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SUSTAINABLE DEVELOPMENT AND PROFITABILITY
OF NIGERIAN QUOTED COMPANIES
by
Kasum, A. S. PhD, ACA
Department of Accounting and Finance
University of Ilorin,
Tlorin

ABSTRACT
The study is against the background that sustainable developmental practices usually involve

. financial outflows and hence, may be an unattractive investment to managers. Managers are likely
| ‘towantto reduce expenses as much as possible to improve profit and this may be at the detriment
. of the environment.This study evaluated the impact of corporate compliance with accounting

~standards that are deemed to enforce sustainable development practices and can, therefore, imply

sustainable development practices by Nigerian companies, on their profitability.

Forty-four companies that have existed since standardization began in Nigeria were studied over
five years, using spearman rank correlation statistical technique that compared the ranking of
compliance with ranking of profitability. It was discovered that compliance with sustainable
development related standards by Nigerian companies does not affect profitability over the years
studied. The study recommends that companies should engage in both internally and externally
focused sustainable development activities.

f’ Keywords: Sustainable Development, Profitability, Standardization, Quoted Companies

INTRODUCTION

Businesses, like all other stakeholders in a society, are faced with dual sustainable development
challenges. The first challenge is internal sustainability while the second is external or global
sustainability. Internal sustainability can be referred to as the going concern sustainability, which
can also be referred to as the internal economic sustainable development (Newton-King, 2009). It
is concerned with ensuring that current activities of the organization are conducted in a manner
that will not hinder future activities. Global sustainability can be divergent in scope. It can be
communal, national or universally focused. The essence of global sustainable development is that
activities of business organizations are conducted in such a manner that both the current and
future needs of the society are not compromised.

This places many responsibilities on the managements of organizations, who are required to strike
a balance between corporate goals and communal interests. The most likely happening is that
management, as a service to their employers, will focus more on internal sustainability against the

| communal sustainable development needs. 'In contrast to the above, many governments are

pinning their hopes of economic growth and technological innovation on strong private sector

| growth' (Fourie, 2009).

For good corporate governance that especially takes care of the interests of all stakeholders,
the issue of standardization cannot be done without. Standardization is the mechanism by which
procedures of activities are regulated, so that common interests, rather than self-interests are
promoted (Dixon, 2009). Standardization is adopted in many aspects of life globally, including
provisions for the control of business activities. Some of the Accounting standards issued in Nigeria
have provisions that promote sustainable development. These include the standard on fixed
assets, employee retirement benefit and taxation. The aim of this study is to investigate if

compliance with the accounting standards that are related to sustainable development issued in

' Nigeria has impact on the result of activities of Nigerian companies. The remaining part of this

paper is divided into section two for methodology; three for review of related literature and section
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four for results and conclusion. mutu
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METHODOLOGY 4 sustz

This study is an exploratory type that seeks to understand the impact of compliance with respc
accounting standards that promote sustainable development. Samples for this study were drawi

from the list of companies quoted on The Nigerian Stock Exchange. Forty-four companies tha gp tt
have filed reports with The Nigerian Stock Exchange from the commencement of standardizatiot comy
in Nigeria in 1983 up to 2007 are the sample for the study. The study was carried out over five Acco
years' range but with the specific records of the companies for 2002, 2004 and 2006. These records ya
were collected from Lagos Stock Exchar.ge. The financial statements of the 44 companies for 2001 deve
were collected from the Stock Exchange Library in Lagos. The standards were subjected to contenl ‘conc
analysis, with the aim of, on a point-by-point basis, determining what the provisions therein are and
and consequently the requirement of the standards from the companies. By this, each point d corpi
compliance was identified and scores were assigned to each of the points. The financial statements pinpj
were then examined for the extent to which they comply with the provisions, as set out based o gron
the above. The degree of compliance index was, thereafter, computed as:

Busi

Compliance score = POINESCOrEd  .oivvveviveneiieiennes Leiinebeeeeees et (0 Acco
Maximum possible score Servi

Summation of score per standard divided by the number of standards applicable to the companies and
produced the aggregate compliance score for individual companies. as tt

Spearman ranked correlation statistical method was used to investigate if compliance toda
associates with business profitability. Because of the ties by some companies in the rankings, the of st
study used the formula given as:

mak
R=1-§(Q2+X). .................................................................... (2) ; pres
n(n*1) shou
where: d = difference between paired ranked values , of pr
n = number of pairs of ranking, and and
K=13 0 3 Lin,

12
Where: t = number of tied rankings. Busi
~stan
Statement of Hypothesis stan
Null hypothesis busi

Compliance with Standards that promotes sustainable development is not associated with one
profitability.

Decision rule: The result is between 'zero' and 'one' and the closer to one the result is, the stronger Sus
the association between compliance and profitability and vice versa. Alternative hypothesis, The
therefore, is accepted where correlation is strong (closer to one) and itis rejected if the correlation to d:
is weak (closer to zero). Positive and negative correlation results need be established to state if the cons
relationship is favourable or not.

Stat
Literature Review : "Pro
Sustainable Development in the Business Sector , for

According to Middleton (1995), there could only be theoretical justification for the removal of mai!
resources from environment in the comparative benefit of the removed resources, and in the ability busi
to ensure that, the environment is, generally, not worse-off. Corporate governance is the concept 1anc
that best describes the responsibility of business in sustainable development. According to the No.
Brundtland report of 1987 of the United Nations, sustainable development is the 'development Stat
which meets the needs of the present without compromising the ability of future generation to Con

o o LL_4Li Lo MAAE \Aavld Ciimaenib ~F Fha | initad Natinn rafarrad tn acanamic DeN



| development, social development and environmental protection as the interdependent and
. mutually reinforcing pillars of sustainable development, which Davis (2009) explained as the
.1 economic development and the consumptive use of world's natural resources in ways that are
@ sustainable. In other words, with the realization that resources are finite and that part of human

pliance W'th responsibility is to preserve the human future on this planet into the limitless future.
were drawr]

panies thal
1dardization
ut over five

On the other hand, Newton-King (2009) stated that 'economic sustainability evaluates whether a
_company has positioned itself for long-term growth rather than only short-term performance’.

According to her, the company 'must be able to adapt to macro-economic trends and act in such a
lese records. way that the long-term viability of the business is assured'. These are the two sustainable
ies for 2002 L_‘} development issues for business. Corporate governance already incorporated these as it is
dto content ‘concerned with holding the balance between economic and social goals and between individual
therein aré and communal goals with the aim of aligning as nearly as possible, the interest of individuals,
ch point Oﬁ) corporations and society (Dixon, 2009). Additional to this is the fact that 'many governments are

statements;‘pmmng their hopes of economic growth and technological innovation on strong private sector

1t based oq growth' (Fourie, 2009).

- Business Procedure Standardization
~(1) | According to Russell (2007), standardization involves inspection, assurance and certification
| services aimed at regulating businesses, enforcing contracts and assurance for acceptable social
“Ompanies. and environmental behaviour expectations. Standardization that affects business exists as far back
| asthe eighteen century, for weights and measures by French scientists. Several standards exist,
dmpliancel today that have impacts on businesses worldwide. Perhaps, the most familiar and established set
Kings, the. of standards are those on financial reporting. The standards usually prescribe what information to
- make available to stakeholders and the form in which the information should be prepared and
+(2) - presented. Accounting standards were developed as a guiding tool which defined how companies
. should display transactions and events in their financial statements, ensure the needed uniformity
- of practices, enlighten users of financial reports and provide a framework for preparation, presents

and interprets financial statement (Kantudu, 2005; Oghuma and Iyoha, 2005; Blair, Williams and
(3 . Lin, 2008; Kasum, 2009:;).

- Business accounting standardization, therefore, could be said to centre on financial reporting
- standardization, in a manner that stakeholders in business are adequately provided for. The
 standards make some provisions that facilitate the two sustainable development concerns of
. business. Dixon (2009) therefore opined that the move towards sustainable reporting is a welcome

ed with: onein that it encourages a more positive response to sustainable development issues.

stronger| Sustainable Development Related Issuesin Nigeria Accounting Standards
othesis,; The Nigerian Accounting Standards Board now (Financial Reporting Council of Nigeria) has issued,

relation; to date, thirty accounting standards covering various business issues. Five of these standards are
teif the} considered favourable to sustainable development.
G

| Statement of Accounting Standard (SAS) No. 3 is on Accounting for Property, Plant and Equipment.
“Property plant and equipment are tangible assets that have been acquired or constructed and held
i for use in the production or supply of goods and services and may include those held for
sval of, maintenance or repairs of such assets; and are not intended for sale in the ordinary course of
abilityl business”. Most popular examples of property plant and equipment as contained in SAS 3 include
sncept| land and improvements, building and plants and equipment (Statement of Accounting Standard
to the; No.3: 1984). Property plant and equipment could be linked to internal sustainability of businesses,

sment; Statement of Accounting Standard No. 8 is on Accounting for Employees' Retirement Benefits.

ion to: Contract is one of the fundamental principles identified by Gold (2005) in employee retirement
nomicy benefits. The kind of contract needed, he posited, is that which may extend over a long period of
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time, which will have force even after one party would rather no longer be bound by it. The type d
contract may be explicit or implicit depending on the kind of engagement. Employment contrad
may also incorporate options that may be absolute or conditional. “Economists expect contracts fi
be rational and efficient” (Gold, 2005). Employees' Benefits could be said to have both internal an(
external sustainable development consequences, because the welfare of an individual employet
will not only influence productivity, but also spending behaviour in the economy.

Statement of Accounting Standard No. 9 is on Accounting for Depreciation. Depreciation i
systematic and rational process of distributing the cost of tangible asset over the life of assets. 'It|
the process by which a company gradually records the loss in value of fixed assets... to spread th
initial purchase price of the fixed asset over its useful life'. Lopes (2006) described depreciation a
the periodic, systematic expiration of the cost of a company's fixed assets (except for land).
Various methods exist for calculating depreciation; two broad classifications could be made of th
methods, as time based or usage based. According to Dunn (2004), whatever method to usi
should consider:

-the cost or revalued amount of the asset,

-the estimated economic life, and

-the estimated residual value of the asset.

According to Statement of Accounting Standard No. 9 (1989), depreciation is in respect of items ¢
property plant and equipment otherwise referred to as fixed assets. Depreciation “represents a

Comp

estimate of the portion of the historical cost or revalued amount of a fixed asset chargeable t|.JOHN

operation, during an accounting period”. Like the Property Plant and Equipment, depreciatiol
could be linked to internal sustainability of businesses.

Statement of Accounting Standard No. 12 is on Accounting for Investments. Investment decision
of businesses have both internal and external implications and consequently the standard will hav
both internal and external sustainable development consequences. Assets held by an enterpris
for the purposes of capital appreciation or income generation rather than production, trade o
provisions of service qualify as investment. They are classified as short term if they are readi
realizable and otherwise, classified as long term (Statement of Accounting Standard No. 12
1992).

Statement of Accounting Standard No. 19 is on Accounting for taxes. Tax behaviour of business ha
more external sustainable development implications. Tax could be defined as a compulsory ley
imposed by the government on income, expenditure or properties of an individual or a concern
viewed like contribution to government administration and/or payment for the use of public goods
It is also described as a compulsory levy imposed on a subject or upon his property by th
government to provide security, social amenities and create conditions for the economic well-bein
of the society. Profit of any company, which accrued in, derived from, brought into or received i
Nigeria are chargeable totax (Ola, 1999; 350 - 362).

Taxes that affects a company can be classified to those paid directly by the company and those pai
by the company on behalf of others. Those paid directly by the company can be classified to thos
on income and the ones on activities of the company. The general company income tax, petroleun
profit tax (for upstream petroleum activities), education tax and capital gain tax are activitie

el
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related. Taxes on dividend to owners and on emolument of workers are deducted on behalf ¢
relevant tax authorities and remitted by the companies.

Results: Below are the results of activities (profitability) and compliance statistics for th
companies under study.

=
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T . ProfitAfterTax v
Company Names 2002 N 2004 =N 2006 =N
A.G LEVENTIS 59,565,000 240,992,000 468,000,000

r Sh.
0.
AFPRINT 65,633,000 11,974,000 | 0.

21
-1.10 02
AFRICAN PETROLEUM m 2.06 | 2,161,530,000 | 2.74
BERGER PAINTS 81,678,000 | 0.38
CADBURY 2.81 | -4,665,459,000 | -4.66
CAP PLC 140,806,000 31 2,748,000
CAPPA & D'ALBERTO 127,946,000 | 0.65

CFAQ 689,557,000 | 1.66 . -1,225,053,000 | -2.94

CHELLARAMS 31,305,000 | 0.26 56,127,000 | 0.31 72,500,000
COSTAIN(W. AFRICA) 20,048,000 | 0.13 -1,488,639,000
DN MEYER 75,333,000 | 0.52 62,680,000 | 032 | 60,753,000
DUNLOP 96,580,000 | 0.16 | - 316,027,000 | -0.42 | - 667,356,000 | -0.88

FIRST BANK 4,776,000,000 | 1.88 |14,853,000,000 | 4.24 | 31833 000,000
GLAXO SMITHKLINE 497,053,000 | 0.62 | 9 55261,000 | 1.20
CLAXO SMITHKLINE |

1,082,290,000
GUINNESS 4,149,536,000 | 5.86 | 7,913.503,000 7,440,102,000 | 6.31

INCAR NIGERIA PLC - 18,422,000 | -0.22 | - 33980.000 m.
JOHN HOLT 179,000,000 | 0.46 70,000,000 | 0.18 | - 476,000,000 | -1.22
LEVER BROTHERS 1,571918,000 | 0.52 [ 2,167,249,000 | 0.72 | -1,6175615 000 -0.53
LIVESTOCK FEEDS - 237,114,000 | -9.58 748,424,000 | 0.62
MOBIL OIL

1,759,468,000 | 7.32 1,716,208,000 | 7.14
MORISON INDSTRIES 9,667,000 | 0.11

8,147,000 | 0.09
NIG. BOTTLING COY 3,032,322,000

2.33 766,248,000 | 0.59
5,086,403,000 | 0.67 |10,900,524,000 | 1.44
\IG. ENAMELWARE 15,966,000 | 0. 15,970,000 | 0.55 6,343,000 J
VIGERIAN ROPES 9,804,000 14,355,000 | 0.05 | 22,754,000
NIG WIRE INDUSTRIES 36,202,369 - 39,856,000 | -2.66

- 18,969,000 | -1.26
NORTH. NIG FLOUR 149,640,000 138,499,000 55,071,000 | 0.37

3S MANDRIES 31,804,000 10,557,000 8,427,000 | 0.21
>Z INDUSTRIES 1,685,918,000 3,303,662,000 3,235,587,000 | 1.27

’HARMA DEKO PLC 42,304,000 30,619,000 8,216,000 | 0.09
'OLY PRODUCTS 21,053,000

0.05 725,000 | 0.00
LT BRISCOE NIG, PLC 166,418,000 531,776,000 | 1.46

'0ADS NIGERIA PLC - 19,780,000 | -0.99 | - 4,783,000 | 024
+.C.0.A NIGERIA PLC 104,000,000 - 327,000,000 | -0.50 733,000,000
TUDIO PRESS NIG.PLC | - 47,629,000 | -0.60 | 30,044,000 | 0.33 55,095,000 | 0.69

OTAL NIGERIA PLC 2,514,087,000 2,778,904,000 | 8.18 | 2,516,693 000

LA.C 1,166,200,000 | 1.28 1,570,100,000 | 1.37 3,203,600,000 | 1.25
1,566,000,000 | 0.92 4,525,000,000 | 1.77 |1

11,957,000 | -0.60

LB.A

225,000, 1,550,000,000 | 1.64
I.C -370,565,000 | -0.33 - 74,115,000 | -0.07 52,561,000 | 0.05
NION BANK 5,633,000,000 | 2.24 8,341,000,000 | 3.31 10,802,000,000 | 1.20
NITED NIG. TEXTILES 1,074,344,000 | 1.27 132,087,000 | 0.16 - 756,502,000 | -0.90

0.42

[TAFOAM 258,401,000 | 0.59 272,234,000 275,118,000 | 0.42

OnNO 15,072,000 | 0.31 - 218,862,000 | -4.53 134,000 | 0.00
L AFRICA. PORT CEMT. | 4,348,000 000 | -0.79 | -3,401,000,000 | -1.98 10,678,000,000 | 3.56

Source: Nigerian Stock Exchange Fact Book 2003, 2005 and 2007
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Compliance index

" Index .

i "SAS 13"- ‘ SAS.19": * Avg sc&fe 3

MOBIL O
MORISON INDUSTRIES
NIGERIAN BOTTING COY
NIGERIAN ENAMELWARE
NIGERIAN ROPES
NIGERIAN WIRE INDUSTRIES
NORTH. NIG FLOUR MILLS
0.80
P.Z INDUSTRIES
PHARMA DEKO PLC
POLY PRODUCTS
R.T BRISCOE NIG. PLC
ROADS NIGERIA PLC
S.C.0.A NIGERIA PLC

UNION BANK [1.00 |

UNITED NIG. TEXTILES 1.00

Source: Author“s Computations; 2009.

Correlation Statistics
2002 Correlation

Result of Absolute Analysis
Correlation Statistics

2002 Correlation

Result of Absolute Analysis
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| analyses. The average of the two js -0.181945,
- adisassociation between compliance with the

X=13 -t

12
=34-34=32775
12

R=1- 6(d” + )

n(n*1)

=1-6(13421 + 3272.5)

i’ 44(1935)
- -0.17643

g Result for Per Share Analysis
| X=36"—36 = 3885
- 12

| R =1-6(12965 + 3885)

44(1935)

2004 Correlation
~ Result of Absolute Analysis
 X=34-34=375

12

. R=1-6(12601 + 3272.5)

44(1935)

=rne 120

Result for Per Share Analysis
 X=34-34=-3075
i 12

| R =1-5(13660 4 3272,5)

I 44(1935)

2006 Correlation

. Result of Absolute Analysis

X=34-34 = 37755
12

R=1-6(14940 + 3272.5
44(1935)
= -0.263706836

Result for per Share Analysis
- X=45_45 - 7590
12

| R=1-6(15849.5 4 7590)

44(1935)
695

Interpretation of Result

: For 2002, the correlation result was -0.17643 and -0.1
this is signifi
relevant sta
based on total figures, scored an R 0f -0.12498 while per share R is -0.19327

06 showed a nearly significant resuit. R for total
figure, it was -0.61695. The result of per share
exists between compliance with accounting

8764 for the total and per share figure
cantly far from 1 which would indicate
ndards and profitability of companies.
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standards that prescribe sustainable development related behaviour, but the association | Refere;
negative. This implies that compliance affects profitability in the reverse. The average of both tof
and per share figures for the year, however, was -0.440328, which is closer to zero than one. Blair. M.

TESTING OF THEHYPOTHESIS.
Five out of the six correlations in this study are closer to zero than one. Four out of these five hai Davis, T.
scores less than 0.2. The only result that is close to one is still about 0.4, which is still far from on| Dixon,
The six correlations scored an average of -0.260466, this is about a quarter of one and cleaﬁ; "
closer to zero than one. Based on these results, we accept the null hypothesis that compliance wii Dunn, p
standards that promote sustainable development is not associated with profitability. i :

i Fourie, #

he meaning of this result is that compliance with standards that promote sustainable developmen-
by Nigerian companies, has nothing significantly to do with their profitability. This implies th Gold, 3.
whether they comply or not with those standards, their profitability situation is not really affecter

Itis however, important to state that the insignificant figures are negative, meaning that the sm Kantudu
associaticn revealed is not favourable to profitability. The implication of this is that compliance, r

matter how small, could be associated with less profitability. As stated earlier the result is n
S|gmf"cantemoughto be alarming. Kasum

CONCLUSION !
Based on the findings of this study, we conclude that compliance with those accounting standard ‘
that this study adjudged to promote sustainable development, by the companies listed on ngena Lopes, R
Stock Exchange, does not affect their profitability. This result is informative in so many senses.|  Miadleto
truly the standards promote sustainable development that fulfils the basic of sustainabl
development, long-term and sustainable profitability will be more an appropriate measure thy Newton
short to medium term results. In line with the same thinking, rather than building immedia,

profits, eceromic sustainability would target building business assets that would be posmloned\'OQhuma
produce long-term sustainable future profits for the concern. All these relate to intern.
sustainability, which also aids global sustainability. Sustainable development from the point ofwé

of the society, of course, may involve investment in the society and meeting obligations. These w,OIfi, cs
usually involve resource outflows from the otherwise retainable incomes of businesses.

Russell,

Based on the above, the study recommends that companies should engage in both internally an

externally focused sustainable development activity, which should be evaluated in the hght\ -Brundtl.
positioning business organizations for better future profit, net-asset and market value. Finally, “Statems
should be peinted out that the result could also be understood in the sense that meeting t-Statem
internal sustainable development needs of the organizations may reduce ability to meet extern -Statem
sustainable development demands from the society where the business operates and vice versi_'Statem‘
Consequently, high performance in external sustainable development would likely tell ¢-Statem
profitability, at least in the short-run. =Sustaini
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