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Abstract

This study aims to: examine the effect of both (i) social disclosures, (ii) environmental disclosures, (iii) economic
disclosures on the profitability of listed consumer goods manufacturing companies in Nigeria. The sample of this study
comprises of 15 out of 23 consumer goods manufacturing companies in Nigeria based on secondary data from 2009 to
2018. The hypotheses were tested with t-test statistics. The results suggest that economic and social performance
disclosures have an insignificant positive impact on both earnings per share and return on equity, whereas,
environmental disclosures have a strong positive and significant effects only on earnings per share. Furthermore,
sustainability reporting had a positive and significant impact on the profitability of selected companies. It was
recommended that companies publish useful sustainability reports as this would improve their profitability.
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1. Introduction

One of the major problems facing the world today is the issue of adverse climate change. Nigeria is not exempted
from this negative trend, with severe drought in the north, floods, and erosion in the south, oil spillages, and gas flaring in
the Niger Delta area of Nigeria. These events are inimical to the environment and also affect human beings living in such an
environment. Hence issues such as environmental pollution, waste materials, product quality and safety, the increasing
rate of workers lay off; work-related hazards and stress, employee rights and social responsibility, labour unrest have
gained importance and have been a severe source of concern to the government and the society at large. The economic and
technological contributions of business have been criticized for causing social and environmental problems over time.
Therefore, to control these problems, it has become pertinent to establish sustainability culture in businesses. With the
concept of sustainability, companies are expected by the global market to give a report that included their social, economic
and environmental consequences; besides the traditional financial statements that focus on profit and financial position
(Dibia & Onwuchekwa, 2015; Zeynep & Fikret. 2019). It is hoped that such a practice would make organizations pay more
attention to the impact of their operations on the environment. Because more and more investors are interested in
strategies that consider relevant environmental, social and governance (ESG) factors, an approach known broadly as
sustainable investing. Investors use environmental, social and governance data to evaluate the sustainability context of
investments (Ariel & Giulia, 2019). A study by Harvard Business Review in found out that companies that developed a
process of managing, measuring, and communicating performance on ESG issues in the early 1990s outperformed a
carefully matched control group over the next 18 years (Robert & Svetlana, 2019). Another study by Nordea Equity
Research (2017) reported that from 2012 to 2015, the companies with the highest ESG ratings outperformed the lowest-
rated firms by as much as 40%. According to the Bank of World Economic Forum (2020) reported that firms with a better
ESG record than their peers produced a higher three-year return. All these demonstrated a relationship between
sustainability disclosure and firm performance. The question is, has such research been carried out in Nigeria to establish
such a relationship between sustainability reporting and company performance? The studies carried out in developed
countries cannot be generalized to include emerging economies such as Nigeria. Most prior investigations in Nigeria
focused on the level of sustainability reporting (see Owolabi et al. 2016; Okwuosa & Amaeshi 2018). Other studies that
engaged in sustainability and performance of corporate bodies in Nigeria worked between 2012 and 2016 (see Akabom et.
at 2018; Nnamani et at 2017). Moreover, a study by Ali, Haitham and Nilesh (2018) indicated that there is a gap in
literature on the subject of corporate sustainability impact on financial performance in developing economies. They call for
more publications from scholars in these countries. Therefore, the need arises that a research effort should be made to
examine the effect of the three dimensions of sustainability (social, economic, and environmental) reporting on the
profitability of Nigerian manufacturing firms extending the date from 2009 to 2018.
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Therefore, the objective of this study is to determine the impact of sustainability reporting on the profitability of
listed consumer goods manufacturing companies in Nigeria. The specific goals were to; examine the effect of social
disclosures on the profitability of listed consumer goods manufacturing companies; determine the impact of
environmental disclosures on the profitability of listed consumer goods manufacturing companies; ascertain the effect of
economic disclosures on the profitability of listed consumer goods manufacturing companies in Nigeria.

The rest of the paper is organized as follows; Section II provides a review of related literature, hypotheses
development and theoretical framework; Section III presents the methodology, and Section IV presents and analyses the
data collected, and summary of findings, conclusion and recommendations of the study are in Section V.

2. Review of Related Literature

2.1. Sustainability Reporting

Sustainability reporting is the term which is widely used to communicate the companies' effect on social,
environmental, and economic performance. Such report is disseminated and published to fulfil the needs of a wide range
of stakeholders such as investors, creditors, employees, customers, suppliers, governments, activist groups, and the
general public. It is recently used to cover the disclosure of a company’s commitment to sustainable practice (Burhan &
Rahmanti, 2012). Sustainability reporting is a systematic tool to gather and present sustainability information for the
management process and to stakeholders which include apart from the ones already mentioned, local communities, NGOs,
financial analysts (INTOSAI WGEA, 2013).

Sustainability reporting started with private sector companies in developed countries. It, however, always has
global links. For instance, the transparency of supply chains and responsible business, such as respect for the society and
environment are also essential for less developed countries. There has, however, been a new wave of interest in
sustainability reporting after the financial crises started in 2008, as there have been calls for more extensive transparency,
better long-term considerations and highlighting of systemic risks. Investors are increasingly seeking to invest in
companies that follow good sustainability practices (Burhan & Rahmanti, 2012; INTOSAI WGEA, 2013).

Sustainability reporting requires a systematic presentation of sustainability data for comparison with the past and
progress concerning selected targets. Sustainability information includes both financial and non-financial information.
Financial data has a direct link with the financial accounting system and is expressed in monetary units. Non-financial
information means that it is not presented in monetary terms and is not based on an accounting standard. Non-financial
information can be both quantitative, such as tons (or units) of greenhouse gas, or qualitative, such as governance
processes, the reputation of an organization or the organization’s impact on the state of biodiversity (NIVRA, 2009 as cited
in INTOSAI WGEA, 2013).

2.2. Sustainability Reporting in Nigeria

The Companies and Allied Matters Act of 1990 Cap C20 2004 is the guiding law for companies in Nigeria. It
regulates how companies are conducted and statutory reports published by companies. However, the Act focuses mainly
on financial reporting. No provision was made for sustainability reporting in the Act. In trying to improve environmental
disclosure by companies, the Federal Government formulated several environmental laws through the ministry of
Environment and Natural Resources. Examples of such laws are (Leyira, Uwaoma & Olagunji, 2011).: Federal
Environmental Protection Agency Act of 1988; The National Environmental Protection (Effluent Limitation) Regulation;
National Environmental Protection (Pollution Abatement in Industries and Facilities Generating Waste) Regulation;
National Environmental Protection (Management of Solid and Hazardous Waste) Regulation; Environmental Impact
Assessment Act of 1992; and Harmful Waste Act of 1988 These laws aimed at (Adediran & Alade, 2013).; Restricting the
release of a toxic substance into the environment. These Acts mainly established the standards which industries and
facilities generating waste must meet; requiring organizations to develop contingency plans for handling unusual and
accidental discharge and developing strategies for waste reduction; as well as install facilities capable of reducing or
eliminating pollution arising from their production activities. The laws also established the maximum limits of effluent
parameter discharge allowed into the air, streams, rivers, drains, and ground.

In the absence of any sustainability code, Nigeria adopted ISO 26000 in 2013, which is the NIS: ISO 26000. The ISO
26000 is a standard on social responsibility launched by the International Organization for Standardization in 2110. It is
aimed at giving guidance to organizations on how to make their operations sustainable. It encourages organisations to be
ethical and transparent in their dealing thereby contribute to the welfare of the society in which they exist). It requires
organizations to conform to global best practice while they take into account the social, environment, laws, culture, as well
as the political and economic environment in which they find themselves (International Organization for
Standardization,2010). One of the purposes for its adoption in Nigeria was for ensuring that charity and philanthropic
activities of many corporate organizations are well documented in their reporting in line with global sustainability
reporting standards. Despite this adoption, sustainability reporting in Nigeria was still unregulated and voluntary
(Aondoakaa, 2015), and many corporate organisations do not present their report to reflect their suitability impact on
society.

However, in January 2019, Nigeria launched its first sustainability code for private sector companies operating in
Nigeria through the Securities and Exchange Commission (SEC). While some firms believe, account for, and render
sustainability report, others feel reluctant to embrace sustainability reporting because they think that it is not aligned to
profit maximization (Whetman, 2018). The result of this paper could help in convincing firms that sustainability practices
constitute a potential for long-term value creation from which shareholders can benefit (Ching, Gerab & Toste, 2017).
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2.3. Empirical Review

Many authors have empirically investigated the effect of sustainability disclosure on the performance of firms
though there is a dearth of literature on it in Nigeria. Some revealed positive and others the negative relationship between
sustainability reporting and firm's performance. This part of the work will fist review those researched that has positive
effect before those with a negative impact on a firm's performance.

Whetman (2018) examined the impact of sustainability reporting on the firm's profitability. The study focused on

95 publicly traded firms from various sectors of the economy for the period 2015 - 2016. The work revealed a positive and
significant effect of sustainability reporting on a firm's return on equity, return on assets, and profit margin in the
subsequent year. The author further reported that the result applied only to firms with low institutional ownership and
concluded that co-prate sustainability reporting represents an effective substitute for monitoring by institutional
investors. Laskar (2018) did a similar study on the impact of corporate sustainability reporting on firm's performance in
Asia using a total of 111 nonfinancial firms from four Asian countries namely Japan, South Korea, Indonesia and India. The
study adopted content analysis to determine the disclosure score of sustainability performance based on Global Reporting
Initiative (GRI) format. The regression result of the study indicated a significant positive association between
sustainability reporting and firm's performance. The study further found that the relative impact of sustainability
reporting on firm performance was more in developed countries than in developing countries of Asia.
Buallay (2019) carried out a study on sustainability reporting and firm’s performance comparing the result from the listed
banking and manufacturing sectors of eighty 80) economies of the globe. The indices for sustainability were
environmental, social, and governance (ESG) and their impact on operational, financial and market performances were
tested. The finding showed a positive effect on operational, financial and market performance in the manufacturing firms.
However, ESG has a negative impact on the operational, financial and market performance in the banking sector.

Uwuigbe (2018) carried a study of sustainability reporting and firms performance: A bi-directional approach
focusing on Deposit Money Banks in Nigeria. Sustainability reports of the selected firms were analysed through the use of
content analysis and coded to obtain the sustainability disclosure index. The finding revealed a bi-directional relationship
between sustainability reporting and firm performance of quoted Deposit Money Banks (MDB) in Nigeria. In Malaysia,
Nur, Boon and Tze (2016) established that economic, social and environmental sustainability reporting is positively
associated with financial performance measured using Return of Assets and Return on equity. The study was on
sustainability reporting, and financial performance of Malaysian Public Listed companies and content analysis was used
based on some sentences and GRI indicators.

The following other studies indicated a negative relationship between sustainability reporting and firm
performance. Ching, Gerub and Toste (2017) carried out a survey of the quality of sustainability reports and corporate
financial performance using Brazilian listed companies. The period of this study was from 2008 t0 2014 and limited to
only those companies included in the corporate sustainability index (ISE) in Brazil. The study indicated no relationship
between accounting and market-based indicators and control variables and reporting quality. Aggarwal (2013)
investigated the impact of the sustainability performance of a company on its financial performance. The study focused on
listed Indian companies. The finding shows the twofold results of corporate sustainability influence on financial
performance based on the indices for performance. The result indicated on one hand that corporate sustainability
practices influence financial performance measures such as Return on Assets (ROA), Profit before Tax (PBT) and Growth
in Total Assets (GTA) positively.

On the other hand, corporate sustainability influences financial performance, such as Return on Equity (ROE) and
Return on Capital Employed (ROCE) negatively. The author concluded that corporate sustainability reporting has no
significant association with firm performance. It was supported by the result of the study by Asuquo, Dada and
Onyeogaziri (2018) on the effect of sustainability reporting on corporate performance of selected quoted brewery firms in
Nigeria for the period 2012 - 2016. The authors used economic, environmental and social disclosures as proxies for
sustainability reporting and Return on Assets (ROA) as a proxy for performance. The finding was that economic
performance disclosure (ECN), environmental performance disclosure (ENV) and social performance disclosure (SOC)
have no significant effect on return on asset (ROA) of the firms studied. Priyanka (2015) did a similar study using
companies in India. The finding shows that sustainability reporting practices of companies in India have a negative impact
on the performance of companies in the short run and a positive effect on the long term.

2. 3.1. The motivation for and Benefits of Sustainability Reporting
Sustainability information conveys the company’s economic, social and environmental impacts caused by its

everyday activities to stakeholders. By so doing, it presents the firm’s value and governance model and demonstrates the
link between its strategies and its commitment to a sustainable global economy. External stakeholders need to understand
the company's real value, its tangible and intangible assets. Companies can no longer operate at the neglect of society and
the environment (Whetmen, 2018). Companies need to be transparent about the risks, opportunities and their
performance to establish trust with stakeholders (INTOSAI WGEA, 2013). It is through sustainability reporting that they
can gain knowledge relating to the risks and different opportunities available to them. Saridewi and Koesrindartot, (2014);
Uwuigbe, (2011) posit that sustainability reporting can improve organizations’ ability to understand and manage
sustainability-related risks and help them better anticipate changing societal expectations. This knowledge can be used to
inform and stimulate future practice (Corporate Citizenship, 2012). Reporting on sustainability issues is a recognized way
of engaging and involving stakeholders in corporate practice (Corporate Citizenship, 2012), as they can play a role in
identifying non-financial risks and opportunities for the organization. The involvement of stakeholders increases
transparency, better decision making, and helps to build and maintain trust between the business and governments.
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Sustainability reporting has been found to improve the long term success of the reporting entity, one of the reasons for
which investors are increasingly seeking to invest in the companies that follow good sustainability practices (Burhan &
Rahmanti, 2012).

Negative impacts of social, environmental and governance can be reversed through sustainable reporting, thereby
improving and managing an organisation’s reputation and brand loyalty. Thus it is no surprise that the majority of the
reporters are large companies and firms having severe environmental impacts. (INTOSAI WGEA, 2013). It is used in this
case as a medium to show compliance, demonstrate the corporate point of view, and promote corporate image (Corporate
Citizenship, 2012).

Information is vital to the survival of every business. Sustainability reporting creates an information resource
(Corporate Citizenship, 2012). It helps to gather and organize information to improve management systems and the
quality of management information. As INTOSAI WGEA, (2013); Uwuigbe, (2011) noted, paying attention to sustainability
can help to drive innovation, develop new market offerings and safeguard sustainable growth in the long run. Further,
reporting can act as a tool for leadership, increase employee satisfaction and make organizations attractive to new
employees (Aggarwal, 2013).

Sustainability reporting can be a tool to attain cost savings, because it encourages an organization to use natural
resources more efficiently, improve process efficiency, and use recoverable resources (Saridewi & Koesrindartot, 2014;
Uwuigbe, 2011). It provides a framework for measurement and target setting of organizational goals (Corporate
Citizenship, 2012). It helps companies to discover weaknesses, opportunities and set a new goal (Buniamin, Alrazi, Johari
& Abd-Rahman, 2011). Finally, sustainability reporting can be used to address the demand for more transparency and
better accountability brought about by the global financial crises and the sustainability issues currently facing the world
today (INTOSAI WGEA, 2013).

2.3.2. Profitability and Sustainability Reporting

Profitability is one of the main objectives of a business organization. Profit in this sense could be either accounting
profit which refers to the excess of income over expenses for a particular period or economic benefit which in addition to
the former also incorporates opportunity cost or forgone alternative of the business (Hofstrand, 2009). A firm’s
profitability is an indication of how efficiently the firm’s resources are managed, and so it is of particular interest to several
stakeholders (Nwude, 2004). Previous research studies have demonstrated that sustainability reporting affects a firm's
profitability. Still, some firms are not sufficiently convinced that sustainability reporting can affect profit positively. Some
firms reluctantly report on their sustainable activities to show compliance with regulation while others consider it is a
waste of resources. A research carried out by Laskar (2019) found out that the association between profitability and
sustainability reporting is positive and significant with South Korean firms but the Indian firms, it was negative. The
further finding indicates that the relative impact of sustainability reporting is found to be significantly more in South Korea
as compared with India. Considerable data abound which show that companies which do not act sustainably perform
considerably worse than those who are doing so (Nordea Equity, 2017). A GRI study of 2600 executives and managers
from companies around the world revealed that the percentage of companies reporting profit from the implementation of
sustainability increased from 23% to 37% in one year. The finding also showed that the degree to which a company
incorporates sustainability concerns into its business model correlates with an increase in profit.

2.4. Theoretical Framework

2.4.1. Legitimacy Theory

Legitimacy is a status that is an outcome of society's collective perception of the organization's operation. It is a
social assessment or appraisal of corporate conduct that is considered acceptable, appropriate, or/and desirable
(Zimmerman & Zeitz, 2002; as cited in Lim, Wilmshurst &Shimeld, 2010). Therefore, it is expected that firms will
undertake acceptable behaviour or at least to be perceived as such so that they are perceived to be ‘good’ corporate
citizens. Legitimacy is ‘a generalized perception or assumption that the actions of an entity are desirable proper or
appropriate within some socially constructed systems of norms, values, beliefs, and definitions’ (Suchman, 1995 as cited in
Lim et al, 2010). Theory of legitimacy asserts that the organization seeks to ensure that they are perceived as operating
within the bounds and norms of their respective societies, that is they attempt to ensure, that outside parties perceive
their activities as being ‘legitimate.” These bounds and rules are not considered to be fixed but change over time, thereby
requiring organizations to be responsive to the ethical environment in which they operate (Deegan &Unerman, 2011 as
cited in Ismail & Haddow, 2014). According to this theory, it is essential to meet the societal norms and expectations to
ensure the survival of a firm in the long-term (Lindblom, 1993 as cited in Aggarwal, 2013). The proponents of legitimacy
theory argue that corporate social and environmental responsibility tends to reduce the risk of regulatory actions and
boycotts by stakeholders and strengthens the firm's license to operate. (Aggarwal, 2013).

2.4.2. Stakeholder Theory

Stakeholders are ‘groups and individuals who benefit from or are harmed by, and whose the right is violated or
respected by corporate actions.” (Freeman, 1998 as cited in Branco & Rodrigues, 2007). Post et al. (2002, p. 8) in Branco
and Rodrigues (2007) defined the stakeholders of a company as the ‘individuals and constituencies that contribute, either
voluntarily or involuntarily, to its wealth-creating capacity and activities, and who are therefore its potential beneficiaries
and risk bearers.” A company's stakeholders are those who supply critical resources, place something of value ‘at risk,” and
have sufficient power to affect its performance. In addition to shareholders, stakeholders include creditors, employees,
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customers, suppliers, and the communities at large. Stakeholder theory asserts that companies have a social responsibility
that requires them to consider the interests of all parties affected by their actions. Management should not consider only
its shareholders in the decision-making process but also anyone who is affected by business decisions. Proponents of this
theory argue that it is relationships rather than transactions that are the ultimate sources of a company's wealth, and it is
the ability to establish and maintain such relationships within its entire network of stakeholders that determines its long-
term survival and success of the organisation (Branco & Rodrigues,2007; Freeman, Wicks & Parmar,2004).

2.5. Hypotheses Development

Recent researches on the subject matter have shown varying results. Burhan and Rahmanti (2012), discovered
that sustainability reporting influences company performance partially. Only social disclosures influence company
performance. Aondoakaa (2015), found that sustainability reporting has a significant positive impact on return on assets,
return on equity, net profit margin and earnings per share, respectively, in Nigeria. Kasbun, Teh, and Ong (2016) found out
that there is a positive association between sustainability reporting, economic, social, and environmental sustainability
reporting and financial performance.

Mohammed, Zakaree, and Oladele (2016) examined the impact of corporate social responsibility disclosure on the
financial performance of listed manufacturing firms in Nigeria. They found out that corporate social responsibility
disclosures have a significant positive effect on EPS. This work intends to reconfirm these works. Therefore, the following
hypotheses stated in null are used for the research

o Hp: Social disclosures do not have a significant effect on ROE of listed manufacturing companies in
Nigeria

e  Hysp:Social disclosures do not have a significant impact on EPS of quoted manufacturing companies in
Nigeria

e  Hyz: Environmental disclosures do not have a significant impact on ROE of listed manufacturing companies
in Nigeria

e Hyy Environmental disclosures do not have a significant effect on EPS of quoted manufacturing

companies in Nigeria.

e  Hyz.:Economic disclosures do not have a significant impact on ROE of listed manufacturing companies in
Nigeria.

e  Hyz:Economic disclosures do not have a significant impact on EPS of listed = manufacturing companies in
Nigeria

3. Methodology

3.1. Research Design

The research was analytical; the study employed the ex-post factor design because of the secondary data used which
cannot be manipulated. Also the design was selected because it is suitable for studying events that have already taken
place. A systematic design was chosen to determine the impact of the three pillars of sustainability reporting on the
profitability of manufacturing firms. The researcher also made use of content analysis for data collection. The decision to
use content analysis was to enable the researcher to extract both qualitative and quantitative information specified by the
GRI from the annual reports of selected companies. The population of the study consists of all the 23 consumer goods
manufacturing companies listed on the Nigerian Stock Exchange as at 31st December 2018. A judgmental sampling
technique was adopted to select a total of 15 listed firms for this study; based on their market capitalization status and
availability of 2009-2018 annual reports. It means that the companies that made up the sample were listed in the Nigerian
Stock Exchange as at 2009 and were still listed as at 2018. Judgmental sampling technique was chosen to enable the
researcher to derive the desired data for the study.

3.2. Data Collection

The study was conducted based on secondary data. The secondary data was collected from annual reports of the
selected sample companies which are the most important documents companies use to communicate with their
shareholders and other stakeholders. Sustainable disclosure performance (independent variables) score of the firms
under study was obtained through the use of content analysis. These independent variables were measured by scoring
index based on the Specific Standard Disclosures performance indicators provided in Global Reporting Initiative
Guidelines G4 (GRIG4).
The disclosure performance index obtained was further used to determine the effect of the corporate sustainability
reporting on firm performance employing a multiple regression model. The techniques used for data analysis are content
analysis and multiple regressions. Multiple regression analysis was most advantageous to the study because it is employed
to determine the impact of more than one independent variable on the dependent variable. Descriptive statistics were
used to show the characteristics of the data collected.

3.3. Definition of Operational Variables
3.3.1. Dependent Variable

The dependent variables used as measures of company profitability were Return on Equity (ROE) and Earnings
per Share (EPS)
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The formula of ROE:

Profitafterinterestandtax
ROE=

)

Equity

_Profitafterinterestandtax

EPS =

ShareCapital

Return on Equity and Earnings per Share are among the ratios for measuring business profitability. ROE and EPS are
chosen because they show the proportion of company returns attributable to shareholders. Shareholders are the owners
of a company limited by shares. It will be worthwhile to ascertain how sustainability reporting affect shareholders returns.

3.3.2. Independent Variables
Sustainability reports involve disclosure on the company's sustainability performance viewed from three
dimensions. They are economics, environmental, and social aspects. These dimensions make up the three independent
variables for this study. These are:
e Economic performance disclosures
e Environmental performance disclosures
e Social performance disclosures
According to the Global Reporting Initiative (2013), the economic dimension of sustainability concerns the
organization's impacts on the economic conditions of its stakeholders and economic systems at local, national, and global
levels. It does not focus on the financial status of the organization; the environmental dimension of sustainability looks at
the organization's impact on living, and non-living natural systems, including land, air, water and ecosystems and the
social aspect of sustainability refers to the effects the organization has on the social networks within which it operates.
These independent variables were measured by scoring index based on performance indicators provided in the
Global Reporting Initiative Guidelines G4 (GRIG4) Specific Standard Disclosures. Global Reporting Initiative (GRI)
Sustainability Guidelines on Economic, Environmental, and Social Performance is the most prominent current reporting
guidelines (Burhan & Rahmanti, 2012). Research conducted by Dincer (2011) in Burhan and Rahmanti (2012) also
suggests adopting the GRI format as a CSR reporting model to be used by the firm for disclosing information.
A score of one (1) was awarded if an item was reported; otherwise, a score of zero (0) was awarded. Consequently, a firm
could score a minimum of 0 and a maximum of four, twelve and thirty (4, 12 & 30) points on economic, environmental and
social categories respectively.The formula used to calculate the index score is:

k=1 (itemavailable)

. k=0 (i ilable)®)
Index of CSR_GRI Disclosure Rate = L
N=(totalGRIDisclosureRequirement)

Where N is the total number of items expected to be reported by the firms based on GRI guidelines. Thus, it takes
value 4 for economic, 12 for environmental and 30 for social. K is the sum of the scores of the actual disclosure,
which takes valuel if a firm reports specific item in the categories of economics, environmental and social and 0
otherwise. Thus, the maximum value of the sum of K is 30 for the social, 4 for economics and 12 for environmental.
Thus, the values of the Index of CSR_GRI Disclosure Rate range between 1 and 0. The index of 1 suggests total
disclosure (i.e. all items were disclosed) as required by GRI and the value 0, shows that the firms did not disclose
any items according to the GRI guideline. Values between 1 and 0 exclusive suggest partial disclosure.

3.3.3. Model Specification
The study adopted and modified the model specified in Burhan and Rahmanti (2012). The equation is presented

below:

EPSit= Bo+ leEconit +82X El’lVit+B3 XSOCit+ Sit [1)

ROEit = Bo + leEconit +82X El’lVit+B3 XSOCit+ Sit [2)
where:

Roej: = Return on Equity

Epsic =Earnings per Share

Bo= constant

B1-4 = regression coefficient

Econ;= Economic performance disclosure index
Envi= Environmental performance disclosure index

Soci= Social performance disclosure index.

Eic= error term

We modified Burhan and Rahmanti (2012) model in equation 1 and 2 by introducing lag of earnings per share and return
on equity to obviate spurious results associated with time-series data. The variables EPS_1 and ROE_1 in equations 3 and 4
respectively are to act as a moderating variable to take care of autocorrelation.

EPSit =Bo + leECOHit +BzX Envit+83 XSOCit+ B4EPSit_1 + Sit [3)
ROE;; = Bo + leECOHit +BzX Envit+83 xSoci+ B4ROEit_1 + Sit [4)
Where,
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Roej. 1 = Lag Roe
Epsic 1= Lag Eps
Eic= error term

4. Descriptive Statistics

Using the SPSS, the researcher used the data and computed the mean, standard deviation, and variance, which
form the descriptive statistics for both the dependent and the independent variables. The result of the computation is
presented below.

N Minimum Maximum Mean Std. Deviation
ECO 150 0.0000 1.0000 0.7733 0.2135
ENV 150 0.0000 0,8300 0.1327 0.2103
SOC 150 0.0000 2.0000 0.3090 0.1896
ROE 150 -1.0100 1.1100 0.2036 0.2753
EPS 150 -16.8200 54.2600 3.3857 7.7648
Valid N 150
(listwise)

Table 1: Descriptive Statistics
Note: This table provides summary statistics. ECO is the environmental disclosure; ENV is the economic performance
disclosure; SOC is social performance disclosure; ROE is the return on equity; EPS is earnings per share, and N is a number
of observations.

Table 1 shows that the mean value of economic performance disclosures is 77.33% with fair variability of 0.21.
This figure is high when compared to result for an environmental performance whose mean is 13.27% with the variability
of 0.20 and social performance disclosures with mean 30.90% and standard deviation of 0.1896. This means that most
Companies disclose economic performance more than environmental and social performance.

4.1. Pairwise Correlation Analysis

Table 2 shows the correlation matrix for the variables of this study. First on Table 2 results (the upper-right
diagonal reports for earnings per share -Pearson correlation coefficients in bold) show that only two sustainability
performance variables (economic and environmental) are correlated with each other at the 1% significance level, which
indicates that they are necessary measures. Also, the variables of interest, earnings per share is significantly and positively
correlated with economic and environmental performance indicators at the 1% significance, while marginal significance
(p=0.088< 0.10) exists between earnings per share and social performance disclosures. Second on Table 2 results (the
lower-left diagonal- return on equity- Pearson correlation coefficients) of the Pearson coefficients shows that return on
equity has a significant and positive correlation with all the sustainability performance variables at the 1% (p<0.01)
significance level, which suggests that the higher the sustainability performance, the higher the return on equity.

EPS ECO ENV soC
ROE 1. 0.266™ 0.388" 0.310**
(0.001) (0.000) (0.000)
ECO 0.219" 1. 0.317" 0.155
(0.007) (0.000) (0.058)
ENV 0.254™ 0.317" 1. 0.346"
(0.002) (0.000) (0.000)
soc 0.140 0.155 0.346" 1.
(0.088) (0.058) (0.000 )
N 150 150 150 150

Table 2: Correlation Matrix

This table presents the Pearson correlation matrices. The upper-right diagonal reports for earnings per share -
Pearson correlation coefficients in bold, and the lower-left diagonal- return on equity- Pearson correlation coefficients.
The numbers reported in parentheses are p values. *. Correlation is significant at the 0.05 level (2-tailed). EPS is the
earnings per share; ROE is the return on equity; ECO is the economic performance disclosure; ENV is the environmental
performance disclosure; SOC is the social performance disclosure; N is the number of observations.

4.2. Multicollinearity Analysis

The result of the pairwise correlation analysis in Table 2 reveals a positive correlation between all the
independent variables (ECO, ENV, and Soc) and the dependent variables (EPS and ROE). Hence, some issues are commonly
related to the behaviour between endogenous variables. Therefore, a further check of collinearity is required. We used a
robustness check by conducting the test for multicollinearity using the variance inflation factor (VIF) and tolerance. Table
3 presents the Variance Inflation Factor (VIF).
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Variables VIF
ECO 1.1659
ENV 1.2689
SOC 1.1737
MVIF 1.2028

Table 3: Variance Inflation Factor

Table 3 shows that VIF 1.2028< 5 as propagated (Aondoakaa, 2015). This indicates the absence of
multicollinearity problem that might affect the accuracy and reliability of the result and ultimately, the findings and
conclusions generated from this study.

4.3. Regression Results and Discussion of Findings
In this section, regression results are presented. First, Table 5 below shows the summary of the regression result
of the Earnings per share (EPS) reaction to the Sustainability Reporting indicators, economic performance disclosure,

environmental performance disclosure, and social performance disclosure index using model 1.

Estimator Model 1(EPS) Model 3(EPS)
Variable Coef Std Error Prob Coef Std Error Prob
ECO 5.4367 2.8312 0.0568** 0.7712 2.3103 0.7390
(1.9202) (0.3338)
ENV 10.1379 3.0261 0.0010* 6.3375 2.4361 0.0103*
(3.3500) (2.6014)
SocC 7.8490 2.4353 0.0161%* 3.8350 2.5963 0.1418
(2.4353) (1.4770)
EPS_1 0.5973 0.0637 0.0000*
(9.3769)
Cons -4.5896 2.3015 0.0480** -1.2555 1.8680 0.5026
(-1.9941) (-0.6721)
R?2 0.2059 0.5064
Adj R? 0.1895 0.4927
F-Statistic 12.6194 36.9457
Prob. F 0.0000*** 0.0000***
DW 0.8923 2.0076

Table 4: Regression Result of Sustainability Reporting Indicators and Earnings Per Share

Table 5 describes the relationship between sustainability performance reporting and profitability of a sample of
Nigerian firms quoted on the Nigerian Stock Exchange in the period 2009 to 2018. The table shows the regression
coefficients (Coeff.) t-values, total explanatory power (adj. R?), F-statistics, the probability of F, number of observation (n)
for the total sample. EPS is the earnings per share; ECO is the economic performance disclosure; ENV is the environmental
performance disclosure; SOC is the social performance disclosure; EPS_1 is lag pf earnings per share. Note:  * significant
at the 1% level, ** significant at the 5% level, *** significant at 10% level
Model Specifications:

Model 1: EPSic= o + BixEcon; +B2x Envic+B3 XSocic + §it
Model 3: EPSit=BO + leEconit +82X El’lVit+B3 XSOCit+ B4EPSit_1 + Sit

Model 1 regression result in Table 5 revealed a possible problem of independence of the error term as was
indicated by the Durbin-Watson statistics (0.8923). Concerning the issue of autocorrelation between the residual of the
data used in this study, we introduced the variables Lag EPS (EPS_1) in model 3 and Lag ROE (ROE_1) in model 4 to act as
moderating variables to take care of the autocorrelation related issues.

Hence, the inclusion of the moderating (EPS_1) in model 3 normalized the data for accurate data analysis. Model 3
regression result in Table 5, indicates the D-W statistic of 2.0076. This shows that there is a positive autocorrelation and
further suggests that the statistic favours the accuracy and reliability of the results generated based on model 3
regressionresult of the earnings per share (EPS) reaction to the sustainability reporting indicators- economic performance
disclosure, environmental performance disclosure, and social performance disclosure index. Our approach is in line with
Aondoakaa (2015). Therefore, for brevity and clarity, our hypothesis testing, discussion of findings and conclusion are
restricted to regression results of models 3 and 4 in Tables 5 and 6.

Table 5 shows the multiple regression analysis on earnings per share reactions to the combination of
sustainability reporting indicators (economic performance disclosure, environmental performance disclosure, and social
performance disclosure) and moderating variable (lag EPS). Concerning the EPS reaction to the combination of
sustainability reporting indicators and EPS_1, our results of model 3 in Table 5 revealed that both the independent and
moderating variable is significant with a 51% reliability, with F-statistic 36.9457 and Prob. F 0.0000 (at the 1%
significance level (p<0.01)). This implies that 51% of the variation of EPS is explained by variation in sustainability
performance disclosures; other factors explain the rest. Interestingly, the intercept of the regression is, correctly signed
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per the prior expectation, implying first that sustainability reporting is contributing positively and significantly to the
profitability of consumer goods manufacturing companies listed on the Nigerian Stock Exchange. The finding in the context
of this study is in tandem with the views of Burhan & Rahmanti, 2012) that investors are increasingly seeking to invest in
the companies that follow good sustainability practices. Also, the result agrees with the evidence provided by Aondoakaa
(2015) and Kasbun et al. (2016).

However, Table 5, shows that the coefficient and T-value of ECO is 0.7712 and 0.3338 respectively and
insignificant at the 5% level, which is consistent with our null hypothesis (HO3) economic disclosures do not have a
significant impact on the profitability of listed manufacturing companies in Nigeria. This result is in tandem with the
findings of Burhan and Rahmanti (2012)

On the other hand, ENV with the coefficient of 6.3375, T-value of 2.6014 and P-value of 0.0103 (P<0.01)
significantly and positively contributed to the sampled companies’ earnings per share (EPS). The result provides strong
evidence against our hypothesis (H02) that environmental disclosures do not have a significant impact on the profitability
of listed manufacturing companies in Nigeria. Therefore, we accept the alternative hypothesis, implying that
environmental disclosures of listed manufacturing companies in Nigeria have impacted positively and significantly on
their financial performance. This finding supports the legitimacy theory (Aggarwal, 2013) and stakeholders’ theory
(Branco & Rodrigues, 2007). Also, provided evidence to the views of proponents of this theory that it is relationships
rather than transactions that are the ultimate sources of a company's wealth, and it is the ability to establish and maintain
such relationships within its entire network of stakeholders that determines its long-term survival and success of the
organization (Branco & Rodrigues, 2007; Freeman, Wicks & Parmar,2004).

The regression result of model 3 in Table 5, further revealed that SOC has no significant (p-value > 10%)
impact on the profitability of the listed manufacturing companies of Nigeria Stock Exchange. Based on the p-value of
0.1418, we accept null hypothesis 1(HO1), social disclosures do not have a significant effect on the profitability of listed
manufacturing companies in Nigeria. The finding agrees with Saridewi and Koesrindartot (2014), who reported that there
was no significant relationship between social disclosure and financial performance. On the other hand, this result
contradicts the finding by Burhan and Rahmanti (2012) that only social disclosures influence company performance.
Moreover, lag EPS results in Table 5 shows a positive and significant (at the 1% significance level) influence on the
relationship that exists between the earnings per share (EPS) and the sustainability reporting indicators.

Estimator Model 2(ROE) Model 4(ROE)
Variable Coef Std Error Prob Coef Std Error Prob
ECO 0.1959 0.1075 0.0707* 0.0176 0.1032 0.3009
(1.8208) ok (0.2139)
ENV 0.2460 0.1149 0.0341* 0.1687 0.1095 0.1254
(2.1395) * (1.5412)
SocC 0.0743 0.12247 0.5446 0.03264 0.1185 0.7785
(0.6073) (0.2818)
ROE_1 0.3527 0.0783 0.0000*
(4.5021)
Cons -0.0034 0.0874 0.9684 0.01769 0.08272 0.8309
(-0.0397) (0.2139)
R2 0.0882 0.1982
Adj R? 0.06694 0.1750
F-Statistic 4.7079 8.8989
Prob. F 0.0036* 0.0000*
DW 1.3757 2.1438

Table 5: Regression Result of Sustainability Reporting Indicators and Return on Equity

Table5 describes the relationship between sustainability performance reporting and profitability of a sample of
Nigerian firms quoted on the Nigerian Stock Exchange in the period 2009 to 2018. The table shows the regression
coefficients (Coeff.) t-values, total explanatory power (adj. R?), F-statistics, the probability of F, number of observation (n)
for the total sample. ROE is the return on equity; ECO is the economic performance disclosure; ENV is the environmental
performance disclosure; SOC is the social performance disclosure; ROE_1 is the lag return on equity. Note: * significant
at the 1% level, ** significant at the 5% level, *** significant at 10% level
Model Specifications:

Model 2: ROE;: = o + B1xEcon;; +f2x Envic+B3 xSocic + §ic
Model 4: ROEit=BO + leEconit +82X El’lVit+B3 XSOCit+ B4ROEit_1 + Sit

Regarding the return on equity and anchoring our findings on model 4 in Table5, the multiple regression analysis
on return on equity reactions to the combination of sustainability reporting indicators and moderating variable (ROE_1)
revealed a mixed result. Concerning the ROE, model 4 in Table5 indicates that both the independent and moderating
variable is significant, with an about 20% reliability, with F-statistic 8.8989 and Prob. F 0.0000 (at the 1% significance
level (p<0.01)). This implies that 20% of the variation of ROE is explained by variation in sustainability performance
disclosures; other factors explain the rest. However, and surprisingly, all the coefficients and t-values of sustainability
performance disclosures indices are individually insignificant but positive, which suggests that sustainability performance
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disclosures are insignificant in explaining variations in the return on equity although the intercept is correctly signed
which implies the higher the sustainability performance disclosures within the companies, the higher the return on equity.

5. Conclusion, Limitations and Recommendations

We investigate how sustainability reporting impact on company profitability. The purpose is to determine the
effect of all the three pillars of sustainability reporting on sampled company's profitability. Towards this end, we exploit
the setting in Nigeria, an emerging economy, where organizations may be unsure of the benefit of sustainability reporting
and see nothing specific to gain from publishing sustainability reports. Consistent with prior research, we generally find
that sustainability reporting has a positive influence on company profitability. Specifically, we find that environmental
disclosure has a positive and significant impact on the company's profitability. Interestingly the magnitude and
significance of the positive earnings per share reaction to environmental disclosure practices are positively related to both
legitimate and stakeholders theories confirming that investors and other stakeholders are interested in the activities of
firms within the environment. This implies that an increase in sustainability reporting would lead to an increase in
profitability.

This work has added to the available literature on sustainability reporting in Nigeria by looking at how
sustainability reporting as a whole influence company performance and how each of the three aspects of sustainability
reporting (social, environmental and economic disclosures) influenced company profitability in Nigeria. Furthermore, the
model used was modified to include a moderating variable to take care of autocorrelation.

5.1. Limitations of the Study

There are two significant limitations in this study that future research can address. First, the study concentrated
only on manufacturers of consumer goods in Nigeria. This means that the result of the study cannot apply to other
manufacturing firms. Further research in sustainability reporting should focus on different groups of manufacturing firms
and in addition, may consider evaluating the impact of Sustainability Reporting on other performance measures like the
share of the market, financial leverage and firm size. Secondly, most of the firms were not actively involved in voluntary
disclosure of sustainability reporting because there were no codes guiding companies sustainability reporting. Every
company reported what it wanted to communicate. During the period covered by this research, Nigeria had not issued any
sustainability code making it mandatory for all companies in the country. The Nigerian Stock Exchange issued a code on
sustainability reporting with effect from 1 January 2019. Further studies on this or related topics may produce different
result because many companies would have been sincerely involved in applying the code requirements in reporting.

5.2. Recommendations

Business organisations are encouraged to publish useful sustainability reports. This is because good sustainability
reporting practice results in better profitability for the company. Availability of sustainability guidelines issues by the
Securities and Exchange Commission will be a good reference point.

The government should encourage companies to publish sustainability reports. There are currently no legislative
requirements in Nigeria for companies to prepare and publish sustainability reports. Regulatory authorities like the
Corporate Affairs Commission and the legislative arm of government should put in place regulations that encourage
Sustainability Reporting.

Local communities where these companies operate and other stakeholders like employees and social and
environmental non-governmental organizations must demand Sustainability Reporting to meet their information needs
and help them hold companies to account for not only economic performance but also environmental and social
performance as they affect them.

In addition to the above, there is a need for public enlightenment on what sustainability reporting is all about. This
is to equip stakeholders with necessary information on what to expect and demand from published sustainability reports.
The data will enable them to appraise companies based on the quality of their sustainability reports

There is need for continuous professional training on sustainability reporting. This will enable professionals,
especially accountants, to make better input with regards to sustainability reporting.

More research works are needed to increase the literature available on sustainability reporting in Nigeria. This
would provide more insight into the subject matter and more solutions to sustainability problems facing society.
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