European Journal of Business and Management www.iiste.org
ISSN 2222-1905 (Paper) ISSN 2222-2839 (Online) g
Vol No 15, 2013 ISt

Fraudulent Reporting in Nigeria: Management Liability for

Corporate Financial Statements as an Antidote.
Killian Osikhena Ogiedd’ James Odfa
1. Department of Accounting, University of Benin, PBVI1154, Benin City, Nigeria.
2. Department of Accounting, University of Benin, PBVI1154, Benin City, Nigeria.
*E-mail of the corresponding author:koogiedu@yahom
Abstract
Financial statements are prepared by the managerhamt enterprise and released to the various Istddters
who rely on them to assess the type of dealings¢bald have with the company. An accurate assassofi@n
enterprise could only be carried out if the finahctatements are accurate. Recent events, particuhe
sudden collapse of enterprises with very healtimarfcial statements, have indicated that some fiaanc
statements are not prepared in accordance withrglnaccepted accounting principles (GAAP) andoacting
standards. In most jurisdictions, when an entegfdfls or when it is realized that published ficiah statements
are not accurate, it is usually the auditors whe lallamed. However, in the recent past, there has b@&
increasing realization that since management taprimary responsibility for the preparation andsamtation
of financial statements, most inaccuracies in fararstatements could be as a result of their dedite action or
inaction. This paper therefore examines the issuasved in making management liable for corpofatancial
statements from the perspectives of both the mamegeand the users of financial statements. Itlcoled that
there was need to make management liable for campdinancial statements but within certain defined
restrictions defined by statute. The paper reconasi¢inat apart from the Chief Executive Officer dmel Chief
Finance Officer, other Board members should bedialm addition, the paper recommends that manageme
liability for corporate financial statements shoblel applicable to all companies in Nigeria irresjyecof size or
guotation status.
KEYWORDS: Management, liability. Financial statements, criatiliability, civil liability

1.0 INTRODUCTION

1.1 Background information

Financial statements are prepared by the managevhardompany for the usage of various stake helderese
financial statements indicate the state of thenfiie well-being of the company. They are usuatly tvindow
into a company’s financial affairs available to thegerage investor, and sometimes the only infolmati
available to banks and other institutional invest@onsequently, potential investors and otheresialkiers rely
on these financial statements to assess the tygkealing they could have with the company. An aatur
assessment of a company could only be carried fotltei financial statements are accurate. Recenmtsyve
particularly the sudden collapse of companies wihy healthy financial statements, have showed niast
financial statements are not prepared in line wgdnerally accepted accounting principles (GAAP) and
accounting standards. In the past and up till nownbst jurisdictions, when a company fails or wiieis
realized that published financial statements areagaourate, it is usually the auditors who are fite to be
accused or blamed. The accusation is usually tditaas actively participated in developing or cealing the
activities that led to the misstatement or inaccyrim the financial statements. Recent developmtartd to
widen the scope of these accusations. For instainers is the increasing realization that sinceagament has
primary responsibility for the preparation and wlsttion of financial statements, most of thesectuaacies is a
result of their deliberate action or inaction. #amy, it is being realized that auditors as odéss, find it
difficult to detect inaccuracies deliberately irdmmed and ingeniously concealed in financial statam by
management. This has led to the clamor for a greasponsibility and liability to be imposed on ragement.
Some jurisdictions like the U.S and Canada haveenitachandatory for the Chief Executive Officer (CE&hd
the Chief Finance Officer (CFO) to certify publighyblished financial statements. Management (pdatity the
CEO and CFO) have also been made to assume bdthraivcriminal liabilities for the accuracy of tleentent
of financial statements. Many questions have besxedion the propriety of making management liable f
financial statements and the potential effectshm morale of management and staff of the compamyngm
other issues.

1.2 Statement of the problem

Nigeria is one of Africa’s most important capitalarkets. And like in most African countries, it hasen
plagued with bad corporate governance. One of theifestations of the bad corporate governanceigdfilent
financial reporting. There  has been various resps to the problem through the enactment of variou
corporate governance codes such as the Coderpb@be Governance in Nigeria 2003, the Code aopQate
Governance for Nigerian Banks post consolidatiod62@he Code of Conduct for Shareholders’ Assumriatin
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Nigeria 2007, and the Code of Corporate Govermamdigeria 2011. . Also the Companies and Alldaters
Act 1990 (CAMA) and the 2007 Investment and SemsifAct made specific provisions to strengthen coate
governance of public companies in Nigeria. Thesiesand statutes did not impose any overt civilaimdinal
liabilities on the management of companies. Thotgse responses may have had some salutary etfezys,
have failed in the main to ensure good corporateig@nce. A major manifestation of this fact is @edbury’s
scandal where the management colluded with theredtauditors to produce fraudulent financial staats.
The Cadbury’s case in Nigeria led to renewed dgitatfor a stricter regime of sanctions on corpoiaficers,
comparable to the provisions of the Sarbanes Qktayf the United States..

In the Cadbury’s case, the Board of Directors aflidury Nigeria PLC (Public Limited Company) in
October 2006 announced the discovery of overstatemia its accounts covering a period of four years
Cadbury Nigeria Plc. was founded in 1965 as a didoyi of Cadbury UK. It is engaged in the produeatand
marketing of beverages and confectionery and dihwd products. The company is a multinational comypa
which as at December 31, 2006, was owned 50.02%ddbury Schweppes plc. and 49.98% by Nigerian
individuals and institutional holders. In fact t@empany was rated as one of Nigeria's most respexdmpany
in 2005.Following the announcement of the overstatemefinahcial statements by the Board of the company,
the Nigerian Securities and Exchange CommissiofeC|S carried out an investigation on the issue twhic
revealed that the financial statements were trubrstated by approximately N13 billion. As a reshé SEC set
up an Administrative Proceedings Committee (APC)trio the directors, some management staff of the
company, the external auditor, Akintola Williamelite (AWD) and the Registrars, Union Registrhirsited
for gross misconduct and violation of provisiongtod Investments and Securities Act 1999, the SEEsRand
Regulations 2000 (as amended), Code of ConducCépmital Market Operators and their Employees amd th
Code of Corporate Governance in Nigeria. The AR@éball the parties guilty of various offences raggrom
preparation of fraudulent financial statements,right fraud and gross negligence. Various admiaiste
sanctions were imposed on the respective erringggar The administrative sanctions imposed were
considered by many as inadequate for the magnibfidbe offence. Moreover, the issue of third partreho
suffered losses as a result of the overstated diahstatements was not addressed. There haverbaey other
cases of fraudulent financial reporting in Nigetiat have left third parties with no remedy. Onesoeth other
cases is African Petroleum Plc. The foregoindnésstatement of the research problem that has giserto the
following research questions: (i) Is there anytieteship between management liability for finangtdtements
and financial reporting quality? (ii) What are thppropriate mean(s) of effecting management ligbftbr
corporate financial statements? (iii) What are #ippropriate associated liabilities of the company #he
external auditor?

13 Statement of the resear ch objectives

Flowing directly from the research questions ababe, basic objectives of the paper are (i)To detem
whether there is a relationship between manageliadility for financial statements and the qualitf/financial
statements ;(ii)To determine the appropriate mgasf(gnsuring management liability for financiaht&ments
(i) To examine the associated liability of the quamy and the external auditor.

14 Scope and delimitation.

The study is limited to aspects of overall corpergbvernance including internal control over finahc
reporting, fraudulent financial reporting and theilcand criminal liabilities of directors, the @i executive
officer, the chief finance officer, the auditor atite company. The paper, however, did not extenthéo
shareholders. The study extends its focus beyoidichu owned companies to include private compardes
well.

15 Disposition

This study begins with an introductory section vhitescribes the background to the agitation fotriater
regime of sanctions for fraudulent financial repaytby corporate officers in Nigeria. It thereaftates the
research questions, the research objectives arsttipe and delimitation. Section 2 deals withrttieghodology
adopted for the study. Section 3 reviews the engditerature while Section 4 is on analysis argtdssion. The
paper ends with the conclusion and recommendaiiogisction 5

2.0 METHODOLOGY

The choice of Methods depends primarily on the estttgnd the purpose of a study (Merriam, 1994)s hidy
is qualitative in nature and therefore no quantitatool is used to analyze the data. It is coneldictn the basis
of literature survey and secondary information.idag journals, newspapers and magazine articleseéeered
to in writing the paper.

3.0 LITERATURE REVIEW

This section discusses the relevant issues rel&imganagement liability for corporate financisitetments in
Nigeria. It starts by examining the concept and miv&ga of fraudulent financial reporting. After thiaiooks at
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the current state of financial reporting in NigeBbsequently, the literature review examinesctireent state
of management liability for financial statementsNigeria and internationally, effects of managenieiility
for financial statement and penalties, sanctiomslagal liabilities

31 The concept of fraudulent financial reporting

Sometimes, fraudulent financial reporting is simpferred to as financial statement fraud. In bzgkes there
are various definitions, but we shall examine anfgw. According to the American Institute of Cietil Public
Accounts (AICPA, 1987), fraudulent financial repogt is intentional or reckless conduct, whether act
omission that results in materially misleading fioial statements. According to the Commissionpiais gross
and deliberate distortion of corporate records sashnventory court tags, or falsified transacticush as
fictitious sales or orders. According to the AICP#audulent financial reporting may also entailse th
misapplication of accounting principles. Accaglito Cooper (2005), financial statement fraud ines a
deliberate inclusion of misleading accounts or Idsares in financial statements aimed at deceifiimgncial
statement users. Cooper (2005) listed some insgaatdinancial statement fraud to include: (i) edtéon,
manipulation or falsification of financial recorddqii) deliberate omissions and misrepresentatibevent or
transaction amounts; (iii) intentional misapplicatiof accounting principles, procedures and pdicand (iv)
deliberate omission of disclosures or renderingnaidequate disclosures. Cooper (2005) however dgslu
internal frauds or other types of dishonest conduct

For the purpose of this study, it is importanhtde that fraudulent financial reporting differerir other
causes of materially misleading financial statemenich as other unintentional errors. It is alsty esitical to
differentiate between earnings management andregrmnanipulation. In other words, we differentibégween
within-GAAP earnings management and non-GAAP egsimanagement. Non-GAAP earnings management is
regarded as fraudulent while the within- GAAP eagsi management is not.

3.2 Current state of financial reporting in Nigeria.

Financial reporting in Nigeria is governed mainly two principal statutes-the Companies and Alliedttdrs
Act (CAMA) 2004 and The Investment and Securitiest ASA) 2007. Financial statements and audit are
generally covered in Part Xl of CAMA, while annuaturns are covered in part Xll. In general CAMA diot
deal with the issue of fraudulent financial repagtiThe ISA establish the Securities and Exchargar@ission
of Nigeria (SEC) as the principal regulatory auityofor the Nigerian capital market. Financial refing by
publicly quoted is covered under part VIl of ISAhe provisions of ISA were obviously influencedsome
extent by the provisions of the Sarbanes OxleydAk@002 (SOX) in the US. Section 60 (2) of the Aefuires
the Chief Executive Officer (CEO) and the Chief Aanting Officer (CFO) to certify annual or periodiports
filed with the SEC. The Act requires the two offie¢o certify to among other things to the effédettt (a) They
have reviewed the reports; (b) the report doesaosttain any untrue statement of a material factioy
misleading statement; (c) the report fairly and anatly represents the financial condition and hssof
operations of the company; (d) they are responddiestablishing and maintaining internal contrafsl that
such controls are adequate and functional in alerna respects. While the provisions of Sectiono60SA are
similar to the provisions of the SOX of the US, trenalty clauses are definitely not. Section 65pfbyides to
the effect that a public company who contravenesicse 60,61,63 and 64 is liable to a penalty nskléhan
#1,000,000 By today's exchange rate of #160 totldi$,is equivalent to about $7,000. The CEO an® @Fe
also personally liable to pay these amounts if fbguilty. It is instructive to note that these administrative
fines and not indictable offences. Moreover, thereo stated liability to third parties who relied misleading
or fraudulent reports.

The foregoing is the background in which publiglyoted companies operate in Nigeria. The Nigerian
landscape has been plagued with poor corporategmvee and the attendant fraudulent financial temprThe
case of Cadbury Nigeria Plc. is a good example.

3.3 Current position on management liability for corporate financial statements in Nigeria and
internationally

In almost all jurisdictions, the directors are m@sgible for the preparation of financial statemehts instance
in Nigeria, Section 334 (1) of the Company and edliMatters Act 1990 make it a duty of the directrs
prepare financial statements for each accountirag. yehe directors are however, not required toifgetihe
accuracy of the financial statements either indigity or collectively. It is only by section 343)(1hat two
directors are required to sign on behalf of therbad# the company, the balance sheet and a copyhiwh is
laid in general meeting or delivered to the Corpo#sfairs Commission. The obvious essence ofithts attest
to the authenticity of the document and not tosatte its accuracy. After the preparation of finahstatements
by the Directors, auditors are required to carry awstatutory audit of the financial statementsasgertain
whether they give a true and fair view of the uhdeg transactions. According to Shore (2000)hailigh
financial statements are prepared by managementraaxe of these assertions for the users of tbemation
is given by the auditors. As a consequence ofrtiés the accounting profession has faced litigegimainly due
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to corporate failures. It is alleged that it is @ddilures that give the way for the non- deteotif failure signs
in failed companies. But with more and more faituamd corporate scandals, attention has shiftaalbhafrom
the auditor to the preparers of the financial stetiets, namely the Directors/management.
The first major action towards making managemetilé for financial statements is the Sarbanes O¢&&X)
Act of 2002 in the U.S. The SOX followed the Endisaster and the disclosure by WorldCom that itaricial
statements had been overstated.(Geiger & TaylpR004). Section 32 require the chief executivécef{CEO)
and the chief financial officer(CFO) or officers mersons performing similar functions to certifyamong other
things in each annual or quarterly report filedhmthe SEC: (i)that the signing officer has revievthe report.
(i) that the report does not contain any mateyialhtrue statement or has omitted to state a naatidt that
would render the statement misleading (iii) tinet tinancial statement/information is a fair reprgation of the
state of affairs of the company. The second parthefcertification requires in section 404 the CEBD’s
assessment of internal control over financial reépgrin the form of an internal control report fil@long each
annual report. It also includes a requirement thgtiernal auditors include an report on management’'s
assessment of the internal controls. The lastgdatte certification requirement for CEO/CFO issiction 906.
The section requires that each of the periodic ntepantaining financial statements filed with thEG shall be
accompanied with a written statement by the CEO/Gi& the information contained in the periodica’tp
fairly presents, in all material respects the fitiah condition and results of operations of the pany. In
particular, Section 906 (c) imposes criminal peealtfor any CEO/CFO who certifies financial stateise
knowing that such periodic report accompanyingestents do not comply with the requirement of thé Ac
Following the U.S. certification requirements foEQ/CFOs, other jurisdictions have been exploring th
possibilities of making management liable for caogte financial statements. Canada was the firshtcpuo
adopt the certification provisions of the U.S. Zembs-Oxley Act. Starting from 2004, CEOs and CF®s o
Canadian public companies are now required tofgehat the financial statements and associateatimftion
they filed with the regulatory authorities are fieem material errors and misleading (Canadiangrarénce
Reporting Board, 2004). The CEO and CFO are alguired to certify that the interim and annual fijare
true in all material respects and do not contaigleading statements. According to the CanadiaroRedhce
Reporting Board (CPR Board) (2004), two fundamieptanciples are central to the regulations andhe
functioning of the capital market that can serveagiide to CEOs and CFOs in the certification gssc The
first principle which is transparency refers to tlegree to which the information contained in fifiags being
certified enables a reader to reliably assess matedpiret the financial condition, results of opinas and cash
flows of the company. The certification by the CBf CFO is the mechanism to achieve the transparéhe
second principle is accountability which refersthe public acknowledgement by the CEO and CFO eif th
responsibility for the completeness, accuracy, limees and reliability of the information containad the
filings being certified.
The Canadian Securities Administrators (CSA) Matgral instruments that detailed the certification
requirement did not specify the penalties that nbay applied to those found to have provided a false
certification. However, companies policy 52 — 10® ©f Canada does note that such an action woutdifject
to quasi- criminal, administrative and civil prod@eys under existing applicable laws (CPRB, 2004 addition
to the penalties and sanctions contained in Catpand Securities statutes, other penalties thad apply to
CEOs and CFOs signing false certificates may badadn several new processes of legislation (CPRB42.
The foregoing is a review of the two jurisdictionamely the U.S.A and Canada that have enacted tlzats
require CEO and CFO certification of corporate ficial statements. The obvious objectives of théfaetion
requirements are to make management representéte lyEO and the CFO to be liable for frauds orreimo
financial statements presented to the public byr ttempany. We shall now proceed to examine theriatl
processes that the CEO and CFO may have to goghrmuensure that what he certifies is accuratewithy
from theory and practice. After this we examine #féect that certification may have on the moralel a
productivity of the management and staff of company
34 Effects of management liability/ certification

According to Prentice (2007), SOX404 has produbedefits in many ways. One of such benefits
include the revival of the capital markets in th8.Wccording to him, when SOX was passed, thereaveasy
low level of investors’ confidence in the capitahmkets in the US which caused a drop in averag#iniga
volume to 54%. According to Alvarado (2006), SOXlpeel achieved a significant restoration of investor
confidence in the stock market which has facildate quick recovery by the market. According to Gidéh
(2006), corporations that are complaining about S also making record profits that were far higian
what they were in 2002. SOX has also contributedlted in improving corporate governance (Pren@€€)7).
A study of 2,500 international companies perfornigd Governance Metrics International found that SOX
reforms resulted to a significant improvement ie #orporate governance performance of U.S. companie
compared with their foreign counterparts (Heale$t&el, 2005). Also according to Prentice (20@QX
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has improved the liquidity of firms in the US. Jalkim and Rezaee (2006) finds that SOX improved the
liquidity of American capital markets. According tbem the regulatory actions of SOX is very sucitgsa
restoring market participants’ confidence in cogiergovernance, financial reporting, and assur&unogtions.
SOX has contributed significantly in improving fima@al reporting (Prentice, 2007). According to Riea SOX
404 is effective. The academic research has alewvidqes important support for the conclusions ttiet
accounting reforms of SOX has been successfultzatdttis victory for investors. (Leech, 2005, Hgr2007).

The foregoing studies and many others indicat¢ tih@ implementation of the SOX is providing
investors in U.S. markets with very reliable finah statements than ever before. There is ovemingl
evidence that SOX 404 has contributed to the réwfd).S. capital markets, reformed corporate gosece,
and improve financial reporting accuracy, fraudedgbn and market liquidity. Thus , it can be cadeld that
there is a positive relationship between managenitity for corporate financial statements arfthancial
reporting quality.

3.3.5. Penalties, sanctions and legal liability

Legal liabilities fall into two broad categoriezriminal and civil liabilities. Criminal penaltiesn the
Sarbanes — Oxley Act of 2002 are very severe. Alingrto the Act, whoever certifies any financiadtsment
knowing that the periodic report accompanying ttagesnent does not confirm with the requirementsl fiea
fined not more than $1,000,000 or imprisonmentmote than 10 years or both, and whoever willfulbytifies
not more than $5,000,000 and or up to 20 yearsismpment. Apart from the severity of the penaltmposed,
certification changes the legal status quo. Prarcertification requirements in the U.S., CEOs/CFas
companies sign financial statements on behalf efabmpany and do not give personal endorsememt. Th
criminal liabilities for inaccurate certificatiomeadirect and straight forward. The CEOs and CR@<aminally
liable for negligence and fraud in the preparatbfinancial statements. A statute has fixed theOGid CFO
with the duty to prepare accurate financial stat@mserhere is not much case law on director oceffliabilities
to third parties. What most cases deal with isligdglities of the auditor to third parties. Howey€EOs and
CFOs can be placed on the same pedestal as flag #isird parties are concerned as they both hantractual
relationships with the company. Thus, case law aditar liability to third parties can be extended t
directors/officers of the company at least for msgs of analysis. So the basic questions are: &hthd CEO
and CFO be liable to third parties for a breackwy to prepare accurate financial statement8o,lto whom,
on what basis and why?. The issue of the liabdityhe auditor (or any other officer of the comphty third
parties is far from being settled. We shall briadiytline the history and case law relating to aard{tirector)
liability to third parties. As we have stated eanmliwe are using the case law on the auditorsilitigls as a proxy
for that of the CEO and CFO.

The controversy surrounding auditor (or officéapllity has become complicated because the pftEnti
are normally third parties that have relied upoe tertified financial statements rather than thetreated
clients of the auditor (or officer). These plaifgifgenerally consist of borrowers and creditors thse the
certified information to make a decision regardegending to the company short or long term cre@iher
possible plaintiffs are investors that rely upoe thformation to make investment decisions (Buffiimy 1997).
Historically, restrictive liability made it diffidti for third parties to recover damages from audfwificers due
to negligent certification.

There are three doctrinal views on third partpility: the privity or Ultramares rule; the foredmslay
standard, and the restatement of tort. The privity was first developed in the English case of tféfifbottom v
Wright in 1842. The court found in favour of thefendant stating there was no privity of contrastineen the
plaintiff and defendant, therefore no duty flowedthe plaintiff, and no liability existed (Gome2003). In
1931, the courts applied the privity rule to acamgnegligence in the Ultramares Corp v Toucheca@suché
prepared a balance sheet for Fred Stem and Comypytheir request. The balance sheet reflectedtaan
had a large net worth when in reality the compamg \msolvent. A lender ,Ultramares Corp becausthef
favorable balance sheet figure extended creditamSStern later filed for bankruptcy and as altdgltramares
sued Touche for negligence. The court ruled indaxad Touche, finding that there was a negligemicehe part
of the accountants but a lack of contractual pyibietween Ultra mares and Touche (Gomez, 2003r Liat
1985, the privity rule was reversed in the cas€reidit Alliance v Arthur Anderson & Co. The couswtloped
the following three part legal test in determinimccountants liability to third parties. (i) The aoatant must
have known that his or her work was to be usedafparticular purpose, (i) A known party or partigsre
intended to be able to rely on the accountants wookuct, (ii) Some conduct must have linked thecaintants
to the relying party (Pancins, et al (2001). Theartoedefined the principles expressed in Ultramdf@omez,
2003).
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Some jurisdictions have codified the liabilitiesr fthird parties by accountants for certificatioh o
financial statements. The New Jersey Statute fopw@ttants’ liability to third parties for negligemstates to the
effect that accountant shall not be liable for dgesafor negligence arising from the rendering affgssional
accounting service unless (a) the accountant kriegheatime of the engagement, was specifically tified to
the accountant in connection with a specified tation made; (b) the accountant knew that themelat
intended to rely upon the professional accountiagzise in respect of that specified transaction) (ihe
accountant directly expressed to the claimant byds/mr conduct, the accountants understanding ef th
claimant’s intended reliance on the service.

The foreseability rule has only been followed ifea cases (Shore, 2001). In the case of Rosenbum v
Adler in 1983, after relying on the audited finai@tatements of the Corporation, and Completi@peporate
acquisition transaction, the plaintiff discovetbdt the financial statement were fraudulent aredstibock was of
no value. The court determined that in order tiqmt the public, accountants should have a dutyreseeable
users. The court, however, further concluded tha principle only applied if the audited statenseare
received directly from the business entity.

Under the restatement rule the accountant owesyata the clients as well as the individuals anited
groups that the accountant is aware will beneditrfithe information (AICPA, 2003). This known us@cttine
is also sometimes referred to as the “intended fizesy” approach. The restatement Approach prowifte
liability for accountant/officer to third partiesitiwout the requirement of privity only when thecaantant
provides financial statements or other financiglorts such as audit reports for the intended beagf known
person or class of persons to be justifiably religebn as guidance for a specific transaction oe tgp
transaction identified to the accountant (Grubbel,e2007). According to Gomez (2003), the restetet rule
is more generous than the privity rule but narnotlian the foresebility approach. The differencéeetiveen the
standards is the extent of the relationship require

The conclusion from the foregoing is that the éssfiauditor or management liability to third pestiis
far from being settled by the courts

4.0. DISCUSSION

A financial statement is supposed to show a coryipanue financial position at any given time. It
enables investors to take informed decisions oir theestments. But over time, management, eithesugh
fraud or negligence has manipulated the contefiinafcial statements to achieve their own objestiva the
past and up to the present in some jurisdictiotuding Nigeria, auditors have been blamed for tteecuracies
in corporate financial statements. But the worldbécoming wiser and it is being increasingly realizhat
auditors alone cannot solve the problem of inadeucarporate financial statements. This is whyndib@ is
being justifiably shifted to management. Managentexs control over the preparation of financial estagnts
within the company, and is better placed to morier process for the preparation of financial stetets. The
naked implication of the present system is thatagement may deliberately device ingenious and elydaid
schemes of fraud in preparing financial statemantsthereafter call in the auditor who is expecte detect
those frauds/schemes. This is tantamount to theegdayed by primary school children called “pupmyiereby
one of the pupils has his or her eyes tied witheaegof cloth and then asked to catch the othesgmewho is
rigging a bell and trying to avoid the blind foldperson. The certification requirements introducbky the
Sarbanee Oxley Act of 2002 in the U.S is novel aqgte commendable. Management (particularly the®©CE
and the CFO) must have primary responsibility foe tontent of financial statements. However, in imgk
management responsible and liable for financialestants, care must be taken to ensure that working
corporation is not rendered absolutely unattracttv@ugh heavy liabilities. Thus, there has to bpraper
balance between management liability for corpofai@ncial statements and the need to protect manege
from liability traps.

From the experience of the U.S. and Canada thet baacted legislations making management liable
for corporate Financial Statements, it is obviokat tthere is a positive relationship between thalityuof
corporate financial statements and their certiicaby management. After the introduction of thetifieation
regimes, CEOs/CFOs started implementing measusgswibuld guarantee sound financial reporting system
Sub certification ensured that subordinates downotiganization ladder contribute to ensuring qudiitancial
reporting systems. Apart from ensuring high quafitancial statements, a well designed sub- cediifon
process would produce opportunity for the managef@8BO and CFO particularly) to engage in a meduing
manner, the business unit leaders in the finan@@pbrting process which helps them to understard th
importance of risk management and effective controthe end, it will help them run their businessts more
effectively. However, where certification by managmt is implemented, there will be need by mostames
to address some important behavioral and culteslies when implementing sub-certification. Managgme
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must evaluate the effect that sub-certificationlddwave on morale, corporate culture, and the wacibility of
delegating responsibility appropriately within thificer group.

The highpoints of management liability for corpie financial statements is the penalty for defaul
contravention. In the U.S. and Canada, the pesaitimosed are considered excessive given that tinaec
financial statements may have been the resultmdige error which the officers are unable to praugere is no
doubt, however, that Criminal liability must beaathed to the certification exercise. The variouscénents in
the U.S. and Canada did not explicitly elaboratdh@ncivil liability status of management. Howewimnce the
statutes impose a duty of care, there are bourktaivil claims by third parties who rely on thadncial
statements. As analyzed in the paper, there asettied and conclusive rules for determining lig&pbf officers
of a company to third parties. This means that @B{actors are going to be faced with a multitudeswaits.
Thus with a little negligence or simple error, thegty be exposed to liability in ‘an indeterminatecant, for an
indeterminate time to an indeterminate class’. Beimation of liability has been left to the varioasurts
through case law. This has not yielded the desiesdlts. It may therefore be necessary at thistpoitime to
streamline the situation by statute. In this cése statute would identify the class that can na&ens against
the officers, the time limit for making the claimsd the methods of determining the amount of claims

One feature of the jurisdictions (US and Canada)ently implementing certification regimes isttita
is assumed that only the CEOs/CFOs are the keyndiei@nts of the content of Corporate financial esta¢nts.
But then, there are other board members who mag l&erbearing influences on the CEO and CFO. This
category of officers should be bought into the i@iedtion Universe, albeit in a lesser form.

Another issue that was highlighted in the papehésfact that certifications in the US and Caneda
only required of publicly quoted companies. Thisme may be adequate in those jurisdictions. Howemea
country like Nigeria where virtually everything fimud compliant, it will be counter productive tectude any
corporation. The worst culprits in financial statts fraud in Nigeria are the private small and iomedscale
enterprises. In most of these companies, diffefieancial statements could be prepared for diffemmposes.
If we must do business at all, there must be complecountability and truthfulness at all levetespective of
the size.

5.0. CONCLUSION AND RECOMMENDATIONS

The purpose of having management particularly GO and CFO liable for corporate financial
statements is to enhance investors’ confidenceigiramproving the transparency of disclosure andihg key
executives/management accountable for the accuaacy completeness of financial reporting and related
controls. A well designed management liability regj particularly through certification, can provisignificant
additional benefit of more meaningfully involvingrsor operating executives from outside the fingmaxess.
For these benefits to fully crystallize there labé good quality management leadership.

To ensure quality financial statements and crétibin financial information given by corporations
therefore, the following recommendations are madepplication in Nigeria and other developing oasi(i) A
statute or law should be made mandating managetoecgrtify corporate financial statements; (ii) i@mal
sanctions should be imposed on management whdyceréiccurate financial statements; (iii) Managemen
should be liable to third parties who rely on theartified financial statements. However, the scemd
limitation of third party liabilities should be fd by a statute; (iv) management liability for amgte financial
statements should be applicable to all companiddigeria whether big or small, quoted or unqudedCEO
and CFOs should be liable in the main for corpofaigncial statements both criminally and for thpdrties
civil liabilities. However, the dragnet should betended to other directors found to have contridute the
inaccuracies in financial statements.

BIBLIOGRAPHY

Adeyemi, B. (2007).Cadbury saga and corporate ehgdls in the new yeafrhe GuardianJanuary 9: 33.

AICPA (1987)Report of the National Commission on Fraudulentlficial ReportingNY, US:

National Commission on Fraudulent Financial Rdpgri(Treadway Commission). Retrieved on 5/2/13
from  http://www. COSO. ORG/ publication/ncffr.pdf

AICPA (2003) Tort Reform lIssues in the Uniform  Accountancy , ABetrieved on 5/2/13 from
http://www.aicpa.org/download/uaa/tort.reform.pdf

Allies, M. G, & Datar, S. M. (2004) How Do You Stdpe Books from Being Cooked? A management control
perspective on financial accounting standard sgtimd section 404 requirements of the Sarbanedey@ct,
International Journal of Disclosures and Governaic(2)

Alvarado, K. (2006) CFOs report lower complianosts, Internal Auditor, June 1:15

181



European Journal of Business and Management www.iiste.org
ISSN 2222-1905 (Paper) ISSN 2222-2839 (Online) g
Vol No 15, 2013 ISt

Association for Financial Professionals (2003a) certification: Financial professionals takinigetlead on

Sarbanes — OxleBethesdia, MD.

Association for Financial professional (2003bhe Buck Stops with Me&® white paper on Sub certification

Issuers from the Association for Financial profesal, Buthesda: MD.

Association of Certified Fraud Examiners (1999)p& on the national Occupational Fraud and Abuse,

Retrieved 0n 5/2/13 fom onlir@tp// www. eternet.com./summay.html

Buffington, R. (1997). A proposed standard of commaw liability for the public accounting professio

Southern California Interdisciplinary Law Journd,

Canadian Performance Reporting Board (200£0 and CFO certification: Improving transparencyda

accountability Toronto: Canadian Institute of Chartered Accauntg

Cerniceros, R. (2003) Interest in Governance dridiesctor scrutiny; Screening of candidates indregg

thorough Business Insurancéanuary 27.

Chaney, P. K. & Lewis, C.M. (1995) Earnings Managetrand Firm Valuation Under Asymmetric Information

International Journal of Corporate Finance.

Cooper,J (2005Financial statement fraud: Corporate crime of thE'2entury, AICD NSW Division Directors

Briefing, Sydney, Australia: Australian Securities and Btagent Commission.

Defand, M. L. & Jombalvo J. (1994) Debt Covenanbldiion and Manipulation of Accurate Information,

Journal of Accounting and Economics

Donaldson, W. H. (2003)estimony Concerning Implementation, of the SarbaneOxley Act of 2002

Washington D.C.: United State Securities and Exghaommission.

Eagle, D. & Hawkine, J. (1995)he English lllustrated Dictionaryl.ondon: Oxford University Press

Fridson , M. S, (1991%inancial statement analysis: A. practitioner’'sige, London: Ind. Ed .

Geiger, M. A. & Taylor Ill P. L. (2004) CEO and CFezrtifications of financial information,Accounting

Horizons 17: 1-20

Goldstein,M. (2006) The perils of Paulson, THEeBtrCom, Dec. retrieved on 7/6/2013 from
http://www.hestreet.com/newsanalysis/ businessinsurance/ 10325296. html?puc=a_tscs

Gomez, T, (2003) Accountants accountability to rarlients in TexasSaint Mary’s Journal

Grain, G. B & Unbien, M. (1995) Leadership —makingelf-managing professional work teams: An eroglir

investigation ,The Impact of Leadershigdited by K. E Clark, Clark, M.B. & Compbell, D. ®/est orange, NJ:

Leadership Library of America.

Greg, I. P. (1997) Growth Companies Feel PressuBobk salesWall Street Journal, September, 16

Grimsely, K. D. (2002) Affirmation of financial raks can involve lower level officerdyall street Journal

August 9.

Grubbs, J.K & Austin, S. F. (2007) Auditor neglige liability to third parties revisited,Journal of Legal,

Ethical and Regulatory Issue3anuary.

Healey, T. & Steel, R (2005) Sarbanes-Oxley bafrésh air into boardrooms, Financial Times
Times(London), July 29: 17.
Henry, D.(2007), Not everyone hates SarbOx, Busiffések Jan. 29,: 2,retrieved on 7/6/13 from

available at http://www.businessweesom/magazine/content/  07_05/b40(1)9053.htm
Hoptkins, J (2002) CFOs Join their Bosses on theS3¢atUSA TodayJuly 16.
Institute of Internal Auditors (2004) 302 sub détition process survey  results online Retrieved
7/2/13vww.theiia.org/gain.subcertsumresults.html
Jain,P.K. Kim,J & Rezaee, Z, (2006) The effddhe Sarbanes-Oxley Act of 2002 on market ligyidd7
Sept., 14th Annual Conference on Financial Ecaosm and Accounting, retrieved on 7/6/13
from available athttp://ssrn.com/abstract=488142
Jensen, M.C. & Meckling W. H. (1976) Theory of tlien: Managerial behaviour, agency cost and owriprsh
structure, Journal of Financial Economics &\
Koonce, L. Anderson, U & Merdant, G. (1995) Jusdtion of Decisions in Auditindournal of Accounting
Researcl83 (1)
Leech, T.(2005) Shock news—SOX is working, GlolRitk Regulator, Feb: 1
Levner, J. S. (1991) Accounting for the effectaio€ountability, Psychological Bulletind 25 (2)
Merriam, S.B.(1994)Writing and submitting a maniscrfor publication. In  Garrison, D.R. (ed),
Interdisciplinary research perspectives in adultiedtion,117-132. Malabar, FL: Krieger Publishing Company.
Pancini, C; Ludwig, S; Hillison, W; Sinason, D; &ddjins, L. (2000) Syntrust and Third Party Riskmerican
Business Law Journal.
Prentice, R. (2007). Sarbanese-Oxley: The evidezgarding the impact of SOX404, Cardioso

Law Review?29 (2): 703-764

182



European Journal of Business and Management www.iiste.org
ISSN 2222-1905 (Paper) ISSN 2222-2839 (Online) g
Vol No 15, 2013 ISt

Richard, C. S. (2002) Financial statement fraud.ttbundaries of liability under the federal se@sitaw.The
Business Lawyes7, May.

Shore, K. (2000) Watching the watchdog: an argurfarauditor liability to third partiesSMU law Revievb3
Taub, S. (2003) Many companies ask for sub ceatifin says a study, CFO. Com.

Taylor, P. L. (2002) Government Must Make ConsegesrClear,Inside Busines3uly 29 — August 24.

United States of America (2008n Act to protect investors by improving the accyrand reliability of
corporate Disclosures made pursuant the securiltegs and for other purposes (Sarbanes —Oxley ,Act)
Washington D.C.: US Congress.

Williams, K. (2002) CEOs crafting ways to check alamore questions are being asked as deadline nears
Washington PosAugust 14

WordyWu, Y. (1997). Management, Budgets and EasiM@nagementJournal of Accounting, Auditing and
Financial Management

183



This academic article was published by The International Institute for Science,
Technology and Education (IISTE). The IISTE is a pioneer in the Open Access
Publishing service based in the U.S. and Europe. The aim of the institute is
Accelerating Global Knowledge Sharing.

More information about the publisher can be found in the IISTE’s homepage:
http://www.iiste.org

CALL FOR PAPERS

The IISTE is currently hosting more than 30 peer-reviewed academic journals and
collaborating with academic institutions around the world. There’s no deadline for
submission. Prospective authors of IISTE journals can find the submission
instruction on the following page: http://www.iiste.org/Journals/

The IISTE editorial team promises to the review and publish all the qualified
submissions in a fast manner. All the journals articles are available online to the
readers all over the world without financial, legal, or technical barriers other than
those inseparable from gaining access to the internet itself. Printed version of the
journals is also available upon request of readers and authors.

IISTE Knowledge Sharing Partners

EBSCO, Index Copernicus, Ulrich's Periodicals Directory, JournalTOCS, PKP Open
Archives Harvester, Bielefeld Academic Search Engine, Elektronische
Zeitschriftenbibliothek EZB, Open J-Gate, OCLC WorldCat, Universe Digtial
Library , NewJour, Google Scholar

rosef [Ree @

INFORMATION SERVICES

@ ULRICHSWERB JournaITOCs @ PKP l PUBLIC KNOWLEDGE PROJECT

GLOBAL SERIALS DIRECTORY

NS £z .8 Elektronische
!BA S E 0@ Zeitschriftenbibliothek

d Acade
open

The world’s libraries. — UniverseDigitalLibrary —
Connected. worldcat -




