Independ ence

0.42

0.00

0.50

0.17

AC Gender Diversity

0.16

0.00

0.43

0.14

AC Financial Expertise

0.88

0.00

1.00

0.33

Firm Age

40.88

25.00

100

25.03

Firm Size

2.62

1.10

8.87

2.35

Performance

0.05

0.00

0.08

0.02

Dependentivariabl ei
Intellectual Capital Disclosure Score (ICDS)
Independe nt variables

The independent variables from Table 4.1 above, show that the AC size has a mean of 6.11 and the
range is from 5 to 7 AC members. This shows that the benchmark of at least three members specified
by the Financial Reporting Council (FRC) of Nigeria, National Code of Corporate Governance 2016
was met by all the sample banks. In terms of frequency of meeting, the mean of the AC frequency of
meeting is 3.88 ranging from 2 to 5 meetings held annually by the sample banks. This result complies
with the code that states a benchmark of at least one meeting in a year. While the maximum number of
meetings held was 5 meetings in a year. With respect to AC independence, the results show a mean of
0.42, this is an indication that 42% of the AC members are independent from management. This is not
encouraging as it falls short of the NCGC 2016 that requires that a majority of the AC members should
be independent non-executive directors.
On AC gender diversity, the descriptive statistics had a mean of 0.16 and a minimum and maximum
values of 0.00 and 0.43. The mean value of AC gender diversity indicates that on the average 16% of
female members make up the AC. Finally, AC financial expertise has a mean of 0.88respectively with
standard deviations of 0.33. This indicates that 88% of the AC members are knowledgeable in
accounting and finance which is one of the requirements of the Code. For the control variables, the
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observed mean size of the firm is 2.62, firm age has an average years of 40.88, ranging from 25 to 100
years and the average performance is 5%.
Regression Analysis/Test of Hypotheses
The table below is the output of the regression analysis on the pooled data from the Banks using
Eviews 9
Table 4. 2. Multiple regression results

Va riable

Coefficient

Std . Erro r

t-Statistic

Prob.

-16.20207

46.39 329

-0. 349233

0.7312

AC_ SI ZE

0.629130

1.887 678

0. 333283

0.7430

AC_ FREQ_OF_ MEETING

0.037781

0.928 163

0. 040705

0.9680

-0.037661

7.316 743

-0. 005147

0.9960

23.13762

6.742 452

3. 431633

0.0032

-2.328346

2.179 641

-1. 068224

0.3004

FIRM_AGE

0.141226

0.049 800

2. 835859

0.0114

NLGF_SIZE

3.944219

2.636 280

1. 496131

0.1530

-0.222572

71.58 296

-0. 003109

0.9976

C

AC_ INDEPENDENCE
AC_ GENDER_DIVERSITY
AC_ FINANCIAL_EXPERTISE

FIRM_PERFORMANCE_ROA
R-square d

0.776718 Akaike info criterion

5.2 50574

Adjusted R-sq uared

0.671644 Schwarz criterion

5.6 86069

F-statistic

7.392102 Hann an-Quinn criter.

5.3 75981

Prob(F-statist ic)

0.000287 Durbin-Watson stat

1.5 59165

The multiple regression results reveal the effect of AC attributes and intellectual capital disclosure of
listed banks in Table 2, show R-squared of 0.77 (77%) and the adjusted R2 is 0.67 (67%). This means
that 67% of the systematic variations of ICDS is jointly explained by the explanatory variables. The
probability of the F-Statistics is 0.000287 supports the overall significance of the model.
The AC size was found to have positive relationship with coefficient of 0.6291, t = 0.3333 and a p-value
of 0.7430 at 5% level of significance. This indicates that an increase of one unit of AC size would lead to
a 0.6291 increase in ICD. Although this relationship is not significant considering the p-value. Hence,
AC size does not have a significant effect on ICD. We therefore, reject our H1which states that AC size
has a significant relationship with ICD. The results suggest that the number of members on the AC
does not have significant impact on ICD. This result is in tandem with the studies of Bedard, Chtourou
and Courteau (2004) and Mangena and Pike (2005).But inconsistent with the studies of Al-Matari et al.,
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(2012); Alqatamin, (2018); Ferchichi and Skanji (2017); Asiriuwa, Aronmwan, Uwuigbe and Uwuigbe
(2018).
AC frequency of meeting from the regression results has a coefficient of 0.0378, t = 0.0407 and a prob.
value of 0.9680, which is statistically insignificant. The coefficient value indicates that an increase in
AC frequency of meeting would lead to 0.0378 increase in ICD. While the result of the p-value
suggests that AC frequency of meeting does insignificantly affect ICD. This is in tandem with the
results of Madi et al. (2014). We therefore, reject the hypothesis that states that there is a significant
relationship between AC frequency of meeting and ICD. The number of times committee members
meet may not be a determinant but the quality of the discussions and resolutions made at each
meeting may be a likely factor that influences intellectual capital disclosure.
The regression result for AC independence and ICD show a coefficient of -0.0376. Which suggest that
there is a negative relationship between the independent and the dependent variables. An increase in
AC independence would lead to a decrease in ICD by 0.0376, but this effect is non-significant due to
the p-value of 0.9960 at 5% level of significance. We therefore reject the hypothesis which states that
there is a significant relationship between AC independence and ICD. This suggest that having more
independent AC members translates into less concern about ICD, because the independent AC
member may not have adequate knowledge of the intellectual capital components of the organisation
as compared with their counterparts. This findings is in tandem with previous studies (see Jerubet,
2017; Li et al, 2012; Oba, Ibikunle & Damagum, 2013; Suárez and García, 2012; Velte & Stiglbauer,
2011).
The result for the test of the hypothesis that there is a significant relationship between AC gender
diversity and ICD show a coefficient of a 23.14 and a p-value of 0.0032 at 0.05 (5%) level of
significance. This reveals that AC gender diversity has a significant and positive relationship with ICD.
From the coefficient result, an increase in female audit committee member on the board would
increase ICD by 23.24.It supports the assertion that the presence of female AC member enhances the
quality of reporting and ensures that the business run healthily (Kamarindin & Ismail, 2014). They are
also perceived to be more ethical (Levin, Taylor & Chatters, 1993). This finding agrees with the position
of Susanto, (2016) but defer from the position of Kamarudin et al, (2014).
The regression output on the hypothesis that there is a significant relationship between AC financial
expertise and ICD has a p-value of 0.3004 at 0.05 (5%) level of significance and a coefficient of 2.328346. This signifies a negative and non-significant relationship between AC financial expertise
and ICD. This reveals that as AC financial expertise increases there is a decrease in ICD but the effect
is not significant. It suggest that there are other skills that are required by the AC member that can have
influence on their ICD. We therefore reject the hypothesis that states that there is a significant
relationship between AC financial expertise and ICD. The findings agree with previous studies (Li et al,
2012; Susanto, 2016).
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As regards the control variables, the regression results with a p-value of 0.0114 reveal that firm age has
a significant relationship on ICD, suggesting that the older a firm is, the more likely they are to disclose
information about their intellectual capital. Firm size had a p-value of 0.1530, which reveals that the
size of a firm has an insignificant effect on ICD. Finally, performance measured by Return on Assets
has a p-value of 0.9976, this reveals an insignificant relationship between performance and ICD.
Conclusion
The AC is saddled with the responsibility of ensuring that the accounting procedures and guidelines of
the firm are consistent with both statutory and ethical requirements. It is one of the committees required
by the National Corporate Governance Code to carry out oversight function over the management,
external auditors and directors. In order to achieve this responsibility, certain attributes such as AC
size, Deligency, independece, diversity, expertise etc of this committee can affect the level of ICD.
The study examined the impact of AC attributes on intellectual capital disclosure of quoted banks in
Nigeria. We find that the size, frequency of meeting, Independence and financial expertise of the AC do
not have significant impact on ICD. But found that AC gender diversity has significant impact on ICD.
The study provides empirical evidence to policy makers to see the need to introduce framework that
would put gender diversity into consideration during the nomination of AC members. The results would
further strengthen extant literatures on the level of impact of AC attributes on ICD. However, the
research focused on quoted banks in Nigeria, these may pose a limitation to the research. Further
studies can be examined in other sectors of the economy and the consideration of other independent
variables that may have impact on intellectual capital disclosure.
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INTERNAL AUDIT FUNCTIONS OUTSOURCING VERSUS THE INDEPENDENCE OF
THE EXTERNAL AUDITOR: SEPARATION OF STAFF OF AUDIT FIRM TO THE RESCUE?
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Abstract
The debate on whether the external auditor of a client organization would not compromise his
independent position and remain impartial in the face of obvious pressures from top management of an
organization has not abated. The study therefore joined the foray by examining if separating staff of an
audit firm would affect the perception of the auditor's independence when he provide internal audit
services to a client organization. The objective of the study was to ascertain if the separation of an audit
firm staff contracted to perform outsourced internal audit functions would affect the perception of
auditor independence impairment. The population of the study consists of 861 persons in seven
categories of Academics, Auditors, Analysts, Bankers, Investors, Managers and Regulators. A
manageable and acceptable sample size of 550 respondents was logically selected for the study using
a stratified and random sampling technique. Descriptive statistic backed by econometric qualitative
model response was used to test the hypothesis. The study found a significant positive relationship
between separation of staff of an audit firm and the independence of the external auditor, hence an
auditing firm that engages in separation of staff between those who perform attest functions and those
that perform outsourced internal audit functions tend to enjoy a better auditor independence
perception. In conclusion, the separation of staff between those who perform outsourced internal audit
functions and those that perform attests functions promote the independence of the external
auditor.This study therefore, recommends the separation of staff of an accounting firm between those
who perform attest functions and those that perform outsourced internal audit functions, as this would
likely improve the perception of auditor independence. The implication of this is that staff should be
specifically engaged to perform internal audit functions for client organizations.
Keywords: Auditor independence, internal audit, internal audit functions outsourcing, separation of
staff
Introduction
The business evolution of separating the management of a profit oriented organization from the
founders or promoters as well as other interest holders of such corporate entities as stipulated by the
laws of almost all the countries in the world necessitated the need for both internal and external audit.
The external auditor is statutorily mandated to express an independent opinion on the genuineness
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and veracity of the financial statements prepared by management thereby affirming authenticity and
adding validity and legitimacy to them. The External auditor also provides assurance services against
fraud and misrepresentation of the financial information. The external auditor plays the role of an
unbiased umpire and arbiter between the management of the entity and the various stakeholders. This
enables users of financial statements to reckon with and rely on the company's financial statements for
their decisions. The role of the external auditor is therefore basic in mediating between the
management and other stakeholders of the enterprise who do not take part in the day to day running of
the business.
The vital role played by external auditing is not just limited to the financial system but extends to the
economy as a whole. The evidence of the importance of external audit is hinged on the fact that it is
statutorily required for all publicly quoted companies to have their financial statements audited on an
annual basis so as to give credence to the claims of management regarding what the financial
statements purport to represent. The external audit is also a stewardship process whereby the
performance of the management of an organization can be assessed.
Internal auditing on the other hand is a self reliant, autonomous and objective assurance and
consulting activity designed to supplement the value of the financial report and improve an
organization's operations. It helps an organization accomplish its objectives by bringing a procedural,
analytical and disciplined approach to appraise and strengthen the capability of risk management,
control, and policy performance. The internal audit function therefore is an in-house non-mandatory
but very desirable organizational activity designed to assist in achieving the objectives of the
organization.
The internal audit functions were originally in-house arrangement whereby an internal audit unit is set
up to provide advisory services to management. However, in the last three decades, many corporate
entities started contracting the external auditor to perform these important management
responsibilities. Some other organizations modified the practice of outsourcing the internal audit
functions by identifying key internal audit functions, which they feel should be performed in-house. This
brought the concept of total outsourcing or partial outsourcing of internal audit function scan be
performed by either the staff of the organization (in-house) or completely contracted to external parties
(outsource) either in part or in total. The practice of outsourcing internal audit functions has been
embraced by many corporate entities in recent times. A number of organizations out source their
internal audit functions because they lack the professional expertise to execute the functions in-house.
The practice of outsourcing internal audit functions is more common with small business enterprises
who find it quite expensive maintaining internal audit units. Furthermore, there were instances where
companies that can afford to create and maintain internal audit units outsource the internal audit
functions because they regard such functions as being non-core business activity.
One of the key factors that distinguish the auditor in the performance of his statutory duties is
independence and without independence users of financial statements cannot rely on the auditor's
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report. The external auditor through his final audit output that is,the audit opinion, adds credibility to the
financial statements so that users can rely on the information presented. This in turn complements the
entire financial reporting system. Furthermore, independence is the core of any attestation or
assurance services responsibilities.
Auditor independence can further be described as taking an unbiased viewpoint in the performance of
audit tests, the rating of the results and the communication of audit reports. Independence includes the
qualities of probity, neutrality, objectivity and impartiality. Independence can also be viewed from the
perspective of the ability of the auditor to resist client pressure.
In the light of what has been said above about the near indispensable nature of internal and external
audit and the need for the auditor to be independent, opinions vary on the issue of outsourcing internal
audit functions to the external auditor who performs attest functions for a client organization. Much
concern has been expressed about the likelihood of the auditor's independence being impaired when
his audit client outsources internal audit functions to him. However, the practice of outsourcing internal
audit functions to an entity's external auditor has become widespread. It is no longer an issue for
debate that outsourcing of internal audit functions has permeated every economic activity of human
endeavour. The fear of independence impairment if the internal audit functions are outsourced to the
same external auditor who carries out attestation for an enterprise still remains a major contentious
issue in the outsourcing saga. A few studies have been conducted on the issue of separating staff of
the audit firm between those to be engaged in performing internal audit functions and those that
perform the conventional attest functions.
Statement of problem
The external auditor is supposed to be independent to be able to carry out his attestation mandate
satisfactorily. However, some audit firms are beginning to add internal audit functions to their
attestation functions. There is the fear that the inclusion of internal audit functions to be performed by
the same external auditormay jeopardize his independence. A number of studies have been
conducted on how best to prevent a conflict of interest if the auditor performs internal audit functions.
Some of the studies have suggested outlining specific audit functions to be outsourced to the external
auditor; others have suggested partial outsourcing while retaining the in-house audit personnel. Some
have even suggested outright restriction and prevention of the auditor from performing internal audit
functions. None of these suggestions have been able to stop the debate on the auditor's possible
independent impairment perception. If this trend persists, non-accounting professionals and other
users of accounting information might lose faith in the quality of audit work carried out by the auditor.
This problem might escalate and cause a division within the accounting profession. There is the need
for a general consensus as to how best to ensure that the auditor maintains his independence given
that he performs internal audit functions outsourced to him.This study therefore is a contribution on the
ways of ensuring auditor's independence by assessing the impact of separation staff of audit firms in
ameliorating auditor's independent impairment perception. The study is one directional as it focuses
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on the issue of separating the staff of an audit firm as a way of resolving the fear of independence
impairment when internal audit functions are outsourced to an entity's external auditor.
Objective of the Study
The main objective of this study is to determine the extent to which separating the staff of an audit firm
would ameliorate the fear of independence impairment perception when an entity's external auditor
undertakes to perform internal audit functions in addition to his statutory attest functions.
Research Questions
To what extent would separating the staff of an audit firm involved in internal audit functions
outsourcing ameliorate the fear of the external auditor's independence impairment perception?
Statement of hypothesis
There is no significant relationship between the separation of audit firm staff involved in internal audit
functions outsourcing and amelioration of auditor's independent impairment perception.
Scope of study
This study covers the period of 2001 to 2017. The choice of this period was premised on the various
financial scandals arising from the external auditor's involvement in various internal audit functions
both within and outside Nigeria. The Author Andersen and Enron saga is still fresh in the minds of
people. There were similar incidents in Nigeria involving Cadbury and African Petroleum.
Lagos, Abuja and Kano were chosen for this study because of their strategic locations and their
commercial relevance in Nigeria. Lagos and Abuja house the headquarters of most commercial
enterprises as well as home to all the regulatory agencies in Nigeria, apart from the number of
academic institutions that litter the cities. Kano is the most visible commercial centre of the Northern
part of the country.
Literature Review
Internal Audit and Internal Audit Function
The Institute of Internal Auditors (IIA, 2009) defines internal audit as 'an independent, objective
assurance and consulting activity designed to add value and improve an organization's operations.
Lenz, Sarens and D'Silva (2013) views internal audit function (IAF) as an input process. The
implication of the above definitions is that they identify the internal audit as a unit or department of an
organization whether public or private and whether profit making or non-profit making. The defined
responsibilities of internal audit unit make it and its functions an important part of the organization
process. The internal audit function is therefore part of the governance process, which demands that
institutions and their officials function responsibly, transparently and with accountability (Barakan,
2013). IIA (2011) posits further that the internal audit functions help an organization accomplish its
objectives by bringing a systematic, disciplined approach to evaluate and improve the effectiveness of
risk management, control and governance processes.
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The hitherto narrow perception of internal auditing role has given way to the present and strongly held
belief that internal audit is concerned with issues of control, risk management and governance
process, hence the need for the internal audit unit to be proactive (Spira & Page, 2003; AllegriniD'onza,
Melville & Sarens 2011). As far back as 1947, the IAF has as its objective, the evaluation of the
accuracy of financial transactions while assisting members of the organization in discharging their
duties effectively (Bou-Raad, 2000). The important role of the internal audit functions in an
organization raises doubts as to the assertion by some organizations that regard internal audit
functions as non-core functions or activity of an organization. It is debatable whether a segment of an
organization's operations that is fundamental to the achievement of its objectives can still be described
as non-core activity. It is the position of this study that internal audit functions can be described as core
activity of an organization without prejudice to its outsourcing.
International Professional Practices Framework (IPPF, 2013) of the Institute of Internal Auditing is the
blueprint that contains the definition of internal auditing, the code of ethics of the profession, practice
advisories and the professional practices of internal auditing international standards. It is therefore
binding for individuals and corporate entities that provide internal audit services to adhere and comply
with the rules and guidelines stipulated in the framework by the IIA. However, the extent of compliance
with this professional practices framework by individuals and corporate organizations is yet to be
addressed by most studies (Selim &Yiannakas, 2001; Selim, Sudarsanam, & Lavine 2003; Melville,
2003). Compliance to standards and guidelines is very important as it makes individuals and
organizations transparent, honest and accountable, these features of which are key ingredients to
good corporate governance (Aruwa & Mohammed, 2012).
Lenz and Sarens, (2012) express the need for clarity in terms of purpose and proportion of internal
auditing functions. This can be achieved by identifying what specific tasks that constitute the internal
audit functions. Gray and Manson (2011) identified the following as the internal audit functions.
(a) Monitoring of internal control through the review of the internal control mechanism put in place by
management; and (b) evaluating the workings of the various controls and recommending appropriate
improvements.
The internal audit function also centres on evaluation of financial and operating information. This
entails assigning the review of the means used to recognize, classify, analyze and report financial and
operating information through specific inquiry and testing of individual items, transactions and
balances. The internal audit also reviews the economy, efficiency and effectiveness of operating
various organizational tasks, including non-financial matters of a corporate entity.
Furthermore, the internal audit functions deal with assessment and management of risk is yet another
identifying and evaluating significant exposure to risk and contributing to the improvement of risk
management and control systems. The internal audit should ascertain the extent of risk the
organization might be exposed to and capable of handling. This function of the internal audit unit is
fundamental in the face of a dynamic and volatile business environment caused by technological
changes and globalization.
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Suleiman and Dandago (2014) outlined the following functions of internal audit department:
Establishment of accounting system,monitoring and supervision of accounting system; evaluation of
accounting system; design of internal control system; custodian of internal control system; soundness,
adequacy and application of internal control system, ensuring compliance with policies, plans and
procedures, examination of financial report before external audit; ensuring economy, efficiency and
effectiveness of operations; verifying the existence of assets; conducting special investigation,
detailed tests of transaction and balances, human resources management, security of documents,
security of information technology and corporate governance.
However, the above functions of internal auditing as articulated by the authors may not be all
embracing and conclusive. The functions of internal audit will very largely depend on the nature of
business of the enterprise and the size of the organization as well as the extent of risk exposure of such
business undertakings. The functions assigned to the internal audit units will also very largely
depending on how the organization hopes to use its internal audit unit to achieve its objectives. The
important roles played by the internal audit system further heightens the debate as to the
appropriateness of organizational tasks considered germane to the business of a corporate entity.
Internal Audit Functions Outsourcing
The increase in the magnitude of outsourcing of internal audit functions in the last two decades by a
substantial number of corporate entities to public accounting firms represents an unending
progression. (Brandon, 2010). This trend is more strongly evident in medium and large entities with
audit committee participation in contrast to smaller organizations without audit committee participation.
Results from previous studies have demonstrated that there is a positive correlation between
outsourcing and internal audit functions that is perceived as resource-intensive and non-value adding.
Furthermore, it was revealed that the lack of professional skill in the internal audit department is the
more compelling force that the internal audit functions would be contracted to an external but more
competent and skillful professional the larger the lack of skill sets in the internal audit department
(Abdolmohammadi, 2013). This lack of skillful accounting professionals in the internal audit unit,
especially in small and medium sized entities, probably accounts for why some companies regard
internal audit functions as non core operations that needs to be outsourced. Opponents of outsourcing
claim that service providers that are instructed with the internal auditing activities are not equipped with
enough business understanding and commitment to the instructor, and thus the outsourced function
may not be fulfilled in accordance with the client's requirements. However, outsourcing internal
auditing is associated with higher objectivity assessed by external auditors and higher expertise
observed by financial directors. (Prawitt, Sharp & Wood, D. 2012)
Vining and Globerman (1999) and Brannemo (2006) reported that outsourcing is an increasingly
important initiative and necessity being pursued by organizations to improve efficiency so as to remain
competitive and ensure their survival in current volatile globalization era. In today's business
environment, companies consider outsourcing as a strategic tool for empowering business
concentration, mitigate risks, build sustainable competitive advantage as well as extend technical
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capabilities and free resources for core business purposes (Bartell, 1998). Johnson and Schneider,
1995; Lacity and Willcocks, 1998, reported that some companies outsource their core activities on the
value chain extensively and other companies in contrast are extensively outsourcing their secondary
activities of their value chains such as information technology, accounting systems and distribution.
Juma'h and Wood (1999) defined outsourcing, as the replacement of inputs or value added previously
created in-house by an external provider within a long-term contractual relationship within which only
some of the expected mutual benefits and obligations are formally defined. It involves very high-level
strategic decision that tries attempts to resolve the question: 'what to make and what to buy' (Kakouris,
Polychronopoulos & Binioris 2006). The implication of the position of previous studies is that
contracting out the internal functions of an organizations' business bears significant impact on the daily
operational itinerary of the entity and managerial performance of the organizations as a whole.
Therefore, companies must outsource reasonably as outsourcing decisions may affect company's
cost structures, long-term competitive situation and can also alter the nature of risks that the company
must manage (Brannemo, 2006).
Hence, it is imperative for companies to understand and have a clear visionary template of the
outsourcing decision. Furthermore, company must also appreciate the benefits and risks of
outsourcing. Outsourcing has long been studied with a focus on manufacturing industries (Markides &
Berg, 1998; Mol, Pauwells, Matthyssens & Quintens 2004) and only more recently in the case of
services (Kotabe, Murray & Javalgi 1998) who reported that the first services to be outsourced have
been Information Technology service. However, outsourcing, especially in the financial circle has
attracted tremendous interest of accounting practitioners.
The outsourcing of internal auditing functions and other non-auditing services appears to be the inthing. Scott McNealy, CEO of Microsystems, in Rittenberg (1999) confirms this when he stated that,
“every company is racing to outsource non-core areas.” The rationale for outsourcing is simple i.e. the
outsourcing provider has identified the service area as a core competency and has positioned the firm
to provide better services at the same cost as the client is currently incurring, or alternatively the same
services at lower costs (Rittenberg, 1997).
As outsourcing of internal audit functions has become a global practice, the concern of regulators
should be how to make rules and provide guidelines that would ensure that none of the accounting firm,
the management of an enterprise and stakeholders would take an undue advantage of the situation
and circumvent professional and ethical codes of conduct.
Auditor Independence
Independence is considered an important facet of external auditors' attestation job, and to a lesser
extent the internal auditor. Both the American Institute of Certified Public Accountants (AICPA) and the
Security and Exchange Commission (SEC) of the United States of America as well as other countries
have rules, which require auditors to maintain their independence. In fact, the entire debate over
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whether audit firms should outsource internal audit functions revolves around the argument that the
provision of these services may impair the auditor's independence.
Antle (1984)and Schuetze (1994) reported of the difficulty in defining the concept of auditor
independence with exactitude, as it is an emotive concept that lends itself to divergences of
interpretation. A few of the meanings ascribed to auditor independence can be seen from the point of
view of DeAngelo (1981) who described it as the conditional probability of reporting a discovered
breach, while Knapp (1985) see it as the ability toresist client pressure. AICPA (1992), Moizer (1994)
and Schuetze (1994) stated that, it is an attitude/state of mind. Magill and Previts (1991) see auditor
independence as a function of character, with the attributes of integrity and trustworthiness being key,
but the AICPA (1997) White Paper defined it as an absence of interests that create an unacceptable
risk of bias, while the ISB (2000) see it as freedom from those pressures and other factors that
compromise, or can reasonably be expected to compromise an auditor's ability to make unbiased audit
decisions. These sampled definitions all reflect the importance of objectivity (ability to suppress
prejudice) and integrity (willingness to express an opinion that truthfully reflects the evaluation of what
has been discovered during the audit) as the two major aspects of the auditor. This study sees auditor
independence as the ability and character of the auditor to maintain an unbiased position and see
things the way they are, despite pressures from management and other interested parties.
The concept of auditor independence has a long history and still remains a contentious issue today. In
the early twentieth century, independence of the auditor was aligned with acceptable personal conduct
and state of mind of the auditor through persuasion of duty and devotion. Therefore, independence
was assumed to mean integrity, honesty, and objectivity, including freedom from the control of those
whose records are being attested to. It is indeed an attitude of the mind much deeper than the apparent
display of visible standards.
The auditor is expected to avoid entangling himself situations that might cause others to conclude that,
they are not maintaining impartiality and objective attitude of mind (Porter et al., 2003). The intangibility
of the concept of auditor independence as well as change in the work environment, has led to
government and professional auditor independence which was once considered as a moral-ethical
position to now be largely conceived as an object that can be regulated through standards
promulgated in codes of ethics and/or government regulation, and checked on and verified through
reviews (Gendronet al. 2006). This new development is a fall out of the aforementioned global financial
scandals that has been sweeping across the world in the last twenty years.
Theoretical framework
Resource Based Thinking (RBT)
The theoretical framework underlying this research is the Resource-Based Thinking (RBT), which
states that the company and its employees control an enterprise's resources. According to Barney
(1991, Rodriguez and Diaz (2008) and McIvor (2009), the resources being referred to include business
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processes, organizational characteristics, aptitudes, information, and knowledge. It also involves the
firm's ability to explore and utilize all of its resources to achieve competitive advantage over its
business rivals.
The argument of the Resource Based Thinking as expounded by Prahalad and Hamel (1990) and
Winter (1998), is that the more limited the basic resources of a business entity, the greater the
tendency for the firm to rely on external expertise to overcome this deficiency. According to this
approach, a firm should concentrate on those operations that constitute its core competences and
outsource the rest of the activities (Rodriguez & Diaz, 2008; Prahalad & Hamel, 1990; Quinn & Hilmer,
1994; Venkatesan, 1992; Quinn, 1999; McIvor, 2009).
This theory therefore supports that organizations should contract their internal audit functions in order
to overcome the deficiencies of constrained resources. This theory also supports the corporate entity
benefitting from the professional expertise of the external auditor to whom internal audit functions
would be outsourced. Furthermore the theory is in support of organizations that claim internal audit
functions not to be one of their core operational activities. However, the issue with the proposition of
this theory is that it fails to consider the negative implications of corporate entity's outsourcing practice
on the quality of work to be done by the auditor. It may be argued that when the auditor of an entity takes
up internal audit functions in addition to his attest functions, the auditor may be constrained in terms of
manpower, especially now that he needs to split his staff to reduce the independence impairment
perception.
Empirical Review
Geiger, Lowe and Pany (1999) reports that previous studies have found that the separation of
outsourcing and audit personnel has not only reduced independence apprehension or worries but
occasionally has resulted in the highest perceptions of auditor independence, financial statement
reliability, and credit/investment decisions. This study therefore expects that a similar separation of
personnel performing attest functions from those performing outsourced internal audit functions might
also result in positive independence perception by stakeholders. Though the issue of separation of
personnel has been a highly debated topic, no benchmark has been established as to the personnel
within the accounting firm who are allowed to perform the outsourced internal audit functions. This is
probably one of the areas where the professional bodies like the Institute of Chartered Accountants of
Nigeria (ICAN) and Association of National Accountants of Nigeria (ANAN) may have to make their
input in differentiating between individuals assigned to the financial statement audit engagement and
those performing the outsourced internal audit.
Studies conducted by Lowe et al. (1999) centered on personnel arrangement in internal audit functions
outsourcing as a proposition of possible solution to the joint provision of services dilemma. It is often
referred to as experimental or behavioral study. Other studies in the same direction are Swanger and
Chewning (2001), Hill and Booker (2007), and Abbott et al. (2007). Similar to Pany and Reckers
(1984) and Lowe and Pany (1995), these authors investigated bank loans officers' perceptions of
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external auditors' independence under five different scenarios, including: (1) joint provision of the
conventional external audit and outsourced internal audit to the same client by the same Audit firm
using different personnel team and (2) the provision of the two types of services by two distinct audit
firms. Surprisingly, Lowe et al. (1999) found that an external auditor's independence was perceived as
better (perceived as not impaired) when the same Audit firm performed jointly both services (score =
7.39 on an 11-point scale) than when two distinct firms performed the external audit and the
outsourced internal audit respectively (score = 6.71 on an 11-point scale).
In contrast however, Swanger and Chewning (2001) found mean independence variables significantly
higher when the internal audit was outsourced to a different Audit firm than when the same Audit firm
performed jointly both functions. Specifically, analysts in Swanger and Chewning (2001) thought that
independence in appearance was significantly better (not perceived impaired) under a two-firm
scenario (score = 7.64 on an 11-point Likert scale) than under a single firm scenario (score = 6.43 on
an 11-point scale). In the same behavioral perspective, but concentrating rather on non-governmental
establishments, Hill and Booker (2007) used functioning members of state boards of public
accountancy as proxies for regulators. They found a significant negative difference in perceived
auditors' independence when the same Audit firm is providing jointly external audit and internal audit to
the same non- governmental client without separate personnel team.
In an attempt to address this staffing issue and assess whether shareholders and other interested
parties contrastingly view engagements with different staffing arrangements, this study therefore
examined the following related research issue concerning external auditor involvement with a client:
Does the distinct separation of individuals within accounting firm that performs the attest functions
from those that perform the outsourced internal audit affect stakeholders' opinion of auditor
independence?
Methodology
Population of the Study
The population of this study consists of all staff and personnel of seven-selected categories of people
in Nigeria as at the time of the survey. The seven selected groups are: Academics, Financial Analysts,
Auditors, Bankers, Investors, Corporate Managers and Regulators. The choice of the population is
informed by the nature of the study and the need to target groups that are knowledgeable and well
informed about the subject matter, which the chosen population represents.
The various population of this study consists of Heads of Department of Accounting or all Federal
Universities in Lagos Universities of Lagos; seven respondent groups were as follows
The population of the academic respondents consisted of all heads of department of Accounting of the
three universities in Lagos, Abuja and Kano made up of sixty-eight Professors and Doctors.
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The Financial Analysts respondents' population consisted of all senior financial analysts of various
print and electronic media who were registered with the Nigerian Stock Exchange which number is put
at sixty.
For the auditor group respondents, the population consisted of two hundred and eighty audit partners
and managers from seven hundred auditing firms in Lagos, Nigeria
The population of the bankers' respondents group derived from their annual reports, consisted of 62
Executive Directors from 19 deposit money banks listed at the Nigerian Stock Exchange.
The population of the investors group consisted of all shareholders who own more than five percent
equity shares in the 128 listed companies that were active on the Nigerian Stock Exchange as at July
2017 estimated at 170.
The managers' group population was made up of all Financial and Human Resources Managers from
128 listed and active companies at the Nigerian Stock Exchange (NSE) estimated at 164.
Regulators' respondents' population consisted of all Directors of the following regulatory bodies whose
activities affect the auditing profession: the Institute of Chartered Accountants of Nigeria, Nigerian
Stock Exchange, Securities and Exchange Commission (SEC), Corporate Affairs Commission (CAC)
and Chartered Institute of Bankers of Nigeria (CIBN). The population of the regulator respondents was
put at 59.
Sampling Technique and Sample Size of the Study
In this study, samples were drawn from the identified target population based on a statistically
determined, efficient sample size so as to estimate some parameters of the population. Each group of
respondents was covered in the sample selection. Moreover, the sampling design is stratified and
purposive sampling. In stratified random sampling, the population is divided into a number of sub
populations called strata. Samples of predetermined sizes are drawn independently from each stratum
by simple random sampling. Purposive sampling involves picking samples that are knowledgeable
about the area of research and would be able to give data, which would be useful.
Furthermore, the necessity of stratification is due to convenience and increase in precision of survey
results. Thus, each of the seven categories of respondents under study was treated as a stratum.
Since a stratified sample consists of units selected separately from each stratum, such a sample is
expected to be better representation of the whole population than a simple random sample selected
from the entire population. The heterogeneous nature of the population units made this approach
appropriate as a simple random sampling technique may omit some elements of a particular target
group. Thus, each of the seven categories of respondents was assessed on the effect of internal audit
functions outsourcing on the independence of the external auditors from different perspectives. The
following table summarizes the sample size allocation in this stratified random sampling.
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In order to obtain the most efficient and representative sample for this research, the following Taro
Yamane's formula for sample size determination was employed.
n=
N
2
1+ N (e)
Where, n=minimum sample size required, N = population size; 1 = constant while (e) represents the
margin of error usually at 5% level of significance. Let us use the population of the academic group to
illustrate the determination of the sample size.
n = 68/1+68{0.05}2 = 58.12. This sample size was scaled down to 50 for convenience
The other groups' population was used in computing their various sample sizes. The total sample size
computation of this study using Taro Yamane's formula produced a sample size of 734 respondents,
but for the sake of convenience the sample size was trimmed down to a manageable number of 550
Reliability of the Instrument
The reliability of a research instrument is best measured by the Cronbach's alpha statistic. Cronbach's
alpha is designed as a measure of internal consistency; that is, a test of whether all items within the
instrument measure the same thing. Alpha is measured on the same scale as the Pearson's productmoment correlation coefficient and typically varies between 0 and 1. The closer the alpha is to 1, the
greater the internal consistency of items in the research instrument.
In this study, there are 18 construct question items in the questionnaire to assess the implication of
separating staff of an outsourced audit firm on the independence of the external auditor in Nigeria.
Coefficient alpha is the approximate average correlation between all pairs of question items. The
formula that determines Cronbach's alpha is simple and made use of the number of variables or
2
question items in the scale (N), variances (S ) and the average pairwise covariance between pairs of
items (Sij)
N2Sij
a
=
S
Sij +
S
S2
Based on the formula of alpha, a rule that applies to most situations for the interpretation of reliability by
alpha, which is mostly acceptable is as follows.
Table 1: Rules for Reliability test
Cronbach Alpha
a
³
0 .9

0 .8 £
a
<
0 .9
0 .7 £
a
<
0 .8
0 .6 £
a
<
0 .7
0 .5 £
a
<
0. 6
a
<
0 .5

Remark
Excellent
Good
Acceptable
Questionable
Poor
Unacceptable
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The details of the computations of the Cronbach's alpha based on a study with a sample size of 50 are
summarized in table 3 below
Table 2: Reliability Statistics

Cronbach's Alpha
0.882

Sample size
50

Number of Items
18

From table 2 above, the Cronbach's alpha of 0.882 implies that the instrument is reliable. Hence, the
instrument has good reliability as far as internal consistency is concerned.
Validity of the Instrument
Validity of the instrument means the ability of the questionnaire to capture exactly the data it was
designed to collect so as to be able to address the hypothesis. The content of the questionnaire, after
scrutiny by relevant experts, was validated by the researcher through a pilot survey based on a random
sample of size 50 using Kendall's coefficient of concordance. Kendall's coefficient of concordance (W)
is a measure of the agreement among several (m) quantitative or semi quantitative variables that are
assessing a set of objects of interest. If the test statistic 'W' is 1, then all the survey respondents have
been unanimous and each respondent has assigned the same order to the list of objects concerned. If
however, 'W' is 0, then there is no over all trend of agreement among respondents and their responses
may be regarded as essentially random.
The Kendall's coefficient of concordance in our study gave a value of (W=0.42, p=0.00). This shows
some level of reasonable agreement among the various respondents giving the heterogeneous nature
of the groups; hence, the questionnaire has both the desired face and content validity.
Method of Data Analysis
The research is descriptive in nature and generally evaluates and assesses issues of perception of
auditor independence in Nigeria. In order to effectively conduct a valid analysis in the presentation and
analysis of data collected on the research field, the researcher used descriptive statistical methods.
However, in order to determine the effects of the selected determinant factor on auditor independence,
econometric techniques were employed, using the Qualitative Response Modeling technique. This
method is applied since the responses from the questionnaire generated qualitative data which is
obtained by taking the average responses of the respondents based on the subsections in the
questionnaire. The Ordinary Least squares (OLS) method breaks down the estimation of such data set
since the probability distribution of the dependent variable is not continuous. The particular qualitative
response modeling technique applied is the Logit method, which estimates the relationships using the
Maximum Likelihood approach.
The Probit Regression Method
According to Greene (2003), the Probit regression model is a type of regression analysis used for
predicting the outcome of a binary dependent variable (a variable which can take only two possible
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outcomes, e.g. "yes" vs. "no" or "available" vs. "not available") based on one or more predictor
variables. Logistic regression attempts to model the probability of a "yes/success" outcome using a
linear function of the predictors. Specifically, the log-odds of success (the logit of the probability) is fit to
the predictors using linear regression. Logistic regression is one type of discrete choice model, which
in general predicts categorical dependent variables either binary or multi-way.
Robustness Tests
In order to ensure that the estimated equations are standard and stable across the various cross
section in the study, various robustness checks are provided. These are the multicollinearity test,
which helps to ensure that independent variable in the estimates is not highly related; the
heteroskedasticity test which ensures that the variances among the different cross section in the
observations are constant; and the CUSUM of Squares test.
Multicollinearity Test
In a multivariate regression analysis of this nature, there is the probability that the explanatory variable
may be very highly intercorrelated which could undermine the regression result by making an
otherwise significant variable insignificant. When the explanatory variable has a Correlation coefficient
very close to 1, multicollinearity is said to exist, hence the study estimated the extent of multicollinearity
using the Variance Inflation Factor (VIF). If the VIF of a variable exceeds 10, it implies that such a
variable is highly collinear and this happens when R2 exceeds 0.90.
HeteroscedasticityTest
The problem of heteroscedasticityexists when the residual of a regression follows a certain pattern or
trend and are not conditionally normally distributed. Linear regression analysis assumes that the
variance of all squared error terms is the same. That is there is homoscedasticityor constant variance.
The absence of homoscedasticity (Heteroscedasticity)describes a situation where the variance of the
error terms is not equal, and in which the error terms may be larger for some observations or periods of
the data than for others. The Breusch-Pagan/Godfrey test was employed to test for the problem of
heteroscedasticity. The decision rule for Breusch-Pagan/Godfrey test is to infer absence
ofheteroscedasticity (which implies that there is homoscedasticity) when the corresponding probability
2
value of the observed adjusted R-squared (R ) is greater than 5%. These tests are used to support a
researcher's argument that a given specification has no major specification error (Shaibu, 2012). The
Breusch-Pagan/Godfrey test is given as:
BP = {1/V} (u-ui)’ Z(Z’Z) - 1Z’ (u-ui)
where u = e1, ez2 . . . eu2.
CUSUM of Squares Test
The CUSUM of squares test (provided by Brown, Durbin & Evans, 1975) is based on the test statistic:
t

2

st= S
r = k+1w r

T
2
S
r = k+1w r
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The expected value of under the hypothesis of parameter constancy is:
E(St) = (t - k)/(T - k)
which goes from zero at t = k to unity at t = T. The significance of the departure of S from its expected
value is assessed by reference to a pair of parallel straight lines around the expected value. The
CUSUM of squares test provides a plot of St against t and the pair of 5 percent critical lines. Any
movement outside the critical lines is suggestive of parameter or variance instability. The cumulative
sum of squares is generally within the 5% significance lines, suggesting that the residual variance is
somewhat stable (Johnston & DiNardo, 1997).
Model Specification
A simple regression model is used to identify the relationships between audit independence and the
independent variable based on the survey method in the study. In this data survey analysis, the
categories of respondent are taken into cognizance. Hence, the modeling procedure involves
estimation of the equations for the whole sample as well as for the response groups. Given the nature of
the data derived for the dependent variable (i.e., either audit independence or no audit independence),
the Qualitative Response model is adopted in the estimation of the relationships. Here, we estimate the
probability of audit independence given the perception of the respondents. Therefore, the baseline
model for the primary data analysis may be specified as:
Pr [AUDIND] = f SoS)
Where AUDIND = auditor independence (which is captured as a binary indicator taking the value of 1
when the perception is “auditor independence' and 0 when the [perception is “ no auditor
independence”).
SoS = Separation of Staff
It should be noted that the determination of the variable above is based on qualitative data obtained
from the questionnaire. Following Bieren (2008) and Green (2004), the Maximum Likelihood
econometric form of the model is written as:
Pr[AUDINDj = 1|X]j
=
1
1 + exp (a
b
oo x)’
j
Pr[AUDINDj = 1|X]j = 1 Pr[AUDINDj = 1|X]j
= exp (a
b
oo x)’
j
1 + exp (a
b
oo x)’
j
where the Xj is the explanatory variables and á0 and â0 are unknown parameters to be estimated.
Results And Discussion
This section of the study presents the results, analysis and interpretation of the panel data collected for
the purpose of testing the models developed in this study. In line with the methodology, two broad forms
of analyses are done on the data. The first set comprises various regression analyses to determine the
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determinants of auditor independence based on responses from the research instrument. This is done
using data from the seven different response groups as well as all the responses pooled together. This
allows for checks on the individual robustness of the results obtained. The second set of analyses
involves testing the single hypothesis of the study on the basis of the pattern and extent of
relationships that exist between auditor independence and separation of staff. The analysis therefore
involves the use of both statistical and econometric methods in order to provide a rich background for
the investigation.
Descriptive statistics show the summary of data and other basic characteristics within the series. The
summary statistics for the variables in the study are presented for individual variables for the combined
response groups of the samples in the study in Table 3. The average response for perception of auditor
independence is 0.61. This value is closer to 1 (which is an indicator of auditor independence) than 0
(which is an indicator of absence of auditor independence). This thus shows that the responses
generally perceive that for the firms they consider, there is more presence of auditor independence
than there is absence of it. The median value of 1 shows the level of similarity among the respondents'
options.
The standard deviation for the AUDIND variable is 0.49, which is less than the mean value. This shows
that across the individuals in the sample, there was not much variability in their perception of auditor
independence. The skewness value is low and close to zero. The negative value of the skewness
indicator shows that more respondents agreed that there was auditor independence than the mean
value indicated. The kurtosis of the dependent variable is also low at 1.2.
For the independent variable, it should be noted that the responses were based on the Likert scale.
Table 3: Descriptive Statistics

AUDIND
SOS

Mean
0.61
2.26

Median
1
2

Max.
1
5

Min. S.D.
0
0.49
1
1.21

Skew
-0.45
0.86

Kurt.
1.20
2.82

J-B
92.58
68.94

Prob.
0
0

A special statistic of interest in this study is the Jarque-Berra (J-J) coefficients in the summary statistics.
It shows the degree of normality, and hence the heterogeneity of the data series. Highly heterogeneous
series are the precursors for cross-sectional estimation tests. The J-B values for each of the variables
in all the groups are very high and pass the significance test at the 1 percent level (since their
respective probability values are zero). This indicates that the assumption of normality in the data
cannot be accepted: the series are non-normally distributed. The implication of this is that the series
across individuals or groups are heterogeneous and would actually require a cross-sectional
estimation test.
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In Table 3, the descriptive statistics variables are presented. This matrix is essential for three reasons.
It helps to further examine the background behavioural patterns in the data series in the study, provide
background relationship checks for the variables, as well as show the initial pattern of multicollinearity
testing for the variables. The unconditional or ordinary correlation analysis is conducted on the data
and analyzed. The result from Table 4 shows that there is a positive correlation between auditor
independence and separation of staff. The correlation for SoS is significant at the 1 percent level. This
indicates that auditor independence vseparation of staff is perceived to move in the right direction.
Table 4: Correlation statistics
Variable
SOS

AUDIND
0.19
4.58
0

Cor.
t-val
p-val

Table 5: Regression Results for Perception of Auditor Independence by different groups of
respondents

Variable
SOS
H-L
Statistic
Andrews
Statistic

Academia
N = 50
zCoeff.
Stat.
0.242 1.66

Analysts
N = 50

Auditors
N = 150

Pr.

Coeff.

z-St.

Pr

Coeff.

0.1

0.566

2.92

0

0.297

Investors
N = 100
zStat.
3.06

Pr

Coeff.

0

0.187

zStat.
1.43

Pr
0.1

9.63

0.3

12.4

0.13

6.0

0.6

4.42

0.8

21.5

0.0

28.0

0

15.5

0.1

33.5

0

Table 6 Regression Results for Perception of Auditor Independence (ctd)

Variable
SOS

Bankers
N = 50
Coeff. z-Stat.
0.455
2.78

H-L Statistic

12.0

0.15

9.36

0.31

6.245

0.62

Andrews
Statistic

30.4

0

31.0

0

23.1

0.01

Prob.
0.01

Managers
N = 100
Coeff. z-Stat.
0.053
0.44

Prob.
0.66

Regulators
N = 50
Coeff. z-Stat.
0.461
2.18

Prob.
0.03

The contribution of the explanatory variable to auditor independence in an organization is determined
by considering the coefficients of the variable in terms of signs and significance. The coefficients of
separation of staff fail the significance test at the 5 percent level. This shows that for the academia
results, separation of staff is not a significant element in auditor independence as revealed in table 6.
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For the analysts, the result as presented in table 6 shows that Separation of staff is significant in the
model. This implies that analysts consider separation of staff as an important factorthat explains
auditor independence in an organization. The coefficient of Separation of staff is positive; suggesting
that separation of staff has positive impact on auditor independence for the analysts. In the auditors'
results, separation of staff is significant at the 1 percent level, since the probability values are all zero.
This indicates that the variable is a strong factor that determines auditor independence, as far as the
auditors are concerned.
In order to obtain the generalized outcome for the regression analysis, the pooled data from all the
groups is used for the estimation of the results. The results are shown in Table 6 The goodness of fit
statistics are impressive, with the H-L and Andrews statistics both passing the significance test at the 5
percent level. This reveals that the model has a good fit for the relationships being estimated.
Moreover, the independent variables are actually closely related with dependent variable.
The contribution of the explanatory variable to the behaviour of auditor independence in an
organization is shown by their respective coefficients. In the results, it be can seen that separation of
staff passed the significance test at the 1 percent level. Staff separation therefore has a significant
positive coefficient, which reveals that when there is separation of staff in the organisation, auditor
independence is enhanced.
Robustness Checks
In order to check for the robustness of the estimates in the study, multicollinearity heteroskedasticity
tests are conducted and the results are presented.
Multicollinearity test
The regression models used in the study are numerous with outcomes that may measure the same
effects. Multicollinearity test are therefore conducted on the models to ensure that the explanatory
variables are not excessively collinear. Apparently, high collinearity tends to amplify the standard
errors of the estimates and render the reliability of the estimated model quite low. In Table 7, the result
of the multicollinearity test for the model is presented. In the result, only the centred variance inflation
factors (VIF) for the variable are reported.
Table 7: VIF Values for Multicollinearity Tests

SOS

Academia
N = 50
3.68

Analysts
N = 50
4.79

Auditors
N = 150
3.61

Investors
N = 100
3.48

Bankers
N = 50
3.58

Managers
N = 100
3.63

Regulators
N = 50
4.05

Heteroscadasticity test
Another robustness test conducted for the models is the test of heteroscadasticity given that data used
are cross-sectional. Woodridge (2004) has noted that such investigation gives direction on the
appropriate estimation technique to be used in emotion. Apparently, a highly heteroscadastic set of
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observations may lose efficiency properties when estimated with the ubiquitous OLS technique. It
should be noted that the Breusch-Pagan-Godfrey tests are used for the analysis. Only the F-value for
the test results for each of the models in the study is reported in Table 9. The F-statistics for all the
results (apart from that of the pooled data and regulators) all have probability values less than 5
percent. This means that the null hypotheses of no heteroscadasticity for each of the models are
accepted. The non-significance of the test statistics indicates the presence of homoscedasticity in
data series for each of the models. This again, confirms the robustness of the estimates from the
models.
Table 8: Test of Heteroskedasticity Results

Model
Academia
Analysts
Auditors
Investors
Bankers
Managers
Regulators
All

F-statistic
1.583
1.355
0.662
1.062
1.477
0.736
2.905
36.85

Prob.
0.18
0.26
0.65
0.39
0.22
0.60
0.02
0

The CUSUM of Squares Test
This test shows the stability of the data set across the cross sections in the sample. This helps to
eliminate doubt about possible outlier regression for any of the groups in the sample. The chart in
Figure 1 shows the result of the CUSUM of squares test. It can be seen that the CUSUM of squares line
for the result lies entirely within the dotted 5 percent significance bound line throughout the chart. This
reveals that the estimation is stable within the analysis.
Figure 1: CUSUM of squares Result
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Tests of hypothesis
In this section, the working hypothesis of the study is tested based on the outcome of the results from
the estimated model of the study. The model in this regard refers to the model estimated using the
pooled data for the overall groups combined. The hypotheses are tested using the coefficients
estimated in the model in terms of significance from the z-values.
There is no significant relationship between the separation of audit firm staff involved in internal audit
functions outsourcing and amelioration of auditor's independent impairment perception.
For the working hypothesis, focus is on the coefficient of SOS in the model result. The coefficient is also
positive and the z-value is high at 0.178. Also note that the z-value is zero, indicating that the coefficient
passes the significance test at the 1 percent level. Thus, the null hypothesis is rejected with the
implication that a significant relationship exists between separation of staff of an audit firm and the
independence of the external auditor. More separation of staff between audit firm and the organization
tends to enhance auditor independence in the organization.
The study also showed that a significant positive relationship exists between separation of staff of an
audit firm and the independence of the external auditor. An auditing firm that engages in separation of
staff between those who perform attest functions and those who perform outsourced internal audit
functions tends to enjoy a better auditor independence perception. Therefore, the separation of staff
between those who perform outsourced internal audit functions and those that perform attests
functions promotes the independence of the external auditor. The idea of staff separation is to create
the impression where the two sets of staff would see themselves as coming from different accounting
firms and therefore carry out their respective assignments without bias. The argument that led to the
hypothesis of staff separation came about when some people believe that separating the staff would
seem as if there are two different accounting firms handling the attest functions and internal audit
functions respectively. The result of this study is in agreement with the study conducted by Lowe et al.
(1999) which centered on personnel arrangement in internal audit functions outsourcing as a
proposition of possible solution to the joint provision of services dilemma. Surprisingly, Lowe et al.
(1999) found that an external auditor's independence was perceived as better (perceived as not
impaired) when the same Audit firm performed jointly both services (score = 7.39 on an 11-point scale)
than when two distinct firms performed the external audit and the outsourced internal audit respectively
(score = 6.71 on an 11-point scale).
In contrast however, Swanger and Chewning (2001) found the independence to be significantly higher
when the internal audit was outsourced to a different Audit firm than when the same Audit firm
performed jointly both services. Specifically, analysts in Swanger and Chewning (2001) thought that
independence in appearance was significantly better (not perceived impaired) under a two-firm
scenario (score = 7.64 on an 11-point Likert scale) than under a single firm scenario (score = 6.43 on an
11-point scale). This result is also in conformity with the principles of the Resource Based theory, which
supports the conservation of resources.
ICAN

126
AC
CU
RA
CY

T
& IN

Y
RIT
EG

International Journal of Accounting & Finance (IJAF)
Vol.9, No.1, March 2020

Internal Audit Functions Outsourcing Versus the Independence of the External Auditor: Separation of Staff of Audit Firm to the Rescue?

Conclusion and Recommendations
From the findings of this study the following conclusions can be reached.
Nigerian business entities outsource their internal audit functions to their external auditors as a
business-restrategizing plan. Furthermore, outsourcing of internal audit functions by client
organizations to their own external auditor has become a common feature of today's businesses. It can
further be concluded that internal audit functions outsourcing as a whole has not been found to be
negative, as outsourcing internal audit functions has become a global practice by most corporate
entities. The result of the study leads us to the conclusion that separation of staff on internal audit
functions outsourced has a positive effect on perception of auditor's independence.
This study therefore recommends the separation of staff of an accounting firm between those who
perform attest functions and those that perform outsourced internal audit functions, as this would likely
improve the perception of auditor independence. The implication of this is that staff should be
specifically engaged to perform internal audit functions for client organizations.
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Abstract
This study examined the effects of board attributes on tax planning of listed non-financial companies in
Nigeria. It aims at finding out using quantitative research method, board attributes that increase tax
planning, thus, reducing tax liability of listed non-financial firms in Nigeria. Data for the study were
collected from the annual reports and accounts of the sampled companies for a period of ten years
(2008 to 2017). The data collected were analysed using descriptive statistics to provide summary
statistics for the variables, and correlation analysis was carried out using Pearson product-moment
correlation to determine the relationship between the dependent and independent variables.
Regression analysis was also conducted. The study revealed that board independence has a
significant negative effect on tax planning; foreign directorship has a non-significant negative effect,
while gender diversity, board size, and board meetings have non-significant positive effect on tax
planning in listed non-financial companies in Nigeria. In addition, profitability has a significant positive
effect on tax planning as leverage depicts significant negative effect on tax planning. The study is
limited to non-financial companies in Nigeria; hence, the findings are useful to the stakeholders of
those companies. In addition, the findings can be generalized to emerging economies that have similar
economy, politics, and code of corporate governance with Nigeria. The findings imply that having
independent and foreign directors on the board of directors increase tax planning, thereby reducing tax
liabilities. Therefore, independent and foreign directors have similar ideas towards tax planning. Also,
board size, gender diversity, and board meetings do not contribute towards tax reduction via tax
planning activities. Findings from this study contribute to the literature on corporate governance and
tax planning in Nigeria by encouraging management of listed firms to be more proactive in tax
planning. Theoretically, the study is significant for its contribution to agency and stakeholder theories
as they explain relationship between board attributes and tax planning.
Keywords: Board independence, board size, gender diversity, foreign directors, tax planning.
Introduction
Tax is a cost to firms and its shareholders and as a result, a reduction in cash flow available to them as
profit, and shareholders prefer tax planning activities in an effort to increase not only profit after tax but
also cash available to shareholders (Khurana & Moser, 2013). However, tax is a major source of
revenue to government. Pniowsky (2010) pointed out that tax planning is the process of structuring
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one's financial affairs in order to defer, reduce or even eliminate the amount of taxes payable to the
government. Tax planning is aimed at reducing income tax, and presence of effective board members
is important towards its achievement.
The principal objective of the board of directors is to ensure that the company is properly managed. It is
the responsibility of the board to oversee the effective performance of the management in order to
protect and enhance shareholder value and to meet the company's obligations to its employees and
other stakeholders. In Nigeria, Companies and Allied Matters Act (CAMA) (2004) as amended requires
every registered private company to have at least two directors on its board. On the other hand, the
Nigerian Code of Corporate Governance (2018) provided that board should be of a sufficient size to
effectively undertake and fulfill its business; to oversee, monitor, direct and control the company's
activities and be relative to the scale and complexity of its operations. The directors have a statutory
duty to act at all times in what they believe to be the best interests of the company as a whole so as to
preserve its assets, further its business and promote the purposes for which the company is formed.
Therefore, whether board attributes have effects on tax planning in enhancing shareholders' wealth is
yet to be confirmed.
Prior studies (Aliani & Zarai, 2012; Aliani, 2013; Ahmed & Khaoula, 2013; Ahmed & Mounira, 2015;
Christopher, Jennifer, Alan, & David, 2015; Oyeleke, Erin, & Emeni, 2016; Sunday, 2017; Yinka &
Uchenna, 2018; Onyali & Okafor, 2018) showed mixed results in both developed and emerging
economies. Despite decades of empirical studies in corporate taxation, little attention has been
focused on whether board attributes have effects on tax planning especially in emerging markets like
Nigeria. In addition, most available studies concentrate on deposit money banks as non-financial
services companies are yet to receive expected attention.
This study therefore, aims at investigating the effects of board attributes (board size, gender diversity,
board independence, foreign directors, and board meetings) on tax planning in non-financial
companies listed on the Nigerian Stock Exchange (NSE). The study is significant as it adds to existing
literature on the relationship between board attributes and tax planning. More so, the study depicts to
shareholders and management those attributes that contribute towards tax planning. It further gives
insights to policy makers especially the Securities and Exchange Commission (SEC), tax authorities
on how board attributes affect tax planning of companies. This will therefore guide in policy formulation
by the agencies as it identifies board attributes that reduce government revenue through tax planning
practice.
The remaining parts of the paper are organized as follows. In the next section, related literature and
theoretical background on board characteristics and tax planning are reviewed. Then the methodology
is presented, followed by discussion of results, and finally conclusion and recommendations.
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Literature Review
Concept of Tax Planning
The concept of tax planning has received attention from researchers. Harvey (2011) defined tax
planning as drawing strategies throughout the year in order to reduce tax liability, for example, by
choosing a tax filing status that is most helpful to the taxpayer. Such tax planning can be achieved by
waiting until the next tax year to sell an asset, so as not to realize capital gains. The author added that,
tax planning can mean making a company's investment decisions based on determined revenue and
projected tax laws. Pniowsky (2010) sees tax planning as the process of structuring one's affairs in
order to defer, reduce or even eliminate the amount of taxes payable to the government. Moreover, tax
planning has been identified as the best option, within legal guidelines, to reduce the tax burden. This is
achieved through differing of tax rates between distinctive jurisdictions and economic activities, as well
as many of the tax incentives provided under tax laws (Fallan, Hammervold, & Gronhaug, 1995).
Donald, John, and William (2005) view tax planning as a broad set of tax avoidance and evasion
schemes that affect only financial arrangements of firms. Here, tax planning is contrasted with tactics in
which firms move physical operations to avoid a higher tax which is termed location distortions of tax
policy. Firms may also respond to corporate taxation by altering the input mix or production technology,
though no attempt is made to measure the implications of this third effect. Tax planning exploits
differences in state tax policies and often involves sophisticated arrangements where firms create one
or more subsidiaries for the purpose of shifting income from high to lower tax jurisdictions. Donald et al.
(2005) stated that tax planning strategies are often legal, but some may fall into a legally gray area or
even be blatantly illegal methods of tax evasion such as underreporting taxable income or overstating
tax deductions.
From the different definitions of tax planning, this study sees tax planning as any activity carried out by
management which is aimed at reducing tax expenses/liabilities without breaching any provisions of
tax laws (i.e Company Income Tax Act). Decisions related to tax planning can be taken by board of
directors which is to be implemented by the management. Board attributes such as gender diversity,
board independence, board size, foreign directors, and board meetings may have positive or negative
effect on tax planning. Thus, the need to examine the effect of these attributes on tax planning of listed
non-financial companies in Nigeria.
Gender Diversity and Tax Planning
Leadership styles between men and women differ. Women tend to have better communal
characteristics, like being kind, helpful and sensitive. While men want to always dominate (Eagly &
Johannesen-Schmidt, 2001). The differences are also reflected, among other things, in the board of
directors of companies. Diversifying the board of directors in terms of gender has theoretically possible
impacts on various firm features. The communal characteristics of women are associated with better
communication among board members, and better board participation, like attending board meetings
(Adams & Ferreira, 2009).
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In assessing the attitude of men and women towards compliance with rules and regulations, Simon
and Corbett (1996) pointed out that ethically, women tend to have a stronger attitude towards
compliance than men. In a similar vein, when it comes to tax compliance, there is also evidence that
women have a stronger attitude towards compliance than men (Hasseldine, 1999; Kastlunger,
Dressler, Kirchler, Mittone & Voracek, 2010).
There have been submissions that diversity could improve the effectiveness of the board and
specifically recommendations that companies can benefit from the existence of professional women in
their boards. Higher participation of women on corporate board is generally promoted as women
members are believed to bring important information and knowledge to the board due to more wideranging professional experiences (Bellucci, Borisov, & Zazzaro, 2010; Srinidhi, Gul, & Tsui, 2011).
Mhamid and Hachana, (2010) claim that diversity on the board of directors boosts performance. They
therefore suggest the necessity to integrate gender diversity as a governance variable when studying
the boards' attributes. Based on this, the following hypothesis is formulated.
Ho1: Gender diversity has a negative effect on tax planning of listed non-financial companies in
Nigeria.
Board Independence and Tax Planning
Independent directors include any non-employee board members as well as any members who work
on their own (example, consultants, lawyers, accountants, amongst others). Similarly, a director is
independent when he has no link of interest with the firm or his team (Beasley & Petroni 2001;
Fernández & Arrondo, 2005). The independence and the expertise of the external directors allow them
to make objective decisions. Several researchers postulate that the increase of the number of
independent directors within the board improves the performance of the firm. Minnick and Noga (2010)
argue that the independent directors concentrate also on the reduction of the foreign taxes. They find
that increase in the number of independent directors increases the domestic tax rates. Richardson and
Roman (2011) suggest that firms having a high percentage of independent directors can reduce
significantly tax planning.
The independent non-executive directors are always viewed as a balancing force on the board; their
existence shows a symptom of good CG; shareholders are willing to authorize the management to be
tax sensitive (Bhagat & Bolton, 2008). Yeung (2010) result suggests that increase in board
independency decreases the effective tax rates. It indicates that under good CG companies follow tax
planning policy.
It can be argued that unlike inside directors, outside directors are independent of the company's
management, so it is expected that they perform their supervisory role more effectively and it is also
expected that independent boards be in a better position to propel the resources of companies towards
tax management. As independent boards contribute to monitor managers, it is also expected that they
contribute to lower ETRs due to a more efficient management of tax burden.
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Ho2: Board independence has a negative effect on tax planning of listed non-financial companies in
Nigeria.
Board Size and Tax Planning
Board size is one of the most studied corporate governance mechanisms. Prior studies show that
board size can be positively or negatively associated with CG effectiveness (Abdul-Wahab & Holland,
2012). The positive effect of board size results from the fact that larger boards benefit more from the
diversity of its directors. Larger boards of directors have the advantage of the skills, expertise and
experience of its members. Different skills contribute to a better advice on strategic decision since
larger boards can have a broader perspective about economic environment and can easily identify
business opportunities (Pearce & Zahara, 1991). Eisenberg, Sundgren, and Wells (1998) highlight the
problems that arise from increasing board dimension. Communication and coordination problems
accentuate as the number of board members increases. Additionally, larger boards have a reduced
ability to control management. In the presence of larger boards it is also more difficult to achieve
consensus about decisions which can make implementation of good investment opportunities difficult.
The effect of board size has been examined in a number of studies which have reached contradictory
conclusions. The earliest literature on board size argues that smaller board sizes are more effective
monitors (Jensen, 1993; Lipton & Lorsch, 1992). In fact, a smaller board could result in more
meaningful discussions, since expressing opinions and communication within a small group is
generally easy and takes less time. It is therefore expected that smaller board size is negatively related
to lower ETR.
Ho3: Board size has a negative effect on tax planning of listed non-financial companies in Nigeria.
Foreign Directorship and Tax Planning
Foreign directors refer to the board members who are not from the country where the companies are
domiciled or operating. Developing markets are willing to attract foreign direct investment. However,
the internal governance of companies is problematic in such markets especially in transitional
economies. Youssef (2003) claimed shortage of management resources as one of the problems. In
this respect, foreign directors can play a unique and significant role. The presence of foreign members
on the board is one of the forms of importing western corporate governance system into a country.
Other board members can benefit from it by getting more knowledge on managerial issues and
decision making.
The foreign directors' knowledge can contribute towards strategic tax decisions. Since tax is a cost to
companies, it needs to be reduced. Therefore, foreign board members who have wider experience in
area of tax can aid in better tax planning activities. The presence of foreign members on the board may
signal the ability of the company to deal with acceptable tax planning. Moreover, it can be expected that
companies with foreign directors may encourage tax planning without violating tax laws to signal their
managerial capabilities and to distinguish themselves from other companies.
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Ho4: Foreign directorship has a negative effect on tax planning of listed non-financial companies in
Nigeria.
Board Meetings and Tax Planning
Meeting is one of the principal ways of conducting business of the board and successfully fulfilling the
strategic objectives of the company. Board meetings are used to obtain information, consider issues,
exchange views, and make decisions that are in stakeholders' interest. In order to effectively perform
its oversight function and monitor management's performance, the Nigerian Code of Corporate
Governance (2018) provides that the board should meet at least ones every quarter. It also provides
that every director should endeavor to attend all board meetings. Meeting attendance is among the
criteria for re-election of a director. It is expected that during meetings, directors consider issues
related to cost reduction through tax planning.
Ho5: Board meeting has a negative effect on tax planning of listed non-financial companies in Nigeria.
Theoretical Framework
This study is guided by agency and Hoffman's tax planning theories. Agency theory is a theory that
“identifies the agency relationship where one party, the principal, delegates work to another party, the
agent. In the context of corporation, the owners are the principal and the directors are the agents”
(Mallin, 2007:12). Based on agency theory, managers may engage in tax planning in order to seek their
own interests, and they will occupy the company resources from tax savings and damage the interests
of other shareholders. At the same time, big shareholders may also advocate some tax planning
activities to damage the interests of small shareholders and other stakeholders in order to seek
personal gain in the enterprise with the dominant equity structure. This is through managerial activities
that protect management's interest, and shareholders who have block ownership will be interested as
it will fetch them more returns/value than small shareholders. This has implications for, among other
things, CG and business ethics. The interaction between tax planning decisions and managerial
opportunism is the foundation of agency perspective in tax planning as claimed by Desai and
Dharmapala (2008). The authors emphasize that the relationship between CG and taxation could exist
in three settings which are; characteristics of a tax system, the nature of CG environment and
manager's potential to capture a share of tax planning benefits.
Hoffman tax planning theory is a theory that supports firms redirecting corporate returns to other firms
other than flowing to government authorities (Hoffman, 1961). Due to the sophisticated nature of tax
process and structures, loopholes in the legal system are unavoidable enabling tax payers to benefit
on tax position. Hoffman (1961) argued that tax planning seeks to divert cash, which would ordinarily
flow to tax authorities, to the corporate entities. Tax planning activities are desirable to the extent that
they reduce taxable income to the barest minimum, without sacrificing accounting income. The theory
is premised on the fact that firms tax liability is based on taxable income rather than accounting income.
The idea is thus to intensify activities that reduce taxable income for more accounting profit.
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Methodology
The study is quantitative research; hence, it adopts a correlation research design, and is for period of
ten years (2008 – 2017). The population of the study comprises of 106 non-financial companies quoted
on NSE as at 31st December 2017. The size of the sample is 48 quoted non-financial companies in
Nigeria. The sample was arrived at based on two-point filter; (i) the companies must be quoted for
entire period of the study, and (ii) should have required data needed to achieve the objectives of the
study. The study used secondary data which were collected from annual reports and accounts of the
sampled companies, and analyzed using descriptive statistics, pearson correlation, and multiple
regressions.
The variables of the study consist of dependent and explanatory variables. They are measured as
follows:
Table 1: Measurement of Variables
Variables
Dependent: Tax planning

Measurement
effective tax rate: total tax expenses to pre- tax income as used
by Streefland (2016), Mohammed (2017).

Independent: Gender diversity

Ratio of female directors to total board size, as used by Aliani et
al. (2012), Oyeleke, Erin, and Emeni (2016), Streefland
(2016).

Board size

number of directors that compose the board, as used by
Richardson and Roman (2011), Aliani et al. (2012a), Uchendu,
Ironkwe, and Nwaiwu (2016).

Board independence

Percentage of independent directors sitting on the board, as
used by Ahmed and Khaoula (2013), Mahdi and Mahdi (2015).

Board meetings

number of meetings held by the board within a year (Samaila,
2014)

Foreign directorship

a dichotomous variable that takes 1 if there is a foreigner on the
board of directors and 0 if otherwise (Garko, 2015).

Control: Profitability

In line with Aliani et al. (2012b), Aliani (2013), this study
measured profitability using return on assets (ROA) which is
the ratio of profit before tax to total assets.

Leverage

total debts by total assets as used by Chen, Chen, Cheng, and
Shevlin (2010)
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Industry effect

A dummy variable to assess variation in tax planning across different
industries as used by Aliani and Zarai (2012b).

Source: Various literature as shown in the table
The model of the study is as follow:
ETRit = â0 + â1GENDit + â2BSit + â3BIit + â4FDit + â5BMit + c1ROAit + c2LEVit + IND it + åit
Where: ETR = effective tax rate (tax planning), GEND = gender diversity BS = board size BI = board
independence FD = foreign directors BM = board meetings ROA = Profitability Lev = leverage IND =
industry effect
Results and Discussion
Robustness tests such as multicollinearity, heteroskedasticity, normality of dependent variable and
hausman specification test were carried out. The study adopts Variance Inflation Factor (VIF) in
checking for the presence of multicollinearity between the explanatory variables in the model. Result
from VIF test is less than 10 for all the study variables which is an indication of absence of
multicollinearity. Result of Breusch-Pagan/Cook-Weisberg test for heteroskedasticity reveals that
there is absence of heteroskedasticity in the model with probability of chi square 0.0000. This is
corrected using ordinary least square robust regression. Furthermore, Shapiro-Wilk normality test
shows that data are normally distributed as the p-value of the variables is 0.0000.
Table 2: Descriptive Statistics of the Variables
Variables
ETR (%)
GEND (%)
BS (Number)
FD (%)
BM (Times)
BI (%)
ROA (%)
LEV (%)

Obs.
480
480
480
480
480
480
480
480

Mean
0.183
0.112
9.390
0.53
4.604
0.332
0.091
0.165

Std. Dev.
0.216
0.102
2.781
0.499
1.320
0.221
0.172
0.228

Min.
-1.474
0
4
0
2
0
-0.697
0

Max.
1.612
0.444
21
1
13
0.917
1.392
1.894

Source: STATA 14.0 Output
Table 2 shows that the mean ETR is 18.3% with standard deviation of 0.216. The minimum value is 1.474 with a maximum value of 1.612. The mean ETR is below the statutory tax rate of 30% which is
indicative of tax planning practice in the sampled non-financial services companies in Nigeria. The
standard deviation of 0.216 shows that there is low variation in ETR of the sampled companies during
the period of the study. The minimum value of -1.474 is an indication of tax computed based on loss
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before tax. The maximum value of 1.612 is as a result of tax credit enjoyed by some companies that
reported loss but paid taxes.
The mean gender diversity is approximately 11%. This means that about 11% of board members of
sampled firms are female while 89% are male directors. The standard deviation is 0.102 which implies
low variation in the number of female seated on the board of directors of the sampled non-financial
companies. The minimum value of 0 shows non-existence of female members of the board in some of
the sampled companies while the maximum number of female directors of the companies is
approximately 4. The mean board size is 9 members with a minimum of 4 and maximum of 21
members. The standard deviation of 2.781 implies that there is high variation in board size of the
sampled non-financial companies. The average proportion of foreign directors is about 53% with
values ranging from 0 to 1. This indicates that about 53% of the selected companies have foreign
members on the board while 47% of the companies do not have foreign directors. The standard
deviation 0.499 is indicative of moderate variation in the presence of foreigners on the boards of
directors of the sampled firms.
Furthermore, on average, the frequency of board of directors meeting is 4 with a minimum of 2
meetings and maximum of 11 in a financial year. The standard deviation of 1.320 means that there is
high variation in the number of meetings held by the selected non-financial companies in a financial
year. Board independence has an average of 33% with a minimum value of 1 and maximum value of 9
independent directors. The standard deviation is 0.221. These indicate that independent board
members are few in the sampled companies and there is a low variation in board independence under
the period of the study.
Table 3: Correlation Matrix
Var
ETR
GEND
BS
FD
BM
BI
ROA
LEV

ETR
1.000
0.044
0.068
0.100
0.023
-0.049
0.469
-0.214

GEND

BS

1.000
-0.001
-0.392
0.195
-0.045
0.030
0.047

1.000
0.223
0.098
0.113
0.109
-0.038

FD

1.000
-.026
0.016
0.102
-0.115

BM

1.000
-0.132
0.026
-0.054

BI

1.000
-0.062
0.194

ROA

1.000
0.023

LEV

VIF

1.000

1.35
1.14
1.77
1.08
1.15
1.22
1.22

Source: STATA 14.0 Output
Table 3 shows the correlation coefficients on the relationship between the dependent variable (tax
planning) and explanatory variables (gender diversity, board independence, board size, foreign board
members, board meetings, profitability and leverage). The values of the correlation coefficients range
from -1 to 1. The sign of the correlation coefficient indicates the direction of the relationship (positive or
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negative), the absolute values of the correlation coefficient indicates the strength, with larger values
indicating stronger relationships. The correlation coefficients on the main diagonal are 1.000 for all the
variables, which indicate perfect positive linear relationship that each variable has with itself.
From Table 3, gender diversity, board size, foreign directors, board meetings, and profitability have
weak positive relationship with ETR with correlation coefficients of 0.044, 0.068, 0.100, 0.023, and
0.469 respectively. This means that the variables and tax planning move towards the same direction. It
implies that the variables increases ETR, thus, do not contribute towards tax planning. Also, board
independence, and leverage have weak negative relationship with tax planning with correlation
coefficients of -0.049 and -0.214 respectively. This means as board independence and leverage
increase, ETR reduces which signifies increase in tax planning activities.
Table 4: Regression Results
Variables
Constant
GEND
BS
BI
FD
BM
ROA
LEV
Industry
Agriculture
Conglomerate
Construction/R.E
Healthcare
ICT
Industrial Goods
Natural Res.
Oil and Gas
Services
R2
Adj. R2
F stat
R2:
within
between
overall
p value

OLS
0.000*(0.277)
0.928 (0.010)
0.960 (-0.002)
0.064*** (-0.096)
0.279 (-0.025)
0.377 (0.007)
0.000* (0.267)
0.000* (-0.200)

RE
0.005* (0.232)
0.936 (0.010)
0.560 (0.003)
0.028** (-0.137)
0.450 (-0.022)
0.319 (0.008)
0.000* (0.283)
0.018** (-0.119)

0.038** (-0.093)
0.005** (-0.121)
0.090*** (-0.114)
0.088*** (-0.059)
0.000* (-0.268)
0.081*** (-0.065)
0.004** (-0.154)
0.005** (-0.107)
0.012** (-0.086)
0.20
0.17
7.08

0.137 (-0.093)
0.053*** (-0.114)
0.228 (-0.115)
0.377 (-0.042)
0.013** (-0.243)
0.350 (-0.048)
0.063*** (-0.138)
0.041** (-0.107)
0.020** (-0.072)

0.000

0.04
0.52
0.19
0.000
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Source: STATA Output from Data Extracted from Annual Reports and Accounts 2008 - 2017
Note: *, ** and *** indicate 1%, 5% and 10% level of significance respectively
The figures in parentheses are coefficients of the variables while the ones without parentheses are the
2
p values. Results presented in Table 4 show the cumulative R (0.20) which is the multiple coefficient of
determination gives the percentage of the total variation in the dependent variable explained by the
board attributes variables in the model. While the remaining 80% of the total variation in tax planning is
caused by factors not explained by the model.
Based on the RE result, Table 4 shows that gender diversity has a non-significant positive effect on tax
planning of the listed non-financial services companies in Nigeria. This implies that an increase in
gender diversity measured as a percentage of female directors on the board other independent
variables remaining constant, increases ETR of listed non-financial services companies by the same
unit and is statistically non-significant at 10% level of significance. This means that presence of female
directors on board discourages tax planning practice of the sampled companies. The finding is in
tandem with Aliani and Zarai (2012b), Oyeleke et al. (2016), Streefland (2016), Onyali and Okafor
(2018) who documented that female directors have insignificant positive influence on tax planning as
measured by the GAAP effective tax rate. However, the finding contradicts Barbara et al. (2010), Aliani
and Zarai (2012a), Christopher et al. (2014), Manon (2015), Ahmed and Mounira (2015), Grant et al.
(2016), who found that female directors have negative effects on tax planning. The result means that
tax decision making process on tax planning are not influenced favorably with the presence of more
female directors. This could be attributed to absence and negligible number of female directors in
some of the sampled companies.
Board size has a non-significant positive effect on tax planning of listed non-financial services
companies in Nigeria. The result implies that a unit increases in the number of directors other
explanatory variables remaining constant, leads to an increase in ETR of listed non-financial services
firms in Nigeria, and this is statistically non-significant at 10% level of significance. This means the
larger the size of board, the lower the level of tax planning activities. This is in consonance with Kristina
and Tracy (2010), Aliani (2013), Ahmed and Khaoula (2013), Mounira (2015), Uchendu et al. (2016),
who revealed that board size has positive effect on tax planning. It however disagrees with Nik (2011),
Aliani and Zarai (2012a), and Onyali and Okafor (2018) who found board size to have negative effect
on tax planning of companies.
Furthermore, board independence measured as proportion of independent directors to total board
members has negative association with tax planning and this is statistically significant at 5% level of
significance. The result indicates that an increase in independent directors ceteris paribus encourages
tax planning activities of listed non-financial services firms in Nigeria. This finding is consistent with
Yeung (2010), Sakthi and Kasipillai (2011), Roman and Grant (2011), Grant, Grantley, and Roman
(2013), Ibrahim (2015), Radu, Georgeta and Stefan (2016), who found board independence to impact
negatively on tax planning. The finding contradicts Zhou (2011), Aliani and Zarai (2012a), Aliani and
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Zarai (2012b), Aliani (2013), Ali and Mohammed (2014), Christopher et el. (2014), Mohammed (2017),
Onyali and Okafor (2018), Kadir (2018) who found that board independence has positive relationship
with tax planning of companies. The finding is in tandem with agency theory prediction that more
independent boards should ceteris paribus serve to align the interests of the principal and agent.
Foreign board membership is seen to have a non-significant negative effect on tax planning of listed
non-financial companies in Nigeria. This indicates that an increase in foreigner directorship on the
board all other explanatory variables remaining constant increase the level of tax planning of the
companies. But this is statistically insignificant at 10% level of significance. It therefore means that
presence of foreign members on the board of directors encourages tax planning activities. The finding
is in agreement with Ibrahim and Hairul (2015) who found that foreign directors have negative
relationship with tax planning and contradicts Harry and Gaetan (2006) who found the relationship to
be positive. The finding suggests having more local members is not better than having foreign
directors. Therefore, appointing more foreign members brings international best practice in relation to
tax planning.
Board meetings measured as frequency of meetings held by the board in a financial year has nonsignificant positive effect on tax planning. It signifies that board meetings do not encourage tax
planning activities. As boards meet frequently, members may not be giving more attention to issues
that affect tax planning of companies. Hence, boards that meet frequently are more likely to be
ineffective in relation to tax planning practice. However, boards that meet rarely may only sign
management plans and presentations without looking carefully at the presentations for better plans.
Table 4 shows that profitability (measured using return on assets) which is a control variable has a
significant positive effect at 1% level of significance on tax planning. This implies that 1% increase in
profit ceteris paribus decreases the level of tax planning of listed non-financial companies in Nigeria.
This means that more profitable companies do not engage in tax planning activities. This finding aligns
with Beryl (2014), Grant et al. (2016), Streefland (2016), Yinka and Uchenna (2018) who found
significant positive relationship between return on assets and tax planning. Leverage has a significant
negative effect on tax planning. This means that a highly levered company engages more in tax
planning activities. The finding supports Derashid and Zhang (2003), Sunday (2017); and contradicts
Reza (2017).This means that leverage influences tax planning in the sampled companies and
therefore the leverage ratios of listed firms may offer them tax advantages in terms of corporate tax
savings. The result supports the argument of Gupta and Newberry (1997) that firms that have higher
debt-equity ratios are more efficient at reducing ETR. Therefore, debt tax shield associated to the
choice of debt financing contributes towards tax planning. Furthermore, industry effect shows that nonfinancial companies practice tax planning except consumer goods companies which is not glaring.
In view of the results on board attributes (gender diversity, board size, board size, board independence,
foreign directors, and board meetings), the hypotheses are tested as follows:
Ho1: The study fails to accept the hypothesis, thus, gender diversity has a positive effect on tax
planning of listed non-financial companies in Nigeria.
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Ho2: The study accepts the hypothesis, therefore, board independence has a negative effect on tax
planning of listed non-financial companies in Nigeria
Ho3: Since the result shows a positive coefficient, the study fails to accept the hypothesis, hence, board
size has a positive effect on tax planning of listed non-financial companies in Nigeria.
Ho4: The study accepts the hypothesis, thus, foreign directorship has a negative effect on tax planning
of listed non-financial companies in Nigeria.
Ho5: The study fails to accept the hypothesis, therefore, board meeting has a positive effect on tax
planning of listed non-financial companies in Nigeria.
Conclusion and Recommendations
Based on the results presented, the study concludes that board size, gender diversity, board meetings
do not encourage tax planning activities while board independence and foreign directors encourage
tax planning activities. The findings imply that having independent and foreign directors on the board of
directors increase tax planning activities, thereby reducing tax liabilities. Therefore, independent and
foreign directors have similar ideas and contributions towards tax planning. The result also imply that
having foreign directors is a means of importing more knowledge and practice of tax planning activities
The study therefore recommends that shareholders of listed non-financial services companies should
appoint more independent directors and foreign directors since they encourage tax planning activities.
In order to increase revenue, government should reduce the level of tax planning activities by
amending tax laws which may close the loopholes that companies take advantage of. Also, regulatory
authorities should monitor board attributes that encourage tax planning activities in listed non-financial
companies.
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