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STOCK MARKET CRISIS AND VALUE RELEVANCE OF ACCOUNTING INFORMATION: IMPACT ON QUOTED
CEMENT MANUFACTURING FIRMS IN NIGERIA

SAMAILA THOMPSON
RESEARCH SCHOLAR
DEPARTMENT OF ACCOUNTING
FACULTY OF ADMINISTRATION
AHMADU BELLO UNIVERSITY
ZARIA

ABUH ADAH
SR. LECTURER
DEPARTMENT OF ACCOUNTANCY
KADUNA POLYTECHNIC
KADUNA

ABSTRACT

Studies in value relevance research have examined the relationship between stock market prices and accounting information contained in financial statements;
and several of these studies from different countries have shown contradictory results partly because accounting regulations differ between countries. In this
respect, little is also known about the value relevance of accounting information and market share prices of listed cement manufacturing firms in Nigeria
especially during the stock market crisis. Most studies in this area had been undertaken in relation to the value relevance of accounting numbers, and their
fluctuations in the Nigerian stock market. This study however examined the value relevance of accounting information of quoted cement manufacturing firms
during the stock market crisis. The study used secondary data obtained from the Nigerian Stock Exchange Factbooks, and Cashcraft Management Limited. It
adopted and modified the Ohlson Residual Income Model to regress the relationship between earnings per share, book value per share, and market share prices
of the quoted cement manufacturing firms in Nigeria during the stock market crisis. The study found that a significant positive relationship exists between
earnings per share, book value per share and market share prices of cement manufacturing firms in Nigeria during the stock market crisis. The study
recommended that quoted cement manufacturing firms in Nigeria should recapitalize through mergers and acquisitions to enhance their capacity to absorb the
stock crisis. These measures are anticipated would increase investors’ confidence in accounting information of these quoted cement manufacturing firms in
Nigeria.

KEYWORDS

Book Value Per Share, Clean Surplus Relation, Earnings Per Share, Value Relevance.

INTRODUCTION

ccounting information is a necessity for the functioning of capital markets, and it is important to recognize that financial statements provide the most

widely available data on a firm’s economic activities (Vazquez, Valdes and Herrera, 2007) as such, active stock investors turn to financial statement

analysis to ascertain the fundamental value of firms, and they also rely on these statements to assess the firm’s plans and performances; so, financial
information is a pre-requisite for a well functioning capital market; as it is assumed that one function of accounting information is to reflect economic income
(returns), and this is represented by market prices. Financial reports assist investors in equity valuation; hence for accounting information to be value relevant, it
must be related to current firm value. Where there is no association between accounting information and firm value, accounting information cannot be value
relevant, which implies that financial reports are unable to fulfill one of its primary objectives.
Beaver (2002) believes that less and less of stock prices seems to be explained by accounting information, which he attributed to a gray zone where other factors
are at play. Various value relevance studies have examined whether there has been a change in the value relevance of accounting information due to, for
example, decreased timeliness of financial statement information, increased reporting of losses and increased importance of unreported intangible assets (Amir
and Lev, 1996; Lev and Zarowin, 1999; Francis and Schipper, 1999; Nilsson, 2003 as referenced in Svensson and Larsson, 2009). Accordingly, Lev (1989),
concludes that there are several reasons why the value relevance of earnings is weak. He refers to manipulation by management, investor irrationality, and
biases induced by accounting measurement and valuation principles. He also notes that information other than earnings has an impact on stock prices.
In the light of the above, during the stock market crisis of the mid-2000’s, most Nigerian firms were valued at billions of naira as shown in their financial
statements, yet not declaring any profits. The question of value relevance of the financial statement information becomes even more important. Can investors’
trust the accounting information contained in these financial statements for purposes of investment decisions?

REVIEW OF THE LITERATURE

Value relevance literature that examined the association between accounting information and prices or returns extends back at least 40 years (Miller and
Modigliani, 1966). However, Amir, Harris, and Veuti (1993) where about the first in their study to use the term value relevance. In defining value relevance,
Barth, Beaver and Landsman (2001) simply state that value relevance research examines the association between accounting amounts and equity market values.
Market value relevance shows that there is a statistical relationship between financial information and share prices, and that accounting based measures explain
market prices sufficiently, given that under the efficient market assumption prices reflect available information (Francis and Schipper, 1999). Investors believe
that relevant information is that information which contributes to their equity investments decisions; as such one objective of financial reporting, is to assist
investors in equity valuation. So, for financial information to be value relevant, accounting numbers must be related to current firm value (Beisland, 2009).

The benchmark for assessing the characteristics of accounting information is the amount implicitly assessed by investors, because equity market values lead
accounting amounts in reflecting value relevant information (Beaver, Lambert and Morse, 1980; Beaver, Lambert, and Ryan, 1987), thus, using equity market
values as a benchmark for assessing value relevance of accounting information is consistent with SFAC No. 1 which states that an objective of financial
statements is to aid investors in estimating the amount and timing of future cash flows.

The relevance of accounting information in determining the value of the firm is influenced by the market’s perception of the reliability of that information. When
the reliability of earnings declines, the market may place less reliance on earnings and look for other sources of information, such as book value. However, as
book value is only one of a number of alternate sources of information, the decline in the value relevance of earnings may not be exactly offset by the increase
in the value relevance of book value. Earnings and book value are expected to have a positive association with market value reflecting the value-relevance of
these accounting measures
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The value-relevance of earnings is demonstrated in the early works of Ball and Brown (1968), Beaver and Dukes (1972) and Patell and Kaplan (1977), but the
study by Dechow (1994) was one of the first to investigate the relative superiority. Therefore, the permanence of earnings influences the value relevance of
earnings, with the market assigning greater weight to permanent earnings than to those that are perceived as transitory (Kormendi and Lipe 1987; Collins and
Kothari 1989; Lipe 1990; Ali and Zarowin 1992; Cheng, Lui and Schaefer 1996; Sloan 1996 as referenced in Nilsson, 2003).

The potential lack of reliability of the earnings figure has led investors to look to book value as measure of value. Collins, Maydew and Weiss (1997) investigated
the causes of the shift in focus from earnings to book value, and these include the increasing magnitude and frequency of abnormal and extraordinary items; the
increasing occurrence of reported losses; the decline in firm size, and the increase in the incidence of intangibles. These factors, which are linked to a reduction
in the value-relevance of earnings, have also been shown to be associated with an increase in the value relevance of book value (Berger, Ofeck and Swary 1996;
Burgstahler and Dichev 1997; Collins, Maydew and Weiss 1997; Barth, Beaver and Landsman 1998, as referenced in Van Cauwenberge, 2007).

The relative value relevance of earnings and book value has also been examined in the context of return on equity (Burgstahler and Dichev 1997; Penman 1998).
Burgstahler and Dichev (1997) develop an option-style valuation model in which market value is a convex non-additive function of earnings and book value; a
high return on equity (ROE) suggests that the firm is using its assets efficiently and will therefore continue to employ the assets in the same manner. Therefore,
future earnings are expected to be similar to current earnings. This perception of permanence may result in value relevant earnings. Conversely, if ROE is low,
the firm will look for a better way to employ its assets. This would result in the need to revise the expectation of earnings and thus book value becomes more
relevant as the predictability of earnings declines. A similar result was found by Penman and Sougiannis (1998) who combined earnings and book value
multipliers in a valuation model. Weights were calculated for capitalized earnings and book value dependent on the relative size of each measure. It was found
that the weights varied non-linearly with respect to the difference between the measures.

STATEMENT OF THE PROBLEM

Studies by Adeyemi and Ogundele (2003) was limited to communications in accounting, problems and solutions; Kantudu (2005) on the other hand studied the
relevance of financial statement to stakeholders’ investment decisions; while Babatunde and Mokuolu (2005) studied the stock market development and
economic growth in Nigeria; so far, there are no any significant existing empirical studies that has investigated the value relevance of accounting information and
market share prices of quoted cement manufacturing firms in Nigeria during the stock market crisis.

OBJECTIVES

This study investigates the value relevance of accounting information of quoted cement manufacturing firms during the stock market crisis in Nigeria.
Specifically, the objectives of the study are to;

(i) Examine the relationship between earnings per share and market price per share of quoted cement manufacturing firms in Nigeria.

(ii) Assess the relationship between book value per share and market share price of quoted cement manufacturing firms in Nigeria.

HYPOTHESES

Ho1. There is no significant relationship between earnings per share and market price per share of quoted cement manufacturing firms in Nigeria during the stock
crisis.

Ho2. There is no significant relationship between book value per share and market price per share of quoted cement manufacturing firms in Nigeria during the
stock crisis.

RESEARCH METHODOLOGY

Ohlson (1995) developed a formal model relating firm value to accounting variables. This study follows this model in accordance with the methodology used by
Collins, Maydew, and Weiss (1997) to analyze its implications with data of quoted Nigerian cement manufacturing firms. Ohlson (1995) started with a dividend
discounting model under the residual income valuation assumptions. The original assumption of the Ohlson model imposes a time-series structure on the
abnormal earnings process that affects value. Also, the present value relation of the dividend discount model stipulates that the market value of a firms equity
(p:) equals the present value of its expected future dividends (E;[d,]) discounted at the risk-free interest rate (R;). Applying the risk-free interest rate (R;) as a
discount factor reflects the assumption of risk-neutral investors, as it is also assumed to be constant.

The Clean Surplus Relation (CSR) ties up accounting data so all flows pass through the income statement. CSR ensures that all changes in the book value of equity
(BV,) are reported as either accounting earnings (E;) or dividends (d;). Another assumption of the Ohlson model approximates the time series behavior of
abnormal earnings as linear and stationary, which Ohlson denominated as the Linear Information Dynamics (LIDOM) relation, where abnormal earnings are
defined by the Abnormal Earnings Relation (AER) as the difference between accounting earnings (E;) and normal earnings. Normal earnings represent a firm’s
normal earnings return on the capital invested at the beginning of the period, which is the net book value of equity multiplied by the interest rate.

Ohlson’s (1995) book value-abnormal earnings model can be expressed as a function of current earnings and lagged book value. According to Collins, Pincus, and
Xies’s (1999), the preliminaries of the Ohlson model are based on the CSR which is;

L 1 A, R (1)

where BV, = book value of equity at time t, E;= earnings for period t, and d - dividend in period t. The definition of abnormal earnings is;

| SN TR § )17/ S | v-commppmprs ., RO OO " . EIRRN . . owetit S (2)

where Ryis one plus the risk-free rate. The stochastic process assumption for abnormal earnings (where &, is other non-accounting value-relevant information) is:
Er1=CE + & 11 )]

Given that Ohlson’s (1995) initial book value-abnormal earnings valuation model is;

P =BV, + X R (E ) S G- TN .(4)

where p; is the firm’s stock price at time t. Ohlson (1995) shows that with the standard assumptions underlying the dividend discount model together with
equation (1) and (2), his equation can be rewritten as;

P, = BV, +a; E’+ a,&; O )|

By substituting the definition of abnormal earnings (E;°) from above into equation (5), Ohlson (1995) shows that price can be expressed as a function of current
period earnings, book value at time t, and other information. Ohlson notes that in this form, the valuation function shows how earnings and book values operate
as the primary value indicators. Collins, Maydew, and Weiss (1997) and Collins, Pincus, and Xie (1999) complied with the empirical methodology of the Ohlson
(1995) model that specify;

Pie= Qo+ aiBVir Gt Ejp+&ir (6)

where;

Pi: - Price of firm j share at the date on which annual report is issued.

BV;:- Book value per share of firm i at the end of year t.

E -Earnings per share of firm j during year t.

& -Other non — accounting value-relevant information

ap -Coefficient for each independent variable

t -Time dimension

i -Individual firm.

The functional relationship between market share price and the independent variables is regressed from our data as;

MPS;: = ag + a;BVS; +a:EPS;: + asSMCi; + €1
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Where; MPS; is the dependent variable, aq a;, a,, a; are regression coefficients with unknown values. BVS, EPS and SMC are the independent variables. ¢ is the
other non- accounting value-relevant information.

FINDINGS
This section of the study is devoted to presentation of the results of the analysis performed on the data collected to enable the test of the propositions of the
study.

TABLE - 1: VARIABLES AND VALUES FOR EQUATION PARAMETERS

FIRMS YEARS | VARIABLES
MPS BVS EPS SMcC
Ashaka Cement 2009 11.55 | 13.20 | 47.00

2008 17.01 | 17.49 | 121.00
2007 53.12 | 16.81 | 110.00
2006 55.00 | 17.21 | 231.00
2005 34.20 | 16.53 | 303.00
2004 22.50 | 17.22 | 385.30
2003 17.75 | 15.13 | 242.00
2002 13.99 | 13.66 | 173.50
2001 20.89 | 17.09 | 316.40
Lafarge Wapco Cement | 2009 30.00 | 29.13 | 168.00
2008 25.50 | 26.96 | 375.00
2007 79.80 | 21.86 | 356.00
2006 53.99 | 17.02 | 365.00
2005 17.30 | 10.33 | 101.00
2004 11.30 | 27.24 | -198.00
2003 18.51 | 21.92 | -185.00
2002 14.15 | 24.71 | -81.00

2001 21.84 | 30.88 | 86.00

Cement Company 2009 12.46 | 6.71 184.00
Northern 2008 5.33 6.33 134.00
Nigeria 2007 23.00 | 5.01 11.00

2006 21.59 | 2.85 -3.20
2005 7.95 2.97 20.70
2004 6.63 3.43 85.12
2003 3.83 2.05 -14.70
2002 3.07 3.18 -93.20
2001 4.55 1.35 -146.60
Source: NSE Fact Books; Cashcraft Management Limited
Where:MPS- Market Price per Share; BVS - Book Value per Share; EPS - Earning Per Share; SMC- Stock Market Crisis
Note: SMC Figures of “0” indicate the periods without stock market crisis, and “1” indicate the Periods with stock market crisis.
The computation results obtained are presented in table 2 below and subsequently interpreted.

o|o|0o|(O|O|rR|(FP|P|IP[O|O|C|(O|O|R(|(FP|FP|P[O|O|C|(OC|O|R ([P |k |~

TABLE-2: STATISTICAL RESULTS

VARIABLES MPS BVS EPS SMC
Beta N/A 0.303 | 0.372 0.349
Standard Error 5.454 0.308 | 0.017 5.634
t-values 0.619 2.004 | 2.336 2.258
T significance 0.542 0.057 0.029 0.034
Tolerance N/A 0.935 0.844 0.894
VIF N/A 1.070 | 1.185 1.113
R 712

R Square 0.507

Adjusted R square 0.443

Std. Error of Estimates 13.78673

F. Statistics 7.883

Sig. F change 0.001

Durbin Watson 1.573

Source: SPSS Regression Results
N/A= Not Applicable
The statistical results in table 2 indicate a significant positive correlation between MPS and BVS, EPS and SMC. 50.7% of the variations in the MPS of quoted
cement manufacturing firms in Nigeria are explained by BVS, EPS and SMC; this means that BVS, EPS and SMC have a significant influence on the market share
price of these firms. It further reveals the overall fitness of the adjusted Ohlson Regression Model with the adjusted coefficients of determination (R°) of 0.507.
Additionally, the adjusted R-Square value showed a positive 0.443.
In order to assess the multicollinearity and autocorrelation of the variables, the Tolerance, VIF (Variance Inflation Factor) and Durbin-Watson (DW) values are
used. Whereas the Tolerance and VIF values assess the multicollinearity of values, DW is used to assess autocorrelation of the values. From table 2 above, the
Tolerance values of the variables are consistently smaller than 1.0, which shows a complete absence of multicollinearity (Tobachnick and Fidell, 1996; Musa,
2005 as referenced in Abubakar, 2010). As suggested by Neter, Kutner, Nachtsheim and Wasserman (1996), Cassey and Anderson (1999) and Musa (2005), the
VIF values which are consistently lower that ten (10) reaffirm the complete absence of multicollinearity among the variables considered. As for autocorrelation
of the values, the DW value 1.573 falls within the range of 1.5 — 3.5 and this signifies a complete absence of autocorrelation.
The regression equation as stated earlier is;

MPSje = Qg+ Q1BVSit #G2EPSit + G3SIMCit + Eit verververeerreireeereeresseseeseessestas s e e et s st st st st sttt eas e e e st et s st ees b ettt ses e (1)
Substituting the computed beta values of the variables in the above equation, we have;
MPS;; =3.378 + 0.3033BVS + 0.372EPS + 0.349SMC + 13.78673 ...vvuveneereereereineesteeeuesueis e sessas s s s st sttt st ss s eb i e sttt ast st ses s sbneen (2)
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From equation (2) BVS, EPS and SMC all have a positive beta coefficients and can influence a positive change in the market share price when there is an
increment in them. This indicates that whenever there is N1 increment in BVS and EPS, the market share price will increase by 30.3¢ and 37.2¢ respectively.

The calculated t-value of BVS, EPS and SMC gives 2.004, 2.336 and 2.258, which are less than the table critical t-value of 3.078, in each case at 1% levels of
significance. The t-significance values for BVS, EPS and SMC indicate that there is a significant relationship between the three variables and the MPS at 1% level
of significance. The F-statistics gives a positive value of 7.883 which indicates a strong positive significant relationship.

These results provide evidence that the regression model is well fitted and that accounting information published in financial statements of quoted cement
manufacturing firms in Nigeria during the stock market crisis is value relevant.

CONCLUSION AND RECOMMENDATION

Several studies have shown that earnings and book value are found to correlate with stock prices, and investors are able to take advantage of this kind of
information and this is reflected in market share prices. While we have not assessed the total contributions of value relevance studies to valuation, because of
the different valuation models and the set of variables used in these analysis; we however have studied the links between accounting information and market
share prices of quoted cement manufacturing firms in Nigeria during the stock market crisis. The Ohlson model (1995) was used to empirically measure the value
relevance of accounting information of quoted cement manufacturing firms in Nigerian. The study found that there is a significant positive relationship between
earnings per share, book value per share and market price per share of these quoted cement manufacturing firms in Nigeria during the stock market crisis. The
study therefore concludes that there a significant relationship between stock market crisis and the market share prices of cement manufacturing firms in
Nigeria. Following the findings of this study, we recommend that quoted cement manufacturing firms in Nigeria should recapitalize through mergers and
acquisitions as obtained in the Nigerian banking sector; this will enhance the capacity of these quoted cement manufacturing firms to absorb the shock of the
stock crisis. This measure is anticipated would increase investors’ confidence in the accounting information of quoted cement manufacturing firms in Nigeria.
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