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Abstract

Accountancy profession across the world has bearessing revolution for sometimes now, especidtigrahe
case of Enron and Word com and the challenges titiAg as profession. The profession has andiheaiking
point in Nigeria in 2012 just like many other cougs, IFRS transplanting and convergence, a stdritiat has
not yet been adopted in the United States of Araefitie specific of objective of the paper is talaeate the
consequences of the convergence in Nigeria withew to pointing out what per adventure have narbdone
right in the transplanting, suggest what shoulddbae to enable the country derive the full bendfitgshe
change in the accounting regulation. The data alleated through primary data apparatus and cresgosal
secondary data from the annual reports of the tselecase studies. The methodology adopted is staden
distribution. We also deployed descriptive statistiThe results from the descriptive statisticstgrat mix
reactions. Most of the variables selected havh positive and negative signs; when it is positiveneans that
the amount reported in the financial statementseu@AAP is higher than that of IFRS and vice verBae
student-t portends that at 5% confidence intertr@re is significant difference between the figuregorted
under IFRS and GAAP, consequently the convergefidERS in Nigeria has offered invaluable benefital a
significant effects. We however recommend that govent should immediately review all the relevagdtons

in the local extant laws and review syllabus ofcagtting in tertiary institutions and secondary sikadn order
to have the unity of purpose and derive optimunefienin the convergence of IFRS in Nigeria.

Keywords. Revolution, IFRS Transplanting, Convergence, Ci®sstional, Secondary Data, GAAP and Mix
Reaction

1.1 Introduction

Recently, Nigeria has converged on the use ofrat®nal Financial Reporting Standards (IFRShim t
preparation of Financial Statements of Signifidauablic Entities. The implementation started in202011 and
2010 are the comparative years. On convergenceiadap Nigeria, many entities that fall under Sigrant
Public Entities (SPEs) have converged in 2012 whieme few ones, for example, Micro Finance banks ar
struggling to converge with the use of IFRS, peshlgcause the Central Bank of Nigeria (CBN) hasghan
specific directives on convergence with IFRS to iero Finance Banks. Some African countries antent
developed nations across Europe, Australian, and &song others have adopted the Internationaln€inh
Reporting Standards (IFRS) as reporting standafd® transformation from local Generally Accepted
Accounting Principles (GAAP) to IFRS representsriast crucial revolution in Accountancy professidn.the
work carried out of Ogiedu and Odia (2013), mor@nti20 countries are reported to have convergeu tivit
use of IFRS as issued by the International AccognBtandard Board (IASB). It is believed that thegtion of
IFRS will enhance comparability, universality amdguction of high quality Financial Statements. §k and
Ogiedu 2011, Collings, 2012 and Akinde, 2014). igirty, Ball (2006) as also affirmed in Okafor a@djiedu
(2011), submit that the convergence of IFRS ama&wgral nations across the world will reduce diffexes in
the reporting languages. However, these differerineseporting languages, cannot be eliminated. They
maintained that the adoption of the IFRS, perhapsldvnot ensure comparability of financial statetsen all
countries as suggested because the country willnsgéd to comply with he relevant local extant savBall
(2006), Berth, Landeman and Lang (2006), Okafor @giedu (2011), Christensen,and Nikoleieu (2008) an
Suche and Jindrichovska (2004)). Besides, the aopf IFRS will reduce window dress financial staents,
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consequently, there will be production of high gyannual reports. (Akinde, 2014, Collings 2012).

GAAP in Nigeria before the adoption of IFRS incladbe Statement of Accounting Standards (SAS),
the International Accounting Standards (IAS), laswe Act, Bank and Other Financial Institution Aod other
local extant laws, (e.g. Companies and Allied Mattet 1990 as amended to date, Central Bank of iNige
Regulations, Insurance Act 2014 etcetera). Howewéh the adoption of IFRS in Nigeria, GAAP is noer
defined as the IFRS/IAS and other extant local ltlveg do not contravene with the International 8tads.
Nigeria seems not fully ready for the adoptiontedse international standards. This is because onep&nies
and Allied Matter Act (CAMA) 1990 as amended toalatill has the format and several other importaws
that affect the preparation and presentation cdrfoial statements of limited liability Company irigiria.
Surprisingly as at today, these extant laws hawébeen amended to accommodate the changes maBR$ |
Amending these laws will eliminate contradictiongoresentations, accommodate fair value of assettment
of goodwill and other intangible assets, valuattbmoncurrent assets, business combination amdeytMost
Micro Finance banks, which should have complietyfuliith IFRS since 2012 under Significant Publictites
(SPEs) have not done so and no sanctions havegiesnfor non-compliance. Financial statements sofrthe
SPEs and Small and Medium Scale Enterprise (SMiesstdl being produced using local standards. Tétély
file returns with Financial Statements preparedenrildcal GAAP to the regulatory agencies like thenttal
Bank of Nigeria (CBN), Nigeria Deposit Insurancer@mration (NDIC), and Federal Inland Revenue Servic
(FIRS) among other regulatory institutions withcammensurate sanctions. This contradicts IFRShhsbeen
adopted with directives from the Federal Execu@auncil (FEC) in Nigeria on 28 July, 2010 that editities
under SPEs are to prepare Financial statemen®lia By adopting the IFRS fully and Small and MediBoale
to comply in 2014. Presently, we are in the yeat5Qunfortunately, many of these SPEs eg Micro éea
Banks have not converge with IFRS.

Awareness in the tertiary institutions studyiAgcounting, Finance and Banking Business related
courses are quite low. Many lecturers are stillanipg accounting knowledge to students on the Eewf the
local standards. The curriculums of accounting sesiare not yet reviewed in the tertiary institugian Nigeria.
Certainly, if we continue this way, our accountiggaduates may not be able to compete for example wi
graduate accountants from European tertiary instita where the curriculum reflects current trendtlie
profession. In the secondary schools, it is woosisible scenarios. These levels of accounting diducare not
even aware of the IFRS; the West Africa Examinat©ouncil (WAEC), National Examination Council
(NECO), Joint Matriculation Examination Board (JAMBffering subjects in financial accounting related
examinations are still carried out using Statenoéitccounting Standard and other local extant laws.

The paper intends to investigate effect the ofditéon from local GAAP to IFRS in Nigeria on ergg
profitability, performance fundamentals, assetabilities and other information contained in thendficial
Statements of selected entities from different gtdal sectors in 2011, which is the comparativarydhe
relevant research question is what is the effeainpact of IFRS convergence/adoption on Financiate®nents
in spite of the challenges and the problem statésnstated in the preceding statements? The spetijective
of the paper is to evaluate the financial effeat aonsequences of adopting the IFRS in Nigeriaadroeve this,
secondary data were collected from quoted companidse Nigerian stock market. They were analyssidg
both descriptive and inferential statistics.

2.0 Literature Review

IFRS Convergence signifies the process by whichdstal setters across the world discuss accounting
issues, using their combined experiences in acogumrofession to arrive at the most appropriateitsm.
Gassen and Sellhorn (2006) submits that convergeocdd be either by adoption that is, a complete
replacement of national accounting standards wikBR’'s standards. This was what we did in Nigerise W
transplanted IFRS without evaluating the statepreparedness of government institutions such asrikednd
State Inland Revenue Service, Tertiary institutishsdying accounting, West African Examination Caln
(WAEC), National Examination Council (NECO), Joitimission Matriculation Board (JAMB). Convergence
could also be by adaptation, which is modificattdlASB’s standards to suit peculiarities of locaarket and
economy without compromising the accounting statglagdisclosure requirements of the IASB’s standard$
the basis of reaching conclusions. Convergencemest to bring standards of the US GAP and IFRSeclor
harmonize them; to produce identical standards.ofting to SEC (2010), there are two approachesRSI
adoption around the world: convergence and end@stapproaches.

There are several countries in Africa, Europe,af@nd Australia among others that have converged
with IFRS as issued by the IASB. Even the Unitedt&t Securities and Exchange Commission (SEC) is
considering permitting US entities to prepare friahstatements in conformity with the IFRS. Theppears to
be huge benefits for countries that have adoptedRRS. However, Ashbaugh and Pincus (2001) mairkeit
it would take some time before the benefits of IFFR& be fully realized. Suche and Jindrichovsk&42Gind
out that at the transition period, accounting esgsihad a positive small but significant relatiapsbn total
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assets, total liabilities and equities of the sadm@ntities. It indicates that Return on Asset3ARis relatively

higher and significant under IFRS than under IG8AIAP. From our study, it appears that total asdets

liabilities and accounting earnings after the aaopbf IFRS are smaller in the sampled entitiebligeria. This
study takes a different queue because the perfaenamxies choosing from the Financial Statemeats tmix

effects. Some of these accounting variables roseaines while some other items decreased in vafies

convergence with the IFRS issued by the Internatidiwcounting Standards Board (IASB). The reasaoasat

farfetched. They include reclassification of assetd liabilities (both current and noncurrent assetirrent and
noncurrent liabilities), impairments, fair valuasdapossible window dressed Financial Statements1v@®AP

was used to prepare the Financial Statements.

Financial Statements of an entity provides infdiaraabout performance, position and liquidity. A
high quality Financial Statement is essential feers of such information to make major economidsiecs.
(lyoha and Faboyede, 2011, Collings, 2012 and Akjr&14). Countries across the world continue toverge
with IFRS. It is therefore imperative to measure dgfuantitative effect of convergence of IFRS ingheparation
of a general purpose financial statement. The figsliof Okafor and Ogiedu (2011) reveal that IFRS lien
adopted in Nigeria, however a fraction of the égithave not complied. This is also corroboratethim study.
Surprisingly, most private companies that fall un@gnificant Public Entities (SPEs) in Nigeria irfnothe
transition guidelines, have yet to complied. Thelgtof Gassen and Sellhorn (2006). Haller and &i€2004),
and Hung and Sabramanyam (2007) also exhaustivehsure the benefit after convergence to IFRSlatioa
to local GAAP in Europe. However, Suche and Jirdricska (2004) infer that consolidated financiatestzents
of some selected entities in France are not asfisigmt as it should have been contrary to a progpectations.
The study made by Jemakowicz (2004) in Belgium shawproved and better results and significant ¢ffec
when Financial Statements produced after IFRS angpared with those statements produced employicaf lo
GAAP of Belgium. Furthermore, Suclf2004) in Australia reveal that after IFRS, tofabllities and equity of
the selected firms decrease; more firms also hageedse in their earnings. In the position maietioy Haller
and Eierle (2004), earnings of firms become vaglevant after conversion to IFRS than before casiwar the
equity book value is not value relevant as it remaait the same level when IFRS is adopted in tbpgvation of
entity’s Financial Statements.

2.1 Financial Statements Architecture after Convergenceto IFRSin Nigeria

Jermkowicz (2004) submit that all accounting stadddave consequences otherwise there will nohéa¢ed
to issue such standards. The nature and archiéeofufinancial Statements have been reshaped angarézed
to take the interest of users of Financial Statamafier adoption of IFRS within the short timeNigeria. The
financial statements after the transition to IFRSthe Significant Public Entities (SPES) now rutoiseveral
pages to produce invaluable information to assisess of such statements in taken major econongisidas.
However, the important question to ask here is hdrethe users of these financial statements wallye
understand the bulky information contained in thetesnents without a financial analyst. This is acal
guestion, this is because the information in suatements may mislead the users of these annuaitsedhe
challenges after the convergence are overwhelniihgy include personnel to prepare and convertitfangial
statements of first time adopter from the local GA4o fully complied IFRS financial statements. het
academia, the syllabuses of accounting, financectimer business courses still remain as they weferd the
convergence to IFRS in 2010. In fact there has In@eawareness at the secondary school level. Pstpidying
accounts at basic level still continue be at thecgpnef their teachers who do not have any knowleafgé-RS.
The pupils in these secondary school are the nsajorce of inputs at the tertiary levels. Thus thallenges of
producing world class IFRS compliance accountaratg be a mirage as efforts are not focused on hethasic
and advanced level of accounting as a disciplindligeria. Various councils involved in the examioatof
financial accounting seem not to be aware of thadvaf change in accounting profession consequeoi tipe
adoption of IFRS in Nigeria. They have not respahblg changing the outdated syllabus.

To this end, the findings of Suche and JindrichavEk004) are quite fascinating. The adoption of SFERill
produce invaluable Financial Statements that wéllnbore useful to the auditor, analysts, standaiteérseand
academia. To achieve these results, relevant gmarninstitutions should wake up to review syllasiso as
to develop the required personnel that will carcgaunting and financial services in accordance thithtenets
of IFRS as issued by the IASB from time to time. .

2.2 The Consequences, Effect and Challenges of IFRSin Relation to local GAAP

In the recent time, there is a general push towdmelsonvergence of IFRS, the regulations issueld\Bf. The
basic effect of this on Financial Statements i tife convergence will ensure comparability, religh
relevance, verifiability and that the informatioantained in the statements are faithfully represg:n¢Okafor
and Ogiedu (2011),. Akinde, 2014, Trade acrossnat®nal boundaries continue to demonstrate atipesi
significant trend since the language of recordingifiess transaction in the Financial Statementsois
universal; this facilitates comprehension of tleesnents.
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There are abundant literatures and evidences iarnational accounting on the quality and economic
consequences of adopting IFRS. Okafor and Ogie@d1(? , Young and Guenther (2002), Land and Lang
(2002), Watts(1998 a and b), Ball(2006), Suche Andrichovska (2004) reveal consequences suchaeatse
in cost of funds, optimal equity deployment, impedvmobility of capital across international bounesrand
decrease in information asymmetry as only necesaéymation are provided to users of Financialt&teents.
Also, quality information to equity holders will jpnove; results of entities will be more transpareaduction in
window dress Financial Statements efficient managenof international business operations, and pesit
effect on business performance management.
However, there are challenges of adopting IFRSs&heclude huge conversion costs, training andiretrg
costs and human capital development, cost of upggaaiccounting software, cost of producing voluniso
IFRS financial statements especially if they ardand copies. Similarly, most of the Small Scald &edium
term enterprises cannot afford cost of producinfgSFomplied Financial Statements. However, no matteat
these challenges are, lyoha and Faboyede (201t)uctenthat the benefit will always greater thandhbsts
3.0 Empiricism, Instrumentation and M ethodology

This paper investigates the effect and conseqseoicehange from local GAAP in the preparation of
Financial Statements to IFRS in Nigeria using @itProperties, Plant and Equipment (PPE), Inugnttrade
Receivables, Other Receivables, Total Assets amdsitof Equity, Liabilities and Earnings. We complatiee
figures before and after the adoption of IFRS veithiew to measuring deviation from the reportedifgg in
2011 and 2012. The instrument adopted is desceipstatistics and inferential statistics using stiide
distribution. Panel data for the year 2012 and 2@gte collated from the annual reports of ten (G0dted
companies from the Nigeria Capital Market are ¢etla Six (6) of these companies are in the redbsgthat is
manufacturing entities, one(1) company from thestmetion and three(3) from the food and beveragbis is
used to compute the percentages in table 1. Tles€l0) companies have converged with IFRS in 20i®
their comparative years are 2011. The paper foundhat there were differential in the figures repd in the
Financial Statements prepared using the local GéyeAccepted Accounting Principles (GAAP) and the
Financial Statements prepared under the newly addfRS. This was measured in percentages. Theyease
is represented with amount reported in the Findrigtatements of 2011 prepared using the local GARk
percentage is defined as GAAP figures in 2011 mifRS figures in 2012 divided GAAP figure in 201k(
the base year figures) multiply by 100. From tHaedl below, the manufacturing company is represemtith
MAN, (i.e. manufacturing), transaction is representith TRANS. Thirteen (13) items were selecteddach
of the ten companies in three (3) different sectdfs also collated data from the Annual Reportfffen (15)
companies from the Financial Statements of findnngtitution, thirteen (13) from the banking secémd two
(2) from the insurance sector. This is used inet@to 6 to measure the mean and standard deyiatiooh are
used to calculate student-t distribution of the eirgl models.
I nter pretations and Discussion of Findings

In table 1, PPE, other assets, equity, liabilittesl profit after taxation are compared employing
descriptive statistical apparatus in form of petagas. The table gives credence to the trend irrates of
increase or decrease of the value of items selelttedows at a glance whether there is an increaskecrease
in the figures reported in the financial statemeritthe selected companies under GAAP and IFRS pblséive
signs indicate that GAAP figures are higher thaR3Higure. Whereas the negative signs imply thataitmount
reported under IFRS is higher. The table portehdtthere is a mix effect, some items increasealneswhile
others reduce in value. For example, Property,tRlad Equipment (PPE) of the Company in item #,%8, 7, 9
and 10, we have positive signs, which imply that fiyures of PPE reported under GAAP are greatan th
figures reported under the IFRS; in 3, 5 and 8 theynegatives, which means that the amount statdeRS
Financial Statements are more than the amountdsteiag the local GAAP. This shows that the adoptid
IFRS in Nigeria has great consequences on the anreported in the Financial Statements. The possibl
reasons for this are impairments as contained B 88 and valuation model as stipulated in I1AS 16P®E,
which were not in the previous local Statement otdunting Standards. All items in the financialtetaents
are reclassified on convergence to IFRS. This &uréxplains the change in the values of the itaated in the
financial statements prepared after the convergéndhe standards issued by the International Actng
Standard Board (IASB).

In Table 3, we reported the descriptive StatisticSable 2 and 4, we measure the relationship detw
GAAP and IFRS with the use of Student-t test catieh. This portends that there is mean differérifa
3134755.170 and standard deviation of 13140478.Th2. probability value calculated is 0.04. It shibble
noted that the p value of 0.04 is smaller thatevel (0.05), therefore we reject the null hypaibeand accept
alternative hypothesis. We can therefore infer thate is significant differences between the mead the
standard deviation for the amount reported in fom@nstatements prepared under IFRS and GAAP.bketa
reported above, the mean of GAAP is 100332046.28 standard deviation of 17950264.882; that of IRRS
7909324.22 with standard deviation of 15313222.t58eans that there is a small alteration from GAW&P
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IFRS. Consequently, the alternative hypothesisctepted, we deduce that IFRS provides smaller ddges
than existing GAAP in Nigeria. Also, from table dported above, there is correlation of 0.778 betw@aAP

and IFRS, we can therefore infer a strong posié@lationship between GAAP and IFRS. Similarly, sihedent-t
test correlation shows that there is significanelationship between the GAAP and IFRS with the mean
difference of 3134755.170, p value of 0.02 andevel of 0.05. Since 0.02 is less than 0.05, therrsative
hypothesis is accepted, it therefore means that tlkestrong positive association between the GAAR IFRS.
The analysis gives credence to the fact that HeRSland GAAP provide Greater benefit in Nigerid, fou the
slight variation in the figures reported using IFR& can deduce that the adoption of IFRS has gféadt and
consequences in taking major economic decisiontadooentity.

Tahle 1:
The Effect of adopiing Imtermational Financial Reporting Standards in the Real Sector: Comparative Year 2011
Asseis
MAN MAN MAN MAN MAN MAN CONS FOOD FOOD FOOD
TRANS
1 2 3 4 5 6 7 8 9 10
Honcurrent Assets i % i i i i i i i i
Prop. Flant & Equip. (FFE) 1 2 2 -1 2 -1 3 3 -3 2 1
Inventory 4 1 2 4 -2 -2 -2 -2 2 -2 -2
Trade receivables 3 3 3 -2 4 1 -1 -1 -1 3 1
Other receivable & prep. 4 2 2 3 4 4 4 0 3 2 2
Total cutrent assets 3 2 3 4 3 4 1 2 4 3 2
Total assets 6 10 12 8 11 6 5 2 5 8 4
Equities and labilities
Equit; i i i i} i i i i
i 7 a 1}
Retained earnings
8 4 2 2 3 é 2 1 2 2 1
Other comyp. of eguit
F T 9 a0 a0 a0 a0 a0 0 1} 0 a0 a0
Total equit;
Y 10 4 2 2 3 [ 2 1 2 2 1
Total Mon- current labilities
11 4 5 2 4 -4 -1 -1 4 3 -1
Total current hiabilities
12 2 5 4 4 4 4 2 3 3 4
Total equity and labilities.
13 10 12 8 11 [ 5 2 5 8 4
Profit after income tax 14
391 282 -383 -152 233 201 -156 341 2.66 -1.02

Sources: Compile by the regearchers from the anmual reports of selected compandes in 2011 and 2012

Table 2: Descriptive Statistics

Pair Average/ Mean Standard
Deviation
GAAP 10032046.48 17950264.882
IFRS 7909324.22 15313222.758
Table3: Standard Deviation and Variation in Mean
Pair M ean Standard T Df P o
Difference Deviation Value | Leve
Difference
GAAP - IFRS 3134755.170 13140478.712 2.021 1p1 2.000.05
Table 4: Pair Sample Correlation
Pair N Correlation Sig.
GAAP & IFRS 144 778 .000
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45 Specification of Empirical M odel:

AN

o

10

= 7909324.22
15313222758 = 0.5165029168

AN

2. t= B

N
Se [ B J
= 10032046.48

17950264.88
= 0.5588801361

1 t=

Hypothesis 1.

Ho,: There is no significance difference between IFR& existing GAAP figures stated in the financial
statements of the selected companies.

Condition: we reject Hg, if p value is less tham level (0.05)

Hypothesis 2:

Ho,: IFRS convergence did not provide significant Bietlean existing GAAP in Nigeria.

Condition: we reject Hgif the mean and standard deviation value of GA&RSs than IFRS value.

Table 5: Summary of live Presentation of the Empirical M odel

Hypothesis Testing Condition Decision
There is no significance difference Reject H, if p value is less tham Reject the null hypothesis and we
between IFRS and existing GAAP, level (0.05). therefore accept the alternative
figures stated in the financial hypothesis.
statements of the selected
companies.
IFRS convergence did not provide Reject H, if the mean and standardReject the null hypothesis and we
significant benefit than existing deviation value of GAAP is less | therefore accept alternative
GAAP in Nigeria than IFRS value. hypothesis.

Source: model live result for the study.

4.0 Conclusion

From the descriptive analyses made in sectiontBeopaper, it is apparent that assets, liabilaied earnings of
the entities selected rose in some companies aedited in the other entities. Thus, there is Ipottitive and
negative effect on financial statements after cogeece to IFRS by the Significant Public Entiti€XPES)
within the shortest possible time of conversionwidweer, the trends should be further examined afiere years
using some robust inferential statistics. Fronmatistics computed from the panel data, the hypethesveal that
IFRS adoption in the preparation of Financial Starts in Nigeria have great effects and conseqsenthese
have effects on major balances reported in thenfiish statements, therefore it may influence majosnomic
decisions taken by both existing and potential stees of an entity in Nigeria.

5.0 Policy Recommendations

a. It is recommended that all entities under SPiBsilsl as a matter of urgency converge with IFR$hab they
can fully reap the benefits of using IFRS. The @dnBank of Nigeria should as a matter of urgenoeals
Micro Finance Banks to converge with IFRS sinceythee within the definition of SPEs and the accafrthe
Small and Medium Enterprises should also be comebvgth IFRS in 2014.

b. Relevant government institutions for examples ffederal Inland Revenue Service (IFRS), Statendnhla
Revenue Service (SIRS), Corporate Affairs Commis$@AC), Central Bank of Nigeria (CBN) etcetera slo
be well trained and retrained. Henceforth, thestitutions should not accept financial statememepared
under local GAAP. This is to ensure that entitiss@bliged to prepare financial statements undeSIF

c. More attention should be given to the develognéaccounting profession from the grass root. Nagional
Universities Commission (NUC), National Board foechnical Education (NBTE) and their counterparts in
Colleges of Education including West African Exaation Council (WAEC), National Examination Council
(NEC), Joint Admission Matriculation Board (JAMBhd relevant professional bodies should as a mafter
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urgency review curriculum of Accounting, Financedasther related business courses to be in line thieh
IFRS.

¢. The Financial reporting Council (FRC) shouldaasnatter of fact organise training for academic and
teaching staff of the Universities, Polytechnic awlleges of Education and teachers of Account, @eme
and Business Studies in Secondary school. Thisfadgllitates production of a world class accountiuatt will

be able to practice anywhere in the world. Besides)| enhance Human capital development in tieeigline.

d. The Small and Medium Scale Enterprises ar@otwerge with IFRS in the accounting year end 20idre
efforts should be made by the FRC to create momreavess and sensitization programme on full adopifo
IFRS and IFRS for SMEs. This becomes necessargduce conversion cost as many SMEs cannot affast co
of conversion using full IFRS.

e. Sensitization and awareness programme shoulthibied out by the Manufacturer Association of Nige
(MAN) to all quoted companies, Small and Medium I8danterprises (SMEs) on the importance and the to
prepare IFRS complied Financial Statements.
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