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Abstract
The increasing pervasive failure of companies made it imperative to advocate for increased financial 

reporting quality and to make stronger management control through creation of reliable firm characteristics. 
Therefore, the paper examines the effect of characteristics of firm from viewpoint of structure of firm, 
structure of board, structure of performance and structure of ownership variables on quality of financial 
reporting in quoted Industrial goods companies in Nigeria proxied by Roychowdhury (2006)  model. 
Correlational design was employed by the study using a panel balanced data of 11 companies which is the 
sample of the study for the period of 2011-2018.Multiple regression technique was used as analysis tool. 
Firm size, leverage, firm age and women directors were established to have significant and negative effect 
on real earnings manipulation of quoted Industrial goods companies in Nigeria. These does imply that the 
variables improve the financial reporting worth of companies. Furthermore, board meetings and profitability 
significantly but positively influence the worth of financial reporting of companies, however, liquidity, 
growth and ownership structure proxies have weak influence on the financial reporting worth. The paper 
recommends that the management of quoted industrial goods companies must place more emphasis on 
other structures rather than only ownership structure in order to guarantee continuous improvement in their 
financial reporting quality as manipulative accounting activities of management is reduced.
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Introduction
The broad aim of modern accounting is to provide information for informed financial 

decisions and judgments. To this end, information for this purpose is usually presented in 
financial statements such as the income statement and the balance sheet (Gibson, 1992). More so, 
it is regulated that all quoted companies should use statements of accounts prepared as one of the 
major mediums of communicating with shareholders and stakeholders as well. 

According to Collins and Kothari (1989), management makes use of accounting information 
to take decisions in relation to investment; however, investors make use of same accounting 
information in valuation of stock. Furthermore, banking industry also utilizes accounting 
information to take lending decision and also assess the level of risk to the loan. This same 
information is also useful in evaluation of management performance at different levels in the 
organization. Therefore, the quality of firms’ financial reporting largely depends on accounting 
information maintained by the firm. This is because the quality of financial reporting worth is 
meant to stimulate openness and provide improved value for financial statement via an all-
inclusive disclosure; and this has lend voice to standards setting for accounting and also laws 
relating to financial reporting (Shehu, 2013).

Though, ample consideration has been given to financial reporting quality and undeniably the 
expression ‘Quality Financial reporting’ is used universally; this concept refers to the accuracy 
with which financial reports of a firm reflects its operating performance and how useful they are 
in forecasting future cash flows. Indeed, the financial reporting quality has often been an area of 
interest for regulators, researchers, owners of firms and the accounting professional bodies. This 
may not be unconnected from the fact that financial statement is a primary avenue through which 
financial information is communicated to outsiders in the business who make use of the reports 
(Johnson, Khurana & Reynolds, 2002). However, reliability and validity of the main objective of 
financial reporting is being questioned as a result of possible effect of earnings manipulations on 
the contents of information from such statements prepared. Therefore, this created a serious issue 
of major concern in the minds of many users of financial reports; thus, threatening the credibility 
as well as the quality of such financial reports.

The Nigerian corporate environment has experienced many issues with regards to financial 
reporting credibility and quality which has resulted into accounting scandals and corporate 
failures, for example the case of Oceanic bank, Cadbury Nigeria Plc., Intercontinental bank and 
African Petroleum. These failures are mostly attributed to inadequate disclosure and transparency 
about financial reporting process of firms and manipulative accounting (Bhasin, 2016; Adeyemi 
&Asaolu, 2013).

The major issue that formulated the motivation for this study is the tendency for unethical and 
opportunistic behaviours leading to the flexibilities within the accounting standards for preparers 
of accounting information to choose accounting methods, policies and estimates of their choice to 
reflect future anticipation of firms. However, they sometimes use this flexibility to distort financial 
information for self-serving purposes that do not show the firm’s economic reality (Farouk, 2018).

Company’s characteristics have been identified to have substantial role in explaining quality 
of financial reporting. A firm characteristic refers to those variables of motivations which are 
moderately sticky to firms at various levels and across time (Shehu, 2012). Shehu and Bello (2013) 
and Shehu (2013) posited that firm structural characteristics are vital components of companies’ 
characteristics which refer to characteristics that deal with structure of companies mostly 
distinctive to the company. These structural attributes which include leverage, age and size have 
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implications on quality of financial reporting. According to Lang and Lundholm (1993), they 
include ownership structure, firm size, firm age, levels of diversification, financial leverage, firm 
profitability and liquidity, institutional shareholding, and tangibility. Firm characteristics could 
be controllable or uncontrollable, internal or external to the firm’s decision and could be prone to 
managers’ manipulation.

Monitoring variables are a subset of corporate governance which is a central issue on the 
empirical discussions of financial reporting quality. Proofs have emerged that the choice of firms 
of its in-house governance mechanisms could affect firm’s financial reporting quality especially 
with respect to monitoring variables such as institutional shareholding and board meetings 
(Karuna, 2009).

Performance variables such as profitability, growth and liquidity are employed as common 
evaluation methods of financial health of firms within a given time period; it generally affects 
the management’s decisions; however, due to some reasons, maintaining such an impressive 
performance may not always be achievable. Therefore, in these circumstances, when companies 
are not financially performing well, managers may decide to use some discretion to manipulate 
earnings so as to achieve particular target earnings or present a more favourable and convincing 
outcome of their financial reports to impress investors although, this can result to lower quality 
of financial reporting (Shehu, 2012). Consequently, no paper has attempted to look at the four 
structures and its effect in improving quality of financial reporting worth, particularly in Nigeria.  

Following this background, the paper examines firm characteristics effect which are 
categorized into firm structure (firm size, leverage and firm age), board structure (board 
meeting and women director), performance variables (profitability, liquidity and firm growth) 
and structure of ownership (management ownership, institutions ownership and concentrated 
ownership) on financial reporting quality of quoted Nigerian Industrial goods companies.

Literature Review and Theoretical Framework
Kenny and Luqman (2019) investigated firm’s characteristics effect on financial reporting 

quality of Nigerian quoted manufacturing companies. Twenty-five (25) non-financial companies 
from 2009 to 2016 were used as sample. Balanced panel data was extracted via secondary source 
through the audited reports of the selected companies. Techniques adopted were multiple 
regression and modified Dechow and Dichev’s (2002) model was used to proxy quality of financial 
reporting. Firm size, profitability, firm tangibility and growth represented firm characteristics. 
Findings revealed firm size and profitability have significant positive influence on quality of 
financial reporting, while tangibility and firm growth were documented to have significant but 
negative influence on quality of financial reporting.

Hope and Kemebradikemor (2019) examined the influence of board characteristics on financial 
reporting quality of quoted manufacturing firms. The study used multi-method quantitative 
design and Generalized Linear Model was employed to test the hypotheses formulated. The 
findings revealed board independence as well as board diversity to have significant influence on 
financial reporting quality at 5 percent significance level. Akhgar and Karami (2014) investigated 
characteristics of firms’ effect on financial reporting quality of companies quoted on Tehran Stock 
Exchange (TSE). 120 active companies in TSE which covered period from 1982 to 1991 were used 
as sample size of the study through a systematic deletion sampling model. Pierson regression 
coefficient and Lamer and Hussmann F- test were used, while generalised least square regression 
were estimated. The effects of seven factors in three formats which include firm size, leverage, 
board composition, institutional shareholding, liquidity, profitability and growth of firm were 
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studied. The study recorded that profitability, size, liquidity and growth of firm were positive and 
significant in influencing financial reporting quality, while leverage and board composition have 
significant negative influence on quality financial reporting. However, institutional shareholding 
had no significant impact on the explained variable.

Ishak, Amran and Abdul Manaf (2018) examined the influence of firm characteristics on quality 
financial reporting. Secondary source of data was obtained from Thompson Database. The sample 
consists of firms quoted on Bursa Malaysia Main Market covering period from 2012 to 2015. The 
results revealed that large firms are practicing earnings management. Contrary, high levered firms 
are less likely to engage in earnings manipulation. Shehu (2013) examines monitoring features 
and quality of financial reporting in quoted manufacturing companies in Nigeria. The proxy 
for financial reporting quality was earnings management using modified model of Dechow and 
Dichev (2002). 32 firms and 160 observations were used and Ordinary Least Square regression 
was adopted. The findings indicated there is positive and significant association between 
leverage, audit committee, independent directors, managerial shareholdings, block, institutional 
and financial reporting quality. In another study by Chalaki, Didar and Riahinezhad (2012), they 
examined attributes of governance effect on the worth of financial reporting of firms quoted on 
TSE covering the period from 2003 to 2011. The study adopted McNichols (2002), Collins and 
Kothari (1989) models to measure quality of financial reporting. The findings show no relationship 
between institutional ownership, ownership concentration and financial reporting quality.

Khanh and Khuong (2018) examined quality of audit and characteristics of firms’ effect on real 
earnings management of Vietnam quoted companies. Roychowdhury (2006) used large sample 
of one thousand six hundred and eighty-seven (1687) observations and GMM estimator for the 
analysis. The study found firm size to have negative influence on real earnings manipulation 
meanwhile firm age and profitability had positive impact on real earnings manipulation. Also, 
Olowokure, Tanko and Nyor (2016) examined effect of structural characteristics of firm on the 
quality of financial reporting of Nigerian quoted deposit money banks. Secondary data source 
from published annual reports of 13 quoted banks which covers the period of 10 years (2005 to 
2014) was employed. The study could not establish evidence of significant effect of size, firm 
age and leverage on quality of financial reporting. Mohamed Amr (2016) examined the effect of 
liquidity on quality of financial reports of firms quoted on Egyptian Stock Exchange. The study 
used simple multiple regression model on the sample of 32 firms listed for the years 2014 and 
2015. Firm liquidity is measured as quick ratio and quality of financial reports is measured by 
accounting conservatism. The results revealed liquidity level to be a good enhancer of financial 
reporting quality of Egypt. Shehu and Farouk (2014) examined firm attributes effect on quality 
of earnings of quoted oil and gas firms in Nigeria covering 2007 – 2011 periods. Nine (9) firms 
were listed and sample of seven were utilized in the analysis. Firm attributes used are leverage, 
firm size, Institutional ownership, liquidity, profitability and firm growth. The Dechow, Sloan and 
Sweeney (1995) employed multiple regression technique on the data obtained via the companies’ 
annual reports. The findings revealed that liquidity, leverage and firm growth have significant 
and positive impact on quality of earnings. Meanwhile institutional ownership, size of firm and 
profitability had significant but negative impact on quality of earnings of quoted oil firms in 
Nigeria.

Mahboub (2017) examined the determinants of financial reporting quality. Financial statements 
of eighty-eight firms were used from twenty-two (22) Lebanese banks covering 2012-2015 periods. 
Quality of financial reporting was indexed with total of 40 items as the dependent variable. 
Leverage, profitability, size, board independence, board size, ownership structure constitutes 
the independent variables for bank specific characteristics. Multivariate analysis was done using 
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Ordinary Least Square (OLS) model and the findings revealed that ownership structure and 
financial leverage have significant positive impact on quality of financial reporting. Meanwhile, 
profitability and size of bank has not much impact on financial reporting quality of Lebanon 
banks. Similarly, Adebayo and Adebiyi (2016) examined the impact of characteristics of firms 
on financial reporting timeliness of banks in Nigeria. The samples of fifteen quoted banks on the 
Stock Exchange from 2005 and 2013 were employed. OLS estimation technique was adopted. 
All the variables (bank size, leverage, profitability, audit firm size) examined were found to be 
statistically significant except for leverage. The findings revealed that majority of the banks 
now enhanced the timely reporting of financial statements in Nigeria through compliance with 
regulations.

Echobu, Okika and Mailafia (2017) examined the factors responsible for determining financial 
reporting quality of quoted Natural Resources and Agriculture companies in Nigeria. Population 
comprised of nine quoted companies which included five agriculture and four natural resources 
companies. The study employed a sample of seven companies from the targeted population. 
Secondary source of data was collected from the financial statement of companies and hence 
covers the period from 2008 to 2015. The findings showed significant positive impact of leverage, 
board size and liquidity on quality of financial reporting. In another dimension, Shehu and Bello 
(2013) investigated   the effect of characteristics of firm considering monitoring, structure and 
performance components on financial reporting quality of quoted manufacturing firms in Nigeria 
using Dechew and Dechev (2002) model.   24 firms with balanced panel data were utilized for 
the analysis while multiple regression was adopted as technique of analysis of data. The output 
revealed that high levered firms are less probable to manage earnings and institutional investors 
play a significant monitoring role to mitigate managers’ opportunistic tendencies towards 
earnings management. However, independent directors and profitability reduces the tendencies of 
managers to manage earnings, meanwhile liquidity increases the level of earnings manipulations. 
In another dimension, Ibrahim and Jehu (2018) examined the effect of board composition on the 
financial reporting quality of listed Nigerian firms using data of 576 firms between 2011 and 2016. 
Non-executive and independent non-executive directors were used to proxy board composition. 
The results revealed that independent non-executive directors and non-executive directors had 
significant but negative association with earnings management. This implies that non-executive 
and independent non-executive directors enhance financial reporting quality. However, board size 
showed no significant effect on earnings management of firms.

Ghareli and Mohammadi (2016) investigated firm characteristics and macro-economic 
variables influence on financial reporting quality of companies quoted on TSE. Exchange rates, 
interest rate, inflation rate and GDP represent microeconomic variables used, working capital, 
financial leverage and size of firm was used as proxy for firm characteristics. Francis et. al. (2005) 
measured financial reporting quality. 91 firms were used as sample through elimination method 
out of the population of companies listed on TSE. The study covered the period from 2005 to 
2013 and results from multiple linear regressions were used to test the hypotheses. It was found 
that the macroeconomic variables do not have effect on financial reporting quality. Meanwhile, 
some specific characteristics of firm had impact on financial reporting quality. From the literature 
reviewed, the following hypotheses are formulated:

Ho1: There is no significant effect of firm structure on financial reporting quality of Nigerian 
listed Industrial goods firms.

Ho2: There is no significant effect of board structure on financial reporting quality of Nigerian 
listed Industrial goods firms.
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Ho3: There is no significant effect of performance structure on financial reporting quality of 
Nigerian listed Industrial goods firms.

Ho4: There is no significant effect of ownership structure on financial reporting quality of 
Nigerian listed Industrial goods firms.

Various theories are adopted to buttress the relationship between characteristics of firm and 
quality of financial reporting. Some of these theories are contracting theory, opportunist theory, 
political cost theory, agency theory amongst others. However, these theories seem to have a link 
with agency theory because of the expected positive effect of characteristics of firm on quality of 
financial reporting. Under the agency theory, the owners and the agent have conflicting concerns 
which brought about agency costs. Shehata (2014) argued that disclosing complete financial 
information devoid of misstatement through financial reporting helps mitigate the agency 
problem since the agent is expected to report both voluntary and mandatory information that will 
be useful to all the interested parties. Therefore, managers are expected based on agency theory to 
report appropriate, complete and adequate information to the business owners. Consequently, this 
agency theory underpins this paper due to its relevance.

Methodology
The paper adopts the correlational design. The study population covers 20 Industrial goods 

firms listed on Nigerian Stock Exchange (NSE) by 31st December 2018. Only eleven were selected 
as sample size based on availability of complete information. Secondary data source was utilized 
which were extracted through the published financial statement of the firms from 2011-2018. 
Selection of this period is considered imperative because the period under review has witnessed 
and continues to attract clamour for sound and credible financial reporting. Robust Ordinary Least 
Square was adopted for the study. 

The study adopts Roychoudhury (2006) model to proxy quality of financial reporting. Choice 
of the model is suitability and applicability in sectors being investigated. Residual from this model 
is used to measure quality of financial reporting in the second regression. The model is presented 
below.

CFOt/TAt-1 = αo + α11/TAt-1 + α2SLt/TAt-1 +ΔSLt/TAt-1 +μt……………..………..…………i

Where CFOt = present years’ cashflow from operation, TAt-1 = previous years’ total assets, αo 
= intercept, α1, - α2= parameters for assessing normal cash flow, SLt = present year sales, ΔSLt = 
present year changes in sales, μt = residual

The residual from this model is used to proxy financial reporting quality (FRQ) of firms under 
the parsimonious model. Therefore, the parsimonious model of the study is displayed as.

FRQit = β0it + β1FSit + β2LEVit + β3FAGEit + β4BMEETINGit + β5WDRit + β6PROFit + β7LIQit + 
β8GROWTHit + β9NMGOWit + β10OWNCONit + β11INSOWNit + µit………………………Model ii

Where: 

FRQ = Financial reporting quality, FS = Firm size, LEV = Leverage, FAGE = Firm age, 
BMEETING = Board meetings, WDR = Women director, PROF = Profitability, LIQ = Liquidity, 
GROWTH = Firm growth, NMGOW = Managerial ownership, OWNCON = Ownership 
concentration, INSOWN = Institutional Ownership, β1, -β11 = explanatory variables coefficient, βo 
= Constant, it = Firm and time and μ = Error term.
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Table 1: Variables Definition and Measurement 

Variable Proxy (ies) Measurement

Firm Structure Size of Firm Totality assets in logarithm form (Shehu, 2012).

,, Leverage Percentage of total long-term debt to total assets (Shehu& Bello, 2013).

,, Firm age Year of incorporation (Olowokureet al., 2016)

Board 
Structure

Board Activity Numbers of meetings within a year held by board of directors (Shehu& 
Ibrahim, 2014).

,, Women Directors Percentage of female directors to the total numbers of members of board in a 
year (Firoozi et al., 2016; Peni & Vahamaa, 2010).

Performance 
Structure

Profitability Percentage of profit after tax to total assets (Khanh & Khuong, 2018; Shehu& 
Bello, 2013).

,, Liquidity Percentage of current assets to current liabilities (Echobu et al., 2017. Akhgar 
& Karami, 2014).

,, Growth Current years’ sales less last years’ sales divided by current years’ sales 
(Shehu & Farouk, 2014. Akhgar & Karami, 2014).

Ownership 
Structure

Managerial Ownership Percentage of managers’ shareholdings to total shares outstanding (Shehu, 
2013).

,, Concentrated Ownership Percentage of highest block shareholding to total shares outstanding 
(Farouk, 2014; Chalaki et al., 2012).

,, Institutions’ Ownership Percentage of institutional shareholdings to total shares outstanding 
(Farouk, 2014).

Results and Discussion
The section presents the result, analysis, interpretation and their discussions. The presentation 

and analysis commenced with the descriptive statistics, followed by correlation analysis, 
robustness tests and then test of hypotheses.

Descriptive Statistics
The descriptive statistics of the data is shown in Table 2. This revealed the smallest and largest 

value, mean, standard deviation and Jacque bera test for the normality of the data.

Table 2: Statistics of the Descriptive Results

Variables Small Largest Mean Std. Dev. Sktest

FRQ 0.5602 0.7342 0.700 0.271 0.0000             

FS 2.359 3.161 2.793 0.170 0.3078             

LEV 0.0036 0.676 0.135 0.145 0.0000             

FAGE 15 56 30.23 10.12 0.0541             

BMEETING 4 7 4.75 1.13 0.0020             

WDR 0.083 0.417 0.138 0.062 0.0000             

PROF 0.003 0.836 0.122 0.172 0.0000             

LIQ 0.236 4.622 1.373 0.719 0.0000             

GROWTH  -0.966 0.918 0.052 0.223 0.0001             

NMGOW 0.088 0.648  0.415 0.165 0.0001             

OWNCON 0.226 0.916 0.548 0.195 0.0009             

INSOWN 0.143 0.897 0.450 0.198 0.0000   

 Source: Descriptive Statistic Results Using STATA 13
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Table 2 show the smallest value of financial reporting quality to be 0.5602 implying that quality 
of financial reporting was high in the sector and if likened alongside the largest value of cash flows 
from the residual of the model, it still depicts that the quality of financial reporting were still high 
due to the values recorded for both smallest and largest values. The mean value substantiates the 
fact that the financial reporting quality was high for the period and as such this result could be 
relied upon looking at the value from standard deviation which is smaller than the respective 
mean. 

Size had a small value of 2.359 and largest figure of 3.161 but it however recorded a mean value 
of 2.793. The standard deviation for size shows that the data is not far from reality. Leverage have 
mean values 0.135 and 0.0036 and 0.676 was recorded as the minimum and maximum values 
respectively. This implies that the industrial goods sector uses less of debt financing than equity 
financing. The standard deviation shows that there was deviation in the data used by fourteen 
times.

Averagely, for the study period, the firm age was 30 years, while it recorded a smallest value 
of 15 year and a largest value of 56 years. Board meeting recorded a minimum value of four and a 
maximum value of seven. However, the average time meetings were held in the sector was about 
five times. The women directors’ variable has a minimum value of 0.083 and 0.416. This implies 
that the minimum percentage of women on board is 8 percent, while the percentage of women 
representation on the board is about 42%. On average, the entire listed industrial good firms had 
about 14 percent representation of women on their board. This connotes that majority of the seats 
of board of directors in industrial goods firms are copied by men to the tune of 87 percent. 

Profitability is reported to have an average of 12 percent implying a twelve percent increase 
in profitability of all listed industrial goods firms in Nigeria. However, the smallest value for 
profitability is 0.003, while the largest figure is 0.836. These means that, there is no firm within 
the sector that had negative profitability for the period. Liquidity has mean figure of 1.373 and 
recorded a smallest figure of 0.236 and a largest figure of 4.622 indicating the sector was liquid for 
the period.

Growth recorded an average value of 5.2 percent while it gave a smallest value of -0.966 and 
0.918 as the highest value for growth. This implies that there were firms who had a negative 
growth within the study period, while on average majority of the firms had about 5.2 percent 
increase in their level of sales. Averagely, for the period, managerial ownership has a mean 
figure of 0.415, Institutional ownership have an average of 0.450. Also, ownership concentration 
had mean figure of 0.548. This indicates that majority of the shareholders in the sector were the 
concentrated owners, while the management had the least of shares in the listed industrial goods 
sector. 

The minimum value of is about 9 percent while the maximum value is 65 percent, for 
institutional ownership, the minimum percentage of ownership is about 14%, while the maximum 
percentage of ownership is 90 percent for the firms. Ownership concentration had minimum and 
maximum percentage of ownership to be 23 percent and 93 percent for all the listed industrial 
goods firms in Nigeria.
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Correlation Result
Table 3 shows the correlation of variables with two-tail significance for the coefficients

Table 3: Correlation Analysis
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FRQ 1

FS -.3310* 1

LEV .0122 -.0038 1

FAGE -.0915 -.0974 -.3698* 1

BMEETING .1922 .1662 .0879 .2459* 1

WDR -.0941 -.0011 -.2056 -.0362 -.0778 1

PROF .5653* -.1399 .3345* -.1482 .1670 -.0390 1

LIQ .2814* .1205 -.0404 -.0061 -.0142 -.1415 .1678 1

GROWTH .0900 .0066 .0003 -.0899 -.0159 .0291 .2014 .0594 1

NMGOW -.0375 .2610* -.0121 -.1308 .0716 -.0533 .1360 -.0006 .0898 1

OWNCON -.2751* .4087* -.0498 -.1214 .0067 .3922* -.2783* -.1597 .0817 .0675 1

ISOWN .1247 .0362 .0616 -.0205 .0320 -.0808 .1724 .0299 -.0477 .1516 -.2241* 1

Source: Correlation Results (STATA 13)
* & ** Significant level at 0.01 and 0.05 (2-tailed)

Table 3 indicates that quality of financial reporting correlates negatively with firm size to the 
tune of 33 percent indicating that quality of financial reporting is significantly associated with 
firm size. Quality of financial reporting is associated with leverage to the level of about one 
percent, but the relationship is positive but weak. Firm age is found to be positive and weakly 
related to financial reporting quality at about nine percent, whereas, board meetings are positively 
associated to quality of financial reporting to the extent of 19 percent.

Women Director is found to be weak and has negative association with quality of financial 
reporting of firms in quoted industrial goods companies in Nigeria to tune of nine percent. The 
relationship connecting profitability and quality of financial reporting was found to be positive 
and moderately related to the tune of 56 percent. In addition, liquidity has 28 percent relationship 
with quality of financial reporting of firms at five percent significance level. However, growth is 
reported to have positive but weak association with financial reporting quality of firms in quoted 
industrial goods in Nigeria. 

Managerial ownership is documented to have negative and very weak association with 
financial reporting quality to the level of three percent. Consequently, ownership concentration 
has 28 percent negative correlation with financial reporting quality of firms in Nigeria. 
Institutional ownership is found to be positive and weak association with financial reporting 
quality of firms.

Robustness Test
For a better validity of regression and inference to be made there from, post estimation tests 

such as multicollinearity, heteroscedasticity and normality test of standard error term were 
conducted (see appendix) to guarantee greater credibility and reliability of the findings.
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Regression Result
This part presents the regression outcome. The presentation commences with the cumulative 

analysis which is followed with the analysis of the exogenous variables effect on the endogenous 
variable.

Table 4: Regression Summary (Robust OLS)

Variables Coeff1 T-Stat1 P-values Cumulative

Constant 0.807 17.20 0.000           

FS  -0.050 -2.10 0.039           

LEV  -0.046 -2.43 0.017           

FAGE -0.008 -5.13  0.000           

BMEEETING 0.007 3.39 0.001

WDR -0.069 -1.67  0.099           

PROF 0.067 4.04  0.000           

LIQ 0.006 1.25 0.217           

GROWTH  -0.008 -0.67 0.505           

NMGOW -0.010 -0.76 0.452           

OWNCON 0.037 1.21 0.231           

INSOWN 0.021 1.39 0.169           

R2 0.3108                         

F-Statistics 7.44

F-Significance 0.0000 

 Source: Result output from STATA 13

The R2 (0.3108) is the cumulative coefficient of determination which gives total proportion of 
changes in endogenous variable as explained by the exogenous variables together. Therefore, it 
shows 31 percent of total changes in quality of financial reporting of quoted   firms in Nigeria 
are in response to its size, leverage, age, board meeting, women directors, profitability, liquidity, 
growth, management ownership, concentrated ownership and ownership by institutions.

The F-statistics value of 7.44 with a significance value of one percent indicating that the firm 
financial reporting quality and firm characteristics model is fit, and the independent variables are 
suitably chosen and used. It connotes that any changes in characteristics of the firms in Nigeria; 
the financial reporting quality is affected directly. Fisher exact test value which is significant at a 
one percent level indicates 99.9 percent likelihood that the association between the variables are 
not due to chance.

Table 4 shows firm size coefficient is -0.050 with t-value of -2.10 and significance level at five 
percent. This indicates firm size has significant but negative effect on quality of financial reporting 
of Nigerian industrial goods firms. It connotes that with one-point increase in firm size, the 
financial reporting quality of quoted Nigerian industrial goods firms increased by 0.050 point. This 
result is not surprising because it is expected that large firms are associated with political costs and 
as such increases their desire to manipulate their earnings to avoid high political costs and as such 
this impedes the quality of financial reports. The finding goes in tandem with studies of Khanh 
and Khuong (2018), Shehu and Farouk (2014) but contrary to that of Akhgar and Karami (2014).



52 Amity Journal of Corporate GovernanceADMAA

Volume 4  Issue 2  2019AJCG

The output revealed that leverage as shown in Table 4 has a coefficient of -0.046 and t-value 
of -2.43 and with significance level of five percent. Leverage was found to have significant but 
negative effect on quality of financial reporting of quoted Nigerian industrial goods firms. This 
implies that higher leverage ratio, reduces the quality of financial reporting, i.e. proportionate 
increase in firms’ debt level affect the tendencies of firms to report high quality of earnings. This 
result may be supported with the argument from the perspective of debt covenant hypothesis, 
which posits that  firm that intend taking loans may want to smoothen their earnings to look 
good so that, they can  attract loan granting by banks. This nature of activities by banks tends to 
reduce the quality of earnings of the firms. This significant negative relation found is consistent 
with outcomes of Akhgar and Karami (2014) but contrary to that of Mahboub (2017), Echobuet al., 
(2017), Shehu and Farouk (2014) and Shehu and Bello (2013).

The results show that firm age has coefficient value of -0.008 and t-value of -5.13 and is 
significant at level of one percent. The result indicates that firm age negatively and significantly 
influences quality of financial reporting quality of Nigerian quoted industrial goods firms. Also, 
this connotes that for increase in the firm age, financial reporting quality falls, albeit significantly. 
This result may be as a result of the argument that bureaucratic structure and rigidities of older 
firms can bar them from achieving higher successes than the younger, more aggressive and 
flexible firms. This nature of behaviour of older firms encourages them to manage earnings where 
they could not meet up with their target due to their lack of innovative ideas, rigidities and less 
aggressiveness to success. The findings of Khanh and Khuong (2018), Olowokureet al., (2016) were 
in contrast to the finding of this study.

The board meetings had coefficient values of 0.007 with t-value of 3.39 at a significance 
value of one percent. This demonstrates that board meetings have significantly but positively 
influenced quality of financial reporting of quoted Nigerian industrial goods. This implies that for 
every increase in the number of meetings held by management, their financial reporting quality 
increases by coefficient. This is due to the fact that, when board meeting is held where effective 
and efficient decisions are taken, this is believed to enhance the financial reporting quality.

Table 4 shows the t-value of female director is -1.67, while the coefficient value is -0.069, this 
is significant at ten percent. It does signify that women director has significant but negative 
influence on quality of financial reports of quoted Nigerian industrial good firms. It therefore 
implies that every increase in female director, quality of financial reporting of firms’ decreases 
by the beta value. This finding may not be far away from the fact that women could be shy of 
their male counterparts in asking questions and raising issues that may not be accepted by their 
male counterparts thereby reducing their ability, presence and number in affecting the financial 
reporting quality positively.

The results showed that profitability has a t-value of 4.04 with coefficient of 0.067 at 
significance level of one percent. This means that profitability has significantly and positively 
affected quality of financial reporting of quoted Nigerian industrial goods firms. This implied that 
for every increase in the percentage of profit after tax to total assets, the financial reporting quality 
increases significantly by the coefficient value. This result is not surprising because firms who are 
making profit may not have needed to manipulate their accounting earnings to look good. The 
finding is in line with those of Khanh and Khuong (2018), Adebayo and Adebiyi (2016), Akhgar 
and Karami (2014), but contrary to that of Shehu and Farouk (2014).

The liquidity showed beta values of 0.006 while it recorded t-value of 1.25 with significant 
values of 0.217. This means that liquidity is positive, weak and insignificantly influencing quality 
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of financial reporting quality of quoted Nigerian industrial goods firms. It connotes that if there 
is increase in liquidity level by one point, the quality of financial reporting of quoted Nigerian 
industrial goods firms will increase by a point. This is due to the fact that high liquidity is 
considered to be a sign of financial strength. Maintaining high liquidity would allow a firm to deal 
with contingencies and to cope with obligations during period of low earnings and as such it is 
expected that financial reporting quality is enhanced. The finding is in tune with those of Echobu 
et al., (2017), Olowokure et al., (2016), Akhgar and Karami (2014) but contrary to that of Shehu and 
Bello (2013).

Growth showed t-value of -0.67 with a beta of -0.008 and an insignificant figure of 0.505. This 
shows that growth has negative and weak influence on financial reporting of listed industrial 
goods firms in Nigeria. It connotes that when there is a proportionate change in growth which 
is represented by changes in sales, the quality of financial reporting of quoted industrial goods 
companies changes negatively but insignificantly. This finding is in contrast to those of Akhgar 
and Karami (2014) and Shehu and Farouk (2014).

From the Table 4, t-value of managerial ownership is -0.76 with coefficient of -0.010 and 
significance level of 0.452. It signifies that management ownership was negative but has an 
insignificant effect on quality of financial reporting of quoted Nigerian industrial goods firms. This 
may be as a result of the argument advanced by the advocate of entrenchment hypothesis which 
states that high degree of management ownership may become ineffective and thus fail to align 
the interest of the insiders to take a decision that is value maximizing and hence increase their 
opportunistic tendencies. The finding is inversely related to that of Shehu (2013).

The concentrated ownership has t-value of 1.21 and coefficient of 0.037 with an insignificant 
figure of 0.231. This shows that concentrated ownership has positive effect on quality of financial 
reporting of quoted Nigerian industrial goods firms but does not significantly affect financial 
reporting quality. This may have suggested that when there is an increase in concentrated 
ownership, the financial reporting quality changes insignificantly. This may be as a result of the 
argument that ownership concentration is associated with introduction of agency issue between 
majority and minority shareholders. Consequently, the insignificant contribution of ownership 
concentration to quality of financial reporting of firms may be due to the poor performance 
recorded by those firms included in the sample of the study. This finding is in line with study 
conducted by Chalakiet al., (2012) but adverse with that of Shehu (2013).

The results show institutional ownership to have t-value of 1.39 with coefficient value of 
0.021and significant at level of 0.169. This means that institutional ownership is positive and 
weakly affects the quality of financial reporting of quoted Nigerian industrial goods firms. This 
implies that with every one-point proportionate increase in shares held by institutions in quoted 
industrial goods firms, the quality of financial reporting increases by 0.04. This may be as a result 
of the vast amount of resources; more knowledgeable, have greater resources, power, and the fact 
that institutional investors are cleverer than specific investors and also have relevant know-how 
and skills to supervise management. Furthermore, the intuitions’ decisions on investment carry 
more weight than individual investors because they inspect the opportunistic tendencies of the 
management in order to safeguard their large amount of investment. The finding goes in line with 
Akhgar and Karami (2014), Chalakiet al., (2012) but contrary to Shehu and Farouk (2014), Shehu 
and Bello (2013), Shehu (2013).
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Test of Hypotheses
This part presents the analysis conducted to test the hypotheses and the result used as basis of 

testing the hypotheses:

Table 5: Hypotheses Testing

Variables T-Values P. Values

FIRM STRUCTURE:  Size (FS) -2.10 0.039

                                      Leverage (LEV) -2.43 0.017

                                      Firm Age (FAGE) -5.13 0.000

BOARD STRUCTURE: Board Meetings (BMEETINGS) 3.39 0.001

                                         Women Director (WDR) -1.67 0.099

PERFORMANCE STRUCTURE: Profitability (PROF) 4.04 0.000

                                         Liquidity (LIQ) 1.25 0.217

                                         Growth (GROWTH -0.67 0.505

OWNERSHIP STRUCTURE: Managerial Ownership (NMGOW) -0.76 0.452

                                         Ownership Concentration (OWNCON) 1.21 0.231

                                          Institutional Ownership (INSOW) 1.39 0.169

 Source: Output from STATA 13

Ho1: There is no significant impact of firm structure on quality of financial reporting of quoted 
industrial goods firms in Nigeria.

Firm structure is proxied in the three ways; thus, size, leverage and age. Based on the 
regression results, all three variables of the firm structure are found to be significantly 
impacting quality of financial reporting as expected. Hence, the null hypothesis is rejected. 

H02: There is no significant impact of board structure on quality of financial reporting of 
quoted industrial goods firms in Nigeria. 

Board structure is proxy in two ways; thus, board meeting and women director. Board meeting 
was found to have significant impact on quality of financial reporting; therefore, the null 
hypothesis is rejected. In addition, women directors were found to have significant impact 
on quality of financial reporting; so, in this regard the null hypothesis is also rejected.

H03: There is no significant impact of firm performance on quality of financial reporting of 
Nigerian quoted industrial goods firms.

Firm performance is proxy in three ways, thus; profitability, liquidity and growth. In view of 
the results reported from the regression, profitability was documented to exact significant effect 
on quality of financial reporting, thus rejecting the null hypothesis. However, liquidity and growth 
were found not to have significant impact on quality of financial reporting, which provides basis 
upon which null hypothesis in respect of these two variables were accepted.

H04: There is no significant impact of ownership structure on quality of financial reporting of 
Nigerian quoted industrial goods firms.

The structure of ownership is proxy with management ownership, concentrated ownership 
and ownership by institutions. These ownership structures were found to have insignificant 
impact on quality of financial reporting of Nigerian quoted industrial goods firms. Based on the 
findings as regards management ownership, concentrated ownership and institutional ownership, 
it therefore provides evidence for accepting null hypothesis four of the study.
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Conclusion and Recommendations
The following conclusions are takes from study’s findings. Firms that are experiencing 

consistent growth attract high financial performance especially when there is expansion in assets, 
they may expand their production line leading to increase in production and resulting to increase 
in sales as well as higher return from sales. Firms with higher liquidity increase their financial 
performance positively. This could be for the fact that the firm is always meeting up with their 
daily activities in the organisation. If management do not have access to cash whenever they need 
it, it may discourage and slow down the activities of the organisation in terms of operations which 
may affect the fortune of the firms.

The findings on leverage is an indication that the listed Industrial goods firms may not 
be utilizing their debt very effectively and efficiently or it could be that the level of debt in the 
organisation is not enough to drive financial performance and as such negative effect will be 
felt. Conclusion is made on firm size that any firm having advantage of a number assets and can 
judiciously utilize and invest such an asset in a profitable investment is expected to attract more 
return from investment which will boost financial performance.

On the findings in relation to age, it can be concluded that old firms do not impact significantly 
on their performance which may be due to lack of innovative ideas and firms who stick to one 
form of idea are likely to experience fatigue thereby may not be able to meet up with the changes 
in the taste of their customers resulting to fall in performance.

The following are recommendations reached from the findings of the study: 

i.  Management of listed Industrial goods companies should increase their asset size through 
expansion as this will improve the financial performance.

ii.  The firms should maintain or increase the level of their efficiency by expanding 
their business through opening of more branches, expansion of production lines and 
production of more products. If these are efficiently and effectively utilized and managed, 
it will ensure high financial performance.

iii.  Companies should increase on the efficiency and effectiveness of their liquidity 
management to ensure that they do not become insolvent. Firms are less profitable when 
they are less liquid and as such ought to be advised to invest more in liquid assets. This 
will improve the financial performance of the companies and also assist them in meeting 
up with short term debts as and when due.

iv. Since leverage is one of the most representative indicators on how the debt level is to 
the equity, therefore it is recommended that the debt obtained from outsiders (creditors) 
by listed Industrial goods firms should be managed more effectively in order to drive 
positive financial performance.
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