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Abstract
The objective of this study is to ascertain the impact of earnings quality on
share price. The population of the study covers the entire listed firms in the
financial sector in Nigeria. Consequently, this study employed a sample size of
10 banks for ten yars, 20122021 financial years. The outcomes of this study
revealed that earnings surprise and earnings predictability have positive
effect on share price in the Nigerian banking sector. The result additionally
revealed that earnings smoothness has no sigpant effect on share price.
This study recommended that regulators should embark on random stress test
in order to curtail discretionary behaviour of managers.
Keywords: Earnings quality, share price, earnings smoothness, earnings
predictability, earnings surprise, earnings persistence

Introduction

It is well recognized that earning is a company precise information offered in the
financial reports and this assumption is buttressed by experimental studies. Liu, Nissim and
Thomas (2002) opine thaevenue disclosed by a firm reflects its performance and can be used
by financiers to assess the firm. Investors generally depend more on profit disclosed by firm
than any other performance indicator. Francis, Schipper and Vincent (2003) likewise opine that
profit is a more reliable parameter to assess management performance. Graham, Harvey, and
Rajgopal (2005) offer proof to buttress the assertion that managers rely on profit more than
cash flows to assess their performance. Competent and optimum employofeabrporate
fruitful resource mirrors the worth of returns. Financiers and user of financial report are in
great need of intrinsic returns instead of = smoothing and discretional earnings. Extant
literature reveals that efficient and creative manageeels after huge returns and quality
returns (Dang, Nguyen &Tran, 2020). Aguguom, Salawu and Akintoye (2018) opines quality
return is the longing of all investors. Earnings quality has unswerving influence on share price
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and reflect the likely worth of theanpany in nearest future (Ekpe, et al 2020). Investors are
concerned about the market value of firm s sh
shares that possess, reasonable market value. Thus, manager make sure that the market values

of their share are reasonable enough when compared with the shares prices of other firms in

the same industry.

Stock pricing started as soon as double entry book keeping was developed in the
fourteenth century (Coleman, 2006). This paved way for firm evaluationhwiligss grounded
on percentages such as price per unit of incomes from income statement, price per unit of net
worth of the company from statement of financial position, and price per unit of cash flow from
cash flow statement. With the development in knoage, a price is actuality tagged to discrete
share instead of the entire firm or price per unit of dividend. Consequently, discounting cash
flow based on the time value of money to evaluating the worth of shares. Lee, Jevons, Li and
Yue (2006) postulate #t the public uses dividend discounted prototypical to assess a
company’s share. Company with advanced deve
which generates bigger sum of managed incomes and bigger firms are anticipated to have
lower earninggjuality (Anjum, 2020).

An investigation on the effect of earnings quality on share price is vital since the worth
of earnings is influenced by accounting information made available to the financiers (Ogbaisi,
2021). Stockholders and experts are conceriredhe aforementioned relationship to enable
them decide weither to continue or discontinue their investment. FeBaumbeu et al. (2022)
opine that earnings quality is inimitable and can stimulate returns on investment. In the same
vein, Alduais (2020) gue that the association earnings and share price is one of the grey areas
of accounting that have drawn the attention of scholars in recent times. The financial analysts
and captain of industries employ accounting numbers rather than equity, salesher ot
immediate measure to ascertain performance because external stakeholder rely more on
returns.

Epe at el (2020) document that share price oscillation are contingent upon numerous
dynamics like; market equilibrium, that is the interplay of the forcéglemand and supply.
Nevertheless, putting into cognizance all known models of valuation, share oscillation can occur
as a result of alteration in dividends, dividend growth and appropriate discount rate (Geetha &
Swaminathan, 2015). Several dynamics betternal and internal determine share price like
other commodities in the market. These dynamics when considered appropriately by firms can
result in upsurge in worth of the shares of a firm and by exteasn b oost i1 nvestors

Ini and Eze (2019)pine that investors been concern about the declination of share
price in the Nigerian Exchange Group as a result of the financial crises that, rock the boat of
the of the financial sector in last two decades. The Nigerian stock market is an inequisbat
is an epitome of red tape and administrative bottle neck which reflect in the quality of
accounting information they dispense per time.

Outcomes on researches on earnings quality and price carried out specialized and
emerging markets reveal mixedsults The nonexistence of an agreed the research outcome
can be traceable to methodological disparities across board all previous studies, differences in
underpinning theories, different features of the market, the use of choice accounting. Lack of
adequut e past work on the subject makes it wortt
accretions amid periods ought to be dependable with the alteration in business transactions.

)
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Nevertheless, if this variation cannot be elucidated by an alteration t he cor por a
activities, then those accruals can be easily presumed as discretionary. The broad objective of
this study is to ascertain the impact of earnings quality on share price. The decomposition of
earnings quality into its constituent in thdigerian makes this work novel among prior studies.

The remaining part of the paper, describes literature review, methodology, findings,
conclusion and recommendations.

Literature Review
Earnings Quality

Francis, LaFond, Olsson and Schipper (2004)ulpts that earnings quality is a
multifaceted term. The selection of an earnings quality quantification is contingent upon on the
objectives of study and the accessibility to data and valuation model. Some research objectives
call for a measurementofeari ngs qual ity that is connected t
For instance, research that investigate the worth relevance of earnings assumes earnings are
valuable to a specific category of market players (namely investors) whose cumulative decision
and choices are abridged by share prices and returns. The authors contend that, other research
objectives that is centered on unswerving measurement of earnings quality created employing
accounting data only. However another measurement that is signifittr selected research
objectives is the peculiarity amongst entire, inherent and discretionary earnings quality.
Earnings quality is infers as the aptitude of the present earnings to predict forthcoming
earnings (Penman 2007). Earnings are of good tgu&o returns reverses are predicted. With
evaluation in mind, the investors are concerned about future earnings, that is, they purchase
forthcoming earnings employing the present ones. Additionally, earning is seen have low
quality if the present repded earnings are not good pointers of forthcoming ones. Schipper
and Vincent (2003) stress that earnings are the instantaneous pointer of the economic and
established forces functioning on the monetary reporting procedure.

Okolie (2006) opines that isanmp or t ant aspect of eval uati
even though, investors and other users of financial often ignore it. Earnings quality refers to the
ability of reported earnings to reflect the firms true earnings as well as the usefulness of the
reported earnings to predict future earnings.

Dechow and Schrand (2004) provide two definitions, however incline to be alike. Firstly,
ahighqual ity earnings number i's one that preci
performance, is a good pointer of forthcoming functioning performance, snd valuable
precipitate measurement for evaluating firm worth. Secondly, earnings quality denotes a
condition where the earnings number precisely annuitizes the inherent worth of the firm. These
definitions by Dechow and Schrand, specify the nonexistesfcenhancement of earnings
figure.

Pratt in Hedge (2003) perceived quality of earnings as the degree to which net income
disclosed on the financial statement do not vary from factual earnings. Lastly, definitions given
for earnings could be perceived iwad ways; first, disclosed earnings would be of high quality if
it mirrors the basic economic performance of the firm in the precise period. Second, earnings
quality depicts how well accounting earnings transmit information about the phenomenon.

For the ske of this research earnings quality means the earnings that is devoid of accruals
that is not driven by accounting essentials or inherent dynamics (Discretionary accruals), but
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are maintainable and are not being impair in order to exaggeratedly dserethe
capriciousness in earnings.

Share Prices

Share is seen as one of the equal portions into which the ownership of a firm is
separated. Robert (2006) opines that the discovery of double entry book keeping in the 14th
century | ed t oichfig founded upa peraentagds suchwals price per unit of
earnings (from income statement), price per unit of net value (from balance sheet) and price
per unit of cash flow (cash flow statement). The following advancement was to value individual
price shaes instead the entire firm. A price per dividend was the following development.
Forecasters discovery it suitable to use discounted cash flow that is founded on time value of
money to evaluate the inherent worth of share (stock) rather than price pedelind of share
prices.

Hu and Lin (2005) contend that share price is not simply a replication of accounting
rudiments but the amalgamation of suitable discount rate and the design of cash flow, make
the stock market to determine the price. Subbramanyamd &itman (2001) stress that high
share price might indicate that the firm has a decent product and persuade customers to accept
its product to start a affirmative response. They conclude that a high share price can likewise
make the concept share pricelaged transactions more favorable. For instance it can upsurge
the profits received from the equity offerings or increase directors personal wealth.

Earnings Management

Amat, Blake and Dowds (1999) see earnings management as a procedure whereby
accountas use their expertise and choice accounting rules to perpetrate the figures or
numbers disclosed on the financial statement of a business. The concept earnings management
is defined in a number of ways. Schipper (1992) emphasizes that earnings manageraent
decisive interference in peripheral financial reporting procedure, with the intention of attaining
some sequestered gains. Kirschenheiter and Melumad (2002) seen earnings management as
some misdemeanors, wrongdoings or other contravention that chaageings to be disclosed.
Hearly and Wahlen (1999) argue that earnings management happens when management
employs its objective tendencies to give professional opinion on the financial statement and in
arranging operation to change financial reports eitie misinform some stakeholders about
the basic economic performance of the firm or to effect predetermined consequences that is
contingent upon reported accounting numbers.

In a faultless market, statistics is understood appropriately and flows very quickly, so
earnings management will not affect stakeholders the market will take care of this.
Contrariwise when the market is not as effectual as initially supposed, intergstegl might
overlook the accounting technique employed to calculate accounting number in their decision
making (Stolowy & Breton, 2004). So, when this situation of market is efficiency is not met, it is
conceivable that stakeholders can be deceived byaggment of a firm via the use of earnings
management approach. Another matter depicted by these definitions is the way financial
statement it aid decision making which is likely not to be achieved because of deeds of
management. The financial informationay not be significant and reliable for various purposes
such as valuation among others.



Journal of Business & Economy  Vol.15 No.1 June 2023 66

Accrual Quality

Francis, LaFond, Olsson and Schipper (2003) opine that: earnings which chart more
carefully into cash flows are highly appropriate. Dechow and Diq2002) contend that
earnings quality can be calculated by charting of accruals into last, present and succeeding
period cash fl ows. Ri chardson, Sl oan, Sol i ma
component delivers both germane and unswerving infation. Thus, they connect earnings
guality to cash constituent of earnings expressing persistence. Barragato and Markelevich

(2003) document t hat earnings are of-cashi gh gl
upsurges and contend that an eargs rivulet that is its predicting ability of forthcoming
operating cash flows is of high quality.”

Earnings Persistence

Earnings that reveal a stable growing movement are said to necessary (Wild,
Subramanyam, Halsey, 2004). Thus, in financial statemewdduation uncommon, non
operating or norrecurring objects disclosed on the financial report need more consideration
than others with regards to quality of earnings as these items have negatively influence the
sustainability o f recernsg?® TWwhaeltyer mségennitsx
maintainable earnings in the prior study.

Penman and Zhang (2002) opine earnings disclosed before extraordinary items that are
eagerly recognized on the income statements, is of good quality it is a can be useer pdint
forthcoming earnings. Thus, high quality of earnings is sustainable earnings as often referred in
financial analysis. Green (1999) argues that quality of earnings depends on the proportion of
earnings derived from recurring sources. Richardson, SlSatiman and Tuna (2005) define
persistence as the degree to which earnings performance persists into the next periods
implying that managers have not use their discretion in the reporting processes.

Lev (1983) asserts that thehdegred of goempetion, ¢ o mp e

capital intensity and firm size al/l affect t
indicates that “earnings performance attri bu
exhibits lower persistence than earnings penf@nce attributable to the cash flow components

of earnings’. Similarly Dechow and Dichev (2

qguality and earnings persistence. Narayanamoorthy (2003) shows that, accounting
conservatism affects the persistencéstandardized unexpected earnings (SUE) negatively.

Basu (1997) explains conservatism and asymmetric timeliness of earnings and concludes
that good news earnings are less timely and less persistent than bad news earnings. Thus, the
capitalized value of gml news earnings partially reflected in current earnings and in future
earnings.

Persistence of earnings plays an important role in company valuation. Since the
investors rely on earnings numb-eaiisnimopgs rtatain
agreal to be a fundamental multiple in company valuation. Persistent earnings series, on the
other hand, produce healthier prie®-earnings ratios (return/earnings) for valuation purposes
(Penman and Zhang 2002).

Predictability, Forecasting Ability and Smoother Earnings
Lipe (1990) defines predictability as “th
earnings”. According to Christian (2004), any
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future earnings challenging due to weakness in the qualitgarhings. Schipper and Vincent

(2003) consi der “predictive ability as an I
including earnings components and other disacg
for i mproving userss’ofabiintiegrye stto. f orecast 1 tem

From FASB’'s point of Vi ew, guality of ear

forecasting earnings for future periods in both effective and efficient manner (SFAS No0.132,
par. 26, FASB, 1998.)

Chan, Chan, Jegadeesh and Lakonishok @) def i ne earnings qual|
which earnings quality reflects operating fur
criticize market fixation on reported earnings while not concerning the earnings quality. They
argue that as there @y be temporary deviations of prices away from their correct values, the
measures of earnings quality should consider predictive power for future stock price
movements. Similarly, Cornel and Landsman (2003) consider earnings to be of good quality if it
is“a measure for analyzing the relationships b
growth options” in terms of predictability.

Carnes, Johns, Biggart and Barker (2003) define quality of earnings in terms of
smoothing as smoother earnings strearwirs the expected costs of dealing with shareholders
and strengthen the relationship between accounting earnings and market returns. However,
one needs to be cautious when using smoothness as a measure of earnings quality. As Ayres
(1994) states that, incoe smoothing refers to an attempt to report a steady stream of
earnings and growth in earnings. Levitt (1998) ascertains the reason of smoothing with
investors preference of smoothly increasing earnings, arguing that, since the absence of
persistency and npredictable earnings can be seen of low quality earnings, providing
persistence and predictability may become a major motivation of managers for using earnings
management techniques such as income smoothing.

Theoretical Review
Agency Theory

The agency thory is established on the principajent foundation. The separation of
proprietorship from director in modenday establishments generates the structure for the
functionality of the agency theory. In modern eras the owners of businesses are sketchily
digtinct and are do not patrticipate in the daily running of the firm but alternatively put it in the
care of the directors. Managers are hired to supervise daily deeds of the corporations. The
separation of proprietors from daily running of business origsesffle amid director and
proprietors. To settle this scuffle and bring into line the interests of agents with proprietors the
firm incurs extra cost.

Agency theory is an assortment of arrangements employed in handling a mddgrn
corporation which is ahetypally exclusive by mammoth number of stockholders who permit
directors to supervise and accomplish their joint wealth for imminent earnings. The director,
archetypally, may not uninterruptedly own stocks but can grip suitable proficient skills and
competence in managing the corporation. The theory advocates copious valuable means of
examining the association among proprietors and agents, approve how the crucial goal of
making the most of the resources commended to them by proprietors. Agency theartfiee
that functionality of the regulation as apparatus of corporate governance that lessens agency
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expenditures and the skirmishes between the agent and the principal. It is palpable that the
owner-manager theory is frequently seen as the initial pdortall conversations on the subject
of corporate governance.

Agency theory is an outshot in economic theory that was exposited by Alchian and
Demsetz (1972) and additionally recognized by Jensen and Meckling (1976). Jensen and
Meckling (1976) define agey connotation as an arrangement in which the proprietors hire
another person or the director to perform certain actions on their behalf. These deeds may
comprise allotting certain decision making authority to the agent. The principal can decrease
conflia of interest by generating appropriate inducements for manage and by disbursing in a
method that inclines to minimalize the information asymmetrical between agent and the
principal. Control of agency glitches in the decision making is dynamic when thsodec
managers who inductee and impose vigorous verdict are not the main remaining applicants and
therefore do not have a foremost voting rights. Without good checks and balances devices,
such choice creators are likely to make choice that depart fromntlnéual interests of non
controlling interest. Discrete decision manager can indulged in the making assured decisions.
Separation of ownership suggests that an cluster persons does not wield exclusive power in all
decision making procedures (Fama & Jendég3).

In Agency theory the director go @t to achieve his separate objectives at the
detriment of the owners. Agents are frequently persuaded by their own individual interests and
gains, and labor to enhance their own separate gain instead puttiagrse hol der s’ I nt
first. To reduce agency scuffle there must be good overseeing and supervisory apparatus that
help to make sure that agents perform the interests of stockholders rather than their individual
interests. Agency glitch can be seen fronotperspectives namely, adverse selection and moral
hazard.

Adverse selection can occurs if the director pervert his fithess to carry out the functions
allocated to him by owners. Moral hazard occurs when the certain managers dodges the
responsibilities orflounders due to nonexistence of suitable assurance to the allotted
responsibilities. Such abysmal performance of manager, even when his deed will be beneficial,
owners are seen hazardous because of residual expenditures that will come with the desed. Th
expenditures shoot out from subptimum performance of directors and are known as agency
costs (Bathula, 2008). The believed corporate governance hypothesizes a vital straining amid
shareholders and business executives (Jensen & Meckling, 1976).The fjoala cor por at |
shareholders is get high dividends but directors are likely to have conflicting aims, such as the
authority and repute of making a great firms, and other benefits accrued to their positions.
Executives'’ out st ainfbiam ghe masdnably enfluéntal poditiensokthef i e d
numerous and distinct shareholders, suggests that agent are plausible to have the greater
control (Fama & Jensen, 1983).

Subsequently, bondholders oversee and direct the activities of agents via their
representatives such as board of directors. Nexecutive directors are perceived as a vivacious
apparatus for safeguarding bondholders from manipulating directors and also assist to
meritoriously restrict manager s’ Famaanétrssens wi t
(1983) opine that in order to curtail agency skirmish that shoots from the separation of
proprietorship and monitoring of the corporation in way that generates a system that permits it
discrete the power of decision maker from decisionuiagpr.
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The agency theory conveys a foundation for the predominance of organizations via
several innermost and outer apparatus. Corporate governance devices are created to validate
the concern of owners and directors, decrease the unscrupulous deeds eftais and
safeguard shareholder trepidations, by and large to settling agency glitch (Habbash, 2010).
Corporate governance is an device by which
be to their own advantage. Agency theory suggests thatehame several devices that can be
hired to reduce conflict between agent and owners.

Methodology

The population of the study comprises thirteen quoted deposit money banks in Nigeria.
Study employs some criteria in filtering the population, Out of the ten (10) banks listed in NSE,
selected as the sample size of the study using filtering techniquea. dathe earnings quality
and share prices proxies are collected from the sampled firms.

The data is obtained from secondary source only. It is collected from the published
financial statements of the sampled firms covering the period of ten years (E0} {2013
2022). Nigerian stock exchange fact books covering the period of the study and the daily official
list of the exchange is also used.

Multiple regression analysis was considered as the major technique for data analysis in
this study. Multiple regession analysis is most advantageous to the study because it is
employed to determine the impact of independent variable on the dependent variable. This
technique is used because of its ability to predict the relationship between share price and
earnings gality of quoted consumer good firms in Nigeria.

Model Specification
The data collected from the financial statements and market value (share prices) of the
sampled firms is used to compute earnings quality.
Sp= [ES UREE P+E SBEP RE BESMTHBAQ +¢e i t
Where

Sp= Share price

Bo= intercept
ESURP = Earnings surprise
EPREST = Earnings persistence
EPRED= Earnings predictability
ESMITH=Earnings smoothness
AQ= Accrual quality

Measurement of variables
Acronym | Variable Measurement Status Apriori sign
SP Share price | Average price per shan Omokhudu and
at the end of three| Ibadin

month after the
statement of financial
position date selected
firms

ESURP | Earnings The difference betweer Atiase et al .

st
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surprise actual EPS and foreca (2010)
EPS.
EPREST | Earnings The slope of coefficien Aguguom  and .
persistence | by regressing curren Salawu (2018);
earnings on precedin{ Al-Shar and
earnings of a firm. Dongfang (2017)
EPRED | Earnings It is measured as th{ Aguguom  andg .
predictability | residual of the mode| Salawu (2018);
for earning persistence Al-Shar and
Dongfang (2017)
ESMITH | Earnings It is measured as th{ Francis et .
smoothness | residual of seasonalll al(2004);
decomposed EPS Lyimo(2014)
AQ Accrual It measured as modifie( Dechew and .
quality Jones Dechew (2002)

Source: Researcher’s Compilation (2023)

Analysis and Presentation of Results

Test of regression Assumptions

Table 2 Regression Assumptions Test
Multicollinearity test

Variable CoefficientVariance Centred VIF
ESURP 8.0302 1.12
EPEST 9.0305 1.09

ESMOTH 5.4212 1.21
ACCR 5.7004 3.07

Heteroskedasticity Test: ARCH
Fstatistic = 0.64 | Prob. F(1,769) | 0.72

BreuschGodfrey Serial Correlation LM Test:

F-statistic = 388.8

Prob. F(2,768) 0.09
Ramsey model test
Fstatistic = 67.45 | Prob. F(1,769) | 0.30

To further strengthen the result of the absence multicollinearity, we carried out a
residual diagnostic test of variance inflation factor. From table 4.3, it is observed that the
variance inflation factor (VIF) which measures the level of collinearity between the variables
show how much of the variance of a variable most likely the coefficient estimate of a regressor
has been inflated due to collinearity with the other variabtaslikely regressors. They can be
calculated by simply dividing variance of a coefficient estimated by the variance of that
coefficient had other regressors not been included in the equation. The VIFs are inversely
related to the tolerance with larger vads indicating involvement in more severe relationships.
Basically, VIFs above 10 are seen as a cause of concern (Landau &Everit,2003). In conclusion,
the VIFs of the variables are all less than 10 indicating the unlikelihood of multicollinearity
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amongst the variables and hence the variables satisfy a very important condition the
multivariate regression analysis.

The ARCH test for heteroskedasticity was performed on the residuals as a precaution.
The results showed probabilities in excess of Owtich led us to reject the presence of
heteroskedasticity in the residuals. The Lagrange Multiplier (LM) test for higher order
autocorrelation reveals that the hypotheses of zero autocorrelation in the residuals were not
rejected. This was because the padtilities (Prob. F, Prob. GBquare) were greater than 0.05.
The LM test did not, therefore, reveal serial correlation problems for the model. The
performance of the Ramsey RESET test showed high probability values that were greater than
0.05, meaning tht there was no significant evidence of mgsecification.

Table 3 Regression result

Variables Aprori sign Fixed effect
C 7.3956
{63.70%
(0.000)
ESURP + 0.52602
3.85797
0.0060
EPEST + 0.00627
2.3965
0.0025
EPRED + 0.01262
2.90626
0.0012
EPEST + 1.60000
0.908739
0.0800
Y 0.71
'Y Adjusted 0.645
F-statistic 21.87
(p value) 0.00
DWsta 1.61
Hausman

Source: Researcher’s compilation (2023) * sig @ 5%,

For model using fixed effect least square; revealed that earrsogsrise (ESURP) has a
positive effect on share price as depicted t=3.8579 and p= 006. This effect is significant at 5%
(p=0.006<005). The result further revealed that earnings persistence has a positive effect on
share price. This effect is significant&¥ since (p=0.00<0.05)..Additionally, the result reveals
earnings predictability has positive effect on share price as depicted by t=.90626 and p=0.0012.
This effect is significant at 5% since p= 0.0.0012< 0.05.
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Additionally, the result reveals earningsedictability has positive effect on share price
as depicted by t= .90626 and p=0.0012. This effect is significant at 5% since p= 0.0.0012< 0.05.
Finally, the result revealed that earnings smoothing has a positive effect on share price as
depicted by £0.9087 and p= 0.080

The model parameters are as follows; coefficient of determinatioh ¥R64% ADFR
0.567808. These values suggest that the model explains about 64% of systematic variations in
audit quality. The {stat=18,P (fstat) = 0.00 and WW=1.5. The Walue of 21.87 confirnthat the
hypothesis of a significant relationship between the variables (dependent and independent)
cannot be rejected at 5% level while the D.W statistic indicates that a serial correlation
presence in the residuals is unlikely.

Conclusion

The robust esmation results for the fixed effects estimation reveal earnings surprise
has a positive effect on share. This result is at variance with loannnidis (2019) which show
earnings surprise has a negative effect share price and also Kotharis et al (2006)evbaled
that there is no significant relationship between earnings surprise and share price. However,
the result is in line extant positive gotten by Zou and Chen (2017) result is at variance with
Junxiong (2004) which shows that firm earnings surphses no significant effect on on share
price.

The robust estimation results for the fixed effects estimation further revealed that
earnings persistence has a positive effect of share price. This result is at variance Kpeli (2013)
which reveals that ealings surprise has no significant effect on share price. This result is in line
with Aguguom and Rafia (2018) which revealed that earnings surprise has positive effect on
share price.

Additionally, the results revealed earnings predictability has pesiifect on share
price. This result is Jing (2007) which revealed the earnings predictability has a positive effect
on share price. This result is however at variance with Aguaguom and Salawu (2018) which
revealed that earnings surprise has a negatifeafon share price.

Finally, the robust regression result using the fixed effects estimation revealed that the
earnings smoothness has no significant effect on share price. This result corroborates with
Hossein and Sanaz (2012) which shows that egsnsmoothen has no significant effect on
share price. However this result is at variance with Ajekwe and Ibiamke (2017) which revealed
that earnings smoothness has a negative effect on share price.

Recommendations
From the findings of the study, theecommendations for improving audit quality
include:

1. Regulators should improve the level of market efficiency of the stock market. For this
will improve the rate at which earnings news will be impounded into share price
2. SEC should carry out random stressttfirms in order to ascertain their compliance
level.
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Dependent Variable: SP

Method: Panel ELS (Cressction weights)

Date: 11/05/23 Time: 22:33

Sample: 2012 2021

Periods included: 10

Crosssections included: 14

Total panel (balanced) observations: 140
Linear estimatiorafter onestep weighting matrix

Variable Coefficien Std. Erro t-Statistic  Prob.

C 7.39566. 0.01856( 63.7072: 0.000(
ESURP 0.52602: 2.80001( 3.85797¢ 0.006(
EPEST 0.006267 0.00261%f 2.39659¢ 0.002t
EPRED 0.01262¢ 2.00116° 2.90626: 0.001:
ESMTH 1.60000( 6.30000: 0.90873¢ 0.080(

Weighted Statistics

Rsquared 0.64500: Mean dependent var 1.57245¢
Adjusted Rsquared 0.56780¢ S.D. dependentvar 0.57176:
S.E. of regression 0.16689! Sumsquared resid 2.67392:
Fstatistic 21.8775" DurbinWatson stat  1.61438
Prob(Fstatistic) 0.00085¢

Unweighted Statistic:

R-squared 0.06365« Mean dependent var 1.63270(
Sum squared resid 2.82455! DurbinWatsonstat 1.77002°



