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Abstract

International Financial Reporting Standards has become the new dominant set of accounting
standards; however, the transition to the new was fairly disruptive for users of financial
statements. Comparability and trend analyses was impaired as the differences between IFRS
and local generally accepted accounting principles (GAAP) impact figures presented in
financial statements and lead to variances in financial ratios computed under the two regimes.
This study examines the impact of IFRS adoption in Nigeria on financial statement figures
and key financial ratios of Nigeria Banks that adopted IFRS. The study likewise seeks to
identify the sources of differences in financial reporting experienced by Banks due to the
changes in the regime. A number of recommendations are provided based on the findings of
this study. Those involved in the analysis of financial statements are advised to accord
attention to the trend analysis when comparing pre-adoption data under NGAAP with post-
adoption data in IFRS. The comparison of financial ratios under both NGAAP and IFRS for
the comparative year prior to IFRS adoption may be seen as a prudent first step prior to
undertaking a trend analysis of a particular company. It may also be prudent to rely on cash
flows to avoid the subjectivity inherent to accounting adjustments. Being aware of the higher
volatility of accounting figures under IFRS and understanding the main categories of
adjustments affecting accounting figures and ratios in IFRS may likewise be important.
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Introduction

International Financial Reporting Standards (IFRS) are designed as a
common global language for business affairs so that company accounts are
understandable, reliable, relevant and comparable across international boundaries.
They are a consequence of growing international shareholding and trade and are
particularly important for companies that have dealings in several countries. They are
progressively replacing the many different national accounting standards. IFRS
includes: IFRSs issued by the IASB; International Accounting Standards (IASs)
issued by the IASC, or revisions thereof issued by the IASB; Interpretations of IFRSs
and IASs developed by the Interpretations Committee (IFRSIC) and approved for
issue by the IASB and Interpretations of IASs developed by the SIC and approved for
issue by the IASB or IASC.

International Financial Reporting Standards (IFRS) is the new dominant set
of accounting standards developed under a rigorous due diligence process and now
used in more than 120 countries around the world, including Australia, Brazil,
Canada, the European Union, South Africa, Nigeria and many others (Deloitte
Touché Tohmastu, 2013). Each country adopting IFRS undergoes a transition process
in the year of adoption. This process may be fairly disruptive for users of financial
statements as accounting treatments of analogous items may vary, and impair
comparability and trend analyses. Since the quality of financial statements is
influenced by the quality of the underlying accounting standards, users may benefit
from understanding the impact of a shift from local generally accepted accounting
principles (GAAP) to IFRS. Also, economic changes are likely to have similar
consequences as Land and Lang (2002) document that accounting quality has
improved worldwide since the beginning of the 1990s, and suggest that this could be
due to factors such as globalization and anticipation of international accounting
harmonization.

Accounting theory argues that the purpose of financial reporting is essentially
to reduce information asymmetry between corporate managers and parties contracting
with their firm (Watts, 1977; Ball, 2001) and financial reporting reduces information
asymmetry by disclosing relevant and timely information (e.g., Frankel and Li 2004).
Because there is considerable variation in accounting quality and economic efficiency
across countries, international accounting systems provide an interesting setting to
examine the economic consequences of financial reporting. The comparison of pre-
changeover Nigeria GAAP (NGAAP) to IFRS and the identification of differences
between the two regimes is an important issue for users of financial statements.
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The balance of the paper is organized as follows; Section 2 reviews the recent
literature on the impact of IFRS adoption on financial statements and ratios; it
discusses the main theoretical differences between IFRS and NGAAP as identified in
Nigerian studies, and examines the findings related to Nigeria and other jurisdictions
having adopted IFRS. The methodology of the analysis and the data sources are
described in Section 3 while Section 4 presents and discusses the key findings. The
report concludes by highlighting the most salient aspects of our findings and
providing practical recommendations for analysts and other users of financial
statements.

Objective of the study

The main objective of the study is to impart evidence of the impact of IFRS
adoption in Nigeria on financial statement figures and key financial ratios of Nigeria
Banks that adopted IFRS. The specific objectives are-

1. To ascertain the role of IFRS for quality accounting information;

2. To identify the sources of differences in financial reporting experienced by
companies due to the changes in the regime;

3. To present some policy recommendations for adoption and implementation of
IFRS for ensuring good financial reporting.

Research Hypothesis
Ho:i.  IFRS plays no significant role in ensuring quality accounting information.
Hoz.  There is no significant relationship between IFRS and NGAAP

Hos.  The adoption of IFRS does not any significant effect on financial statements
figures and ratios.

Scope of the Study.

This study focuses on the impact of IFRS adoption in Nigeria on financial
statement figures and key financial ratios. The study focused on some selected
Nigeria Banks financial statement for comparison of financial ratios under both
NGAAP and IFRS for the comparative year prior to IFRS adoption and the restated
figures after IFRS adoption. This includes 9 banks that are listed on the Nigeria Stock
Exchange and the period 2012 was the basis for comparison. The List of selected
banks is contained in the appendix.
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Literature Review

IFRS are accounting rules (“standards”) issued by the International
Accounting Standard Board (IASB), an independent organization based in London,
UK. Before the inception of IASB, international standards described as International
Accounting Standards (IAS) were issued by the IASB’s predecessor organization, the
IASC, a body established in 1973 through an agreement made by professional
accountancy bodies from Australia, Canada, France, Germany, Japan, Mexico, the
Netherlands, the United Kingdom and Ireland, and the United States of America. In
1997 after nearly 25 years of achievement, IASC recognized that to continue to
perform its role effectively, it must find a way to bring about convergence between
national accounting standards and practices and high-quality global accounting
standards. The new Standards setting body was renamed as International Accounting
Standards Board (IASB) and since April 2001, it has been performing the rule-
making function. Components of IASB structure contain- IASB, IASC Foundation,
International Financial Reporting Interpretations Committee (IFRIC), previously
Standing Interpretations Committee, SIC under 1ASC), Standards Advisory Council
(SAC) and Working Groups. The IASB is better funded, better-staffed and more
independent than its predecessor.

The Nigeria’s Federal Executive Council (FEC) gave approval for the
convergence of Nigerian SAS with the IFRS from January 1, 2012. The adoption was
organized such that all stakeholders use IFRS by January 2014. According to the
IFRS adoption Roadmap Committee (2010), Public Listed Entities and Significant
Public Interest Entities are expected to adopt the IFRS by January 2012. All Other
Public Interest Entities are expected to mandatorily adopt the IFRS for statutory
purposes by January 2013, and Small and Medium-sized Entities (SMEs) shall
mandatorily adopt IFRS by January 2014. Nigerian listed entities were required to
prepare their closing balances as at December 31, 2010 according to IFRS. The
closing figures of December 31, 2010 will become the opening balances as at January
1, 2011 for IFRS based financial statements as at December 31, 2011. The opening
balances for January 1, 2012 will be the first IFRS full financial statements prepared
in accordance with the provision of IFRS as at December 31, 2012.

“It will be in the interest of the Nigerian economy for listed companies to
adopt globally accepted, high quality accounting standards, by fully
converging Nigerian nationalaccounting standards with International
Financial Reporting Standards (IFRS) over the  earliest possible transition
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period, given the increasing globalization of capital markets” (IFRS
Adoption Roadmap Committee, 2010: p.10)

Theoretical Differences between NGAAP and IFRS

The Nigerian Statement of Accounting Standards (SAS) or Nigerian GAAP,
the UK GAAP and IFRS are in many ways different in terms of guidance and
application of the standards, although, some of these standards are similar or
comparable in certain areas. Most of the SAS under NG-GAAP are found to be
similar to Financial Reporting Standards (FRS) and Statement of Standard
Accounting Practice (SSAP) under UK-GAAP. This could be attributed to the strong
inter relationships in terms of accounting education, business, finance, banking as
well as the colonial relationship between the UK and Nigeria. The two sets of
standards are considered as principle-based and subject to similar conceptual
foundations (CICA, 2009). Most of the IASs issued by IASB have equivalent SASs
issued by NASB. However certain standards issued by the NASB do not have
equivalent IAS and vice versa. Certain elements of application diverge and a humber
of individual standards are fundamentally different. One major difference, that
addresses investors’ needs, is the greater reliance of IFRS on fair value accounting
(Blanchette and Desfleurs, 2011; Chua and Taylor, 2008). Another key difference lies
in the conceptual framework underlying consolidation: in IFRS, non-controlling
interests are considered as owners and presented inside equity, whereas in NGAAP
they are reported outside of equity. Other instances where 1AS where no equivalent
SAS exist are framework for preparation of financial statements; IAS 14, Segment
Reporting; IAS 18, Revenue; IAS 20, Accounting for Government Grants and
Disclosure of Government Assistance; IAS 22, Business Combinations; 1AS 23,
Borrowing Costs; IAS 24, Related Party Disclosures; IAS 27, Consolidated Financial
Statements and Accounting for Investment in Subsidiaries; IAS 32, IFRS 7, Financial
Instruments: Disclosure And Presentation; IAS 39, Financial instruments:
Recognition and Measurement, IAS 36 Impairment of Assets and IAS 41:
Agriculture, despite agriculture being the second major source of income in Nigeria.

Fair Value Orientation

The historical cost principle has long had a major influence on accounting
measurement in Nigeria and elsewhere in the world. This principle states that the
carrying value of various financial statement items does not change over time except
for amortization or disposal.
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However, the option of measuring at fair value has been gradually introduced in
accounting standards. Initially, fair value could be used instead of historical cost only
when the market value of assets declined. In that case, assets are written down and
losses-in-value (or impairment losses) recognized immediately in profit or loss. This
accounting practice, extensively used worldwide, is based on the conservatism
principle; it is applied to almost every asset of the balance sheet in NGAAP. In IFRS,
the write-down of assets is also existent although with a different approach in the
application and with a requirement to write-up when impairment losses are reversed.

Subsequently, the measurement of financial instruments at fair value in both
directions (write-down and write-up) was introduced in accounting standards of
several jurisdictions including Nigeria. This treatment (called “fair value accounting”
or “mark-to-market”) entails the recognition of unrealized gains/losses. To avoid
volatility of profit or loss in the income statement and to classify distinctly some
unrealized gains/losses not deemed representative of regular business, a new concept
of financial reporting was created: comprehensive income. According to this concept,
a number of gains and losses, which are recognized after applying fair value
accounting, bypass the income statement in a new category of accounting information
called other comprehensive income (OCI). These unrealized gains and losses
generally remain in OCI until they are realized. Meanwhile, the annual
comprehensive income incorporates two components: profit or loss from the income
statement and the annual variation of OCI. In addition to financial instruments, IFRS
allows several other items to be measured at fair value, some of which are optional
whereas others are compulsory.

Non-controlling Interest

Non-controlling interest represents the share of consolidated subsidiaries that
is not owned by or attributed to the parent company. In NGAAP, non-controlling
interest is presented outside shareholders’ equity in the consolidated balance sheet.
Accordingly, it is treated similar to creditors and presented in liabilities, or
alternatively presented in-between liabilities and equity. Under IFRS, non-controlling
interest is treated differently — based on the entity theory. According to this theory,
owners have a participating right or residual interest in a portion of the consolidated
entity, and therefore non-controlling interest is presented within the shareholders’
equity in the consolidated balance sheet. Furthermore, in NGAAP, the share of
profit/loss attributable to non-controlling interest is treated as an expense/revenue
within the consolidated income statement (as the interest expense on debts) while
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under IFRS, the share of profit/loss attributable to non-controlling interest is a capital
attribution.

The difference between the treatment of non-controlling interest under
NGAAP and IFRS has two major implications. First, the difference has a direct
impact on the financial structure reported on the Statement of Financial Position, in
particular on leverage ratios such as the debt-to-worth ratio. Second, the difference
affects the bottom line reported in the income statement and several profitability
ratios such as the return on assets and the net profit margin.

Other Differences

Many other differences exist between NGAAP and IFRS apart from fair
value orientation and non-controlling interest. Those include differences related to
revenues, property, plant and equipment, intangibles, financial instruments, hedges,
asset retirement obligations, employee future benefits, share-based compensation,
leases, income tax, foreign currency translation, and strategic investments (CICA,
2009).

This study is based on a positive/inductive approach: differences in the
application of standards are inferred through the examination of differences that
transpire in actual financial statements of reporting Nigerian Banks. Variations in
the application are possible due to the principle-based approach underlying both
IFRS and NGAAP, as professional judgment plays a major role in the process of
interpreting and applying principles. For example, the theoretical rational for
impairment write-down (i.e. conservatism) is similar in IFRS and NGAAP,
however the criteria used for identifying situations that require such a write-down
differ. Since the amount of impairment losses may be material in practice, the
recognition versus non-recognition of impairment losses has the potential to
significantly affect profit/loss reported in the income statement. This is why
empirical evidence in the application of standards is necessary to assess the real
impact of differences between IFRS and NGAAP. This holds true not only for
differences considered to be fundamental (such as those related to fair value
accounting and non-controlling interest), but also for those considered as accessory
or minor from a theoretical point of view.

Impact of IFRS on Financial Statements and Ratios

IFRS adoption can affect several items of financial statements. In this study,
we focus the analysis on items that have a direct impact on the measurement of
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liquidity, leverage, profitability and cash flow. Accordingly, we use figures from the
Statement of Financial Position (total assets, total liabilities, shareholders’ equity,
non-controlling interest); income statement (net operating revenues, profit/loss for the
year), statement of comprehensive income (comprehensive income/loss) and
statement of cash flows (net operating cash flow). These figures allow constructing a
set of financial ratios that includes the debt ratio, return on assets (ROA),
comprehensive-ROA, net profit margin, asset turnover, and the operating cash flow

ratio (Table 1).

Table 1: Financial Statement Figures and Financial Ratios

Figures and Ratios

Source or Formula

Financial statement figures
Total assets

Total liabilities
Non-controlling interest (NCI)

Shareholders’ equity

Net Operating income

Net profit or loss
Comprehensive income or loss
Net operating income
Financial ratios

Debt ratio

Return on assets (ROA)
Comprehensive-ROA
Net profit margin

Asset turnover
Operating cash flow ratio

Statement of Financial Position
Statement of Financial Position
Statement of Financial Position (within
liabilities or shareholders’ equity or in-
between)

Statement of Financial Position

Income statement

Income statement

Statement of comprehensive income
Statement of cash flows

Total liabilities (excluding NCI when
presented in-between equity and liabilities)
divided by Total assets

Net profit/loss divided by Total assets
Comprehensive income/loss divided by Total
assets

Net profit/loss divided by Net operating
income

Net operating income divided by Total assets
Net operating cash flow divided by Current
liabilities

Theoretical Framework

Stewardship theory

The stewardship theory emphasizes the principal- steward relationship
believed to have its roots in the fields of psychology and sociology. It grew out of the
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seminal work of Donaldson and Davis (1989, 1991) and was developed as a model
where senior executives act as stewards for the organization and in the best interests
of the principals (Olson, 2008).

The principal- steward relationship is a relationship of trust and was
developed as an alternative to the agency theory. In the light of corporate governance,
Donaldson & Davis (1991) suggest that stewardship theory focuses essentially on
empowering structures, and supports the mechanism of CEO duality which will
enhance effectiveness and produce, as a result, superior returns to shareholders than
separation of the roles of chair and CEO. The utility of the steward represented by the
Chief Executive Officer is maximised when organizational objectives are achieved
rather than self -serving objectives (Garcia-Meca& Sanchez-Ballesta, 2009).

Empirical Evidence

Only few studies provide preliminary empirical evidence of differences
between IFRS and NGAAP as they transpire in company’s financial reporting.
Blanchette, Racicot and Girard (2011) report a significantly higher variance of
several ratios in IFRS compared to the same ratios in Canadian GAAP for a sample
of companies that adopted IFRS before 2010 (i.e. early adopters). Interestingly, the
report also finds that a ratio based on cash flow figures does not show a significant
difference, consistent with the idea that cash flows are generally not affected by
variations in the application of accounting standards.

A study based on information published by Canadian real estate companies in
2011 confirms that IFRS adoption has created volatility in earnings and variability in
key metrics (Salman and Shah, 2011). This study reports that real estate assets
increase in IFRS with the use of current market values; and debt balances are likewise
higher in IFRS. But since assets have generally increased more than liabilities under
the new reporting regime, the impact of IFRS adoption manifests through a reduced
level of the average debt-to-worth ratio. Furthermore, net earnings of real estate
companies are higher on average in IFRS while no significant impact on cash flows is
found.

The European Union adopted IFRS in 2005. Lantto and Sahlstrom (2009)
examine the impact of IFRS adoption on key financial ratios of a continental
European country — Finland. They find that liquidity ratios decreased under IFRS,
while leverage and profitability ratios increased. Additional liabilities arose mainly
from lease accounting, employee benefit obligations and financial instruments, and
higher profits were primarily due to business combinations.
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A study undertaken by Marchal, Boukari and Cayssials (2007) examines the
impact of IFRS adoption in France and finds small variations of shareholders’ equity
following the adoption of IFRS, but an increase in financial leverage and profitability.
The study notes that fair value accounting was not adopted for long-lived assets
except for one-time adjustments on transition (according to IFRS 1), investment
property and financial instruments.

Research Methodology

To capture the effects of IFRS adoption on financial statements, accounting
figures are computed under IFRS and are compared, with accounting figures
computed under NGAAP at the same date or period. IFRS 1 specifies the
requirements for an entity that adopts and applies IFRS for the first time. This
includes the requirement that an entity’s first financial statements in IFRS include at
least one year of comparative information restated to IFRS. This rule allows for the
comparison of accounting figures in IFRS and NGAAP for the year prior to the
transition to IFRS. As a result, the comparison between IFRS and NGAAP can be
done using the original 2011 financial statements in NGAAP and the 2011 statements
retrospectively adjusted to IFRS which are presented as part of financial statements
published in 2012 (in cases when the shift to IFRS occurred in 2012).

Figure 1: Comparability of Financial Statements in IFRS and Nigeria GAAP around Transition
(assuming transition occurred in 2012)

Financial statements published
in 2011 under local GAAP

A A
Comparative year Current year
2010 2011

2010 | Comparison 2011 i 2012 !

f is possible f

Comparative year Current year
2011 ( Re stated) ~_ ¥

Financial statements published
in 2012 under IFRS

IFRS 1 also requires an entity to explain how the transition from GAAP to
IFRS affected the reported financial position, financial performance and cash flows.
In practice, this is done in a transition note attached to financial statements which
contains reconciliations and explanations. The present study uses these transition
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notes to identify differences between financial statements figures derived under
NGAAP and IFRS.

Sample selection

The sample used in the analysis consists of 9 Banks that are listed on the
Nigeria Stock Exchange and mandatorily adopted IFRS in 2012. To form the sample,
Nigeria Banks listed on the Exchange are ranked based on their market capitalisation
as of December 31, 2012. Within which 9 Banks were selected.

Table 2 provides details on the composition of the final sample. The other
category of the banking sectors is excluded from the sample as they are not listed on
the Nigeria Stock Exchange (NSE) Market.

Table 2: Sample Composition

Number of Weight of the  Number of

Banking Sector Banks o Sector in Total Banks .

Operating in ~ Number of Included in
Nigeria Banks the Sample

Commercial Banks:

Banks Listed on the NSE 14 58.3% 9

Others 07 29.2%

Merchant Banks 2 8.33% 0

Non-Interest Banks 1 4.17%

Total 24 100% 9

Source: CBN NIGERIA (2015)
The 9 largest Banks are identified using the following criteria:
1. The Bank mandatorily adopted IFRS in 2012.

2. 2012 financial statements in IFRS and 2011 financial statements in NGAAP were
available on the Banks Website.

3. The Bank fiscal year-end is December 31st (or the closest to that date if unable to
satisfactorily collect 9 Banks with a December 31st year-end).
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Data Collection

Annual audited financial statements were retrieved from Websites of each
company in the sample: the financial statements in IFRS were retrieved for the year
of transition to IFRS while those in NGAAP were retrieved for the prior year. The
data collection followed a three-step process: first, IFRS figures which correspond to
comparative figures presented for the year prior to the shift were collected from IFRS
financial statements (i.e. Statement of financial position, income statement, statement
of comprehensive income/loss, and statement of cash flows). Second, NGAAP
figures were collected from original NGAAP statements (published in the year prior
to the shift) for the same date and period. Third, the reconciliations and explanations
provided in the transition notes to IFRS statements were used to further detail
differences observed in the values collected through steps 1 and 2.

Research Design

For systematic analysis of the data collected, the study made use of both
descriptive and least-square regression. The descriptive study which is meant to
afford the researchers the opportunity of systematic collection, presentation and
analysis of data as well as information for the study; The least-square regression is
also used to study the extent to which figures computed under IFRS are statistically
explained by the corresponding figures derived under NGAAP.

Analysis of Differences

The distribution of differences between IFRS and NGAAP values is analysed
for each financial statement figure by looking at the range of values (i.e. minimum
and maximum differences) and the number of observations within that range where
differences are below and above zero. This analysis is done for each figure from
financial statements.

To analyze the impact of IFRS adoption on financial statements, we first
compare means, medians, and variances of selected accounting figures and financial
ratios computed under IFRS and NGAAP. Equality of means, medians and variances
are tested using t-tests, Wilcoxon/Mann-Whitney tests (tie-adjusted), and F-tests
respectively. The study tests the following;

o Mean of IFRS values is equal to mean of NGAAP values
o Median of IFRS values is equal to median of NGAAP values
o Variance of IFRS values is equal to variance of NGAAP values
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Regressions

The least-square regression is used to study the extent to which figures computed
under IFRS are statistically explained by the corresponding figures derived under
NGAAP.

The basic regression model is as follows:
IFRS; = intercept + g NGAAP; + ¢

Where:

1734 1]
1

- IFRS; is the IFRS value for company “i” (as transpired in figures and ratios)

- NGAAP; is the NGAAP value for company “i”

- i refers to i" company in the sample of 150 companies
- “g” is the coefficient of the variable NGAAP;

- g is the error term

This basic model reflects the correlation between IFRS and NGAAP values.
If there were no differences between the two, then the intercept would be zero and
the coefficient of the independent variable NGAAP would be 1, with a R? of 100%.

Results of the Study
Descriptive Statistics

The general characteristics of financial statement figures and ratios tested are
presented in Table 4. The size of companies in the sample varies considerably: total
assets range from ¥737.9 Billion to ¥2.9 Trillion in IFRS (}742.6 billion to ¥2.8
trillion in NGAAP) while net operating income range from 38 billion to ¥231
billion in IFRS and ¥48.2 billion to 259.2 billion in NGAAP. Total liabilities range
from ¥591.8 billion to N2.5 trillion in IFRS (¥603 billion to ¥2.5 trillion in
NGAAP) whereas the level of shareholders’ equity extends from ¥145.6 billion to
N367.6 billion in IFRS (N93 billion to N364 billion in NGAAP). Other company
characteristics likewise present considerable range in values. Net profit/loss for the
year varies from negative }13.7 billion to positive ¥18.6 billion in IFRS (negative
N11 billion to positive 3¥44.8 billion in NGAAP) while the figures for comprehensive
income/loss extend from negative 3:¥16.94 billion to positive ¥18.6 billion in IFRS
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(negative ®¥11.2 billion to positive }¥44.7 billion in NGAAP). Finally, net operating
cash flow ranges from ¥11.4 billion to :#120.5 billion in IFRS (392.8 billion to :660
billion in NGAAP). Overall, the range of values is larger in IFRS compared to that in
NGAAP.

Table 3 here

Financial ratios likewise show a wide range of values. The debt ratio ranges
from 0.98 to 1.00 in IFRS (with a mean of 0.993 and a median of 0.99), and from
0.99 to 1 in NGAAP (with a mean of 0.992 and a median of 0.99). ROA in IFRS
ranges from negative 1.6% to positive 69.5% (with a mean of 0.093% and a median
of 0.142%) while ROA in NGAAP ranges from negative 3.4% to positive 3.3%(with
a mean of 0.21 and a median of 0.142). The operating cash flow ratio ranges from
negative 0.144 to positive 0.13 in IFRS with a mean of 0.0231 and a median of 0.024;
this is compared to a range of negative 0.079 to positive 0.361 in NGAAP, with a
mean of 0.104 and a median of 0.119. Finally the net profit margin in IFRS and
NGAAP shows somewhat similar levels ranging from negative 0.313 and 0.41
respectively to positive 0.392and 0.017, with means hovering around 0.039 for IFRS
and median around 0.069 and 0.0793 for NGAAP mean and median of 0.144 . It is
however clear that the mean of net profit margin is not reliable for testing as a small
denominator effect amplifies the statistics (for example, losses under the numerator
divided by low sales under the denominator biases the ratio downward).

It should be noted that most of the data does not follow a normal distribution;
there are large differences between means and medians; minimum and maximum
values also differ noticeably in some cases; skewness and kurtosis are high.
Therefore, minimum and maximum values of data as well as their variance in
addition to parametrical and non-parametrical tests on means and medians are
analyzed to account for the apparent non-normality.

Comparison of Means, Medians and Variances at the Aggregate Level
Tests of Equality

Overall,no significant differences are found between financial statement
figures and ratios prepared under IFRS and NGAAP when the analysis is based on
the comparison of means and medians. As presented in panels A and B of Table 4,
the equality of means and the equality of medians are not statistically rejected for all
figures and ratios, except one — Profit/Loss for the year; as such, Hypotheses 1 and 2
are not rejected. This suggests that IFRS adoption does not change significantly, at
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the aggregate level, the central values (means and medians) that describe the financial
position of Nigeria Banks as is reported in financial statements.

Table 4 here

While means and medians of IFRS items do not differ significantly from
those in NGAAP, the volatility of several figures and ratios does reflect a significant
difference. In particular, the equality of variances of IFRS and NGAAP figures is
statistically rejected for three items from the balance sheet — total assets, current
liabilities and total liabilities — for which the variance in IFRS is higher than that in
NGAAP. The variance of all other figures from financial statements is also higher in
IFRS than in NGAAP, except for non-controlling interest, sales and net operating
cash flow for which the variance in IFRS is lower than in NGAAP but by a small
margin. This is consistent (though less pronounced) with the results of a previous
study that examined early adopters of IFRS in Canada and showed higher volatility of
financial ratios in IFRS compared to those in NGAAP (Blanchette, Racicot and
Girard, 2011).

Financial ratios also show some volatility. The equality of variances of IFRS
and NGAAP metrics is statistically rejected for operating cash flow ratio. While the
variance of most financial ratios is higher in IFRS than in NGAAP, for these ratio the
variance is significantly lower in IFRS. This apparent contradiction should be taken
with caution, the operating cash flow in the numerator refers to cash flows from the
statement of cash flows. In Blanchette, Racicot and Girard (2011), the operating cash
flow ratio was one of the few ratios for which the equality of variances computed
under IFRS and NGAAP was not rejected significantly. This is consistent with the
fact that cash flows are generally not affected by accounting methods.

Given that the variance of several IFRS figures is significantly higher than
the variance of NGAAP figures (as discussed above), Variance of IFRS values is
equal to variance of NGAAP values is rejected, at least partially, with a note that
mixed effects are observed on ratios.

Basic Regression Model
Table 5 here

Results from the basic regression model suggest that NGAAP values have a
high level of explanatory power of IFRS values (adjusted-R? ranges from 76% to
99.9%, see Table 5) and confirm the high correlation between IFRS and NGAAP
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values at the aggregate level. This is not surprising as the equality of means and
medians of financial statement figures and ratios is generally not rejected. However,
the coefficients of NGAAP variables vary between 0.80 and 1.17 for regressions of
financial statement figures (all of which are significant at the 1% level of
confidence), reflecting divergences between IFRS and NGAAP values that range
from negative 20% to positive 17%. For financial ratios, coefficients of NGAAP
also vary between 0.78 and 1.02. Therefore, IFRS values are not fully explained by
NGAAP ones.

Conclusion and Recommendations

Adoption of IFRS in Nigeria brings good and bad news. The overall good
news is that the comparability of Nigerian financial statements internationally may
improve since many other countries have already adopted IFRS. There are, however,
a number of pitfalls lurking for financial analysts and other users of financial
statements. In the short term, the outcome of trend analysis may be distorted as
current IFRS statements are compared to pre-changeover NGAAP statements. In the
longer term, it will be influenced by the application of IFRS which differs (to a larger
or lesser extent) from that found in NGAAP. In this study, we provide insights on
actual effects of IFRS adoption on Nigerian Banks. Using information from audited
financial statements, the study compares accounting figures and financial ratios
computed under IFRS and pre-changeover NGAAP for the same period for a sample
of 9 banks listed on the NSE. Conclusions are formed at the three distinct levels;
aggregate and micro/bank.

At the aggregate level, means and medians of financial statement figures and
ratios are not statistically different under the two accounting regimes. For example,
the median of debt ratio is 0.99 in IFRS and 0.99 in NGAAP; for the ROA it is
0.142% and 0.56% respectively; and for asset turnover it is 0.0619and 0.08
respectively. There is only one accounting figure — net profit/loss weighted by total
assets in NGAAP — for which the equality of medians is rejected and it is merely
significant at the 10% level of confidence. These results are potentially reassuring as
they imply that databases built from aggregated accounting information should
generally be consistent in IFRS and NGAAP. However, the distribution of data
around the central values of means and medians is important in several cases. For
instance, the equality of variances in IFRS and NGAAP for total assets, current
liabilities and total liabilities in the balance sheet is statistically rejected. This result
reflects higher volatility of financial statement figures in IFRS compared to NGAAP
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and is consistent with prior research in Canada (Blanchette, Racicot and Girard, 2011,
Salman and Shah, 2011).

The analysis of the range and magnitude of differences between values computed
under IFRS and NGAAP finds that assets and liabilities tend to be higher in IFRS
than in NGAAP; however, these differences are mostly offset in shareholders’ equity.
Sales or operating revenues are clearly reduced under IFRS compared to NGAAP, but
profit is higher and OCI adjustments are predominantly negative (losses). This is
explained by differences in categories of accounting adjustments, particularly:

- Fair value accounting for investment property is ranked as a number one category
that increases assets and profit in IFRS (consistent with IAS 40 that allows fair
value accounting through profit);

- Consolidation and strategic investments ranks in the top-3 categories of
adjustments that affect total assets, total liabilities, profit/loss and comprehensive
income/loss. This category reduces profit in IFRS and has a two-sided impact (both
decreasing and increasing) on total assets and total liabilities (consistent with
variations in the scope of consolidation);

- The categories associated to financial instruments including derivatives and hedges
rank in the top-4 categories that increase total assets and total liabilities (consistent
with IAS 32 and IAS 39 governing the measurement and presentation of financial
instruments);

- Pension and other employee benefits ranks as a number one category that decreases
comprehensive income and is among the top-4 categories that increase liabilities
(consistent with IAS 19 which allows adjustments of liabilities through OCI);

- Foreign currency translation is the second highest ranked category that decreases
comprehensive income (consistent with 1AS 21 allowing the recognition of foreign
exchange gains/losses through OCI).

- Impairment and capitalization of property, plant and equipment are among the top-4
categories that increase profit (consistent with 1AS 16 and IAS 36 which require
these adjustments to be allocated through profit).

At the micro or company level, the situation is somewhat precarious as we observe
substantial variations in every part of financial statements and ratios, and in several
categories of accounting adjustments. In the balance sheet, central values (means and
medians) of total assets, total liabilities and shareholders’ equity are not significantly
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different in IFRS and NGAAP, but individual differences can be considerable. For
instance, total assets and total liabilities in NGAAP can both become twice higher
when computed under IFRS; they can also be reduced by more than 50% and 20%
respectively. Profitability shows a wide range of values as well. When NGAAP
values are subtracted from those computed in IFRS, differences in weighted values of
profit/loss range from negative 13% to positive 24%; for comprehensive income/loss,
the range is from negative 11% to positive 18%. Since these values are weighted by
total assets in NGAAP, they represent important variations considering that both
medians of ROA and comprehensive-ROA are 3.9% in NGAAP. Although both
positive and negative differences are observed in profitability figures, reported profit
is persistently higher under IFRS compared to NGAAP. Interestingly, differences in
sales contrast with differences in profitability as they are prominently negative (i.e.
sales figures are higher in NGAAP than in IFRS). In fact, the observed differences
suggest that sales in IFRS can be reduced by as much as 50% compared to NGAAP
but can be increased only to a maximum of 4% (values weighted by total assets in
NGAAP). Finally, cash flows are subject to lower variations but a range of
differences is nevertheless observed (from a negative 6% to a positive 32%); partly
due to differences in the scope of consolidation.

The results are subject to limitations which include the following:
- Gradual convergence: Transition from NGAAP to IFRS is not instantaneous.
- Data collection: There is a risk of error as the data was collected manually.

-Inconsistent presentation of transition notes: There is no uniform format required by
IFRS for the presentation of the transition note in the year of IFRS adoption. Hence,
the information is not presented in a consistent manner by companies, reducing the
comparability of the data collected. -Netting: Accounting adjustments on foreign
currency translation, non-controlling interest and income tax are presented separately
by some companies and netted with the underlying items by others.

- One-time adjustments: Some one-time adjustments in IFRS figures affect the
differences with NGAAP figures as a number of exemptions and exceptions are
possible under IFRS. This results in IFRS figures not being fully representative of
the ongoing application of IFRS.

- Earnings management: There is often an acceptable range in the measurement of
financial statement figures. Given the fairly advanced notice ahead of the



Yahya et al., 145

changeover, companies had the opportunity to apply earnings management
strategies to smooth the transition or manipulate financial statement figures.

- Sample size: The sample includes 9 observations, which was deemed reasonable by
the authors for statistical and testing purposes particularly considering that data was
manually collected and the population was 14.

Recommendations

Those involved in the analysis of financial statements are advised to accord attention
to the trend analysis when comparing pre-adoption data under NGAAP with post-
adoption data in IFRS.

1. At the aggregate level, the analysis of medians and means of IFRS values is
generally reliable when compared to the analysis of NGAAP values.

2. Analysts should be aware that the volatility of accounting figures in IFRS is
generally higher than in NGAAP, ceteris paribus.

3. The comparison of financial ratios under both NGAAP and IFRS for the
comparative year prior to IFRS adoption may be seen as a prudent first step
prior to undertaking a trend analysis of a particular company. If differences
are important, analysts may wish to become aware of the underlying reasons
for the differences as they transpire from the transition note that accompanies
the first IFRS statements.

4. The main categories of adjustments that affect the differences between
financial statement figures and ratios derived in IFRS and NGAAP are:

» Consolidation and strategic investments, in particular the scope of
consolidation that can significantly increase (or decrease) the level of
assets and liabilities recognized on the Statement of financial
position (versus off Statement of financial position);

» Financial instruments, including derivatives and hedges that affect
the measurement of selected assets and liabilities at fair value with
gains and losses directly recognized in profit/loss or through OCI;

» Fair value accounting for investment property with gains/losses
directly recognized in profit/loss;

» Pension and other employee benefits that affect liabilities and OCI
adjustments;

» Non-controlling interest presented within shareholders’ equity
(instead of outside as done in NGAAP); this adjustment affects
leverage ratios when subsidiaries are not wholly-owned;
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Other adjustments such as capitalization and impairment with various effects on
financial statements.
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Table:3 Descriptive Statistics for Figures of Financial Statements and Ratios
Panel A IFRS
Mean Medizn Min Max D Shew Kart Sam

[FINANCIAL

STATEMENT (000 EF000) R0 (000 E000)

FIGURES

Total assats 1243530343 DI4D65000 121157041 JE0168000 20004344 DRIONSITE 027530570 11101855888
Total lizhilities

1006710278 BI4158000 214888011 MPISOON0  TIOM401406  D.TOOSOTS 0036055033 0870302303

Non-controling

interest 4737088 571 001207 224032 L0431 BIEM1TH 1SBMEINL 6400335374 33185000
Shareholdsrs'

equity 124363044 o000 160000 367615000 1169058334 135643704 1201845506 1118435406
et operating

income 004545067 03015805 1350064 230853000 66003370 LIS1AT6ET  1.3B5644204 BIES00056
ProfitLoss for

the year 7077203 1584000 13723787 SITHIEN0 19BSTIAID LSEIETI06  30033TN 7194827
Comprehensive

income/loss 700642 1848000 -16008737 SITHIEN0 103000438 L4TISTEIEE 317800362 71871758
et operating

cach flow 3040107744 11442000 45851000 14084288 GE0I4E31T3  OIGDITT30L  -1.031238151 IHE1TTOT
FINANCIAL

RATIOS

Destratio 0003333333 000 008 1 O007OTIONE  D.606001517  -D2M571418 804
ROA 0000035556 T R T )] 0031 0OIS0ITE 0685080611  0.613004640 000842
Comprehensive

ROA 0002702121 00015 4m 0031 001S0E0IB4  QISDSIO0L  O.SSTTMELE 002513
Net profit

margin 0030 0,088 303 0300 0200280025 -D0BEMM3FSE  0.84730403 0331
Asset tamover 0071 0.0610 0.040 0N7  poo2414058 0047031001 0295076702 06579
(Openatng cash

flow ratio 001311111 0.04 214 013 D0BosS6GAT  DETTIETE) 043730062 0208
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Table 3: Descriptive Statistics of Financial Statement Figures and Ratios (Continued)
Panel B .\TGEAP
N Mean Median Min Max 5D Slew Kurt Sum
FINANCIAL
STATEMENT W) E000) 000 N0 000)
FIGURES
Total azsets 4 1247646586 Q37100000 222238530 2830373000 B2SOO34672  0.7E0SSSITE 0157404021  11228B19271
Tomallsbdlties | 8 | yoogy3ni3s 15857000 ISSITET MTIEERO00  TMISETE0S  O7SIS0301L  OOIGGIGHS  OB6GL34NI
Nen-conroling | - -
interest Sl nsssn 964000 70003 W0 IS6007B412 026B44TI60  OSES0SOB B4TION
Shareholders' 9
Uity 147807903 138970000 6721063 J64521000 107138700.5  OB6BGL1820 1134470046 1330271127
Met operating 9
mcome B5241678.22 T4I06000  -135385400 250034000 1103277289 0411685107 2364913219 306175104
ProfitLoss for 9 -
the year 11379501 56 3182000 -11234101 52653436 1309589257 1.0348B4338 010831714 102414333
Comprehensive 8 -
income/loss 11379319 .44 6636473 -11234101 52115554 132013873 1005H43133 0158327008  MO2413875
Met operating 8
cash flow 129089623 OITRICO0 43026000 S30I0I000 J0THMEAR4T  103ITMSEL  4B035ES 1161808607
FINANCIAL
RATIOS
Diebt atio 4 099012102 0ea ns9 1 0004409386 LA10B4TTHL (734493878 383
ROA o | 0002444 0.0056 0034 0033 OOIEDRO0TI 0443633541 LOS30BTEE 00183
Comprehensive 8
ROA 0003255556 0.0091 D037 0032 0019886037  -D.203113268 1323834315 0.0293
Met profit margin | © 00783 0144 041 ODI6OTET4S  O2IETET  LERITASML  IEOOSN0ME 07T
Aszat fumerver 0 0073444444 008 0053 0104 0016978745 0016162954  -1.10544583 0.708
Operating cash 9 -
flow ratio 0.104788880 0118 D07 03612 0154041320 (466038788  (.B0&51323] 08431
Table 4: Tests of Equality
PANFL A -MEAKS Mexn Eoqualityof | Equalitr of
N IFRS NEAAP Dhifferences Diifferences means M) meam: W
FINANCIAL STATEMERT FIGUEES (S0} (MO0 (4000 [ {pralug) | (pvalue)
Total susets g | 13mess 1247856586 4107043 31%% 0.6 mb)
Total lshilisies g | 1pesmoe 1096237133 47314 4638 0843 (ki
e — _
Yon-canmolling intamest 3 7 | s 1210285571 3T 1.38% 0551 0811
Sharaheldary squity g | 14smses 147507503 341309 13% 0914 312
N g | smsssssner F6241676.22 MIETTLAS LI3% 0576 Q553
Profit for ths vear g W 11379592.56 S402388.5 173% 05 78
Comprshamive mooms o g 7808862 1137931944 SIEMIT4 058% 071 0506
ot operating cash flow g | sesmie7ras 119088623 568764556 34% 0349 58
FINANCIAL BATION
Dbt ratic g | osmass 199 0001111111 - 0.5 —
R04 g | 0000935556 007144434 (001208885 — 0503 —
Comprshazsive BOA s | oommemm 0003245558 000463334 - 0549 —
Mot ot smargin g 0038 1.078 004 - 0984 —
Assat trmovar g 00731 0078444444 005344444 — 0543 —
Opsaating cask fow ratio s | oosunn 11104788589 -0OBL6TTTTE - 0684 —




Impact of IFRS on Financial Statements Figures and Ratios 150
Table 4: Tests of Equality (Continned)
PANEL B — Medians Wilcoxon/Mann-
MEDIANS - Whitney tests (de
adj.)
Equality Equality
of of
N IFRS NGAAP Differences | Differences | medians medians
23000 WL
FINANCIAL
STATEMENT EF000) (FF000) (FF000) (W) (p-value) (p-value)
FIGURES
Total assets 9 | 914265000 | 927102000 | -12837000 -0.08% 0.96 na *
Total liabilities o] 814159000 | 815857000 | -1698000 0.30%% 0.911 0.612
Non-conmtrolling | - | 5501217 | 964000 R 0.00% 0.992 0.99
interest * 1037217
Shareholders’ i - j o -
equity 9 | 97302000 138970000 41668000 -0.45% 0.979 0.876
Sales o | 93915895 74396000 19519895 D.00%% 0.93 0.855
Met profitloss o 2584000 5182000 -2598000 0.04% 0.416 0.099
Comprehensive — . = =
income/loss 9 1848000 6686473 4838473 -0.02% 0.529 0.3
Net operating 27 0. >
cmsh flowr o 11442000 Q2785900 51343900 0.00%% 0.821 0.639
FINANCIAL
RATIOS
Debt ratio o 0.99 0.99 0 — 0.67 —
ROA Bl 0.00142 0.0056 -0.00418 — 0.108 —
poanprehenstie | g 0.0025 0.0091 oooss| — 0307 | —
Net profit margin | © D.069 0.144 -0.075 — 0.146 —
Asset tornover Bl 0.0619 0.08 -0.0181 — 0.835 —
Operating cash -
Ao atio o 0.024 0.119 0,005 — 0.9 —
Table 4: Tests of Equality (Continued)
Standard
PANEL C - VARIANCES deviation F- tests
(5I)
Equality of  Equalify of
N IFRS NCGAAP Differemces Differences Variames VATriamCes
000 W.
FINANCIAL ) N ) ] ]
STATEMENT FIGURES (Z'000) EF000) 000 W) (p-value) (p-value)
Total assets @ | 8102994544 2130934472 3005987.2 20.11% 0.037 nat
Total lisbilities o | 7I04401406 7241587605 5281389 17.26%: 0.02 0.001
Mon-controlling interest © T | 8169342744 1560273412  S609044.332 T41% 0.85 0.181
Shareholders' equity o | 1169956334 1071387905 08568339 13.18% 0.828 0.622
Sales @ G609337 1103277289  -442343400 523% 0937 0.968
Meat profitloss 9 | 1935472211 2300589257 374117045 4.28% 0.122 0.957
Comprehensive incomedoss | & | 19370004 38 232013873 -3831382.92 3101% 352 0.905
Mat operating cash fow o | 56014831.73  207648684.7 -140733833 1.03% 0.98 0.85
FINANCIAL RATIOS
Dbt ratio o | 0.007071068 0.004400586  0.002561482 - 0.515 -
ROA o | 0015002276  0.018900071  -0.00308779 - 0.92 —
Comprehensive ROA @ | 0015980394 0.019886037  -0.00390454 - 0871 —
Met profit margin o | 0200282025 0212387447 -0.01200452 - 0812 -
Agzat arnover o | 0.022414058 0016878745  0.005435313 - 0.585 -
Operating cash flow ratio o | 0.0809666667  0.154041320 -0.06437466 - 0.075 -
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Table 5: Regressions with the Basic Model
Easic model with no mtercept
(IFRS) Imtercept  f-stat NGAAP- f-stat Adj- DW  NGAAP-  f-stat Adj- DW
coeff. (2] E coeff. (g) E
Financial statement fizores in §M
Current assets -413 -1.750* 1.082 B5.786 *** 08B4 1840 1070 98423 0933 1932
Tatal assets 1641 0.246 1150 47.716 **+ 0930 0812 1.152 40002 0938 0814
O.s.
Cuarent 408 -1.918* 1168 70.397  **+ 0976 1.854 1153 79.200 0875 1822
liahilities
Total lishilities 7350 0.600 1167 43657 **+ 0917 0312 1171 45131 0918 0815
HNon-controlling os.
imterest -I08 -1.138 0984 B0.117 *+*+ 0977 2001 Q98] B1.234 0877 1985
ms.
Sharsholders 1335 ne1g 0978 41991 *** 0812 1786 0.988 47.788 0912 178
Bquiry L.
Sales 0.5 -0.037 0903 516211 *+ 0000 1505 0003 500587 0088 1585
os.
Profitloss 230 1122 1.058 31313 **+ 0848 1859 1076 35.687 0858 1944
Comprehensive o5
incomeloss 278 1.288 0984 15907 **+ 0830 188§ 1.005 30.586 088 1.380
Het operating os.
cash flow fi.l 0.201 0874 53134 +*+ 00933 1801 0876 60562 0954 1987
oS
Financial statement figures weighted by total assets in NGAAFP
(Current assets -0.003 -0.686 1007 BB939 **+ 0085 2072 1000 156.580 0985 2086
oS
Tofal assets nah) pah)
(Current 0.010 1389 0988 42475 %%+ 00836 1542 1017 72107 0935 2538
liahilities ns
Total Habilities  -0.033 -1.081 1152 1721 **+ 0760 1866 1100 46271 0759 1855
HNon-controlling s
imterest © 0.001 0476 0801 24153 %%+ 079 1130 0E06 15001 078 2111
ns.
Shareholders 0.030 1473 0824 13461 **+ 0787 1488 0874 47.778 0785 1478
Equiry L.
Sales -0.007 -1.071 0584 156125 +*+ 0884 1961 0989 118337 0994 1833
s
Profitloss 0.007 1.068 0983 58226 **+ 0958 1845 0983 57579 0937 1390
Caomprehensive -
mcome/loss 0.006 1347+ 0982 64256 **+ 0965 1848 0982 63.731 0945 1824
et operadng
cash flow 0.003 1279 1005 E3.158 **+ 0879 1911 1009 85962 0878 1.384
ms.
Financial ratios
‘Current ratio 0326 3022 0.783 24280 +*+ 0BT 1008 OB 32320 0815 1045
e
Debt ratio 0.2 1433 0981 30685 **+ 0BG 1713 1012 71116 nasz 1717
ROA 0.006 T 0982 60.503 *** 00841 21086 0988 60.058 0960 21022
Comprehensive 0.005 1509 0988 67812 **+ 0988 1127 0887 67514 0968 1094
ROA L5
Net profit 0.038 1476 1009 484801 **+ 0099 1773 1009 484,633 0988 1747
margn o5
Asset umover  -0.010 -0.365 102 F3.883  **+ 003 1122 1014 21.761 0835 2115
ns
Operating cash
flow matio 0.166 4302 0.784 26142 **+ 0847 1875  08M 28382 0816 1.340




