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Abstract

This study examined the impact of fair value accounting on corporate reporting in Nigeria. The primary data used
were gathered through a well-structured questionnaire, designed and administered to 120 respondents, who are made
up of accountants, auditors, bankers, financial experts and practitioners in Lagos State, Nigeria. We adopted the
logistic regression approach in analyzing the research questions. We found that fair value accounting has impact on
corporate reporting. The Cox and Snell’s R-Square revealed that 67.1% of the variation in the corporate reporting
was explained by the logistic model. We further found a moderate strong relationship between the fair value
accounting and corporate reporting. Based on this finding, the study concluded that the used of fair value helped in
predicting the earnings and assessment of the amounts, timing and uncertainty of future cash flows in corporate
reporting which dependent on its reliability. However, institutional factors played an essential role in enhancing the
reliability of discretionary fair value estimates which in return increased the informativeness of accounting
information in corporate reporting.
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1. Introduction

Fair value accounting is a financial reporting approach in which companies are required or permitted to measure and
report the existing financial instruments based on certain estimated prices of an asset and liability received, thus,
implies the estimated prices received for selling the assets or pay for relieved liabilities (Ryan, 2008). Fair value
simply implies price obtained or amounts paid for selling an asset or for transferring of liability between market
participants in an orderly transaction at a particular date. Obazee (2009) identified some basic issues affecting the
fair value accounting implementation in Nigeria. These includes: traded government and corporate bonds; model
valuation development expert; complex valuations for fair value of Foreign Exchange Contracts measurement; Cross
Currency swaps of Interest Rate and the regulators will that allow measurement of fair value for financial
instruments of entities. This suggested that the regulatory accounting standards body should provide enabling
environment to determine inactive markets in other to ascertain forced or distressed transaction (Falaye et al, 2019).

According to Ryan (2008), it was noted under fair value accounting that firms reported losses due to decreases in
asset fair value or increases in liability fair value and as such reduces firms reported net income. It must be noted that
fair value is an entity estimated price expected to realize if an asset were sold or expected price to be paid for a
relieve liability. Also, many financial instruments such as traded shares and securities are measured and reported at
fair value. Landsman (2005) viewed and discovered that fair value report supports its reliability and relevancy for
loans and other financial instrument at fair value. Barth and Landsman (1995) carried out study on the source of
volatility in financial statements and the amount attributed for using fair values as the basis of measurement. Thus,
the study identified conditional changes in economic and entity’s activities that are reflected in the financial
statements during the period. It was further discovered in measurement of accounting basis that fair value provides
better economic volatility than any other based on historical measured.

Lefebvre, Simonova and Scarlat (2009) identified inactive market, shortage of skills, government influence in the
markets, regulatory environment that is not strong, high cost, and lack of standard valuation and guiding rules as
some of the vital issues associated with the use of fair value accounting in developing countries. According to Power
(2010), it was argued that to engender the reliability of the accounting estimate, debate on fair value should not be
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taken for granted. It would be unhelpful to characterize what is at stake with subjective and objective language.
However, it must be noted that without more dedication from the preparers, auditors, regulators, and users, changes
in accounting principles will not be effective. It was observed that comparison between the principles of fair value
and historical cost on the basis of accounting and reporting required complete and comprehensive analysis of
technique and assumptions to be adopted in determining the values in the financial statements. Thus, require the
redesigning of the current financial reporting model and education on the application of the new principles by the
market participants (Okere et al, 2019).

Knott et al (2014) asserted that the practice of using fair value as a measuring element has been significantly
enhanced. Also, the financial markets advancement and complex financial instruments development happened with
the passage of time. There are numerous implications on balance sheet measurement, role, properties as well as
income accounting as a result of cost and transaction-based model reduction and an increase in fair value-based
model of financial reporting. This paradigm shifts in measurement occurred due to the alleged idea in relation to
quality and relevant decision associated with the measure based on fair value as opposed to measure based on cost.
Also, Bratten (2012) opined that the 2008 global financial crisis created a vital argument on fair value accounting in
relation to regulators, researchers in accounting and banking professionals as well as other people. The fair value
accounting concept critics faulted and amplified the crisis as the major causes of financial failure. To certain extent,
this has helped in confirming a set of falling prices and increase in financial system total risk. The unreliability and
volatility of fair value income is often subjected to managerial discretion especially when markets experiencing
distressed. On the other hand, fair value method was arguably belief to produce the relevant timely measures of
prices for assets as well as liabilities. According to Ball (2005), it was noted that fair value accounting seems to be
obvious and fundamental to most economist due to the incorporation of more information into financial statements.

In contrary, Wallison (2008) opined that fair value accounting was the primary causes of an exceptional decline in
the values of an asset; an extraordinary rise in instability among the financial institutions; and the most horrible
economic crisis in the United States since the Great Depression. Also, Wallison (2009) believed that fair value
accounting is extremely pro-cycling and should be neglected or at least significantly modified in order to ensure the
stability of the entity rather than the earnings power presented in the financial statements. Chea (2011) and Okafor
and Ogiedu (2012) reported that there is a fundamental inconsistency between fair value as a basis of measuring
financial instruments and historical cost as a basis of measuring non-financial instruments. Standard-setters observed
divergence and complicacies when a confine is drawn between financial statement items with diverse measuring
methods. Thus, due to the dissimilarity and various views manifesting from the fair value method usage, this
research sought to examine empirically the impact of fair value accounting on the effective corporate reporting in
Nigeria.

2. Literature Review

Proch&ka (2011) emphasized that fair values involve a complete estimation of an asset value in terms of the
amounts, time, and risk of the cash flows attributed to the assets in the future. As such it was believed that efficiency
of the market would be improved upon if the information based on the decisions made were reported in the financial
statements at a fair value. The fundamental of accounting measurement is important factors in the course of
preparing financial statements, with a fair presentation of economic activity for an accounting entity. Essentials of
financial statements are measured by diverse attributes, corresponding to the nature of an element and the purpose
entity. The key factors to be considered in measuring assets, liabilities, equity and other elements were based on
reliability and relevant.

American Bankers Association (2009) observed that the challenges associated with financial markets today can be
linked to diverse factors. One of such factors is the fair value accounting. It was explained that fair value accounting
is held for the purpose of asset trading. However, for loans, leases, and securities that are held to mature in the
commercial banks, it was argued especially during crisis that fair value accounting was inappropriate and misleading
when the markets are illiquid. However, when the reliability and relevance of fair value was considered according to
Song, Thomas and Yi (2010) study, the relevance of fair values was revealed in explaining the share prices. The
study further revealed important facts that acknowledged and disclosed fair value as a measure relevant to investors
and reflected in the reliability of the share prices. Fair value measures with consistent description, incorporate all the
fundamentals of financial instrument measurement, involve a high level of market discipline that was relevant and
require for taking decision on the investment of the financial instruments within the basic financial statements. Laux
and Leuz (2009) reported that the controversy surrounding the fair value assets were as a result of the uncertainty
about the views on the rationale behind the fair value assets. It was argued that the debate on fair value asset was a
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trade-off between relevance and reliability been debated for over decades and had been dated back to a number of
old accounting issues. Also, it must be noted that the recognition of the importance of accounting regulations in
interaction with the other fundamentals of institutional structure should be done in order to avoid unintended
consequences. Thus, stressed the need to shun every form of deviation from market prices appropriately to avoid
litigation. It is observed that to recognize management flexibility in dealing with potential problems of fair value
assets particularly in crisis period promotes manipulation. However, managers are encouraged to avoid impair loses
by using a market value deviation allegedly depressed.

Pacter (2007) observed the views of fair value accounting by Nigeria auditors and it was revealed that fair value
accounting is more useful than the historical cost as revealed by the prepared financial statements. It was further
discovered that auditors experienced low level of fair value awareness, the challenges posed to auditor was more
pronounced in fair value and as such, it was claimed to be inappropriate in Nigeria context. Lefebvre, Simonova and
Scarlat (2009) stated that at a regular market price, fair value accounting involves revaluation of unsold assets and
liabilities. This is usually applied to financial assets and liabilities. However, non-financial assets are also subject to
fair value evaluation.

Nelson (1996) investigated the relevance of fair value in determining market capitalization. The study employed a
sample of 279 banks selected between 1992 t01993. The analysis done using descriptive analytic technique revealed
that fair value measures are relevant in explaining market capitalization. However, loans, long-term deposits and
debts recorded using fair value principle have no information content. Moreover, Barth and Clinch (1998) study
carried out on fair value asset evaluation using sample composed of 350 Australian companies over the period from
1991 to 1995. The result showed that fair value of intangible assets is relevant while that of tangible assets has no
information content for all firms. Juettner-Nauroth (2003) carried out study to analyze the relationship between the
share at market value and the fair value of derivatives determined according to IAS 39 in inactive market. The
information gathered for the study were analyzed and the result indicated the irrelevancy of the fair value of
derivative instruments when trading is done in an active market.

Christensen and Nikolaev (2012) examined whether fair value accounting for non-financial assets pass the market
test in consideration with the alternative historical cost. The analysis of collected data on the study was done using
descriptive analytic technique and the result revealed that fair value applied to buildings and equipment were less
efficient for decision making when compared to historical cost. Investigation further revealed that financial reporting
standards provided feature not offered by other standards in the corporate field to choose between historical cost and
fair value for non-financial assets.

Raini et al. (2012) studied the advantages and challenges of the perception by examining its effect on financial
reporting roles and determined appropriate alternatives technique for forecasting in Fiji. It was discovered from the
study that both the users and preparers of financial reports have appropriate knowledge of fair value accounting.
Thus, markets that are active, independent values and cost involve in referrals as identified measuring methods. A
relevant disclosure and information was identified as benefit. The study also identified costs involve in training and
hiring of professionals, the use of subjective judgment and prediction as the challenges of fair value accounting in the
long run. Pranil et al (2011) examined the application of fair value accounting in Fiji financial sector. Fair value
information based on the perspectives of preparers and users were put into consideration using selected sample of
four banks and credit institutions and two investment companies. A well-structured questionnaire was designed to
collect data which were analyzed using descriptive analytic technique. The results obtained shown that the users
perceive fair value accounting information was useful for the purpose of decision making. However, the impact of
Fair value accounting on effective corporate reporting in Nigeria was examined in this study using logistic regression
approach.

3. Methodology

The study adopted survey and explanatory research design (Akintimehin et al, 2019). Primary data used were
collected through administration of a well-structured questionnaire in Lagos. The data were collected from
accountants, auditors, bankers, financial experts and practitioners. Thus, a sample size of 100 respondents returned
their completed questionnaire out of the 120 administered questionnaires using a simple random sampling technique.
Frequency and percentages, tables, Regression Analysis and Goodman and Kruskal’s gamma statistics were used to
analyze the data (Oladipo et al, 2019a; Eluyela et al; 2018a; 2018b; Ademola, Adegoke & Adegboyegun, 2019).
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3.1 Measurement of Variables

The logistic regression analysis will be used to understand the impact of fair value accounting on corporate reporting
in Nigeria (Eluyela et al, 2019a; 2019b). The general model is:

y="1f() 1)

The implicit form of our empirical model adapted from the work of (Halid & Akinnitire, 2013) is:
CPR = B,FAV#A )

The explicit form of the model after including panel data model properties is presented in equ (3):
CPR, =B, + BFRV, + B,REA, + BREL, + 5,COM,, + 1, 3)

Where;

CPR = corporate reporting,

FRV = fair value measurement,

REA = reliability of financial information,

REL = relevance of financial information,
COM = comparability of financial information,
H = error term

3.2 Model Specification

The logistic model previously used in health and business decision by (Ogunleye & Fagbohun, 2009; Halid and
Akinnitire, 2013; Oladipo et al, 2019b) was adopted with modification for this study and stated as follows:

The dependent variable Y= 1 indicating that fair value effectively impacted corporate reporting and Y = 2 if
otherwise, then

1

P = E(Y =11X) = ——amagmp “
B.

L7 1tebi (5)

Equation 5 was called the logistic cumulative distribution function and P; was ranged from 0 to 1, called the
probability that fair value accounting method effectively impacted corporate reporting, [3.ranges from —oo to +oo.
P;was non-linearly related to Bl.and a,;'s were the model coefficients. Since P;was the probability that fair value
accounting impact on corporate reporting, then

_ 1
1-P = —5 (6)
Equation 6 was called the probability that fair value accounting does not have impact on corporate reporting. Then,
Equation 7 was called the odds ratio in favour of the probability that fair value accounting has impact on corporate
reporting to the probability that it was otherwise.

P; .
= @)

Taking the natural logarithm of equation 7 given expression in 8

i, = ln(%) @)

Li =B = ay +apiXi + )
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Equation 8 was called logistic model and its transformation in linear form was expressed in equation 9. I.;was called
the logit, X; were the sex (SEX), education level (EDL), professional certification (PROF), reliability (RFVA),
relevant (REFV) and comparability (COFV) of fair value accounting. However, a; was the constant term for the
logistic regression model, a,; were the parameters of the logistic regression model to be estimated and p;was the
error term.

4, Result and Discussion

The data collected for this study was analyzed using binary logistic regression technique because it gives efficient,
consistent unbiased estimate of the model parameters. The logistic regression technique allows the estimation of
probability that fair value accounting enhanced or not corporate reporting by predicting a binary dependent outcome
from a set of independent variables such as were the sex (SEX), education level (EDL), professional certification
(PROF), corporate reporting (CORP), reliability (RFVA), relevant (REFV) and comparability (COFV) of fair value
accounting. The evaluation and diagnostic techniques of the model were also done using classification table, Cox &
Snell R Square, Nagelkerke R Square, Hosmer and Lemeshow goodness-of-fit test, probability test and old ratio.
These were presented below:

Table 1. Classification table

Observed Predicted
FVA Percentage Correct
Impacted Not impacted
Step 0 FVA  Impacted 0 46 .0
Not impacted 0 54 100.0
Overall Percentage 58.4

Source: Researchers” Computation, 2019

Table 2. Variables in the equation

B S.E. Wald Df Sig. Exp(B)
Step 0 Constant 274 213 154 1 .615 1.060

Source: Researchers” Computation, 2019

Tables 1 and 2 present the results when the constant term was included and all the predictor variables such as sex,
education level, professional qualification, reliability of fair value accounting, relevance of fair value accounting and
comparability of fair value accounting were excluded from the model. The model without and with all the
aforementioned predictors are compared to determine whether the latter model is more appropriate. The table 1
suggested that model without the predictors would be 58.4 percent of the time correct that fair value accounting have
impact on corporate reporting as revealed by the classification table. The probability value of the Wald statistic of
0.615 which is greater than 0.05 (P > 0.05) revealed that fair value accounting has significance impact on the
corporate reporting.

The Exp(B) column in Table 2 presents the extent to which a percent improvement in the adoption of fair value
accounting would impact or influence the odds ratio. Thus, EXP(B) value 1.060 as revealed in this study implies that
an improvement on the adoption of fair value accounting, the odds ratio would be 1.06 percent higher and hence fair
value accounting are more likely to impact better corporate reporting by 1.06 percent.

Table 3. Variables not in the equation

Score Df Sig.
Step 0 Variables SEX .031 1 891
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EDL 374 1 534
PROF 3.272 1 121
RFVA 21.132 1 .000
REFV 8.635 1 012
COFV 8.635 1 012

Source: Researchers” Computation, 2019

The variables not in the equation table presented in Table 3 revealed that sex, educational level and professional
certification with probability value 0.891, 0.534 and 0.121 > 0.05 does not significant impact on the corporate
reporting. However, it was discovered that reliability relevant and comparability of fair value accounting with
associated probability value of 0.000, 0.012 and 0.012 < 0.05 were significant and therefore have significance impact
on corporate reporting. The significance of the fair value accounting measures further revealed a better improvement
of corporate reporting. Thus, implies the important of fair value accounting in enhancing corporate reporting.

Table 4. Model summary

Step -2 Log likelihood Cox & Snell R Square Nagelkerke R Square
2 69.397° 671 719
Source: Researchers” Computation, 2019

Model Summary presented in Table 4, provides the approximate coefficient of determination (R?). Cox and Snell’s
R-Square implies multiple R-Square based on ‘likelihood” and thus revealed that 67.1 percent of variation in the
corporate reporting can be explained by the logistic model. The modified Nagelkerke’s R?was a reliable measure of
the relationship. It was discovered in this study that Nagelkerke’s R? was 0.719 which showed a moderate strong
relationship between fair value accounting and the corporate reporting.

Table 5. Hosmer and Lemeshow test

Step Chi-square Df Sig.
2 9.451 3 .065
Source: Researchers’ Computation, 2019

An alternative to model chi square was the Hosmer and Lemeshow goodness-of-fit test presented in Table 5. The
Hosmer and Lemeshowtest statistic of 0.065 > 0.05 revealed that the observed and model-predicted values are the
same. Thus, implies that the model’s estimates fit the data at 5 percent level of significance. The insignificance of the
result indicated that the model prediction does not differ from the observed. Hence, the assumed sampling adequacy
that establish that fitted logistic model was good, adequate and reliable for examining the impact of fair value
accounting on corporate reporting.

Table 6. Classification table

Observed Predicted
FVA Percentage Correct
Impacted Not impacted
Step 2 FVA Impacted 34 12 73.9
Not impacted 10 44 81.5
Overall Percentage 7.7

Source: Researchers’ Computation, 2019
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Classification Table presented in Table 6 was used rather than goodness-of-fit statistic to show the proportion of
cases that were managed to classify correctly. The classification Table revealed the number of cases correctly
predicted that the observed values of the corporate reporting were influenced by the impact of fair value accounting.
In this study, 73.9 percent were classified correctly for the fair value accounting impact on corporate reporting and
81.5 percent for the fair value accounting do not have impact on corporate reporting. Overall 77.7 percent were
classified correctly. This revealed a considerable improvement over the 58.4 percent correct classification without
the inclusion of significant independent variables such as reliability, relevance and comparability of fair value
accounting in the model. Thus, fair value accounting measures significantly an improvement in corporate reporting.

Table 7. Variables in the equation

B S.E. Wald Df Sig. Exp(B)
tep 2 RFVA 160.619 26872.143 .000 1 .979 1.248E+014
REFV -52.330 11767.448 .000 1 979 .000
Constant -34.983 14105.956 .000 1 .979 .000

Source: Researchers” Computation, 2019

Variables in the Equation presented in the Table 7 had several important as the impact of the independent variables
such as reliability and relevance of fair value included in the model. The Wald statistic and associated probabilities
provided the impact and the significance of each of the independent variable in the equation. The Wald statistic has a
chi-square distribution that can be determined by the significance of the Wald statistic. Thus, if P < 0.05 the null
hypothesis is rejected which showed insignificance impact of the variable. Thus, in this study, it was discovered that
the probability value of the reliability and relevance fair value accounting which are 0.979 and 0.979 respectively
were greater than 0.05 that is, P > 0.05. Therefore, it implies that reliability and relevance of fair value accounting
have significant impact on the corporate reporting.

The Exp(B) column in Table 7 presents the extent to which improving the corresponding measure by one unit
influences the odds ratio. Interpreting EXP(B) in terms of the change in odds. Hence, the EXP(B) value associated
with reliability of fair value accounting is 1.248E+014. Therefore, when fair value improved by one percent the odds
ratio is increased by 1.248E+014 times thus the influence on corporate reporting. The ‘B’ values are the logistic
coefficients that can be used to create a predictive equation given as:

2{(160.619xRFV A) — (52.330+REFV) - 34.983}

" 1+ e{(160.619+RFVA) — (52.330+REFV) - 34.983}

P =1, thus implies that fair value accounting has significant impact on corporate reporting. The ratio of odds ratios
of reliability and relevant of the fair value accounting was the ratio of relative impact on the corporate reporting. In
this study, reliability of fair value accounting was 1.248E+014 times as important as relevance and comparability of
fair value accounting in determining the corporate reporting.

5. Conclusion and Recommendation

A thorough examination of the impact of fair value accounting on corporate reporting revealed that it enhanced
corporate reporting as shown by the classification table. The study established that fair value accounting has
significant impact on corporate reporting as revealed by the Wald statistic and associated probabilities. Also, in this
study, it was correctly classified 73.9 percent of the time that fair value accounting has impact on corporate reporting
and in overall, it was 77.7 percent. This was considered to be better improvement over 58.4 percent correct
classifications without the inclusion of reliability, relevant and comparability of fair value accounting in the model.
Thus, according to Song, Thomas and Yi (2010), it was revealed that fair values are relevant in determining the share
prices recorded in corporate reporting. The study further revealed substantial evidence on the relevant of fair value to
an investor and this is reliable enough to influence the share prices recorded in corporate reporting. Also, it was
discovered that the probability value of the reliability and relevant of fair value which are 0.979 and 0.979
respectively were greater than 0.05 that is, P > 0.05. Therefore, implies that reliable and relevant fair value
accounting contributed significantly to the corporate reporting. This affirmed the position of Landsman (2005) that
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established relevant and reliable fair value accounting in corporate reporting of loans and other financial instruments.
Reliability of the fair value accounting was 1.2484+014 times more important than the relevant and comparability of
the fair value in determining the corporate reporting. The Exp(B) value 1.060 as revealed in this study implies that an
improvement in fair value accounting are more likely to enhance corporate reporting by 1.19 percent for the model
with only constant. This according to Pacter (2007), it was emphasized that corporate reporting under fair value
accounting basis is more reliable and relevant than the historical cost basis. Therefore, findings from this study have
important implications for standard setters and contribute to the debate on the use of fair value accounting.

The results support claims by the FASB and the IASB that fair value accounting meets the objectives of corporate
financial reporting by providing decision-useful information due to the significance of the fair value measurement
such as reliability, relevance and comparability under consideration. That is, the use of fair value helps in predicting
the earnings and assessment of the amounts, timing and uncertainty of future cash flows in corporate reporting.
However, it was revealed that the predictive power of fair values dependent on its reliability. Moreover, based on
evidence, institutional factors play an essential role in enhancing the reliability of discretionary fair value estimates
which in return increases the informativeness of accounting information. This also helps the reduction of corporate
collapse and impoverishment of investors that can influence corporate growth and achievement.
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