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Abstract 
This study examined the issue of “Effect of Annual Financial Report on Stock Market Prices”. To 
achieve this purpose, the study was intended to stress the following: The reliability of the information 
contained in annual financial report, Identify ways of improving the potentials of the stock market and 
effectiveness of investors’ participation and the relationship between annual Financial Report and Stock 
Prices. The method used in obtaining data was secondary data four (4) listed firms in the Nigeria stock 
market.  
This research work employed simple regression and student’s t- test as a method of analysis and E-
views econometric software package 3.1 was used to run the analysis. The result of the findings shows 
that it is only 73% of change in stock market prices is as a result of change in profit after tax, earning 
per share and dividend payout and that Nigerian’s when investing in the stock market look at profit after 
tax and dividend payout without looking at earnings per share which shows the real value of the 
investment. The study recommended that there is need to resort to the company’s financial report when 
investing in the company and that earning per share should be an important factor to look for when 
investing, because it shows the real value of the investment. 
 
Keywords. Annual Financial Report, Stock market Prices, Profit after tax, dividend payout, earnings 
per share, Investments. 
 
Background of the Study 
A financial report or financial statement is a formal record of the financial activities of a business, person 
or other entity. For a business enterprise, all the relevant financial information presented in a structured 
manner and in a form easy to understand is called the financial statements. 
There are four basic financial statements, these include: 

1. Statement of Financial Position: This states the financial position or condition of a company’s 
assets, liabilities equity at any point in time.  

2. Statement of Comprehensive Income: This states a company’s income, expenses and profits and 
loss over a period of time. 

3. Statement of Retained Earnings: This explains the changes in a company’s retained earnings 
over the reporting period. 

4. Statement of cash flows: This reports a company’s cash flow activities; particularly its operating, 
investing and financial activities. 

For a large corporation, these statements are often complex and may include an extensive set of 
notes to the financial statement for management, discussion and analysis. The notes typically 
describe each item on the statement of financial position, statement of comprehensive income and 
statement of cash flow in further details. 
The objective of financial statement is to provide information about the financial position, 
performance and changes in financial position of an enterprise that is useful to a wide range of users 
in making economic decisions. For financial institutions, financial statements are used to decide 
whether to grant a company with fresh working capital or extend security (such as long term bank 
loans or debentures). For government, financial statements are used to ascertain the propriety and 
accuracy of taxes and other duties paid by a company. For owners and managers of business, 
financial reports are used to make important decisions that affect its continued operations and for 
employees, financial reports are used in discussing about their salaries or wages, compensation, 
promotion and rankings. 
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For a prospective investor, financial reports are used to assess the viability of investing in a business, 
which include buying of shares of a company, debentures, etc. 
One may ask if it is an only financial report that influences investment decisions. 
This brings to the purpose of this study, impact of financial reports contains on stock market prices, 
a case study of Nigerian Stock Market. 
There are many factors which influences investment decisions or stock market prices, these include; 
natural disaster, demand and supply, dividend, new products in the market, takeover or merger, 
market sentiment, news government regulations, inflation, tears market, etc. These factors will affect 
the market positively or negatively (that is, it will make the company to perform well or make the 
company not to perform well), all these will be reported in the financial report of the company. This 
means that the financial report is a major factor that affects the stock market price because this 
financial report will affect the stock market price negatively or positively in the next financial year. 
This is why investors seek financial report before investing in the company no matter what is 
happening in the company at that point in time (that is if the company’s stock is low or high at that 
point in time). 
One of the factors that contributed to the crash of the Nigerian Capital Market in 2008/2009 was 
that various foreign investors investing in the Nigerian market pulled out their investment from the 
Nigerian stock Market because the global economic meltdown affected their home economy. This 
was known through financial reports of various companies which show that they were not doing 
well. There were other factors which may have contributed to this, but all this were known through 
financial report which later affected the stock market prices. 
In Nigeria when a company releases its financial report for the year, this will affect the stock market 
price of that company either negatively or positively and this is applicable to the rest of the world. 
John Wellball, Company’s Profit is very much an issue in share investment. Companies doing well 
in their business are likely to attract more investors, thereby resulting in high demand of their shares, 
and for one to know the profit of a company it must be through the financial report or statement of 
that company. 

 
Statement of the Problems 
When an investor is faced with a decision to either buy or sell a particular stock, there is the need to 
resort to financial analysis of the company’s business over sometime, to determine whether profits 
are rising or falling and the implication of future performance. 
However due to the problems of acquiring adequate information, available finance may be directed 
into wrong firms or into wrong industries. 
It disturbs the researcher that after posting huge amount of turnover on their annual financial report 
some firms’ stock prices fail to rise. Could this be attributed to the fact that there is no relationship 
between annual financial statements and stock market prices, or is it that investor do not consider 
the information disclosed in annual financial statements relevant? 
The study is an attempt to evaluate the effect of financial reports on the prices of stocks listed on the 
Nigerian Stock Market (NSE). 
 

Objective of the Study 
The objective of the study is to evaluate the role of financial report content on stock market prices. 

 
Research Hypotheses 
H1 – There is a significant relationship between profit after tax stated in the financial report and the stock 
market prices. 
H2 – There is a significant relationship between dividend payout stated in the financial report and the 
stock market prices.  
H3- There is a significant relationship between earning per share stated in the financial report and the 
stock market prices.  
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Review of Literature Review  
Conceptual Review 
The Stock Market 
The stock market is a platform for trading on shares of exchange listed companies. It is a place to invest 
money with the hope that it will appreciate faster than it would had done had it been kept dormant in a 
bank account, John luck man (1971). 
According to Wikipedia, a stock market or equity market is a public market (a loose of network of 
economic transactions not a physical facility or discrete entity) for the trading of company stocks and 
derivatives at an agreed price. 
 
Function and Purpose of the Stock Market 
The stock market is one of the most important sources for companies to raise to money, Ejim(1999). 
This allows businesses to be publicly traded or raise additional capital for expansion by selling shares 
of ownership of the company in a public market. The liquidity that an exchange provides affords 
investors the ability to quickly and easily sell securities. This is an attractive feature of investing in 
stocks, compared to other less liquid investment such as real estate, Ama(1992). 
Exchange also acts as the clearing house for each transaction, meaning that they collect and deliver the 
shares and guarantee payment to the seller of a security. This eliminates the risk to an individual buyer 
or seller that the counterparty could default on the transaction, Eme(2005). 
History has shown that the price of shares and other assets is an important part of the dynamics of 
economic activity and can influence or be an indicator of social mood. An economy where the stock 
market is on the rise is considered to be an up and coming economy. In fact, the stock market is often 
considered the primary indicator of a country’s economic strength and development. Rising share prices, 
for instances, tend to be associated with increased business investment and vice versa. 
Share prices also affect the wealth of households and their consumption. Therefore, central banks tend 
to keep an eye on the control and behavior of the stock market, (wikipedia.com). 
The smooth functioning of all the activities facilitates economic growth in that lower costs and enterprise 
risks promote the production of goods and services as well as employment. In this way the financial 
system contributes to increased prosperity. 
 
The Behavior of the Stock Market 
From experience, it is known that investors may “temporarily” move financial prices away from their 
long term aggregate price “trends”, (positive or up trends are referred to as bull markets; negative or 
down trends are referred to as bear markets ). Over reactions may occur so that excessive optimism 
(euphoria) may drive prices unduly high or excessive pessimism may drive prices unduly low. 
Economists continue to debate whether financial markets are generally efficient, 
(www.sotckmarket.com) 
According to one interpretation of the efficient market hypothesis (EMH), only changes in fundamental 
factors, such as the outlook for margins, profits or dividends, ought to affect share prices beyond the 
short term, where random “noise” in the system may prevail. 
Eke (1996), said that the most direct influence on the stock’s prices is a change in the economic 
fundamentals of the business. If revenues and profits are on a step upward trend with no indication of 
leveling off, you can expect to see the stock price rise as investors bid up this attractive company. And 
on the other hand, if the profit picture is flat or worse, declining with no change in sight, look for 
investors to abandon the stock and the price to fall. 
The point is that changes in the underlying business have a direct impact on the stock’s price. Smart 
investors spot the subtle changes before they become price movers and take the appropriate action. 
 
Financial Statement (or Financial Report) 
Financial statement is defined as a written report which quantitatively describes the financial health of 
a company. This includes an income statement and a balance sheet, and often also includes a cash flow 
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statement financial. Financial statements are usually compiled on a quarterly, half a year and annual 
basis. 
The transactions reflected in a company’s financial statement may be historical in nature; they however 
embody the potentials of the firm. Thus using history as a guide, the investor of financial analyst will 
now use it to see what the future holds for the company. Of all the figures in the financial statement, the 
reported earnings per share is the most crucial, Brown (1979). This is so because for an investor or 
shareholder, their major aim is to make profit from their investment and for those who does not 
understand other things on the financial statement, can at least understand the earnings per share on the 
statement. 
Earnings per share makes possible an evaluation of different companies from a given period of time. 
Earnings per share indicates the amount of net profit after tax before taking into account of extra-
ordinary item attributable to each ordinary share and ranking for dividend during the period, Brown 
(1979). 
If earning per share is clearly defined, it is preferable an acceptable concept for determine the streams 
of money payment to a firm. 
 
Purpose of Financial Statements 
The objective of the financial statements is to provide information about the financial position of an 
enterprise that is useful to a wide range of users in making economic decisions. Financial statements 
should be understandable, relevant, reliable and comparable. Reported assets, liabilities and equity are 
directly related to an organization’s financial position. Reported income and expenses are directly 
related to an organization’s financial performance. 
Financial statement are intended to be understandable by readers who have a reasonable knowledge of 
business and economic activities and accounting and who are willing to study the information diligently. 
Financial statements may be used by users for different purposes: 

1. Owners and managers require financial statement to make important business decisions that 
affect its continued operations. Financial analysis is then performed on these statements to 
provide management with a more detailed understanding of figures. These statements are 
also used as part of management’s annual report to the stockholders. 

2. Employees also need these reports in making collective bargaining agreements with the 
management, in the case of labour unions of individuals in discussing their compensation 
promotion and rankings. 

3. Prospective investors make use of financial statements to assess the viability of investing in 
a business. Financial analyses are often used by investors and are prepared by professionals 
(financial analysts), thus providing them with the basis for making investment decisions. 

4. Financial institutions (banks and other lending companies) use them to decide whether to 
grant a company with fresh working capital or extend debt securities (such as a long-term 
bank loan or debentures) to finance expansion and other significant expenditures. 

5. Government entities (tax authorities) need financial statements to ascertain the propriety and 
accuracy of taxes and other duties declared and paid by a company. 

6. Vendors who extend credit to a business require financial statements to assess the 
creditworthiness of the business. 

7. Media and the general public are also interested in financial statements for a variety of 
reasons. 
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EFFICIENT MARKET HYPOTHESI (EMH) 
Efficient Market Hypothesis (EMH) definitions have been seen in many ways: 

I. Fama(Jan. 1965: The behavior of stock  market prices), it is an “efficient” market for 
securities that is a market where given the available information, actual prices at every point 
in time represent very good estimates of intrinsic values. 

II. Fama(Set-Oct 1965: Random walks in stock market prices), an “efficient” market is defined 
as a market where there are large numbers of rational, profit-maximizes actively competing, 
with each trying to predict future market values of individual securities and where important 
current information is almost freely available to all participants. 

III. Fama et al.(1969), an “efficient” market, is a market that adjusts rapidly to new information. 
IV. Fama(1979), a market in which prices always “fully reflect” available information is called 

“efficient”. 
V. Jensen (1978), a market is efficient with respect to information set, if it is impossible to make 

economic profits by trading on the basis of the information set. 
VI. Fama(1991), a market efficiency hypothesis is a simple statement that security prices fully 

reflect all available information. A precondition for this strong version of the hypothesis is 
that information and trading costs of getting prices to reflect information are always 0 
(Grossman and Stiglitz (1980) ) . a weaker and economically more sensible version of the 
efficiency hypothesis says that prices reflect information to the point where the marginal 
benefits of acting on information(the profit to be made) do not exceed marginal costs(Jensen 
(1978) ). 

VII. Malkiel(1992), a capital market  is said to be efficient if it fully and correctly reflects all 
relevant information in determining security prices. Formally, the market is said to be 
efficient with respect to some information set, if security prices would be unaffected by 
revealing that information to all participants. Moreover, efficiency with respect to an 
information set, implies that it is impossible to make economic profits by trading on the basis 
of information set. 

VIII. Fama(1998), market efficiency(the hypothesis that prices fully reflect available information) 
is the simple market story;  that is, the expected value of abnormal returns is zero, but chance 
generates deviations from zero (anomalies) in both directions. 

According to investopedia, Efficient market hypothesis is an investment theory that states it is 
impossible to beat the market” because stock market efficiency causes existing share prices to always 
incorporate and reflect all relevant information. 
In finance, the efficient market hypothesis (EMH) assets that financial markets are “information ally 
efficient”. The EMH claims one cannot consistently achieve returns in excess of average market returns 
on a risk adjusted basis, (wikipedia.com). 
 
Theoritical Review 
The Theory of Efficiency Market Hypothesis (EMH) 
The theory of EMH states that when faced with new information in the market, some investors may over 
react and some may under react. All that is required by EMH is that investors reactions be random and 
follow a normal distribution pattern so that the net effect on market prices cannot be reliably exploited 
to make an abnormal profit, especially when considering  transaction costs ( including commissions and 
spreads). Thus, any one person can be wrong about the market indeed, everyone can be but the market 
as a whole is always right. There are three common forms in which the efficient market hypothesis is 
commonly stated: weak form efficiency, semi-strong form and strong form efficiency, each of which 
has different implications for how markets work. 
The weak form EMH: this stipulates that current asset prices already reflect past price and volume 
information. The information contained in the past sequence of prices of a security is fully reflected in 
the current market price of that security. It is named weak from because the security prices are the most 
publicly and easily accessible prices of information. It implies that no one should be able to outperform 
the market using something that “everybody else knows”. Yet there are still numbers of financial 
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researches who are studying the past stock prices series and trading volume data in attempt to generate 
profit. This technique is so called technical analysis that asserted by EMH as useless for predicting future 
price changes. 
The semi strong form EMH: these states that all publicly available information is similarly already 
incorporated into asset prices. In another word, all publicly available information is fully reflected in a 
security’s current market price. The public information stated not only past prices but also data reported 
in a company’s financial statements, company’s announcement, economic factors and others. It also 
implies that no one should be able outperform the market using something that “everybody else knows”. 
This indicates that a company’s financial statements are of no help in forecasting future price movements 
and securing high investment returns.  
The strong form EMH: this states that private information or insider information too is quickly 
incorporated by mark prices and therefore cannot be used to reap abnormal profits. Thus, all information 
whether public or private is fully reflected in a security’s current market price. That mean even the 
company’s management (insider) are not able to make gain from inside information they hold. They are 
not able to take to profit from information such as take over decision which has been made ten minutes 
ago. The rationale behind to support is that the market anticipates in an unbiased manner, future 
development and therefore information has been incorporated and evaluated into market price in much 
more objective and informative way than insiders. 
Eluwa (2006) stated that the stock market is influenced by many factors simultaneously. There is not 
one single factor that makes the stock market rise or fall. Rather, a large number of factors come together 
to shape the overall investment environment and cause the stock market to shift. Investor must 
understand all of the factors that influence the stock market in order to be able to forecast the future of 
the stock market. These include; corporate results, the economy, geo-political changes, investor 
sentiment, government monetary policy etc. 
 
Empirical Review 
Menike and Wang  (2013) carried out a study on  stock market reactions to the release of annual financial 
statementscase of the banking industry in Sri Lanka. The study employed five year data using event 
study methodology. The results show that abnormal return and cumulative abnormal return around the 
release of annual financial statements are positive but insignificant at 5% level. Further, the share price 
behavior on the announcement of annual reports was different from that outside the test period. The 
positive reactions of investors could be attributed to the favorable information in annual financial 
reports. Therefore this response has the potential of generating abnormal returns based on publicly 
available information in the market. 
 
Uwuigbe et la (2016), examined the effects of value relevance of financial statements on firms share 
price in Nigeria.  A total of 15 listed banks in the Nigerian stock exchange market were selected and 
analyzed for the study using the purposive sampling method. Findings showed that a significant positive 
relationship existed between earnings per share (EPS) and Last day share price (LDSP). The study 
recommends the need for banks in the country to improve on the quality of earnings reported, since it 
has a stronger ability to explaining share prices of firm. 
Olowolaju and Ogunsan (2016), assessed the value-relevance of accounting information on share prices 
of listedbanks in Nigeria with a view to determining whether accounting information has the ability 
toinfluence the prices and demand for shares of banks listed on the Nigeria Stock Exchange. Asample 
of 12 listed banks on the Nigeria Stock Exchange was used for the study.  The analysis of data was done 
using descriptive and inferential statistics. Result indicated that Book Value per share (BVS) and 
Dividend per Share (DPS) can significantly predict Market Value per Share (MPS) at 5% significance. 
The study found that the market value of shares of Nigeria banks respond positively to Dividend per 
Share. The study also revealed that accounting earnings represent by earning per share contributes 
significantly to the market prices of banks shares. The study concluded that banks should provide 
adequate and reliable accounting information in their financial statements to assist potential and 
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prospective investors in taking informed decisions. This can be achieved only if regulators put in place 
adequate monitoring mechanism to ensure that the information presented by the banks is reliable. 
 
Hassanand Haque (2017) investigated the role of accounting information in assessing stock prices in 
Bangladesh. The paper explored the relationship between share prices and the value-relevance of 
accounting information. The basic Ohlson (1995) valuation model was used to conduct the research 
using a sample of 93 companies from six broad industries listed on the Dhaka Stock Exchange (DSE), 
Bangladesh. The adjusted (R²) and estimated regression coefficients of accounting variables were tested 
in the model. The results showed that both Earnings per Share (EPS) and Book Value (BV) have 
influential power in determining share prices. But, results of the individual effect of EPS and BV to 
determining share price indicated that the EPS played an increasingly considerable role in projecting 
share prices than that of BV. Thus, EPS has become more informative to equity investors in predicting 
the share prices. 
Akadakpo and Mgbame (2018) carried out a study which focused on the impact of timeliness on the 
value relevance of accounting information using 17 companies listed on the Nigerian Stock 
Exchange during the period of 2011-2014.  The findings of the study indicate that earnings per share 
has a positive though non-significant effect on market value, dividends has a negative though non-
significant effect on market value, cash flow has a negative though non-significant effect on market 
value and book value of assets has a positive and significant effect on market value. The study concluded 
that stringent rules backed up by legislations that will enhance value relevance of accounting information 
should be implemented by policy makers. This will compel diligence, accountability and responsibility 
in preparation and application of accounting standards which will increase economic growth and 
investors’ confidence in Nigerian Stock Exchange. 
 
 Dang, Tran and Nguyen (2018), conducted a study on the investigation of the impact of financial 
information on stock prices of listed firms on Vietnam Stock Exchange. Data were collected from 273 
large listed firms for the period from 2006 to 2016. Using multiple regressions, the relationship between 
determinants including earnings per share, book value, cash flow from operating activities, firm size and 
stock prices was investigated. The results show that four determinants have positive relationships with 
stock prices with the explanation level of 48.1%. The impact of financial information on stock prices is 
getting stronger and stronger in the years of 2015 and 2016 with the explanation levels above 60%. 
 
Research Methodology 
The methodology employed in this study is basically designed to portray the impact of the contain of 
financial report on stock market prices using the Nigeria stock exchange (NSE) as a case study. 
Secondary data were sourced from the Nigeria stock market annual report, Nigeria stock exchange fact 
book, Ten years (2005-2015) financial reports of four (4) listed firms, where gotten from their different 
websites . Data were equally collected from books, local periodical papers, business newspapers, 
magazines and journals and the proceedings of some relevant national conferences. 
 
Model Specification   
For: 
Hypothesis 1 
Y= stock price 
X= profit after tax 
 
 
 
 
 
 
Statistical Testing Techniques 
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The simple regression and the student’s t- test were used to test the validity of the hypothesis formulated 
under this study. 
 
Results and Discussion 
Based on the hypothesis below, 
H1 There is a significant relationship between profit after tax stated in financial report and the stock 

market price. 
H2 There is a significant relationship between earning per share stated in the financial report and the 

stock market price. 
H3 There is a significant relationship between dividend payout stated in the financial report and the 

stock market price. 
 
The following results were obtained from the computer computation. 
Dependent Variable: Y   
Method: Least Squares   
 Date: 11/19/16  Time: 15:28   
Sample: 144    
Included observations: 44   
     
     
Variable Coefficient Std. Error t-Statistic Prob.    
      
     X1 0.810760 0.006931 1.552356 0.0085 
X2 -0.012967 0.005001 -2.592768 0.0132  
X3 0.933258 0.167202 0.198911 0.0033  
C 0.553300  0.108317 2.338499 0.0244 
     
     R-squared 0.727132     Mean dependent var 0.232045 
Adjusted R-squared 0.706916     S.D. dependent var 0.207561 
S.E. of regression 0.792829     Akaike info criterion 0.367514 
Sum squared resid 68.87327     Schwarz criterion 0.205315 
Log likelihood 12.08531     Hannan-Quinn criter. 0.307363 
F-statistic 3.273788     Durbin-Watson stat 2.827852 
Prob(F-statistic) 0.000801    
     
     Applying the student’s t-test, we can make our decision based on the result we got in respect to the 
hypothesis. 
Hypothesis 1 (H1) 

T- Calculated =1.55 
T- Tabular = 0.16 
Decision rule 
Since t-calculated is greater than t-tabulated, we accept the hypothesis, that there is a significant 
relationship between profit after tax stated in the financial report and the stock market price. 
Hypothesis 2 (H2) 
T- Calculated = -2.60 
T- Tabular = 0.16 
Decision rule 
Since t-calculated is less than t-tabulated, we reject the hypothesis, that there is a significant relationship 
between earning per share stated in the financial report and the stock market price. 
Hypothesis 3 (H3) 
T- Calculated= 0.20 
T- Tabular = 0.16 
Decision rule 
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Since t-calculated is greater than t-tabulated, we accept the hypothesis, that there is a significant 
relationship between dividend payout stated in the financial report and the stock market price. 
 
Interpretation of Result 
Wilde (2005) argues that profit after tax; dividend payout and earning per share determine the stock 
market price. But our results show that dividend payout and profit after tax affects the stock market price 
during the period tested in this study. In the four companies tested, profit after tax and dividend payout 
have a positive relationship with stock market price, while earning per share has an inverse relationship 
with stock market price. 
This could be because of what Ukoh (2014) said, that Nigerian’s when investing look at profit after tax 
and dividend payout without looking at earnings per share which shows the real value of the investment. 
The result shows that, for every one unit increase in profit after tax, stock market price increases by 
0.08; meaning that profit after tax stated in the financial report is positively related to the stock market 
price. 
On dividend payout, it was observed that for every one unit increase, stock market price increases by 
0.09; meaning that dividend payout stated in the financial report is positively related to stock market 
price. 
The R-squared shows that it is only 73 units of change in stock market prices is as a result of  change in 
profit after tax, earning per share and dividend payout. This meaning that there are other factors which 
affect the stock market price other than those explicitly included in the model.  
 
Conclusion 
In our society, stock market index is often considered the primary indicator of economic strength and 
development, and stock market prices has a tremendously significant impact on the economy as it affect 
the wealth of households and their consumption. It is on this, that investors look for financial reports 
which provide information about the financial position of firms, before investing. 
Since financial report contents contribute 73 units of change in stock prices, one can deduce that 
investors will make an adequate comparative analysis about firm’s viability. With wrong information 
available to investors and perhaps changed expectations, there is the likelihood of plunging into the risk 
of directing their available funds unto the wrong firms or industries. But by being acquainted with the 
relevant information, investment choices will be made appropriately. 
The success and survival of the stock market, dependent on the information available to it, which 
determines the stock market prices. 
 
Recommendation 
This study identified a number of problems or limitations facing the Nigeria investors who invest in the 
Nigerian stock market. The following recommendations are made to proffer a way forward. 
1. When an investor is faced with a decision to invest in a particular stock, there is need to resort to the 
company’s financial report to determine whether profits are rising or falling and the implication on 
future performance. 
2. Earnings per share should be an important factor to look for when investing, because it shows the real 
value of the investment. 
3. Investors should have at hand the information relating to other available alternative investment and 
their possible future consequences before making an investment choice. 
4. More studies should be carried out on this topic to cover a sample size that will represent nationwide 
average. 
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