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Abstract

Sustainability report is a report produced by firms which disclose their economic, environmental and social
performance. These reports are normally geared toward the attainment of the United Nations sustainable
development goals (SDGs). Even though compliance is voluntary in Nigeria, its effects on firm’s financial
performance are enormous and as a result, it is essential for firm’s prosperity as well as better financial
performance. This study examines the effect of sustainability reporting on financial performance of quoted Nigerian
oil and gas firms. The population of the study comprises 12 listed oil and gas firms in Nigeria. Census sampling
technique was adopted and filter was used. For firm to be selected it must be listed on or before 1% January 2009
and remain listed up to 31% December 2019. The firm must also publish their annual reports for the relevant period
of the study. Based on these, five firms that failed to meet the set criteria were filtered out. This study makes use of
Return on Asset to measure financial performance. Secondary source was used to collect the relevant data. Data in
relation to sustainability reporting were extracted from the firm’s annual reports as well as standalone
sustainability reports. However, data in relation financial performance were collected from the firm’s annual
reports. Data for this study were analyse using STATA 13 statistical software. The regression result revealed that
economic sustainability has a positive insignificant effect on ROA; environmental sustainability has a positive
significant effect on ROA while social sustainability has a positive insignificant effect on ROA. Based on the
findings, this study therefore, concludes that sustainability reporting has a significant effect on the financial
performance of listed oil and gas firms in Nigeria. This study therefore, recommends among others that, listed
Nigerian oil and gas firms should emphasize more on reporting their sustainability activities as it is capable of
improving their financial performance. The policy makers and standard setting organisations should facilitate the
issuance of a sector specific reporting guidelines to facilitate compliance.

Keywords: Sustainability Reporting, Environmental Reporting, Return on Assets, Oil and Gas Firms


mailto:yazidkabirdabai@gmail.com

Gusau Journal of Accounting and Finance, Vol. 2, Issue 3, April, 2021

1. Introduction

Business organizations are known with the main objective of maximizing sharcholders’ wealth.
Therefore, to achieve the main objective of establishing business firms, business organizations
should also take into consideration the interest of other stakeholders who are generally or
specifically been influenced by the activities of modern business. Firms are normally
acknowledged with an objective to improve shareholder’s welfare and at the same time remain
profitable. However, in most cases, operations and activities carried on by these organizations
affect the environment in which they are situated as well as the larger environment. As from
2010, sustainability has gradually become a subject of interest around the globe. Apart from the
compulsory reporting of financial performance, some companies or firms engaged in reporting
some of their non-financial performance and activities which are indeed significant and integral
to the improvement of their financial performance. Therefore, necessary gauge should be taken
to determine and reports the degree to which the firm has impacted on the society from period to
period. Sustainability Reporting (SR) offers the best option for reconciling all the doubts and
information needs of the stakeholders.

Financial performance (FP) refers to a financial benefit accruing to a firm as a result of investing
in a particular business activity. FP is also described as the reward of an entrepreneur for
investing his recourses in a particular business activity. FP is the bottom line that indicates the
efficiency of an entrepreneur or company’s management in managing shareholder’s wealth. The
firm’s profitability is the yardstick through which firm’s performance is measured. It’s an
important aspect in determining the efficiency and effectiveness of management particularly in
the utilization of investment made by shareholders to create more wealth as a return to the
amount invested. The concept of FP can be referred to as the act of measuring the firms’ policy
and operations in monetary term, the results of this is determine in the firm’s Return on Assets
(ROA), Return on Equity (ROE), Earning per Share (EPS) and net profit margin (Abbas &
Olatoro, 2018).

Sustainability Reporting (SR) is one of the non-financial reports produce by firms either as a
standalone sustainability report or integrated in the company’s annual reports and accounts. SR
can be described as the practice of reporting by firms or companies of such factors that are
integral to the attainment of the United Nations’ sustainable development goals. Sustainability is
one of the most crucial issues faced by many organizations. Global Reporting Initiative, GRI
(2011) defines SR as the activities and practice which is concern with measuring, disclosing, and
being accountable to the needs and interest of firm’s internal and external stakeholders for
organizational effort towards the attainment of sustainable development goals.

The expectation to maximize shareholders’ fund have traditionally dominated the corporate
policy of many business entities. The reasons had been that since the company’s management
control its affairs on behalf of shareholders, the shareholders main interest of profit maximization
would be regarded vital in order for the business to remain successful. Similarly, from the
beginning of the year 2000, environmental and social issues arising from business operations and
activities, such as increasing social and ecological setbacks specifically, economic and gender
inequality, human rights abuses, carbon emissions, oil spillage, gas flaring, global warming, and
various levels of environmental degradation requires firms to be socially and environmentally
responsible (Enquist et al., 2007; Lowitt et al., 2009). However, various stakeholders are
constantly pushing business organisations to published reports that will specifically disclose the
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contribution made by such organisations toward environmental protection, health and safety;
pollution control, ecological safety as well as human right protection. Despite regulatory
measures taken through regulatory authorities like the Securities and Exchange Commission
(SEC) and the Environmental Protection Agency (EPA) that ensure compliance and
accountability by companies, malpractice still occurs. This and many other issues can adversely
affect firm’s reputation there by affecting firm’s performance. Based on these issues, many
companies are aware that they can no more act as separate entities that pay no attention to
society and environment (Whetman, 2017). As a result, firms are expected through sustainability
reporting to make proper disclosure of their economic, environmental and social performance.

Many researchers in Nigeria undertook studies with the objective of evaluating the effect of SR
on FP, for instance, Agu and Amedu (2018) assessed the impact of SR on the profitability of
pharmaceutical companies listed in Nigeria, Kabir et al. (2019) examined the effect of
environmental accounting on the profitability of quoted Nigerian oil and gas companies.
Asoquoa et al. (2018) evaluated the impact of SR on business FP in some selected listed
breweries firms in Nigeria, Ndukwe and Nwakanma (2018) examined sustainable development
practices and FP of 34 listed firms from different sectors of Nigerian economy.

Based on the above empirical studies, only few studies consider oil and gas firms. Similarly,
most studies make used of their local sustainability reporting index or social responsibility
reporting index. Therefore, this study will consider listed Nigerian oil and gas firms using the
GRI G4 sustainability reporting index. The study will also use firm leverage as control variable.
The justification for using leverage as control variable is that finance charge usually reduce the
amount of firms distributable profit and as a result affect the firms overall financial performance.

The main objective of this study is to examine the effect of sustainability reporting on financial
performance of listed oil and gas firms in Nigeria. In line with the foregoing objective, the
study hypothesised that sustainability reporting has no significant effect on financial
performance of listed oil and gas firms in Nigeria.

2. Literature review

The purpose of this section is to make an extensive review of relevant literature in respect to the
concept of sustainability reporting as well as financial performance. It also consist a theoretical
review as well as the review of relevant empirical literature.

Sustainability report is a term used to describe reports on the economic, environmental and social
impacts of companies, in which the positive and negative impact of the company are described
clearly (Atu, 2013). It is an intensive effort to include social, economic and environmental
parameters in the evaluation and decision-making process of the reporting entity (Amacha &
Dastane, 2017). Therefore, the concept of SR has been proposed to assess and disclose these
business impacts of organizations in addition to traditional accounting reports (Atu, 2013).

Kowal and Kustra (2016) believed that SR is a source of information on the effectiveness of
companies in the non-financial spheres related to economic, environmental and social efficiency.
The information disclosed in the above areas is able to fill the information gap due to the
limitations of the standard financial statements, which focus on the tangible assets of the
companies and the resulting financial transactions. However, this information gap is the reason
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for the underestimation of the stable value of the stakeholders. Therefore, closing this gap and
Proper valuation of value for stakeholders should be based on both financial and non-financial
statements in the form of SR. Companies must ensure or maintain performance based on
economic, environmental and social dimensions of sustainability (GRI, 2013).

Asuquoa et al. (2018) argued that the expectations of all firms are to be transparent about the
way they manage their environment, how they handle governance issues, as well as the treatment
given to their employees, and how they manage their host communities. Sustainability seeks to
focus on how to organize and coordinate human activities so as to satisfy physical and
psychological needs without hindering the ecological, social or economic basis that allows these
needs to be met. Unerman et al. (2007) emphasized that the responsibility for social, ecological
and economic performance has increased among organizations. The SR of a company can affect
its financial performance, this implies that the larger the company in terms of SR expression, the
greater it’s FP (Fuadah et al., 2019).

Dobre et al. (2015) suggested that publicly traded companies understand that reporting on
financial performance alone is not sufficient to achieve sustainable growth. To be competitive, it
must also report information about the company's environmental policies and benefits to its
employees, as well as the company's impacts on water, air and energy which reflect
environmental performance. Social performance is also determined in relation to the impact of
the organization's activities and functions on the host community. An organization's economic
performance is its financial performance.

According to the Naz et el. (2016), financial performance (FP) largely reflects the performance
of the corporate sector and the results that reflect the overall financial condition of the industry
over a period of time. It shows how well a company manages its resources to increase
shareholder wealth and profitability. Although many other criteria are taken into account to
understand a company’s financial performance, the most commonly used indicators in finance
and statistics are financial indicators. Hubbard (2009) believed that financial performance can be
measured in terms of earnings growth, return on equity, return on investment and gearing ratio.

Return on Assets (ROA) is used to measures profitability over the entire assets of a company. A
higher company ROA leads to a more efficient company, so this can be seen as a positive
incentive for investors to invest in the company, which increases the company’s stock market
capitalization. In other words, ROA affects the value of a firm (Rosika et al., 2018). ROA is used
to assess the capital gains on investment made in a company by ordinary shareholders, preferred
shareholders and debt financing providers (Financial Report and Analysis, 2012). ROA is
computed as after tax profit divided by the total assets. This criterion evaluates the profitability
of a firm’s operations based on the return on the firm’s total assets (Kabajeh et al., 2012).

Freeman developed the basic concept of stakeholder perspective in 1984 (Freeman, 1984).
Stakeholder theory refers to an ethical (moral) or normative aspect and a positive (managerial)
aspect. The ethical (regulatory) aspect of stakeholder theory states that all stakeholders have the
fundamental right to be treated fairly by business firms and that power issues with stakeholders
are directly irrelevant. Despite the consequences of whether stakeholder consideration leads to
improved FP, managers must manage the affairs of the company in such a way that it is
beneficial to all stakeholders. Hoffmann (2011) emphasized that stakeholder theory, known as
good management theory, is meant to do good to those with whom the business interacts to
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create an environment in which the business can gain a competitive advantage. This approach
assumes that a good corporate citizen can also make a more profitable business.

Freeman and Reed opined that stakeholders can be regarded to as any identifiable group or
individual that can influence the attainment of an organization's goals is influenced by the
attainment of an organization's objectives. Based on the above definition, for example, many
people can be classified as stakeholders, future generations, creditors, local communities,
shareholders, government, media, employees, employee families, local charity organizations, and
so on. In the ethical (regulatory) or moral perspective of the stakeholder theory, all stakeholders
have certain rights that should not be violated. It is believed that this perspective can be extended
to the idea that all stakeholders also have the right to receive information about organizational
implications for them through service provision, community sponsorship, pollution control,
safety initiatives, etc., even if they decide not to use the available information, and even though
they cannot have a direct impact on the continuity of the organization (Deegan, 2000).

In contrast, from a stakeholder perspective, the stakeholder theory argues that a firm is
responsible to its stakeholders, which includes government, suppliers, customers, employees, and
the general public (Ferrell et al., 2010). SR is considered to be an important issue for a variety of
stakeholders. McElroy and Van Engelen (2012) pointed that stakeholders play a key role in
ensuring that companies manage benchmarks and report on their sustainability strategies.
Therefore, a business is not only based on the maximum profit but also on the maximum value of
sustainability (Martirosyan and Vashakmadze, 2013). However, the central theme of stakeholder
theory is that companies should not act to achieve profit maximization goals, but should also
focus more on the well-being of people as well as other interest groups directly or indirectly
affected by the company’s activities. The acceptance of stakeholders on corporate organization is
directly related to the perception of stakeholders about the commitment of the corporate
organization to meet their needs and protect their rights, which will lead to a long-term
improvement in business performance. Therefore, the stakeholder theory will play a vital role in
explaining the concept SR as it affects FP.

Ndukwe and Nwakanma (2018) examined sustainable development practices and FP. The study
uses an ex post-facto research design. The survey data was obtained from 34 selected publicly
traded companies in various sectors of the Nigerian economy in 2011-2015. The study used
content analysis and multiple regression analysis methods using the SPSS 23 statistical software.
The results show that a negative relationship exists between ROE and sustainability practices. In
this study, the sustainability benchmark may not be the ideal method for assessing the
sustainability behavior of the firms. In addition to the full sustainability benchmark, the study
should be analyzed from an economic, ecological and social point of view with regard to
sustainability behavior.

Asoquoa et al. (2018) evaluated the impact of SR on business FP in some selected listed
breweries firms in Nigeria. Data were collected over a five-year period (2012-2016) from audited
financial statement of selected firms. The findings show that the disclosure of financial results
(ECN), environmental performance (ENV) and social work (SOC) does not have any significant
effect on the ROA of selected companies. The sample size of three enterprises over five-year
period cannot stand to measure sustainability reporting practices.
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Agu and Amedu (2018) assessed the impact of SR on the profitability of pharmaceutical
companies listed in Nigeria using an ex post factor research model. The average data were taken
from the annual report of seven (7) companies, from 2012 to 2017. The data were analyzed by
using OLS. The results showed that there was a negative and insignificant correlation between
the economic reporting index and ROA, while environmental and social information have
insignificant positive correlation with ROA. The results also showed that the environmental
reporting index had a statistically negative and insignificant correlation with ROE, while a
positive but insignificant correlation exist between economic and social indices and ROE of
selected companies. Finally, the results showed that economic and social information indicators
have a statistically positive and insignificant correlation with NMR, but there is a negative and
insignificant correlation between the environmental reporting index of the Nigerian
Pharmaceutical Company and NMP. By the way, the study suggested that the management of
pharmaceutical companies in Nigeria needs to provide comprehensive sustainability information
in order to maximize profitability. The study failed to consider adequate time period as the
sample size is also small resulting to a low number of observations, the study should also use
multiple regression to analysed the panel data instead of ordinary linear regression.

In Whetman (2017) using a sample of 95 US companies that were publicly traded in different
sectors during the years 2015-2016. The study examined how corporate SR affects corporate FP.
The results show that SR has a positive and significant impact on the company's ROE, ROA and
profit margin over the next year. However, this relationship only exists in companies with low
institutional responsibility. The results show that SR represents a significant use of company
resources for the benefits of its stakeholders. In addition, SR appears to be an effective substitute
for monitoring by institutional investors. Although the sample size was considered sufficient in
the study, the benefits of a longer period was not utilize.

Kasbun et al. (2016) examined the SR relationship with FP in Malaysia. The results of the
regression show that the economic, social and environmental SR is positively correlated with the
measure of FP using ROA and ROE. No different performance measures were used in the study,
ROA and ROE are calculated from a single source (net profit).

Siew et al. (2013) examined the non-financial reporting status of public construction companies
on climate change, environmental management, environmental performance, health and safety,
human capital, stakeholder participation, governance and other issues of interest to investors.
The study also examines the impact of the publication of non-financial statements as the
sustainability practices of companies (represented by ESG estimates) on the FP of the companies
selected. PF is measured using several financial ratios. The results of the study showed that most
of the construction companies selected have law level of reporting in terms of sustainability
behaviour. While construction companies that produce non-financial reports, despite FP's
interdependence, generally exceed in term of FP those that did not. However, the study examines
the relationship between the variables rather than the effects.

Amer and Othman (2012) sampled 100 sustainable global firms in 2008, using four metrics to
highlight their commitment to sustainable practices. The study shows that companies that focus
on SR have higher FP measured in terms of ROA and profit before tax (PBT), and operating cash
flow of companies compared with those that do not have such commitments. The study only
covers 2008, so one-year coverage cannot be used to assess the SR behavior of a firm.
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Kabir et al. (2019) examined the effect of environmental accounting on the profitability of
quoted Nigerian oil and gas companies. The population of the study is made up of 12 oil and gas
companies listed on the NSE. In addition, samples were selected from 8 companies using census
sampling techniques and annual data for 2014-2018 were taken from annual reports of
companies selected using the secondary data collection method. Study data were analyzed using
STATA 13. The regression results show a significant positive effect of environmental accounting
on company profitability and therefore conclude that an increase in environmental expenditure
leads to a significant increase in business efficiency in terms of profitability. The study therefore
recommends that firms should make adequate provision to increase their environmental
expenditure as it leads to better performance in terms of profitability. The study considers only
environmental expenditures to represent environmental reporting without considering other
aspect of environmental reporting.

Motwani and Pondya (2016) explored how SR affects the operations and profitability of
companies. The study used the GRI guidelines to determine sustainability measures as overall
sustainability reporting scores (OSR) as well as the scores of 4 key SR variables, these are
community (COM), Employees (EMP), Environment (ENV) and governance (GOV). In the
study, the impact of these variables on profitability of companies listed on the NSE using ROA,
ROE, ROCE and PBT were assessed using a sample of 103 companies listed on the NSE. Data
were collected over a six-year period from 2009 to 2015, using multiple regression analyses to
determine the impact of the firm’s sustainability. According to the study, the general practice of
SR has a significant positive effect on the profitability of the company. The profitability
measures used in the study are almost measuring the same aspect of profitability and thus related
to one another.

Monokaran et al. (2018) examined in their study the effects of CSR on FP using the content
analysis method in annual reports of Malaysian insurance companies for a period of 9 years
(2008-2017). Content analysis data using the CSR GRI Disclosure Index table were matched
with the FP indicators (ROA, ROE and EPS). The relationship between CSR and ROA, ROE and
EPS is tested using correlation analysis. The results show a significant relationship between CSR
and FP. CSR has a significant impact on ROA. The relationship between CSR and ROE & EPS
is negligible. According to the study, insurance companies in Malaysia should step up their
efforts to link their CSR activities to regulatory reporting standards so as to have a positive
impact on current prospect.

Burhan and Rahmanti (2012) examined the effect of SR behavior as a whole and its components
on FP of 32 companies listed on the Indonesian Stock Exchange in 2006-2009. Independent
variables are sustainability reports, economic, environmental and social performance
determinants. These variables are measured using the disclosure index. GRI SR guidelines were
used as a basis for calculating the index unit. The dependent variable is ROA as a measure of
economic activity. The study uses secondary data collected from Indonesian exchanges as well
as the company's website. The result shows that SR affects business performance. However, only
partially the disclosures of social work influence the performance of the company. The study did
not take into account the long-term conditions as it used only 4 year terms.

3. Methodology and Models
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This study adopts an ex-post factor research design because historical data were used in the
study. The population of this study is made up of the 12 listed oil and gas firms in Nigeria from
2009 to 2019. Census sampling technique was adopted and filter was used. For firm to be
selected it must be listed on or before 1% January 2009 and remain listed up to 31 December
2019. The firm must also publish their annual reports for the relevant period of the study. Based
on these, five firms that failed to meet the set criteria were filtered out. Data for this study were
collected using the secondary sources of data collection from the annual report as well as the
stand alone sustainability report of the selected firms. Data for this study were analysed using
STATA 13 statistical software.

This study adapts the econometric model used by Asoquoa, et al. (2018) and Burhan and
Rahmanti (2012) with little modifications. The model used in this study is presented below;

Financial Performance = f (Sustainability Reporting)+ pl 1)

ROA = f (Economic Performance Disclosure, Social Performance Disclosure, and
Environmental Performance Disclosure) + pl @)

Therefore, in order to add control variable the model was modified below:
ROAi= Bot B1ECNirtB2ENV;: +B3SOCit + BsLEVirt (3)
Thus;

ROA = Return on assets measured as net profit after tax divided by total assets (Asuquo et al.
(2018); Burhan & Rahmanti, (2012); Fuadah et al. (2019).

ECN = economic sustainability disclosure measured as number of items disclose divided by total
disclosure under economic sustainability (Burhan & Rahmanti, (2012); Bowers, (2010); Fuadah
etal. (2019).

ENV = Environmental sustainability disclosure measured as number of items disclose divided by
total disclosure under environmental sustainability (Asuquo et al. (2018); Burhan & Rahmanti,
(2012)).

SOC = Social sustainability disclosure measured as number of items disclose divided by total
disclosure under social sustainability (Gunarsih & Ismawati, (2018); Kasbun et al, (2019)).

LEV = firm leverage measured as total debt divided by total assets (Fuadah et al. (2019);
Pouraghajan et al. (2012); Yahaya, (2018)).

Bo = constant/intercept, B1-4 = coefficient of independent variables, p;= error term, i = firm under
consideration, t = time period.

4. Data presentation, analyses and discussion of findings

The purpose of this section is to analyse the data for the study in order to assess the effect of SR
on FP of the selected firms. The hypotheses formulated in section one were also tested here.
Similarly, this section also includes an extensive discussion of the findings of this study.
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Table 1: Result of descriptive statistics

Variable Mean Std. Min Max
Dev.

ROA .005 147 -.715 .162

ECN .506 134 222 J77

ENV .108 125 0.000 .558

SOC .206 .080 .0417 375

LEV 277 272 0.000 1.262

Source: STATA 13 OUTPUTS, 2020

Table 3 shows the result of descriptive statistics of the study variables. From the table, Returns
on Assets (ROA) has a mean of 0.006 and standard deviation (SD) of 0.147. The mean explains
on the average that, the oil and gas firms in Nigeria have a return on assets of 0.6%. This means
that for every N1 invested in firm’s assets, there is a 0.6kobo returns. The SD of 0.147 deviates
to a large extent from the mean, this is as a result of the fact that some firms recorded a negative
ROA in some years and as a result, the SD is not very close to the mean. The minimum mean of
-0.716 represent a negative return on assets and indeed the lowest returns. This is due to the high
losses recorded by some firms in some years signifying a poor performance. However, the
highest return to the firm’s assets is 16.2%.

The economic sustainability disclosure (ECN) has a mean of 0.507 and SD of 0.134 meaning
that the Nigeria oil and gas firms report about 50.7% of their economic performance. The
minimum and maximum mean of 0.222 and 0.778 imply that none of the firms report lower or
higher than 22.2% and 77.8% of their economic performance respectively. On the environmental
dimension (ENV), the average report of the entire firms under consideration stands at 0.108
meaning that, firms report 10.8% of their environmental performance. The SD of 0.125 indicates
that almost all the firms have similar environmental reporting behaviours. The minimum mean of
0 explains that some firms failed to report their environmental performance in a particular year.
Maximum mean of 0.558 emphasizes that firms reports not more than 55.8% of their
environmental performance.

On the social aspect (SOC), the average reporting rate is 20.6% with SD of 0.080. The minimum
reporting rate is 4.17% while the maximum reporting rate of social sustainability reporting is
37.5% of the total required disclosures. Lastly, Table 3 shows (LEV) that on the average, about
27.7% of the total assets of the oil and gas firms is financed by debt. However, the SD of 0.272
affirms that most of the firms used debt in financing their assets. Minimum mean of 0 implies
that some firms used zero debt to finance their assets in some years and the maximum mean of
1.262% confirms that the debt of some firms is about 126% of their total assets.

Table 2: VIF test for multicollinearity

Variable VIF 1/VIF
SOC 1.62 0.617
ECN 1.43 0.700
ENV 1.21 0.825
LEV 1.15 0.871
Mean VIF 1.35
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Source: STATA 13 OUTPUTS, 2020

The rule of multocollineariy states that the VIF value should not be greater than 4. However, a
value of less than 10 is still within the acceptable level even though a VIF value of greater than 4
indicates some element of multicollinearity. From table 2 all variables have a VIF value of less
than 4 and therefore signify that independent variables of this study are not related with one
another and hence signify the absence of multicollinearity among the independent variables.

Table 3: Breush-pagan / cook-weisberg test for heteroskedasticity

Variables ECN ENV SOC LEV OVERALL
chi2(1) 16.21 8.06 21.12 63.59 68.55
Prob> chi2 0.000 0.005 0.000 0.000 0.000

Source: STATA 13 OUTPUTS, 2020

Table 3 shows the result of Breush-pagan/cook-weisberg test for heteroskedasticity. The
assumption of the linear regression model is that the independence variables (1.VV) should not
correlate with the residuals or the error term, meaning that the residuals should not change with
IV. To satisfy the regression assumptions and be able to trust the results, the residual should have
a constant variance. Therefore the null hypothesis states that the data sets are not heteroskedastic.
From Table 3, all variables have a probability Chi? value of less than 0.05 which indicates that
they are all significance at 5% and therefore, implies the acceptance of null hypothesis which
signifies the absence of heteroskedasticity.

Table 4: Chen-Shapiro QH* test for normal data

Variable Obs QH QH* P-value

ROA 77 0.81489 1.62431 < 0.0001
ECN 7 1.04277 -0.37531 > (0.2000
ENV 77 0.90798 0.80750 < 0.0001
SOC 77 0.98952 0.09200 0.00522
LEV 77 0.90451 0.83793 < 0.0001

Source: STATA 13 OUTPUTS, 2020

Table 4 shows the result of Chen-Shapiro QH* test for normal data. The purpose of normality
test is to determine if the data set is well modelled by a normal distribution and to determine how
likely it is for a random variable underlying the data set to be normally distributed. It is common
for large data set especially the continuous data not to be normally distributed due to variations
in the data set. The HO states that the data set is not normally distributed. From Table 4, ROA
shows a p-value of less than 0.0001, ECN has a p-value of greater than 0.2. On the other hand,
ENC and LEV also shows a value of less than 0.0001 while SOC has a value of 0.005. These
indicate that the p-values of ROA, ENV, SOC and LEV are less than 0.005 which is significance
at 5% and signifies that the data set is not normally distributed. However, a p-value of 0.2 as in
the case of SOC which is not significant at 5% signifies that SOC is normally distribution.
Considering the overall result of the normality test, the study concludes that the data set are not
normally distributed and therefore, accept the null hypothesis which states that the data set is not
normally distributed. To take care of normality problem, the study used robust standard error
estimate.
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Table 5: Model specification test

(@) Omitted variable test (b) Random effect test (c) Houseman test for fixed
effect

F(3,69) = 6.48 chibar2(01) = 0.04 chi2(4) =7.32

Prob>F = 0.0006 Prob> chibar2 = 0.424 Prob>chi2 = 0.120

Source: STATA 13 OUTPUTS, 2020

The result of Ramsey RESET test using powers of the fitted values of ROA to test if there is
omitted variable is shown in Table 5(a). The null hypothesis as regard to omitted variable bias
error test state that there is no omitted variable in the model. From the table, the Ramsey test
result for ROA shows an F value of 6.48 and prov>F value of 0.0006 which is significance at 5%
indicating that there is no omitted variable in the ROA model. Table 5(b) shows the result of
Breusch and Pagan Lagrangian multiplier test for random effects on the models for this study.
The null hypothesis for random effect model specification test states that there is no random
effect in the model. From the Table, the ROA shows a chi2 value of 0.04 and p-value of 0.424
which is not significance at 5% and hence necessitate the rejection of null hypothesis which
implies that there is panel effect among the data set.

Table 5(c) provides a summary of the result of hausman specification test for fixed effect in
relation to ROA model. The purpose of Hausman test is to determine the appropriate model
between the fixed effect and random effect. Therefore, the null hypothesis for hausman test states
that the difference in coefficients not systematic. From the Table, the result shows an overall
chi2 value of 7.32 and prob>chi2 value of 0.120 which is not significance at 5% level and as
such implies that the difference in coefficients is systematic. Therefore, the null hypothesis
should be rejected and hence random effect model will be used.

Table 6: ROA Regression Result

ROA Coef. Robust z P>z [95% Interval]
Std. Err. Conf.

ECN .008 163 0.05 0.961 -.312 .328
ENV 127 .067 1.89 0.058 -.004 .259
SOC 323 .289 1.12 0.264 -.244 .890
LEV -.320 .096 -3.30 0.001 -.509 -.130
_cons .0100 .028 0.36 0.719 -.044 .064

R% overall 0.554

Wald chi? 57.22

Prob> chi? 0.000

Source: STATA 13 OUTPUTS, 2020

Table 6 shows the panel regression result on the effect of sustainability reporting on the return on
assets of listed oil and gas firms in Nigeria. ROA is used to represent financial performance.
From Table 6, the economic sustainability reporting (ECN) has a positive coefficient of 0.008
and p-value of 0.961 which implies that ECN has a positive effect on ROA of listed oil and gas
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firms in Nigeria. However, the p-value of 0.961 is not significance and as such ECN has a
positive but insignificance effect on ROA of the selected firms. This implies that a change in
economic sustainability reporting of listed oil and gas firms in Nigeria will not lead to a change
in return on assets. This finding is in line with that of Agu and Amedu (2018) and Asoquaoa et
al. (2018). Therefore, this implies the acceptance of null hypothesis.

Furthermore, environmental sustainability reporting (ENV) has a positive coefficient of 0.127
and p-value of 0.05. The coefficient value signifies a positive effect of environmental
sustainability on the return on asset of the selected firms; this effect is however significance with
p-value of 0.05 which is significance at 5% and as such implies that ENV has a positive and
significance effect on ROA of the listed oil and gas firms in Nigeria. This means the more a firm
increase their environmental reportage the better their financial performance in term of ROA.
This implies that for a firm to have a sustainable financial performance attention should be given
to reporting their environmental performance. This finding supports the findings of Kabir et al.
(2019); whetman et al. (2017) and Amer and Othman (2012). It also supports the proposition of
the stakeholders’ theory. The study revealed that environmental reporting shows the firms
commitment toward satisfying environmental needs of the society and host community who are
among stakeholders in Nigerian oil and gas firms and as a result satisfying stakeholders
information need can improve firm’s financial performance. Based on this, the hypothesis two
will be rejected and as such imply that environmental sustainability has a significance positive
effect of the financial performance of listed oil and gas firms in Nigeria.

Similarly, the social sustainability reporting (SOC) shows a positive coefficient value of 0.323
signifying a positive effect of SOC on ROA of the selected firms. However, a p-value of 0.264 is
not significance at 5% and therefore making an insignificant effect of SOC on ROA of listed oil
and gas firms in Nigeria. This implies the acceptance of hypothesis three. Leverage (LEV) as
control variable in the study has a negative coefficient of 0.320 and a p-value of 0.001 which is
significance at 1% and as such means that LEV has a negative significance effect on ROA of
listed oil and gas firms in Nigeria.

From the regression result shown in Table 6, the cumulative adjusted R? overall (0.554) which is
the multiple coefficient of determination gives the proportion of the total variation in the
dependent variable explain by independent variables jointly. This signifies that about 55% of
changes in return on assets of listed oil and gas firms in Nigeria are cause by their sustainability
reporting behaviour represented by economic, environmental and social disclosures. The wald
chi2 of 57.22 with p-value of 0.000 which is significance at 1% indicate that sustainability and
return on assets model is fit. This indicates that the independent variables are properly selected
combine and used in the model. It implies that for any change in sustainability reporting of oil
and gas firms in Nigeria, the return on assets will be affected significantly.

5. Conclusion and Recommendations

Based on the findings of the study and test of hypothesis, the study therefore concludes that
sustainability reporting of the listed oil and gas firms in Nigeria affect their financial
performance. However, this effect is positive and significance in terms of environmental
sustainability. Based on this conclusion the study therefore recommends that;

Listed oil and gas firms in Nigeria should emphasize more on reporting their sustainability
performance as it is capable of improving their financial performance. This can be achieved
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through proper and accurate reporting of their economic, environmental and social sustainability
all together because reporting only economic behaviour without giving emphasis to
environmental and social behaviour can adversely affect firm’s performance.

Government and regulatory organisations should encourage firms to report more of their
sustainability performance. This is because the reporting rate on the part of oil and gas and other
listed firms is very low as it compliance is voluntary. Therefore, to achieved maximum
compliance government should make sustainability reporting compliance compulsory for
companies listed in the Nigerian stock exchange.

The policy makers and standard setting organisations should facilitate the issuance of a sector
specific reporting guidelines to capture the peculiarities of different sectors and to ensure the
reliability of the reports by different sectors since the guidelines are specific to the sector in
question.
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