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Abstract

The Niger Delta area of Nigeria has been plaguetth werious oil prospecting and production related e
vironmental hazards with its attendant protest(inuty armed struggle against the Nigerian state and
Oil Companies). The social, political and secuiityplication of corporate environmental neglectlisis

a common knowledge in Nigeria. This study investigghe degree of lessons learnt by companies-in Ni
geria with regards to their attitude towards theveonment. The study examines annual report disclo-
sures of environmental information of 20 compaiies1 10 sectors( out of the 27 listed on the Nageri
Stock Exchange) that represent industries widetpgaized to have environmental problems, and these
are Breweries; Chemical and Paints; Conglomera@gnstruction; Food/Beverages and Tobacco;
Health Care; Industrial/Domestic Products; PackagjirPetroleum Product Marketing; and Textile. The
period of investigation covers the five — year ehBecember, 2006. Of the 100 annual accounts exam-
ined; 27 have short qualitative discussion of Itsn a page on environmental disclosures; 5 have ex
tended qualitative discussion of a page and aboweg has a footnote discussion; 17 articulate tha-e
ronmental policies adopted; 10 have had improvenserde adoption of policy; and 22 claimed positive
response to environmental related government pdicAnalysis also reveals that only 7 out of the 20
companies spread over 6 out of the 10 sectors ewhprovided one form of disclosure or the othée T
companies are also mainly multinationals operatimdNigeria with their action more likely to be pate
company policy driven because environmental infoionadisclosure is not mandatory in Nigeria. This
present study is considered a marked improvemamtanv earlier study for the five — year ended Decem
ber, 1999 where the overall disclosure rate was 11%

Keyword(s): Environmental reporting; Environmental disclosuEayironmental cost
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1 - Introduction

The insecurity of life and properties of oil prothg companies in the Niger Delta area of Nige-
ria is a classical example of insufficiency anddeguacy of economic performance and effi-
ciency for organisational survival and growth. Nigelike most of the developing countries is a
mono economy nation. It derives the majority ofitlsome from the oil and gas industry - an in-
dustry that is heavily reliant on environmentalogges and consequently degrades and pollutes
the environment. Nigeria is an example of develgpiountries that (Myers, 1994) describes as
having massive degradation and destruction of enmental systems and natural resources
threatening their continued and sustainable devedop. Olorode(2000) traced the origin and the
dynamics of the Nigerian Civil war of 1967 to 19%60socio-political factors in the petroleum in-
dustry. The socio-environmental induced crisishie til and gas sector of the economy is a na-
tional knowledge that has created very seriousrggquroblems to life and property in the area
at a worsening dimension since the execution irbX#Xen Saro-Wiwa, a renowned playwright
and environmentalist. It is expected that managéeconomic entities in Nigeria should take a
cue from the oil and gas industry of the limit tmeomic growth of firms that take no account of
social and economic dimensions of their relatiopshvith the society where they operate.

Chokor(1988) argues that the first step in theatiffe control and management of the envi-
ronment is in the development of public environrmaématvareness because it is considered as a
synthesis of people’s conception, interpretatioth p@rception of environmental issues.

Gray (2000) also takes the essential desirabilitgazial, environmental and sustainability
reporting as a crucial element in any well-funciimghdemocracy as given. A converse view to
this position possibly provides an explanation aghothers for the not so well-functioning de-
mocracy being experienced in Nigeria.

Millstone and Watts(1992) have also argued thatrenmnental issue that began as a grass-
roots effort is quickly becoming a mainstream issfi€oncern to consumers, investors, politi-
cians, and businesspeople alike. The concern etivironment at the State and Federal Gov-
ernment levels in Nigeria led to the establishn@ntinistries of environment which is an im-
provement on the earlier states and federal enviemtal agencies.

This study is carried out to contribute from aniédn nation perspective to the global litera-
ture on environmental disclosure in annual repans also to provide a basis for corporate in-
vestment decision making.

The remaining part of this paper is organized dsvis. The next section discusses the theo-
retical background and literature review. Thisaldwed by the section on research design and
methodology. Thereafter is the section that prestrg results and discussion. The final section
is the conclusion.
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2 — Theoretical Background and Literature Review

2.1 —Some Theories

Gray(2000) claims that there has been significaotvth in environmental and social auditing
and reporting since the 1990s. Possible explamdtiothis trend is not unconnected with busi-
ness firms’ desire to create, maintain or repagirtisocietal legitimacy. Arguably, legitimacy
theory is the more probable explanation for thedase in environmental disclosures since the
early 1980s(O’Donovan, 2002). Other researchershthae agreed to the dominance of Legiti-
macy theory as a more profound explanation to gatpasocial and environmental reporting in-
clude(O’Donovan, 1999; Walden and Schwartz, 199/gy@t al, 1995a; Hooghienstra,2000;
and Wilmshurst and Frost, 2000). Other theories plavide a sound theoretical foundation to
substantiate the value of social and environmestabunting research, and by extension their
disclosure include Stakeholder theory(see; Guumig Parker, 1990; Roberts, 1992; Geawl,
1995a; and Roberts and Mahoney, 2004); Institatitimeory(Cormieret al, 2005; Meyer and
Rowan, 1977) and Resource Dependence theory(P&fteGalancik, 1978, 2003)

Legitimacy theory (Lindblom, 1994; Suchman, 1996)alue system centred. A dichotomy
exists between the value system of organisatioddtasse of the society. Legitimacy exists at the
organisational level when there is congruence batvwagganisation and society value system. In-
stitutional theory, unlike legitimacy theory speéesf how society expectations are met and gained
by institutionalising norms and rules. Some codéediaviour to earn, nurture and maintain so-
cietal expectations; and thus create a positivarosgtion-society interface. Resource depend-
ence theory concerns itself with the strategy asgdions adopt in drawing resources from the
environment. This position is imperative becausganisations are interdependent with selves
and the environment. The resolution by organisatimindifferent and conflicting expectations of
different stakeholders is what stakeholder theoryages in. This is more necessary because of
divergent impacts different stakeholders have @amisations. In spite of the diversity in their
level of analysis and specificity, the various the® are united in their resolve to advance and
sustain positive organisation — society interface.

2.2 — Some Prior Research

Various authors, accounting associations and relsear have addressed the environmental re-
porting issue and concluded (based on differentativjes) that environmental disclosures are
important to both internal and external users(Gamablal, 1996). Some of the objectives that
formed the basis of their investigation includee tisefulness of environmental or social disclo-
sures to investors(Buzby and Falk, 1979; RocknedsVdilliams’, 1988; Longstreth and Rosen-
bloom, 1973, Gragt al, 1995 Deegan and Rankin 1964 O’Donovan G.,2002) and the results
produced are mixed; the quality of environmentathtisures(United Nations 1992; Gameéte,
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1996; and Gray, 2000) revealing poor and incoestsinformation; the relationship between
stock price movement and environmental relatedrmé&ion(Shane and Spicer, 1983; Freedman
and Jaggi, 1986; and Konar, and Cohen, 1997 plegdesome association in some of the studies
but none in others; studies by (Rockness, 1985néviand Adler, 1999) on reliability of social
and environmental disclosures in annual accounts nat found them as reliable measures of
social performance.

A number of studies have been undertaken in diffeceuntries to examine corporate envi-
ronmental performance from different perspectives.observed by (Guthrie and Parker,1989;
Hogner, 1982; and Tinker and Neimark, 1987) a remub researchers have noted a substantial
increase in environmental disclosures in annysdnts in the last four decades.

The theoretical perspectives provided by (Grayl €t9®5a, 1995b) for discussing environ-
mental disclosure are: decision-usefulness studiesnomics-based theories such as Positive
Accounting Theory and political economy theoriehie Tpolitical economy theories such as
stakeholder and legitimacy theories are more ugbar economics-based theories because their
focus is beyond shareholders’ wealth maximization.

Several researchers have examined the associatiwvedn corporate environmental per-
formance and economic performance(Spicer, 1978nGimel Metcalf, 1980; Jaggi and Freed-
man, 1992). The results of these studies are itgoine.

Their findings indicate that the association in shert run is expected to be negative, but that
it is likely to be positive in the long run.

Overall, results strongly suggest that environmledisclosure is multi-dimensional and is
driven by complementary forces (Cormedral, 2005). Besides, gaps exist between perception of
environmental issues and actual performance. Fample, the existence of gaps between per-
ception of managers and accounting professionagswfonmental issues and management; and
actual firms’ performance as reported by (Jaggi Z2nhdo, 1996; Owolabi, 2001) and this could
be mainly attributed to the perceived cost andlliggs of environmental preservation.

3 — Research Design and Methodology

3.1 —Samples Selection

With respect to the sample data, 20 companies ffdreectors( out of the 27 listed on the Nige-
rian Stock Exchange) that represent industries lware either environmentally sensitive in their
daily operations, or industrial and utility compasiwhich are widely recognized to have the
greatest environmental problems were selectedseélsectors were Breweries; Chemical and
Paints; Conglomerate; Construction; Food/Beverages Tobacco; Health Care; Indus-

trial/Domestic Products; Packaging; Petroleum Pcodarketing; and Textile.
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3.2 —Nature of Data and Data Collection Procedure

Content analysis was used to collect environmehsalosure data. The variant of content analy-
sis used is that based on proportions of pageslkect data on environmental disclosures (Gray
et al, 1995a and Unerman, 2000). In this type afyais, volume is used as surrogate for impor-
tance, that is the more voluminous disclosurehis, liigher the chance of its importance and
hopefully usefulness.

Environmental disclosure data were collected fromual reports (ARs) of the 20 companies
sampled from 2001 to 2006 (making a total of 100sARData collected from ARs were coded
according to the coding scheme in Figure 1(Adapteoh: Gambleet al, 2006; and Jaggi and
Zhao,1996)

Figure 1 — Annual Report Environmental Disclos@edes

Code Description

SQD Short qualitative discussion (not in the fadés and less than a page)
EQD Extended qualitative discussion (not in thatfiotes and a page or more)
FN Footnote discussion

JE Journal entry recorded in financial statements

Firm has been cited for environmental violatiansl/or is conducting
remediation efforts at one or more sites:

V1 Associated costs are significant

V2 Company believes associated costs will not geifscant or will not have a mate-
rial adverse effect on the financial statements

V3 Liability or associated costs can not be ediauia

EP Environmental policies adopted

Pl Improvements made since the adoptfqrobicies

RGL Response to government legislation

COST Material costs charged to current operations

Source: Adapted from: Gambd al, 2006; and Jaggi and Zhao,1996

Gamble ét al, 2006) interpret the coding scheme as follows:

SQD includes information regarding environmentdiqyp legal compliance and restrictions,
changes in environmental regulations, operatingcapmital environmental expenditures, and the
net effect of environmental matters on other agpefttoperations.

EQD includes SQD as well as information regarditang for environmental improvements
in operations, the total dollar amount committedgstah plans, the dollar amount spent to date,
the dollar amount expected to be spent in eachehext five years, the types of environmen-
tally —oriented assets that have and/or will bauaeq, and the results of an environmental audit.
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4 — Results and Discussion

Environmental disclosures in annual reports of dathgompanies is summarized as Table 1.
Out of the total of 100 annual reports of 20 conigmifrom the 10 sectors examined over a five-
year period ended in 2006, only 32 of the annupbms disclosed environmental information.
The annual reports were from 7 out of 20 compasyesad over 6 out of 10 sectors.

The distribution by sector of annual reports whig$closed environmental information is re-
ported as Table 2.

Table 1: Environmental Disclosures in Annual Repait Sample Companies -

Summary
No. %
Annual reports which disclosed environmental infation 32 32
Annual reports which did not disclose environmeirtBdrmation 68 68
Total annual reports reviewed 100 100

Expectedly, the petroleum product marketing hashilgbest percentage disclosure because
of the legitimacy problem the industry is facingg@neral and Shell petroleum in the Niger Delta
area of Nigeria in particular. The sectors thatehthe next highest percentage disclosure, that is;
breweries, chemical & paints, food/beverages & ¢tobaand industrial/domestic products are
also widely known to have environmental relatedeéssand thus need to demonstrate to the soci-
ety efforts being made to create and nurture p@sdrganization-society interface. This result is
in support of earlier studies carried out by (lample; Jaggi and Zhao, 1996; Owolabi, 2001).

Table 2: Distribution of Disclosing Reports by Sect

No. %
Breweries 5 16
Chemical and Paints 5 16
Conglomerate 0 0
Construction 0 0
Food/Beverages and Tobacco 5 16
Health Care 2 5
Industrial/Domestic Products 5 16
Packaging 0 0
Petroleum Product Marketing 10 31
Textile. 0 0
Total annual reports which disclosed environmentainformation 32 100
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Table 3 depicted below shows the distribution ofiemmental disclosures by form. Of the
100 annual accounts examined; 27 have short qusditaliscussion of less than a page on
environmental disclosures; 5 have extended quaktatiscussion of a page and above; none has
a footnote discussion or a journal entry recoraetinancial statements or significant associated
costs or liabilities; 17 articulate the environnamolicies adopted; 10 have had improvement
since adoption of policy; and 22 claimed positigeponse to environmental related government
policies.

Table3: Forms of Environmental Disclosures Basedodes of Figure 1

Annual report environmen-

tal disclosure codes SQD | EQD |FN |JE|V1 | V2| V3 |EP| Pl | RGL | COST

Annual reports which dis-
closed environmental infor-
mation on the basis of the
codes

27 5 0| o0 0 0 0 |17 |10 | 22 0

5 — Conclusion

The results of the study provide some evidence3B& of companies sampled (60%of sampled
sectors) provide some form of environmental diaalesn their annual report over a five-year pe-
riod from 2002 to 2006(both years inclusive). Thiormation disclosed is however brief, mostly
descriptive and narrative in nature. It neithervaes environmental mitigating cost nor liability.
Its usefulness and reliability in decision makiagn doubt and the result is not too different from
earlier studies in environmental disclosure(seeeoample; Jaggi and Zhao, 1996; Owolabi,
2001 and Gray, 2002).

The sectors from which the companies disclosedrenmiental information (Breweries;
Chemical and Paints; Food/Beverages and TobaccaltfiHEare; Industrial/Domestic Products;
and Petroleum Product Marketing) were those adjidgebe the most polluters. Their action
may therefore not be unconnected with the needgair or maintain their legitimacy. The envi-
ronmental information disclosing firms were all nm#tional with a global reporting require-
ment. And to the extent that environmental infoiprateporting and disclosure in annual reports
in Nigeria is still voluntary, this partly explainhe low level of disclosure among non-
multinational Nigerian firms.

In spite of this flaw and from Nigerian perspectitlee present study is considered a marked
improvement over an earlier study for the five -aryended December, 1999 where the overall
disclosure rate was 11%. With increased globabmatimproved drive towards environmental
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information reporting and disclosure in annual répat the international level, the level and con-
tent of disclosure of environmental informatioraiso expected to increase in Nigeria.
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