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Abstract
The focus of this study is to determine the value relevance of financial statements to
investors, shareholders and the company management. Four specific objectives, four research
questions guided the study and three null hypotheses were tested at 0.05 alpha level. The
study covers all investment companies operating in Akwa Ibom State. The study employed
both the qualitative and quantitative research designs. A descriptive survey research design
was employed for the study. The population is 178, comprising of stock brokers and
management personnel of investment and portfolio management companies in Akwa Ibom
state. Simple random sampling technique was employed to select a sample size of 119
comprising of investment officers in stock broking firms operating in Akwa Ibom State. The
research instrument used for the study is a researcher- made questionnaire tagged    “Value
Relevance and Investment Decision Indices” (VRIDI). The reliability coefficient of the
instrument was determined using Cronbach alpha method. The items were trial-tested on 30
respondents who were part of the population but not part of the sample. The scores obtained
from the trial-test were subjected to item analysis to determine the reliability index of the
instrument.  The result showed reliability co-efficient of 0.81. The data generated was
analysed using mean, standard deviation and regression analysis. From the findings of the
study, it is concluded that accounting information in financial reports of firms significantly
influences shareholders and investment decision by investors in Nigerian deposit banks.
Based on the findings, it is recommended among others that every financial institution should
ensure that all material facts as regard the assets and equity of the organization should be
reflected in their yearly financial statement. As such, the financial institutions should adhere
to the demand of subjecting their financial statement to statutory audit as a way of
authenticating their contents.
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Introduction
The usefulness of financial information is enhanced if it is comparable, verifiable, timely and
understandable (Osuala, Ugwumba and Osuji, 2012). Accounting information contained in
financial statements is expected to be useful for decision makers. In order to provide this,
financial statements should meet some basic characteristics. If financial information is to be
useful, it must have the basic quality of relevance and faithfully represent what it purports to
represent. Relevant financial information is capable of making a difference in the decisions
made by users. Besides relevance, financial information is needed to be presented faithfully.
To be useful, financial information must not only represent relevant phenomena, but it must
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also faithfully represent the phenomena that it purports to represent. To be a perfectly faithful
representation, a depiction would have three characteristics. It would be complete, neutral
and free from error. (Sibel, 2013).

From the perspective of an actual or potential equity investor it is desirable that a
firm’s financial statement information in general and accounting information in particular be
usable in generating indications of equity value. The critical function of financial information
in efficient functioning of markets has long been investigated and linked to positive
outcomes in performance measures. Among factors likely to influence stock prices and
investment decision is financial statement information. Since this information source is
mandatory with high degree of quantification and standardization, investors’ interest and
sensitivity to its disclosure are considerable. Studying the value-relevance of financial
statement information in a given context or market allows one to assess its usefulness and
contributes to shed light on the issue of market efficiency, providing helpful insights to stock
market authority and participants for their respective activities.

The term value relevance is often used to evaluate accounting numbers; an accounting
variables if it manifest high degree of association with a measure of market value (Dumontier
& Ruffornier, 2002). The concept of value relevance refers to the strength of relationship
between accounting variables and market value of equity of a firm. Barth, Beaver and
Landsman (2001) summarize value relevance as the ability of financial statement information
to capture or summarize information that affects share values.  Holthausen and Watts(2001)
see value relevance as the empirical relation between stock market values (or changes in
values) and particular accounting numbers for the purpose of assessing or providing a basis
for assessing the numbers used or proposed use in accounting standard. Value relevance of
financial statements is the peculiar ability of the financial statements to capture or summarize
information about the value of equity securities. As a consequence, the degree of association
between financial information and equity market value could be interpreted as an indicator of
the relevance of financial statements information on the formation of the company’s market
value. From the perspective of an actual or potential equity investor, it is desirable that a
firm’s financial statement information in general and accounting information in particular be
usable in generating indications of equity value.

The main objective of accounting information is to help investors, creditors and
managers in making informed investment decision-making more effective and efficient.
Consequently, financial statement fundamentally summarizes business transactions and other
events, as they relate to the performance of organizations. Value relevance here is measured
by its ability to summarize accounting information. For financial reports to be relevant, the
information content must be relevant in investment decision-making. Thus, from an
investor’s perspective, only information that contributes to the investment decisions of an
investor is important (Omokhudu and Ibadin, 2015). It is obviously a fundamental fact that
investors, without adequate information cannot properly judge the opportunities and risks of
investment alternatives. To make informed decisions, investors rely on a variety of
information, including data in the economy, various industries, companies and products.
Complete information provided by reliable source enhances the probability that the best
decision will be made. The best source of information is probably the company’s own
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financial reports, because this gives one more insight about a company, its current health and
its prospects for the future (Johnson, 2001).

Statement of the Problem

Financial reports in principle and in practice should reflect economic and business reality, as
this helps investors formulate their investment decisions. The inability of financial statements
to reflect economic and business reality, leads to capital sub-optimally deployed; resource
misallocation; investors paying huge opportunity cost by investing in companies with
unrealistic, inflated values; and better investments bypassed (Osaze, 1998). Customers and
suppliers make important business and strategic decisions based on a flawed picture of
economic reality. Lenders not able to price loans consistent with the real risk assumed.
Competitors strive to achieve unrealistic goals. Employees make career, retirement and
investment decisions based on a false picture of their employer's financial prospects. The
failure of some big companies has questioned the reliability of financial reports.  The very
painful experiences of investors with the fall of some banks in Nigeria not too long ago, even
with robust financial statemenst, erode investors confidence in the disclosure that fosters
investment, and adverse effects on the economy and people's financial wellbeing From the
foregoing, financial reports in the conventional sense seems to live with a number of
problems. It is based on the above issues that this study is carried out to assess the value
relevance of financial reports in the Nigerian Deposit Money Banks.

The very painful consequence of the Enron scandal is, whether financial statements are
inaccurate because of fraud or complex financial standards, whether financial statement
erode investors confidence in the disclosure that fosters investment, and adverse effects on
the economy and people's financial wellbeing From the foregoing, financial reports in the
conventional sense seems to live with a number of problems. It is based on the above issues
that this study is carried out to assess the value relevance of financial reports in the Nigerian
DepositMoney Banks.

Objectives of the Study

The main objective of this study is to examine the value relevance of financial reports in the
Nigerian Deposit Money Banks. Specifically, the study seeks to

1. Determine the accounting figures that can be used to predict value attributes
2. Determine the value relevance of financial reports to investors in Nigerian deposit

banks
3. Determine the value relevance of financial reports to shareholders in Nigerian deposit

banks
4. Determine the value relevance of financial reports to company management in

Nigerian deposit banks
Research Questions

The following research questions were stated to guide the study
1. What accounting figures can be used to predict value attributes?
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2. What aspects of the financial statements are value relevant to investors in Nigerian
deposit banks?

3. What aspects of the financial statements are value relevant to shareholders in
Nigerian deposit banks?

4. What is the value relevance of financial reports to company management in Nigerian
deposit banks?

Research Hypotheses
The following hypotheses were tested for the study at .05 level of significance.

1. Value relevance of Nigerian deposit banks is not significantly influenced by
Accounting information provided by firms.

2. Accounting information in financial reports of firms do not significantly influence
investment decision by investors in Nigerian deposit banks.

3. Accounting information of firms do not significantly influence shareholders decision
in Nigerian deposit banks

Methodology

This study was carried out in Akwa Ibom State which is situated in the    South –
South Zone of Nigeria. A descriptive survey research design was employed for the study.
This design was deemed appropriate since the study sought the opinion of respondents on
issues related to financial statements, reports and investment. The population is 178,
comprising of stock brokers and management personnel of investment and portfolio
management companies in Akwa Ibom state. The choice of investment brokers is that they
advise their clients on what stock to invest on as well as guide investment decisions. Thus, it
is necessary to ascertain what informs their decisions. The sample size is 119 comprising of
investment officers in stock broking firms operating in Akwa Ibom State.  The sample size
was determine using the Taro yamanne’s formula. The research instrument used for the study
is a researcher- made questionnaire tagged    “Value Relevance and Investment Decision
Indices” (VRIDI). Section A of the instrument elicited information on the demographic data
of the respondents and Section B sought the opinion of respondents on issues based on the
objectives of the study. All items in Section B was structured using four point rating scale of
Strongly  Agree (SA), Agreed (A), Disagree (D) and Strongly Disagreed (SD). The items
elicited information on the impact of published financial statements on investor, shareholders
and management decision making in commercial banks in Nigeria. The instrument developed
by the researcher was face and content validated by three experts in the Faculty of Social
sciences. All corrections and inputs were built in to the final version of the instrument. The
reliability coefficient of the instrument was determined using Cronbach alpha method. The
items were trial-tested on 20 respondents who were part of the population but not part of the
sample. The scores obtained from the trial-test were subjected to item analysis to determine
the reliability index of the instrument.  The result showed reliability co-efficient of 0.81.  On
the basis of the high reliability index, the instrument was deemed suitable to be used in
conducting the study. Data for the study was collected through the use of qualitative and
quantitative methods.  Questionnaire, interviews and focused group discussion was employed
for data collection. The instrument was distributed to respondents and the instrument took 18
days for retrieval. The data generated was analysed using Mean, standard deviation and
regression analysis. The Mean and standard deviation was used to answer all the research
questions and regression was used in testing the research hypotheses.
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Presentation of Findings

Research Question 1: What accounting figures can be used to predict value attributes?

Mean ( ) and standard deviation (SD) were used to answer the research question and
summary data shown in Table 1.

Table 1: Summary ofMean Scores for accounting figures can be used to predict value attributes

S/N Financial statements used for
decision making

SD Rank

1 Projected Balance Sheet 3.78 0.34 4th

2 Cash Flow Statement 3.78 0.45 4th

3 Balance Sheet 3.68 0.71 5th

4 Projected Income Statement 3.80 1.2 3rd

5 Projected Cash Flow Statement 3.83 0.25 2nd

6 Income Statement 3.92 0.81 1st

7 Other factors 3.61 0.56 6th

Respondents were asked on the financial statements that are used during investment decision
making to establish the relationship between the rankings of financial statements to the
investment decision.

Table 1 indicates that the current income statement has the greatest influence in
determining the term of investment (x= 3.92). Secondly, the projected cash flow statement is
ranked second in influencing term of investment (x =3.83). This was then closely followed
by Projected Income Statement (x= 3.80). Projected balance sheet and cash flow statement
were tied at 4th since they both had the same Mean response of 3.78. Balance sheet has a
Mean response of 3.68 coming in at 5th position.  Other factors account for less than 10% (x=
3.61). However, they are also important in determining the term of the investment decision to
a client. The study concludes that, while there are other factors that determine the terms of
investment decision, financial statements forwarded by the customer remain most important.
And in their order of priority, the income statement is the most important and seconds the
projected cash flow statement and finally the balance sheet.

Research Question 2: What aspects of the financial statements are value relevant to
investors in Nigerian deposit banks?

Mean ( ) and standard deviation (SD) were used to answer the research question and
summary data shown in Table 2.
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Table 2: Summary ofMean Scores for value relevance of financial reports to investors

S/N How do the following influence
investors decisions

SD Remarks

1 Dividend yield (DY) 2.78 0.84 GE*
2 Dividend payout (DPO) 2.70 0.92 GE
3 Dividend per share (DPS) 2.74 1.19 GE
4 Earnings per share (EPS) 2.89 1.19 GE
5 Earnings yield (EY) 3.31 1.05 GE
6 Gross profit to sales (GPS) 4.00 0.93 GE
7 Net profit Margin (NPM) 4.18 0.78 GE
8 Operating profit to sales (OPS) 4.19 0.74 GE
9 Return on capital employed (ROCE) 3.96 0.76 GE
10 Return on equity (ROE) 4.19 0.79 GE
11 Profit/ Volume Ratio (PVR) 4.04 0.72 GE

Cumulative Mean 3.85 0.90 GE
GE *= Great Extent

Table 2 shows the results of the analysis. It can therefore be seen that only two ratios are
frequently used thus return on equity (ROE) and net profit to sales. Also, used moderately are
the profit volume ratio, return on capital employed (ROCE), net profit margin, gross profit to
sales and earnings yield. These ratios were obtained from the audited financial statements
which again are highly relied upon on making the investment decisions. With a cumulative
Mean of 3.85, this indicates that accounting information in financial reports is value relevant
to investors.

Research Question 3: What aspects of the financial statements are value relevant to
shareholders in Nigerian deposit banks?
,,,,,,

Table 3:Table 3: Summary ofMean Scores for value relevance of financial reports to
Shareholders

S/N How do the following influence
investors decisions

SD Remarks

1 Earnings per Share 3.30 0.83 GE *
2 Dividend per Share 2.90 1.08 GE
3 Dividend cover 2.80 1.27 GE
4 Gearing ratio 2.70 1.14 GE
5 Profitability ratio 3.55 1.03 GE

Grand Mean Score 3.43 GE
GE *= Great Extent
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Table 3 reveals the value relevance of financial reports to Shareholders. The item analysis
shows that financial information on earnings per share is relevant for shareholders. The
analysis also shows that Dividend per Share/cover as well as profitability ratio is relevant
information for shareholders.  The result also shows that the grand mean score is 3.43,
indicating that financial statements are value relevant to shareholders in Nigerian deposit
banks to a great extent.

Research Question 4: What is the value relevance of financial reports to company
management in Nigerian deposit banks?

Table 4:Summary of Mean Scores causes on the value relevance of financial reports to
company management in Nigerian deposit banks

S/N Causes of pipeline vandalism SD Remarks
1 Strategic decision is made by the board

of directors through the use of ratios
analysis 3.55 1.03 SA*

2 Decisions of the management largely
depends on use of ratios analysis 3.70 0.87 SA

3 Decisions about the perception of
investment is made through use of
ratios analysis 3.68 1.08 SA

4 Decisions as to whether the enterprise is
making profits or not is made via use of
ratios analysis 3.42 1.23 SA

5 Time factor in decision making is
largely
dependent on use of ratios analysis 3.88 1.15 SA

6 Decisions about overall performance of
the organization via growth,
effectiveness, productivity etc. is made
through use of ratios analysis. 3.65 0.67 SA

7 Management can easily make effective
decisions that would move the
enterprise forward through use of ratios
analysis. 3.42 1.23 SA

SA*= Strongly Agree

Analysis of the responses to the statement that strategic decision is made by the board
of directors through the use of ratios analysis, revealed that the Mean response on the item is
3.55. This implies that strategic decision is made by the board of directors through the use of
ratios analysis. Analysis of the responses to the statement that decisions of the management
largely depends on use of ratios analysis, revealed that the Mean response on the item is 3.70.
This means that there is a good link between decisions of the management largely depends
on use of ratios analysis.

When the responses to the statement that decisions about the perception of investment is
made through use of ratios analysis were analyzed, it was found that the Mean response is
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3.68. This shows that management decisions about the perception of investment is made
through use of ratios analysis.

Null Hypotheses

All the null hypotheses formulated for this study were tested at 0.05 alpha level. From
the findings interpretations were made based on the statistical evidence obtained.

Null Hypothesis 1: Value relevance of Nigerian deposit banks is not significantly
influenced by Accounting information provided by  firms.

Table 5: Summary of Regression analysis for influence of Accounting information of
firms on the Value relevance of Nigerian deposit banks

Sum of Squares df Mean Square Fcal Fcrit. Decision

Regression 35.771 1 35.771 444.022 3.936 Reject Ho

Residual 12.004 118 .081

Total 47.775 119

r= 0.86,   R2= 0.749

Table 5 gives the summary of the regression test. The result shows that the calculated
F- value is 444.02.  At 1 and 118 degree of freedom and .05 alpha level, the critical F value is
3.936. Since the fcal is greater than the fcrit, the null hypothesis is rejected and the alternate
is upheld. Thus, Value relevance of Nigerian deposit banks is significantly influenced by
Accounting information provided by the  firms.

Null Hypothesis 2: Accounting information in financial reports of firms do not significantly
influence investment decision by investors in Nigerian deposit banks

Table 6: Summary of Regression analysis for influence of accounting information on
investment decision by investors

` Sum of Squares df Mean Square Fcal Fcrit. Decision

Regression 78.884 1 444.022 537.73 3.936 Reject Ho

Residual 21.858 118 .147

Total 100.742 119

r= 0.885,   R2= 0.783
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Table 6 gives the summary of the regression test. The result shows that the calculated
F- value is 537.73.  At 1 and 118 degree of freedom and .05 alpha level, the critical F value is
3.936. Since the fcal is greater than the fcrit, the null hypothesis is rejected and the alternate
is upheld. Thus, Accounting information in financial reports of firms significantly influence
investment decision by investors in Nigerian deposit banks.

Null Hypothesis 3: Accounting information of firms do not significantly influence
shareholders in Nigerian deposit banks

Table 7: Summary of Regression analysis for influence of accounting information on
shareholders decision

Sum of Squares df Mean Square Fcal Fcrit. Decision

Regression 20.410 1 537.73 359.83 3.93 Reject Ho

Residual 8.451 149 .057

Total 28.861 150

r= 0.841,   R2= 0.707

Table 7 gives the summary of the regression test. The result shows that the calculated
F- value is 359.83.  At 1 and 118 degree of freedom and .05 alpha level, the critical F value is
3.93. Since the fcal is greater than the fcrit, the null hypothesis is rejected and the alternate is
upheld. Thus, Accounting information of firms significantly influences shareholders decision
in Nigerian deposit banks.

Discussion of Findings

In consideration of the results of research questions and null hypotheses investigated
in this study, the findings are discussed under the following sub headings.

Accounting Information and  Investment Decision

The result of analysis shows that with a cumulative Mean of 3.85, this indicates that
accounting information in financial reports is value relevant to investors. The corresponding
hypothesis test indicates that Value relevance of Nigerian deposit banks is significantly
influenced by Accounting information provided by the  firms. This findings is in line with
Mukarushema, Julius and  Mbabazim (2016) which found that balance sheet is negatively
related with investment decision, while income statement, notes on the account, cash flow
statement, value added statement and five-year financial summary are positively related with
investment decision making. Their findings also revealed that components of published
financial statement significantly predicted good investment decision making for commercial
bank stakeholders. According to Onyekwelu (2010), the satisfaction of the needs of the
various users of accounting information as contained in the annual report can be accepted as
the objective of financial statement.
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Accounting information and  shareholders  decision

The result of analysis shows that with a cumulative Mean of 3.43, this indicates that
accounting information in financial reports is value relevant to shareholders. The
corresponding hypothesis test indicates that accounting information of firms significantly
influences shareholders decision in Nigerian deposit banks. This findings is corroborated by
Aroh, et-al (2011), the most important purpose of the annual report is to get the shareholders
informed about the financial status of his company, especially as to its income and financial
position. The usefulness of financial statement to investors is to assist them to assess the
ability of an enterprise to pay divided and interest when due while to the potential investors,
published financial statement is used to decide on the type of security to invest in or which
company to invest in.

Accounting Information and Management Decision Making

Analysis of the responses to the statement that decisions of the management largely
depends on use of ratios analysis, revealed that the Mean response on the item is 3.70. This
means that there is decision of the management team largely depends on use of financial
ratios analysis. The corresponding hypothesis test shows that Value relevance of Nigerian
deposit banks is significantly influenced by Accounting information provided by the  firms.
This findings is in line with Mukarushema, Julius and  Mbabazim (2016) which found that in
modern business environment, which is becoming more competitive, the survival of firms, be
it small or large; depend upon the strategic decisions made by management. This is however
done with the help of financial statements analysis. Every human being needs information in
order to make the right decision, the right time. In a business organization, the financial data
are obtained from the financial statements. Thus, there is a close relationship between
analysis of financial statements and effective business decision-making. The management of
enterprise is depending on accounting information for taking various strategic decisions.
Financial statements provide such information. This information is made useful by analyzing
and interpretation of financial statements with help of financial analysis techniques.

Conclusions

The research study revealed that financial statement analysis performs a crucial role on
investment decisions making and organization performances, which has been shown to be major
force in investment decision making. This is achieved by implementing the best fundamental
concepts of financial statement analysis for any Bank. From the findings of the study, it is
concluded that Accounting information in financial reports of firms significantly influences
shareholders and investment decision by investors in Nigerian deposit banks.

Recommendations
The following recommendations were made based on the findings and conclusion from the
study.

1. Every financial institution should ensure that all material facts as regard the assets
and equity of the organization should be reflected in their yearly financial statement.
As such, the financial institutions should adhere to the demand of subjecting their
financial statement to statutory audit as a way of authenticating their contents.
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2. The financial statement should be prepared using such a language and terms a layman
can
understand because the technical terms do not mean much to the investors. These
should be prompt provision of the financial statement at the end of each financial year
and the profit after tax should be reported precisely and correctly with actual figures
and avoid use of percentage to enable any layman make good investment decision.

3. Investment decision should not be on a vacuum or rule of thumb rather, the financial
statement should be used as the bedrock and the volume of liabilities acquired by
financial institutions should be minimal and invested wisely to avoid its negative
effect on the profit of the bank which will discourage prospective investors. No
investment decisions on a financial institution should be taken without the
consideration of a company’s financial statement.

4. Banks and companies should carry out educational enlightenment programme from
time to time to enable investors understand the financial report fully. Investors should
attach much importance to the annual reports so that banks and companies can really
know the extent of their responsibility in preparing the financial statement.

5. Banks and companies should sponsor research into the information needs of their
investors and how best to communicate this information to them. There should be a
review of annual report of banks and companies by the authority concerned, in order
to affect the much-needed charges raised by investors considering the changing
economic trend in the country.
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