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"~ Abstract

impact of inl;nngible assets on the performaice of Deposit Money Banks

vas adopted in the study; and data for the study
Stock Exchange (NSE) Fact Book and the
the péribd of ten (1 0) yéﬂrs from 2001 to
data analysis. The findings from
th the performaice

This paper examines the
(DMBs) in Nigeria. Correlated research design 1
were secondary in nature and obtained front Nigerian
Annual Reports and Accounts of the selected DMBs for
2010. Multiple regression analysis was used as a technique of
this study revealed that intangible assets lve strong negative 1ssociation wi
of the selected Deposit Money Banks (DMBs) in Nigeria. The study concluded that there 1s 2
negative relationship between intangible assets and performaice of DMBs in Nigeria during ti
period under study. Consequently, the study recommended, among otlers, that DMBs 1
ensing anounts incurred in intangible assets. Also

Nigeria should change their culture of exp

capitalizing and reporting intangible nssets in financial reports of DMBs in Nigera need

guidelines and procediires. Finally, 1e DMBs in Nigeria and should
1e quality of DMBs of financial

therefore insist on the adoption of any change that ca1
reporting.
KEY WORDS: Intangible Assets,

investors are the owners of tl
1 enhance t

DMBs, Capitalisation, OLS, Performance

Introduction
es human

onment in which accounting operates mak

calth-creation in each emerged environment

The dvnamic nature of. the envir

being developed different methods of w
(era) through time. [hese environments, according to Lamberg (2004), include
agriculture, Each wealth-creation method is toserved

industrial and information era.
with appropriate accounting mode order to produce relevant accounsting

| in
informatien for economic decisions. He further opined that during agricultural era,
| by computing the

firms’ performance is measurec net assets position at two different
dates and comparing one with the other to arrive at income. Accounting provides the
necessary infrastructure during this period, as the objective then was the determination
of net- worth and changes in net-worth for the proprietor. T

The industrial revolution that changed the mode of production with machineries which
large-scale enterprises increased

resulted in the emergence of the

15
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than could be provided by a P,-.,pncwf (’,
the enterprise were no longer able to keep 3 fronr management.
and performance, because ownership was separate d . ntity theory to
& responded to this situation by providing a model Pase ) o 'f mance was
and communicate economic activities of enterprises, That is, per orm by
Measured by tracking the costs of resources obtained and used by a firm anc

L i inie arrive at
m‘“Lhmg Cost with revenues realized by the enterprise through tinie to ar
iNcome.

one family. In this
ccout ts for business

However, in the information era also referred to as post-industrial era, n *‘w economy or
kﬂleedgc-based era, financial statements that have been prepared uader Generally
Accepted Accounting Principles (GAAP) are designed to describe the industri'al era
enterprise; the enterprise that creates wealth by using more of tangible a.sets. While the
main assets on the industrial era enterprises are those tangible assets, iy tangible assets
dominate the information era enterprises. These assets include; tlie capacity of
innovation, research and development (R&D), Human resource, in ormation and

technical know-how, brand equity, good relations with customers and 1 endors as well
as with employees. These intangible assets

drive post-industrial era firnis, and most of
them are not on the balance sheet at all (

Elliott, 1998). In essence accounting has not

fequately responded to the shift in modc of production from indusTial era to the
information era.

l.ooking at the conventional accounting procedure, intangible

assets value is mostly
neglected from inclusion in financial re

porting under the cost perspective. This is
and they cannot be measured with the same
¢ of reliability as tangible assets (Lonngvist, 2002). Whereas t
prepared and presented by organizations suggest th
the function of tangible assets, intangible asse
position, performance and surv
ability to generate cash.

because their existence is not verifiable
degre he fi:ancial reports
at the performance i- almost tally
ts do have an output o1 the

tinancial
ival of an enterprise. They

influence ar organizations

Based on our knowledge no one has conducted research in this

thereby linking intangible assets valye with performance. Althoy
arca of intangible assets, it is therefore imperative for a study like this to be conducted in
Nigeria to fill the gap that exist in those literatures to the extent of establishing the
contribution of intangible assets to the performance of organizations,

area of study in Nigeria,

gh literatures exist i the

The main objective of this study is to e
assets value on the pertormance
ROA. In line with the objective

Xxamine the impact of int
of Deposit Money Banks in Nige
of this study, the follow

angible
ria using
ing hy pcothesis i
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formulated in a null form and tested in arriving at a dependable solution to
the problem under study. There is no significant relationship between
intangible assets and the ROA of DMBs in Nigeria from 2001 to 2010. T

Literature Review and Theoretical Framework

This section covers the discussion and conceptualization of asset, intangible assets,
value relevance, and reliabilitv. Assets are defined by SFAC No.6 as the probable future
economic benefits controlled by and accruing to a particular entity as a result of past
transactions or events. This definition identifies ownership and ability to generate
future economic benefits as attribute of assets. Paton and Stevenson (1972) n
Hendriksen (1982) see assets as any consideration, material or otherwise, owned by
business enterprise. They divide assets as material (tangible) and immaterial
(intangible).

On the other hand, assets according to [FRS 16 are materials used by the enterprise in
production, goods delivery, provision of services, leasing out or adminstrative
purposes, and are intended for use over several accounting period. The standard also
states that for an asset to be recognized as asset, a probability that anv future economic
benefits associated with the use of the asset will flow into the enterprise; and the value
of an asset can be reliably measured Belkaoui (1992) secs intangible assets as those
assets which lack a physical substance, but result from leyzal or contractual rights and
are likely to produce future benefits to a firm. In this definition intangible assets are
classified in to Identifiable (e.g, patents, brand name among others) and unidentifiable
(e.g goodwill).

Intangible Assets Accounting

In the industrial economy, production facilities, physical location and -efficient
manufacturing processes were the important resources for a firm and sufficient to
sustain a superior position in the market place (Chandler, 1980 & 1994; Nakamura,
2001). During this industrial era, the effect of the two world wars created a post-war
sellers’ market in most of the developed economies of the world in which traditional
cost-focused reporting models were able to provide an adequate picture of firm
financial performance and position Marr & Spender (2004). However, globalization has
_thange&‘this into buyers’ market in which, the market do not absorb all goods and
services produced. Under this situation. consumers are better informed and more
demanding, which leads to increasing innovation speed and decreasing product life
cycles (Lev, Nissim& Thomas 2003). This according to them made differentiation and
innovation critical, and capabilities and assets such as R & D, creativity, brand image
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Creation in firms.
tools Cannot Provi

Hence, the objecti
“Conomic §e
IASC, 1989),
their

This means that traditional cost-foct sed reporting
de adequate information of firm financial performance and positjon.
ve of accounting is to provide useful information for us
C1sions on the

'rs in making
A le

financial position and performance of firms (FASB, 1979;
ading argument against the recognition of inta

general uncertainty and this make the

ngible as.ets as asset is
YeCognition.

accounting, system delay their

Review of Empirical Research on Intangible Assets and performance
ntangible assets and firm performance are

Practitioner. In practice, managers of
im

portance of intangible assets téward
rewarded. If a firm's Intangible

important issues for both a ‘ademics and

corporate firms who are able t identify the
S generating profit for an organization are best

assets influence its profitabilily, then it is reasonable to

Is also affected. It
economies of our time, where service-

manufacturing-

expect that the firms health

is believed that in he emerging
oriented firms are increasing as colnpared to the
based eéconomy, information on intangible assets is aecessary for
Investors to make decision on whether to invest in the company or not.

1

is believed that an investor who wishes to undert
:ompany

ake investment i1 a Microsoft

mpany (Dess et al 2006). This is
ecause, information supplied by such balance sheet does not reveal the true position of
the business. Therefore, it is import

ant to inform the public about the. presence of
intangibles of such organization.

Many studies have been conducted internationally in this area of stuly. Where
focally we

cannot lay our hands-on one study undertaken in this fielq

This section of the study is therefore conce
studies as follows.

as,

'cvlthough may
rned with looking at shme of those

¢Xist.

In the first place, Delios and Beamish (2001
profitability there

) conducted research on survival and
by focusing on the roles of experience and intangible asseots in foreign
subsidiary performance, They examine the influences 2

firms intangible \ssets and its
experience have in subsidiary survival and profitability using a sample of 3,080
cubsidiaries of 641 Japanese firms. They find out that investment in ang reporting of
intangible assets by foreign subsidiaries has a positive significant Ipact in the
profitability and survival of these subsidiaries, Lucas de Barros Jr.etal (
research on intangible assets and value

creation at Brazilian companies.
their research using Brazilian textile manufacturin

correlation between intellectual capital and the profi

2010) conducted
They conducted
tind a positive
entity using ROA.

£ sector. They
tability of the
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Liberatore and Mazzi (2009) as contained in Pozzoli, et al (2011), showed that there is

an association between the impairment of goodwill and the market quotation,

Theoretical Framework

Freeman (1982), stated that innovation theory sees investments in innovation as the
* main cause of economic growth, as competitiveness is achicved by means of investment
in R&D and other intangibles. He lamented that innovation is a fundamental sources of

wealth. He regarded innovation as a development of new ideas in to marketable
: products. Development of new ideas into marketable products is generally identified
with staff. Thus, in light of this theory commitments to organizational staff could cause
economic growth and gives a firm competitive advantage, which will leads to an
increase in the value of firm.

David and Foray (1995) asserted that evolutionary thcory attempt to explain the
knowledge-based economy that is, knowledge based economy is an evolutionary
process in which intangible investments are among the fundamental determinants of
economic growth. By extension, intangibles are the outcome of the evolution from
industrial economy to knowledge based economy and they are the drivers of the
economy in terms.of growth and development. It is the contribution of such
“evolutionary proces‘s that the clean surplus relation upon which Ohlson based his

i ¥ b

A

model that is not captured

2 T

A
¥

Ay
o

Methodology

The nature of problem and objective of any study normally determine the tvpe of
research design to be adopted by any researcher. This study used correlational research

{5 e 4

-
i

design as it attempts to find the relationship between intangible assets and the
performance of Deposit Money Banks in Nigeria using ROA as proxy for measuring
performance which is arrived at by dividing profit after tax by total assets. There are
basically two sources of data collection that is, primary and secondary source of data
collection. For the purpose of this study, only secondary source was utilized. The

Brge

AR gt S
R 1 {

method of data collection employed is also secondary via the use of, annual financial -
g statements of the sampled Deposit Money Banks for the period 2001-2010, and the
-Nigeria Stock Exchange Fact Books 2006 and 2009 editions. [he population of this study-
comprises all Deposit Money Banks in Nigeria that were quoted on the \igeria—n
stock exchange as at 313t December, 2010. As at 31% December, 2010, a total of twenty
one banks are quoted on the Nigerian Stock Exchange. The study implores some tilte‘r

in arriving at the sample size of the study. In this study, the follow ing filters are used:

:}'
Pt
.
AL
%
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W

:
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(1) € Deposit Money Banks to be selected into the sample did not change

their name or corporate identity during the period 2001-2010;
) The Deposit Money Banks to be selected into the sample must have been
quoted on the Nigerian Stock Exchange prior to the year 2001

By applying the above filters, five (5) banks are adjudged to have satisfied the
identified filters. They are: Access Bank Plc, First Bank of Nigeria I lc, Guaranty
Trust Bank Plc, Union Bank of Nigeria Plc, and Wema Bank Plc. Linear regression
technique was used via the application of SPSS-Statistical package.

Model Specification

This study postulates a linear relationship between intangible ass-ts and the
profitability of Deposit Money Banks in Nigeria. In this vein, a matheraatical linear
relationship is structured as follows in form of a multiple linear regression model.

Ax PERFMy  =a+ BeJASVit PaGFCit + e oo (1)
B Where: IASV = Intangible Assets value
>( TOTAL ASSETS

ROA = Profit after Tax

Total asset

e d a = The Intercept
Foo)

3 B = Beta Coefficient
i . e = Error Term

it = Panel data

Results and discussion

Descriptive Statistics

Table: 1 Descriptive Analysis ROA as a Dependent Variable

= ' Variable | Mean | Std dev. ( Min. Max. | Skewenes | Kurtosis Nvalidﬁ}
‘ s |

L SN NS S

[

|
DI See=Ss
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ROA 1 0.0174 T°0.02540 | -011 | 0.08 | 25%
IASV 1 0.1998 | 026826 | -0.15 | 176 | 4.258
EGFC \ 0300 | 046291 | 0.00 | 1.00 | 0900

Dependent variable: ROA

- Source: Output of Data Ahalysis by Author (2014) using SPSS

Basic statistical results obtained from the analysis of the data are presented and
discussed in this section. The discussion is centered on the mean, standard deviation,
and correlation matrix of the variables under study. The summary of the descriptive
statistics of all the variables used in the study are presented inla & 1b.

08
e,
- B

ok
R %

A

09 From Table 2b, the mean values showed the average ROA and IASV of the selected
| ' G DMBs during the period under study. The mean of ROA revealed that the selected
DBMs were able to generate an average of 1.74%. On the other hand, the standard
deviation of 2.54% indicated the deviation of the Profitability from the mean. It also
showed the extent to which the variable fluctuates over the period of the study.

Correlation Analysis, ROA as a dependent variable

The correlation matrix shows the extent of the association of the independent variables
and the dependent variable; and even between independent variables themselves. Table
2 contains the correlation coefficients of the variables under study.From Table 3, ROA 1s
negatively correlated with Intangible Assets (IASV). The correlation coefficient of -0.631
revealed that the level to which the ROA is associated to IASV is 63.1% and it is
significant at 1% level of significance. Additionally, the association between ROA and
GFC is also negative and gives -0.315.

i

4 <.1'&&_\,§M“'-‘;. % » 5 L 32y o u ot rotnd ™
ALY S0 AN Bl g

Table 3 : Correlation Matrix, ROA as a Dependent Variable

Variable ROA IASV

-

B Sireee '-Mn'xﬁ":" R T IR

- 4
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| O Joe T
! 1ASY" (0.000)* 1.000
C —]- T N ”.1)724‘91”“
(0.082)*#+
-0.315 -0.178
GFC (0.026)* (0.216)

Source: output of da ta—;m/;1:~l))allhﬂ—1();~(éﬁl4~);; l;lé Spss

“correlation 1s significant at the 0.05 leve] ‘correlation js significant at ()( I leve]

“eorrelation jg significant at the (.1 level

I'his also means that the leve] of association between ROA and GFC js 3159

Significant at 5% level of significance. Furthermoro, the matrix revealed that the two
independent variables (IASV ang GFC) have -0.178 [eve] of association. Th s means that
even the IASV js associated to the 2008, 2009 & 2010 GFCby 17.8%.

and 1t

Presentation ang Analysis of Regression Results

i ntangible Assets and ROA

The statistica] results in table 4 indicated that the coe
the model js computed as 39.9% . This R2showed th
the independent variable and contro] variable
in Nigeria. The value of (.399 indicated that e

the power of explaining 3999 of the fluctuations Or variations in the ROA of the
selected DMBg in Nigeria. Moreover, even when the coefficient of determiuation (R2) is

adjusted, the explanatory variabjes have the power of eXplaining 37.39 f tre variations
i the ROA of the selected DMBs'in Nigeria.

fficient of determin.tion (R?) for
¢ extent of the explanatry pPower of
on the performance of the se ‘ected DMBs
Xplanatory variables (IASV GFC) have

In this study, the F Statistics and Sig. F Change

showed 15.577 and
I'his indicated that the re

gression model yged ' this Study
significance, This also means that the regre
Important variableg that influenced the ROA o
period from 2001 to 2010. -

0.000 ‘eSpectively.
Is fit at 19 level of
ssion model jg well fitted 4
f the selected DMBs in N 1ge

ad captures

D during the

Table 3: Output of Regression Analysis

hrn’d;»pend'e‘xrt—(/;riables ]
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F | Dependent variable
(ROA)
IASV: Beta -0.625
t-values -5.355
| (0.000) ‘
GFC: Beta -0.022 N
t-values -0.192
i (0.849)
Fz | 0.631
( R2 | — } 0.399
[ Adjusted R? ’ 0.373
[ F-Statistics , 15.577
/ Sig F Change f 0.000
/ Durbin Watson Tl.159

Source: Output of data analysis by author 2014 using SPSS
Note: The figures in the parentheses above represent the P-values (t-significance

values).
The t-value of 3.058 in respect of IASV with 0.004 significance indicated that the IASV
has significant relation with the profitability of the selected DMBs in Nigeria at 1% level
of significance. In the same way, the control variable GFC has no significant
relationship with ROA of the selected DMBs in Nigeria. The inference here is that
intangible asset has significant rclationship with the ROA of the selected DMBs n
Nigeria from 2001 to 2010. This means the null hypothesis formulated in the study is
rejected. The conclusion from this study is inconsistent with the findings and conclusion
of Lucas, Agwar, Basso & Kimura (2010), Nakamura (2003), Zhang (2003). The

conclusion from this study also concurred to the findings of Xu-dong & Wei (2010) and

Nakamura (2008).

Conclusion

23
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The

"Ndings from  this study revealed that intangible assets have strong negatl\@
“f:“OCiati(m With the performance of the sclected Deposit Money Banls (DMBs) in
Nigeria, Also, it has been established in the study that intangible assets explained more
than 305, o the variations in the performance of DMBs in Nigeria for 1)-year period

rom 2001 o 2010. This is a strong indication that DMBs in Nigeria shoulc be reporting
theiy Capitalized value of inlangible assets,

See this study inferre

d that there is a significant negative relations hip between
Mlangible assets

and profitability of the selected DMBs in Nigeria from 2001 to 2010,
‘eporting the capitalized value of the intangible assets in the Annual Reports and
Accounts of DMBs in Nigeria can enhance the quality of the information contents of the
feports and make more relevant for stakeholders’ decision making needs.

The study;, therefore, concludes that the more the value of intangible asse s credited to
the DMBs i Nigeria, the weaker was their performance as far as it relat s to the ten-
\ear period studied. This conclusion is built on the premise of the finding: of the study
and the decision to reject the null hypothesis formulated.

Recommendations
In line with the findings of this émdy,

recommendations are
makers

the following recommendations are offered. The
grouped into three namely: The Deposit Money Fanks, Policy

[Financial Reporting Council of Nigeria (FRC)], and investors and other
stakeholders.

a) The Deposit Money Banks in Nigeria (DBMs):
The DBMs in Nigeria should change their culture of expensing amot nts incurred
on intangible assets. This could be done by capitalizing and repor ing them as
assets in the Statement of Financia] Position’ (Balance Sheet). Chaiging to this
few way of reporting can make the DMBs in Nigeria to enhance the quality of

their financial reporting and to establish the effect of the intangil le assets on
their performance.

b) The Policy Makers (FRC):
Capitalizing and reporting intangible assets in the financial reports of DMBs in
Nigeria need guidelines and procedure. This is the responsibility of he FRC ang
other accounting regulatory bodies in Nigeria. Though there is an nternational
Accounting Standard on intangible assets ([AS 39), the standard f. ileg to
details on the valuation and reporting of the intangible assets. [he
necessary and the FRC should issue out detailed stand
arcas neglected by the 1AS 39,

¢) Investors and Other Stakeholders:

z;l\ e
s details are
ard to captu e Important

*»
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/1 Investors are the owners of the DMBs in Nigeria and should therefore insist o1

the adoption of any change that can enhance the quality of DBMs financial
reporting. By doing this, they will be accorded with the necessary and relevant
information for their various decisions making needs.
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