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ABSTRACT 
 

The purpose of this study was to investigate the significant relationship between audit committee attributes 

and financial reporting quality in the Nigeria banking sector. The objective of this study is to investigate the 

significant relationship between audit committee independence, audit committee meetings and audit 

committee gender. This study employed a quantitative and longitudinal research design in which secondary 

data were collected from the quoted banks in the Nigeria Stock Exchange for the periods of five years from 

2013 to 2018. Descriptive statistic, ordinary least square regression and Ramsey Reset test were adopted for 

the data analysis. The empirical results showed that audit committee independence has a significant 

relationship with financial reporting lag while audit committee meeting and audit committee gender has no 

significant relationship with financial reporting lag. The study therefore recommends that banks should 

reduce the number of non-executive directors in the audit committee for timely release of audited financial 

statements to users of the financial information.  

Keywords: Financial Reporting quality, Audit Committee Independence, Audit Committee Meeting and 

Audit Committee Gender. 
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   CHAPTER ONE 

INTRODUCTION 

1.9. Background to the study 

The mechanism that has been widely used in the worldwide organization to monitor the 

financial reporting process has been the audit committees which comprised of independent 

directors. 

The appointment of the audit committee was mandatory and members should be versed in 

financial matters. Its a very powerful instrument of a treasury good governance in the 

financial matters to correct financial statements already certified as true and fair views of 

an organization annual audit and accounts but before its reporting as a published accounts 

(Known as financial reporting). Financial reporting is the financial results of an 

organization that are released to the public. This reporting was a key function of the 

controller, who might be assisted by the investor audit committee if an organization was 

publicly quoted on Nigeria Stock Exchange.Financial reporting typically encompasses the 

following: financial statements, which include the income statement, balance sheet and 

statement of cash flows. 

(Financial reporting council of Nigeria (FRCN), 2018). 

In additions, the committee always had open and straight forward communication and a 

good working relationship with company’s board of directors targeted at producing reliable 

and accurate information to assist users in taking a good decision. It involves the disclosure 

of financial information on financial position and performance of a firm through financial 

statements issued to the external users on a periodic basis. 

The core functions of an audit committee were to be satisfied that the authority’s assurance 

statements, including the annual Governance statement, properly reflected the risk 
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environment and any actions required to improve it, and demonstrated how governance 

supported the achievements of the organizations objectives. 

Ernest and Young (2007) Opine that the challenging economic environment which was 

associated with an increased risk of unethical behavior and the potential for fraud have also 

resulted in company boards increasingly looking to their auditor committees to provide 

them with assurance that these risks are adequately addressed. 

1.10.  Statement of the problems 

The essence of audit committee is to add value to financial reporting quality, but despite 

audit committee in place, the relevancy and reliability of financial statement is still 

questionable. Government of different nations and regulatory bodies have put measures in 

place to correct this menace but the issue tend to be getting worse each year out, this is 

evidence from cases of creative reporting and window dressing that is parading itself round 

about all the nations.          

The quality of financial reports has been questioned since the beginning of the past decade 

due to the collapse of firms soon after publication of juicy profits. This necessitated the 

tightening of regulations, standards and modification of corporate governance mechanisms. 

Audit committee is one of those mechanisms introduced by regulators to ensure reliable 

and high quality financial reporting. This initiative is a global phenomenon. In Nigeria there 

have been a number of initiatives such as the Central Bank of Nigeria code of governance 

for banks. On account of the role audit committees play, listed companies in Nigeria are 

required by Companies and Allied Matters Act, (CAMA, 2004) to put together an audit 

committee which is expected to assist in ensuring the overall integrity and reliability of the 

company's financial statements and monitor the effectiveness of a firm's accounting system. 

The composition, technical competence and role of audit committees vary from country to 

country although the goal is the same and is aimed at addressing the weakness of poor 
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financial reporting and prevent corporate failures. The audit committee is a sub-committee 

of the board and acts as a link between the management, internal and external auditors The 

committee has the responsibility of making recommendations for the appointment of 

external auditors to the board and also monitoring management opportunistic behaviors on 

behalf of shareholders. The committee has been criticized for not being effective in 

ensuring that external auditors are independent so as to issue high quality audited financial 

reports (Levitt, 1999). Wilds (1996) discloses that the effectiveness of the various corporate 

governance initiative and audit committee is a subject of various empirical researches. This 

study is one of such initiative and is aimed at looking at the effectiveness of audit 

committees in improving the quality of financial reports by assessing the influence of audit 

committee characteristics (independence, gender and number of meetings attended) on 

reporting quality 

The need for effectiveness of audit committee in improving reporting quality has gained 

momentum and draws the attention of regulators globally in contemporary times. The 

reason as stated earlier is not far-fetched and largely due to accounting fraud and 

manipulations of financial statements necessitating corporate control initiatives. Defond & 

Jiambalvo (1991) observed that firms with audit committee are more inclined to preventing 

overstatement accounting errors. This is in sync with the findings of Deschow et.al (1996) 

which confirm that firms with audit committee are less likely to manipulate earnings. 

Beasely (1996) found no significant relation between firms with audit committee and 

probability of fraud. The empirical studies buttress the necessity for audit committees. 

However, the effectiveness of the audit committees has been a subject of debate and is 

likely to be influenced by composition, size, independence and financial competence of 

members. 
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In Nigeria, audit committee has not shown the capacity to perform expected oversight 

responsibilities as evidenced in the collapse of financial institutions and mismanagement 

of government agencies. This scenario led to criticisms of audit committee for the failure 

to discharge functions vested on it by CAMA 2004, Security and exchange commission 

and regulators. There are a number of reasons suspected to have contributed to this 

anomaly. The competence of members of the audit committee has been questioned as it is 

believed that majority of members do not understand financial reporting and are unable to 

make plausible contributions. 

Scant empirical studies have examined audit committee and financial reporting quality in 

third world countries ( Owolabi, et al., 2010; Ofo, 2010; Ojeka, Kanu & Owolabi, 2013; 

Uwuigbe, 2013; Ojeka, Iyoha & Obigbemi, 2014; Ojeka, Iyoha & Asaolu, 2015), but none 

of the studies considered audit committee's characteristics of number of meetings attended 

in a year, gender and independence in the banking sector of Nigeria. Whether or not these 

attributes enhances financial reporting quality in Nigeria calls for further study. 

1.3   Objectives of the study  

The major objectives of this study is to statistically determine the relationship between 

audit committee attributes and financial reporting quality specific objectives of the 

study are: 

1. Examine the effects of independence of statutory audit committee on the financial 

reporting quality in Nigeria. 

2. Ascertain the effects of statutory audit committee gender on financial reporting quality 

in Nigeria. 

 



14 
 

3. Examine the effect of level of attendance of statutory audit committee meetings on 

financial reporting quality in Nigeria.  

 

1.4 Hypotheses of the study 

In this study, the following hypotheses are formulated from the relevant literature and 

were tested in null form:  

Ho1: Statutory audit committee independence did not has effect on the quality of                  

financial report of companies. 

Ho2: Audit committee attendance of meetings did not affect the quality of financial 

report of companies. 

Ho3: Statutory audit committee gender did not affect the quality of financial report of 

companies. 

1.5 Significance of the Study  

The significant in light of this Study was the benefits that both companies and general 

public within Nigeria are expected to gain from this research work. It has become very 

obvious that the literature on the audit committee attribute and the quality of financial 

reporting of Nigerian companies lack empirical backing in Nigeria (Tsegba & Herbert, 

2013). This Study also provides us with a model for explaining financial reporting 

quality in Nigerian companies through the audit committee attributes that has been 

identified. Beneficiaries Include: 

1. The Public: this Study would help restore the lost confidence of the public as regards 

audit committee and financial reporting in Nigeria. 
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2. The government: it would assist the government in knowing the importance of audit 

committee through its attributes and financial reporting and how these can be managed 

properly. 

3. Stakeholders: to help them know the essence of audit committee and financial reporting. 

4. Researchers: this study would be very useful to other academic researchers in this 

similar subject matter and its source of learning. 

1.6 Scope of the study 

This research work was based on observation and study of audit committee attributes 

to financial reporting in Nigeria. The area of coverage is banking industry for a period 

of five years (2013-2018).  

1.7 Limitations of the Study 

It is certainly not uncommon to come across certain problem in the course of carrying 

out a research work of this type. The researcher encountered the problem of sourcing 

for data. This is because the extent of research literature available on Audit committee 

attributes and financial reporting by Nigerian companies is limited. Inspire the data, the 

researcher was able to collect enough through journals, textbooks, seminar papers and 

the internet and was able to address the research questions. 

Meanwhile, secondary data was adopted for this study, the reliability and validity of 

which the researcher cannot ascertained.   

1.8 Operational Definition of Terms 

Audit committee gender: this refers to the gender (sex) of the audit committee 

members, whether male or female. 
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Audit committee attendance of meetings: this is the level of attendance of meetings 

by audit committee members and can be used to measure how members are. 

Audit committee: an audit committee is one of the major operation committees of a 

company’s board of characters that are in charge of overseeing financial reporting and 

disclosure. 

Independent audit committee: this is an audit committee independent of management 

and free from any business or relationship which could maternally interfere with the 

exercise of their independent judgment. 

Financial reporting: this represent financial reporting full disclosure that conveys 

financial information about firms operation and its expected cash flows that informs 

equity investors.  

Auditor: this is an accountant who examines the account and underlying examines the 

accounts and underlying financial records and expresses an opinion to truth fullness 

and fairness. The auditor is required to be independent of the person(s) auditor whose 

work he is scrutinizing. Where the auditor is appointed by audit committee’s directors 

to examine and report on the work, he is known as internal Auditor is appointed by 

audit committee’s directors to examine and report on the work, he is known as internal 

Auditor where the auditor is appointed by the shareholders to report on financial 

statement prepared by audit committee, he is known as external Auditor. 

Information and communication system: the information and communication 

component of internal control is a necessary prerequisite for achieving audit 

committee attributes and financial reporting objective. Communication include report 

that is expected to capture information relating to both financial and non – financial 
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activities of the company. For an auditor should obtain an understanding of the 

information system and the related business process relevant to financial reporting. 

Monitoring: company operating mangers report and published financial statement, 

analysis of customer’s complaints periodic comparison of recorded amount to actual 

assets, and examining internal auditor’s reports on control performance. 

Time period: discrete into monthly, quarterly and annually. 
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CHAPTER TWO 

REVIEW OF RELATED LITERATURE 

2.1 Introduction 

This chapter examines an overview of the research on the effects of audit committee 

attributes on financial reporting quality in Nigeria. Literature also seeking to investigate 

various aspects to actualize the research objective which is to statistically determine the 

relationship between audit committee attributes and financial reporting quality. 

2.2 Conceptual framework  

2.2.1 Financial Reporting Quality 

This section determines the empirical literature related to financial reporting quality and 

provides a general overview of both audit quality and earnings quality. Financial reporting 

quality was linked to two main aspects; ensuring the audit itself was of good quality and 

the quality of the reported earnings was accepted standard. This section firstly provides an 

overview of the concept and this explained how they related to the role of audit committees. 

However, some researchers such as (Gajevszky, 2015; Usman, 2013; Ewert & Wagenhofer, 

2010) have conducted reviews on various facts surrounding the quality of financial 

reporting. According standard convergence, accounting standards harmonization economic 

crises, growth in disclosure requirements and other factors, have created and excessive 

focus on financial reporting. Also the worldwide increase in accounting scandals in the 

early 21st Century has pointed to weaknesses in financial reporting quality. The quality of 

financial reporting determines and depends upon, the value of accounting reporting. Across 

the world, the demand has gone out for providing a clean and full definition of financial 

reporting quality. It was essential to provide high quality financial reporting to influence 

users in making investments decisions and to enhance market efficiency, as such investors 
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and other users should be interested in high quality financial accounting information. For 

that reason, standard setters strived to develop accounting, standards that improve earning 

quality, and many recent changes in auditing, corporate governance and enforcement have 

a similar objective (Dechow, Ge & Schrand 2010). However, the researcher sees financial 

reporting quality as reporting on an entity to reflect the genuine true and fair position of 

such entity. 

1. Elements of Quality 

Compliance with the objective and qualitative attributes of financial reporting 

information as stated by the international accounting standard board (IASB, 2006) 

would no doubt enhance financial reporting quality. The basic qualitative attributes of 

financial information were relevance and faithful representation (IASB, 2008). These 

qualitative characteristics enhance the facilitation of assessing the usefulness of 

financial reports, which would also lead to a high level of quality. To achieve this level, 

financial reports must be faithfully represented, comparable, verifiable, timely and 

understandable. Thus, the emphasis was on having transparent financial reports, and 

not having misleading financial reports to users not to mention the importance of 

preciseness and predictability as indicators of a high financial reporting quality 

(Gajevszky, 2015). 

As it was defined in the conceptual framework for financial reporting of the FASB and 

the IASB, there are agreed upon element of high quality financial reporting. The 

qualitative characteristics of financial reporting quality financial reporting. The 

qualitative characteristics of financial reporting quality include: relevance, faithful 

representation, understandability, comparability, timeliness and verifiability. They 

were divided into fundamental qualitative and characteristic and enhancing qualitative 

characteristics. 
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If the above was established, it is also worthy to note that there were certain influences 

on financial reporting quality. 

In the accounting literature, many studies measure the quality of financial reporting 

through influences on financial reporting. Studies show that the quality of financial 

reporting was associated with many different influences. Governance, the accounting 

profession, economic factors, international forces, taxation and political systems were 

some of the factors that influence and control the quality of financial reporting 

(Gajevszky, 2015). 

This influences includes: Earnings management, corporate governance practices, 

capital markets, internal control, internal reporting systems, auditing, accounting 

conservatism, financial restatements, company reputation, culture, business ethics, 

chief executive officer (CEO) age, CEO inside debt holdings, the Entity Size, Age, and 

the board size. The influences identified are as follows: 

Earnings Management: investors and users were interested in achieving a high quality 

of financial information, and this quality can be derived from having a high quality of 

earnings that is known as one of the most important indicators of capital market 

efficiency. This notion was one of the major concerns in assessing the financial health 

of entities to signify the level of reliability of reported earnings (Usman, 2013). 

Moreover, this indicator has been used as an analysis to evaluate the impacts of 

converting accounting standards, external auditing, enforcement and corporate 

governance, and the cost of capital. 

In the literature there were several metrics to proxy the earnings quality, such as: 

Persistence, predictability, smoothness, abnormal accruals, accruals quality, value 

relevance, timeliness, conservatism, and earning variability (Ewert & Wagenhofer, 

2011). Earnings quality has an important role in decision usefulness. It was also affected 
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by other factors, such as managerial incentives and regulatory actions. The more 

extensively an entity engages in earnings management, the lower the entity’s financial 

reporting quality. However, focusing on accruals management rather than on 

managements earnings or cash flows research and development (R&D) expenditure 

reduction, for example – has a negative impact because accruals were easier to 

manipulate and less visible to stakeholders than cash flow. (Choi & Pae, 2011). Using 

this factor, securities analysts often interpret financial information to forecast earnings 

and cash flows of an entity. The analysts forecasts often show changing degrees of 

accuracy – the difference between the average of forecasted results and actual results – 

and precision the tightness of the range of forecasted results (pounder, 2013). Therefore, 

a high level of precision and accuracy should result in high accounting quality. It was 

possible to infer the quality of information based on those forecasts. 

Corporate Governance practices: Corporate governance has own an essential role in 

ensuring financial reporting quality. The relationship between corporate governance 

and financial reporting quality has been extensively considered. Multiple studies reveal 

several results about the governance mechanism, and how it positively and significantly 

influences the financial information quality of companies (Honu & Gajevszky, 2014). 

Mainly influence from outside users families and stockholders negatively affect the 

financial reporting quality; however, control by government and financial institutions 

is linked with a high – level quality in financial disclosures. Investigating the rule of 

governance mechanisms on financial information quality illustrates that corporate 

governance affects accounting quality (Oklai & Omri, 2011). Many studies in the 

literature find that firms with strong corporate governance can issue high quality 

financial reports (Caro, Ying, Linda, Omer and Thomas, 2011), in the literature also, 

ownership concentration has the effect of decreasing the tendency of manger’s earnings 
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manipulations. Moreover, managerial ownership and earning manipulation and 

negatively associated; however, another study shows that managerial ownership did not 

reduce earnings management and thus affect the quality of financial reporting (Usman, 

2013). The efficient corporate governance of financial reporting processing constitutes 

an important tool in allowing companies and their auditors to fulfill all these 

responsibilities. (Hope, Thomas & Vyas, 2011). 

Internal control: Effective internal control always lowers information risk and enhances 

the completeness and accuracy of planned information. According to the American 

institute of certified public accountants (AICPA), for the purpose of producing reliable 

financial statement and achieving financial reporting objectives, strong interval control 

over financial reporting was one of the essential factors to achieve this purpose. It was 

also one of the important influences of financial reporting quality that impacts 

information risk and credit ratings (Elbannan, 2009). Therefore, the stronger and more 

effective the internal control was, the higher the quality of finical reporting achieved.  

Internal reporting system: The internal reporting system checks whether the financial 

information meets the criteria of understandability, relevance reliability and 

comparability to ensure that economic decisions were achieved. It also enables 

interactions and communication between the management and operational levels. The 

importance of the reporting system comes from being a tool that provides representative 

and relevant information (Lius, 2011). Furthermore, the internal reporting system 

emphasize an effective internal reporting system encourages producing higher 

qualitative disclosures. How managers of firms deal with the disclosures to outside 

parties depends upon how the information is reported internally (Lius, 2011).  

Accounting Standards: Producing higher quality financial Statements was largely 

determined by what incentives firms has to achieve this goal. Findings indicate that 
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reporting under using United State General Accepted Accounting principles (U.S 

GAAP) provides more faithfully represented information that reporting under 

international financial Reporting Standards (IFRS). On the other hand, reporting under 

IFRS provides more relevant information than annual reports under U.S qualitative 

characteristics between U.S GAAP and IFRS very considerably (Beest, Braam, & 

Boelens, 2009). To illustrate this point, U.S GAAP emphasizes the relevance 

characteristic. A study, conducted for three year periods, investigates the effects of 

IFRS first’s time adoption of financial reporting quality of fifty listed companies on the 

Bucharest Stock Exchange and their finical Statements. The main finding of this Study 

illustrates that accrual quality which is associated positively with financial reporting 

quality has increased after the adoption of IFRS (Gajevszky, 2015). However, several 

Stiches indicate that finical reporting quality was not determined only by accounting 

Standards (Walker, Zeng, &Lee, 2013).   

Information Technologies and Accounting Information System: The Accounting 

information system should produce relevant and reliable information (Sacer, Oluic 

2013). The usage of appropriate information technology (IT) was essential to the 

accounting information system because of all the Supports to accounting information 

system in order to generate required information in a short period of time. IT has a 

considerable influence on the accounting information system from the perspectives of 

operating, preparing, processing, presenting, and delivering the accounting 

information. Thus, this significantly helps to support timeliness as a qualitative 

characteristic of financial information which results in increasing financial reporting 

quality and also supporting the quality of accuracy by using effective IT (Sacer & Oluic, 

2013).  
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Auditing: Audit was an independent verification that enhance financial statement 

reliability and usefulness (Francis et al.; 1999). Since auditing is an integral part of the 

system, the inclusion of auditing variables better reflects overall financial reporting 

quality (Tang, Chen & Lin, 2012). Under auditing committee has the responsibility for 

hiring, evaluating performance, and compensating external auditors in entities. Also, 

the audit committee oversee and supervise financial reports and disclosures of entities 

by monitoring choices of policies and accounting principles, and what internal control 

designs managements have used (Blue Ribbon Committee 1999; Dezoort 1997). In the 

literature, audit committees has contributed to enhancing the quality of financial 

reporting. The more independent, more capable, and the better their ability to detect 

materials misstatements in the financial information, and the better their ability to deter 

any opportunities for managements to manipulate reporting. Thus, the audit committee 

attributes has fundamental impacts on both financial reporting quality and audit 

committee governance were associated with enhancements of financial reporting 

quality (Zang, Kim, Bengamin & Dan, 2013). Prior researchers has provided some 

evidence that suggest an association between the existence of a financial expert on an 

audit committee and a higher level of financial reporting quality (Krishnan & 

Visavanthan, 2008). However, the importance of including a financial accounting 

expert on the audit committee has resulted in higher financial reporting quality more 

than just including a financial expert (Zang, Kim, Benjamin & Dan, 2013). Having a 

financial accounting expert on audit committee was positively associated with forecast 

accuracy and negatively associated with forecast dispersion (Abernathy, 2010).As 

response to the need for improvement and converging of existing financial reporting 

frameworks, IASB issued in 2008 an exposure draft titled “An improved conceptual 

framework for financial reporting”. According to IASB’s conceptual framework a key 
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prerequisite for quality in financial reporting is the adherence to the objective and 

qualitative characteristics of financial reporting information, (IASB, 2008). Qualitative 

characteristics are the attributes that make financial information useful and comprise of 

relevance, faithful, representation, comparability, verifiability, timeless and 

understandability. The primary objective of financial reporting was to provide high 

quality financial reporting information concerning economic entities, primarily 

financial in nature, useful for economic decision making (FASB, 1999; IASB, 2008). 

This was important because it will positively influence capital providers and other 

stakeholders in making investments, credit and similar resource allocation decisions 

enhancing overall market efficiency (IASB, 2008). 

To assess quality of financial reporting, the study used prior literature which defines 

financial reporting quality in terms of the fundamental and enhancing qualitative 

characteristics underlying decision usefulness as defined in the exposure draft of IASB. 

The fundamental qualitative characteristics of relevance and faithful representation are 

most important and determines the content of financial reporting information. The study 

used faithful representation as assessed and reported in the external auditor’s opinion. 

Low frequency of unqualified audit opinion was taken to represent faithful 

representation and therefore quality financial reporting while high frequency of 

qualified disclaimer of opinion and adverse opinion was taken to represent non-faithful 

representation and therefore poor quality financial reporting. Zero ratios of queries 

transactions to annual budget was interpreted as higher quality financial reporting as 

opposed to high ratio of queried transactions to annual budget which was taken as poor 

financial reporting. The enhancing qualitative characteristics of understandability, 

comparability, verifiability and timeless can improved decision usefulness and when 
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the fundamental qualitative characteristics are established. However, they cannot 

determine financial reporting quality on their own (IASB, 2008). 

To faithfully represent economic phenomena that information purports to represent, 

annual reports must be complete, neutral and free from material error (IASB, 2008:36). 

Economic phenomena represented in the annual report are “economic resources and 

obligations and the transactions and other events and circumstances that change them 

“(IASB, 2006:48). Consistent with prior literature, faithful representation is measured 

using neutrality, completeness, freedom from material error and verifiability (Sloan, 

2001; Jonas & Blanchet 2000; Maines & Wahlen, 2006; Gaeremynck & Willeken 2003; 

Willeken, 2008). 

An annual financial report can never be completely free from bias, since economic 

phenomena presented in annual reports are frequently measured under conditions of 

uncertainty. Many estimate and assumptions were included in the annual reports. 

Although complete lack of bias cannot be achieved, a certain level of accuracy is 

necessary for financial reporting information to be decision useful (IASB, 2008). 

Therefore, it was important to examine the argumentation provided for the different 

estimates and assumptions made in the annual report (Jonas & Blanchet, 2000). If valid 

arguments were provided for the accounting principles used increase the likelihood that 

prepares fully understand the measurement method. This will reduce the possibility of 

unintentional material errors in their financial reports (Jonas & Blanchet, 2000; Maines 

& Wahlen; 2006). Moreover, when the selected accounting principles are clearly 

described and well-founded, it increases the probability to reach consensus and to detect 

misstatements for the auditor. Verifiability implies that different knowledgeable users 

for financial reporting information reach general consensus, although not necessarily 

complete agreement (IASB, 2008). 
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The other sub nation of faithful representation is neutrality defined as the absence of 

bias intended to attain a predetermined result or to induce a particular behavior. Neutral 

information did not colour the image, it communicates to influence behavior in a 

particular direction (IASB, 2008:37). Jonas and Blanchet (2000) stated that neutrality 

is about objectivity and balance. Neutrality refers to the intent of the preparer; the 

preparer should strive for an objective presentation of events rather than focusing solely 

on the positive events that occur without mentioning negative events. 

The last construct to measure faithful representation referred to the unqualified 

auditor’s report. Various researchers examined the impact of an audit and the auditor’s 

report on the economic value of the firm (Gaeremynk & Willekens, 2003; Kim, 

Simunic, Stein and Yi (2007); Willekens, 2008). These researchers conducted that the 

auditor’s report adds value to financial reporting information by providing reasonable 

assurance about the degree to which the annual report represents economic phenomena 

faithfully. Maines and Wahlen (2006) even argued that an unqualified audit report is a 

necessary condition to perceive the financial reporting information as reliable or 

faithfully represented. 

2.3 Concept of Audit Committee 

The study adopted and reflected section 11.4 of the code of Corporate Governance 2018 

as affected audit committees of Banks and Discount houses in Nigeria. 

Committee Responsible for Audit 

Without prejudice to the provision of extant laws on the Statutory Audit Committee, it 

is desirable for every Company to have a Board committee responsible for audit. 

All members of the committee should be financially literate and should be able to read 

and understand financial statements. At least one member of the committee should be 
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a financial expert, have current knowledge in accounting and financial management and 

be able to interpret financial statements. For private companies, members of the 

committee responsible for audit should be NEDs, and a majority of them should be 

INEDs where possible.  

In the case of the statutory audit committee, a chairman should be elected from amongst 

its members, and should have financial literacy. The committee should meet at least 

once every quarter. Subject to the provisions of extant laws, every public company 

should establish a statutory audit committee. 

An Audit Committee attributes was a committee of the board of directors responsible 

for oversight of the financial reporting process, selection of the independent auditor, 

and receipt of audit and results from both internal and external auditors. The standing 

committee established to enhance corporate accountability by working with the internal 

auditors and management to improve and strengthen the financial reporting practices 

of and entity and to ensure proper conduct of corporate affairs in accordance with 

generally accepted ethical and legal standards (Ayinde, 2002). 

In Nigeria, an audit committee according to section 359 (3) of the companies and Allied 

Matters Act mandates all companies to establish an audit committee (Corporate Affairs 

Commission, 1990). The Securities and Exchange Commission (2011) stipulates that 

audit committees should assist in the oversight of the integrity of the company’s 

financial statements compliance with legal and other regulatory requirements, 

assessments of qualifications and independence of external auditor, and performance 

of the company’s internal audit function as well as that of external auditor. In another 

viewed, Marx (2009) opines that an audit committee consists of independent non-

executive directors tasked with an oversight role to assist the board of directors in 



29 
 

meeting their financial reporting, risk management and control and audit-related 

responsibilities. 

The audit committee was usually made up of an equal number of directors and 

shareholders. This enables the committee to be more effective in checking the powers 

of the executive directors, particularly in their accounting and financial reporting 

functions. It further strengthens the reporting functions as it enhances the independence 

of auditors by allowing them to report to a body that is independent of executive 

directors (Enofe et al, 2013). Audit committee internally audit the auditors and made a 

report that were usually included in the financial statement of publicly quoted 

companies in accordance with section 359 (4) and usually consist of six (6) members. 

Audit committee serve as a bridge in the communication network between internal and 

external auditors and the board of directors. Audit committee helps to check the 

activities of the auditors (both internal and external) and top management resulting to 

the bridging of the gap among users of financial statements. The development of audit 

committees could be divided according to Enofe et al (2013) basically into two periods: 

voluntary establishment and mandatory establishment period. The former was prior to 

1970. The idea of having audit committees has largely arisen because of fears over 

recent years about the possible erosion of auditor’s independence and criticism of the 

way in which non-executive directors of companies carry out their duties which has led 

to the collapse of major organizations some of which were: Atlantic Acceptance 

Corporation Limited, Penn Central Company…Just to mention a few. Thus the audit 

committee could be viewed as a way of preserving auditor independence (by, for 

example, helping to resolve contentions issues between the auditor and company 

management), and a means of providing non-executive directors with a better working 

knowledge of the company’s business operations (Millichamp 1978). More so the main 
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role and responsibilities of audit committee to smith (2003) should be: to monitor the 

integrity of the financial statements of the company; To review the company’s internal 

financial control system and, unless addressed by a separate risk committee or by the 

board itself, risk management systems; To monitor and review the effectiveness of the 

company’s internal audit function; To make recommendations to the board in relation 

to the appointment of the external auditor and to approve the remuneration and terms 

of engagements of the external auditor following appointment by the shareholders in 

general meeting; To monitor and review external auditors independence, objectivity 

and effectiveness; To develop and implement policy on the engagement of the external 

auditor to supply non-audit services. Where the audit committee monitoring and review 

activities reveal cause for concern or scope for improvement, it should make 

recommendations to the board on action needed to address the issue or to make 

improvements. Most importantly to increase public confidence in financial information 

be that as it might, “it was not sufficient for a company to establish an audit committee 

just to satisfy the letters of the company’s act. The company and its board of directors 

must show full commitment to corporate accountability by providing conducive 

environment in which their audit committee can discharge its responsibilities efficiently 

and effectively” (Ekwueme 2000). The committee benefits according to Kenneth 

(2012) are: Assistance in establishing and strengthening the independence and 

objectivity of the directors and the internal and external auditors. There will be 

improved communication and increased contact, understanding and confidence 

between directors, management and the internal and external auditors. Increased 

internal and external auditor’s accountability as their performance is under greater 

scrutiny. Help to create a climate of discipline and control which reduces the 

opportunity for fraud. Result in efficient and effective external audit and strengthening 
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the objectivity and credibility of financial reporting for proper discharge of duties. It 

was assumed that the popularity of audit committees was due not only to the fact they 

protect shareholder’s interests, but also because they help guide management and 

enhance corporate credibility (Pomeranz, 2001). 

The Blue Ribbon committee [BRC] (2013) maintained that the audit committee, as a 

representative of the entire boards, was charged with the responsibility for overseeing 

the financial reporting process of a company. 

Additionally, studies conducted by DeZoort and Salterio (2001). Audit committee 

members with accounting and financial knowledge were more likely to understand 

auditor judgment. 

2.3.1 Independence of Audit Committee Versus Financial Reporting 

The independence was primarily of British origin in the 19th Century, where auditors 

doubled as book keepers (Baker, 2005). According to Izedonmi (2002) asserted that 

independence was a state of the mind characterized by objectivity and integrity on the 

part of the auditor. It implies the performance of the auditor work without being biased. 

Aderibigbe (2005) viewed independence as an emotive word that is good. Kirk (2002) 

Stated that one of the primary objectives of the audit committee was to give unbiased 

reviews on corporate financial information, and audit committee independence 

contributes to the corporate financial reporting quality of companies. 

Audit committee independence implies that its members did not has any relationship 

with the management of a company and that there is no influence from any of the 

majority shareholders, officers and executive directors of the company on the audit 

committee. It was generally believed that an independent audit committee ensures an 

effective monitoring of management as it related to financial matters thereby ensuring 
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reliability on the financial statements by users. Much of the blame and criticism of 

accounting irregularities was aimed at audit committee for not fulfilling their financial 

reporting oversight duties due to independence issues (Pergola, 2005). Xie, Davidson 

and Dadalt (2003) Stated that a more independent audit committee is argued to provide 

better governance compared to a Iskander  Rahmat (2007) were of the view that fully 

independent audit committee was a very active mechanism against low financial 

reporting quality. As a result, it were logical to expect that the independence of an audit 

committee was negatively associated with the earnings management practice. Other 

studies result differ Lin a Yang (2006) showed that there was no relationship between 

an audit committees independence members and financial reporting quality. Xie, 

Davidson and Dadalt (2003) likewise observed no relationship between an audit 

committee. One possible interpretation of some of the findings was that the more 

independent the audit committee was, the less likely will there be financial statement 

fraud, thus resulting to high financial reporting quality. 

In the USA, the Sarbanes-Oxley Act (Sox, 2002) requires all listed companies to 

establish and maintained a fully independent audit committee. As to that regards 

independent directors as those having no “Significant interest” with the company. The 

Act defines “Significant interest” as: 

Not being a former employees of the company 

Not being a former executive director 

Not being the clients or the suppliers of the company 

Not occupational related with the company  

Not recommended or appointed on the basis of personal relations 
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Have no close relation to any executive director and  

Do not have a significant share or represent major shareholder. 

Section 301 of Sox (2002) stresses that to enhance the independence of audit 

committees, it must not receive consultation fees or reward, and must not take part in 

any related transactions with the company or its subsidiary. 

In Nigeria, the CAMA (2004), as well as codes of corporate governance has identified 

independence as one of the main attributes of audit committees (SEC, 2003; CBN, 

2006). Codes also states that, in order to ensure further enhancement of independence, 

the position of the audit committee chairman should be separate from the board 

chairman or the managing director. An important element that will ensure audit 

committee effectiveness requires the committee members to be independent or free 

form the influence and pressure of top management (Jun Lin et al. 2008). Although the 

findings of previous studies on this association were inconclusive, and independent 

audit committee did not act better than a less independent committee, since the former 

is more likely to provide better monitoring through its ability to resist pressure from 

managers (Al-matari 2013; Kallamu and Saat 2015). The independence of the audit 

committee to take an independent viewed of the financial reporting process of the 

company and ensure that the committee to take an independent views of the financial 

reporting process committee was not dominated by mangers, leading to a higher audit 

quality (Peasnell et al. 2005; Kallamu and Saat 2015). In addition, audit committee 

chaired by independent directors was positively linked with higher-quality financial 

reporting and a lower occurrence of fraudulent reporting (Akhigbe and Martin 2006; 

Nekhili et al. 2016). However, the independence of the audit committee chair may be 

of no use in enhancing the monitoring of management where the CEO was involved in 
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the selection of directors (Carcello et al. 2011). The independence of audit committee 

increases its strength, and reduces the agency problem and the opportunity for 

expropriation by insiders (Yeh et al. 2011). Objective in monitoring the transparency 

of financial reporting; a committee unbiased toward the executive thereby reduces the 

agency problem between executives and other shareholders.  

Felo and Solieri (2009) indicated that lack of an independent audit committee enhances 

the probability of company management aggressively manipulating financial reporting. 

The monitoring process improves by having an independent audit committee exercising 

the function of the committee to oversee financial matters in order to ensure the quality 

of financial reporting (Siagian & Tresnaningsih, 2011). An independent audit 

committee has a negative association with fraudulent financial reporting, hence, a high 

proportion of independent non- executive directors on the audit committee would lead 

to the low financial reporting fraud (Beasley, 1996). The Oxford English dictionary 

online (2007) defines independence as freedom from subjection or the control or 

influence of another or others, and the AICPA (2005) as the ability to act with integrity 

and professional skepticism. The institute of internal Auditors (11A 2004) defines 

independence as “the freedom from conditions that threaten objectivity or the 

appearance of the audit committee, it reflects on the committee’s ability to challenge 

management decisions, evaluate corporate performance and exercise judgment freely 

and objectively in order to fulfil their responsibilities properly (Bromilow & Berlim 

2005). The independence of audit committee has to do with the committee neutrality 

from those whose influences might put to jeopardy its assignment. The Nigerian audit 

committee uniqueness essentially relates to the issue of independence (Ofo, 2010). In 

the view of the researcher, audit committee independence depicts complete liberty from 

influence from Management.  
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2.3.2 Audit Committee Gender Versus Financial Reporting 

The previous studies claims that gender was likely to have influence on a company’s 

decisions and suggest that females have different perspectives and demand different 

information from men (Peni and Vahamaa 2010; Abdul Hameed and Counsell 2012; 

Alqatamin et al 2017 ). Several feminist economists argued that women were more 

inclined to be neutral in moral judgments and behavior of female directors setting on 

the audit committee board has higher expectation regarding their responsibility and role 

on the board which brought about better monitoring of the board. Abbott, Parker and 

Presley (2012) argued that the presence of female directors in audit committee enhances 

the board’s ability to maintain an attitude of mental independence in displaying their 

oversight functions. In other words, Pathan and faff (2013) suggest that excessive 

proportion of female setting on board may adversely affect the possibility of catching 

up with more capable male in the board. This influence is stronger within firms with 

how market power and smaller in size. However, gender diversity signifies the presence 

of women setting in the board and it leads to greater board diversity. Carter, Simkins 

and Simpson (2003) stated that the presence of audit committee gender was considered 

as an improvement to the organizational value and performance as it provides news 

insights and respective. Even looking at our society, women were more favoured as 

regards their nature and they tend to be sterner in handling business or occupations 

research has shown that women were less willing to compromise their ethical standards 

for career success. In establishing ethical codes women are more willing than men. Men 

and women viewed right and wrong differently, and which there was conflict, the 

application of their own ethical values are different. Carter et al. (2003) reported that a 

significant relationship exist between the proportion of women on a board and the firms 

performance. The gender diversity in an audit committee was also an important 
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characteristic. Different genders has different attitudes and ethical conduct in 

performing their duties ethical conduct in performing their duties. It has been found that 

females were more ethical in performing their duties than male ( Bilic &Sustic, 2011 ) 

. The presence of women on the board enhances the ability of the business to run 

healthily and a female presence was considered as a complement to the male directors. 

Additionally, audit committees that has a single gender (Halpern, 2000). Although the 

evidence about the relationship between fraud and gender was very limited, it was 

suggested that in the management process, men were more likely to be overconfident 

than women. Thus, the tendency for men to commit fraud was greater than the same 

tendency in women ( Schrand &Zechman, 2012) . Moreover, the presence of female 

board members on the audit committee positively influences the number of meetings 

held and enhances the reporting quality of financial statements. In psychology and 

management literature has long acknowledged the existence of significant gender 

differences, for example in decision making, leadership styles, communicative skills, 

and cognitive functions Empirical evidence showed that women has better 

communicative capabilities and might have a comparative advantage over men in tasks 

that require communication within and among different groups (wood etal. 1985: 

Maznevski 1994; Fondas 1997; Schu 2006). Women communicate and listen more 

effectively and because of this attributes they possess, they tend to perform better than 

men and group problem – solving and decision – making tasks requiring discussion and 

consensus (wood etal.1985, Robinson and Dechant 1997; Dallas 2002). Gender 

diversity enhances decision – making groups and provides greater diversity of opinions 

and interests, which in turn may lead to better decisions (Hillman et al 2007). On the 

other hand it was said that social diversity (gender, age, ethnic groups ) might lead to 

reduce within – group communication and increase disagreements and conflicts 
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(Williams and O’reilly, 1998; Jehn et al .1999). Thereby reducing the effectiveness of 

decision making groups. Fondas and Sassalo (2000), women tend to have higher 

expectation regarding their responsibilities as directors that might induce them to 

expend more effort on their tasks. Huse and Solberg (2006) also identified that women 

in corporate boards were better prepared for board meetings than men, and female 

representation might improve board behavior and effectiveness. According to Schubert 

(2006) and Watson and Mcnaughton (2007), opined that women try take extreme risks. 

Hence gender diversity audit committee might help to prevent excessive risk – taking. 

The conservatism and risk – aversion of females might also have implications for the 

integrity of the financial reporting process. The researcher believes the ratio of male to 

female, especially having acceptable number of knowledgeable female member 

induced integrity, which in turn should affect the quality of reporting.  

2.3.3 Audit Committee Attendance of Meetings Versus Financial Reporting 

Audit committee members’ attendance could also be used to measure how active audit 

committee members were. The level of attendance of audit committee members implies 

the number of times each member of an audit committee attends audit committee 

meetings. This was quite different from the frequency of audit committee meetings 

which means the numbers of meetings held by audit committee meetings was high and 

the attendance level was low, this may impede the efficiency of the audit committee 

members (Nordin & Marini, 2009). It therefore followed that the more active and 

participative the audit committee members are the better was the financial reporting 

quality. 

Agrawal and Chadha (2005) also found out there was a tendency that even if meetings 

are frequently organized, and members turn up was poor; those who were absent made 
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no impute into the committees, deliberations hence its effectiveness. Agrawal & 

Chadha (2005) showed that committee members at meeting, the more effective the 

committee will be Rickling (2014) also provided members “busyness” especially the 

directors category which might affect attendance and contribution at meetings has effect 

on the effectiveness of the committee in discharging its financial reporting oversight 

function. 

Attendance goes hand in hand with punctuality. 

Good attendance doesn’t mean coming late for meetings, it requires both punctuality 

and presence. Poor attendance puts pressure on other committee members when they 

must take on your responsibilities in addition to their own. The meetings of the 

committee are designed to facilitate and encourage communication among the 

committee ‘the company’s internal audit function and the company’s independent 

auditor. 

The argument was that whether absolute number of audit committee meeting guarantee 

its effectiveness in curbing earnings management. Most previous studies used number 

of meetings as a yardstick for effective audit committee (Saenz Gonzalez & Garcia-

Meca, 2014; Soliman &Ragab, 2014). However, in the real sense not all audit 

committee members attend meetings at a time. It was argued that the annual number of 

meetings was not precise Yardstick of the effectiveness of audit committee (Menon & 

Williams, 1994). Maraghni and Nekkhili (2014) Noted that audit committee that sits 

frequently but with different set of people due to absenteeism could not be diligent. In 

order to encourage attendance during audit committee, the Nigerian Corporate 

Governance code 2011 mandates all public companies disclose the number of meetings 

held during the years and the attendance of each director at the meetings. However, no 
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empirical study examines whether the percentage of attendance was associated with 

earning management. Furthermore, Maraghni and Nekhili (2014) used three different 

measurements for audit committee diligent. One of them was the percentage of audit 

committee member’s attendance. This study adopts this measurement and hypotheses 

that high attendance in audit committee would lead to lower earnings management. 

Regular meetings, the researcher believes, means regular attentions and actions on 

necessary issues that informed quality of reporting.   

2.4. Theoretical Framework 

This section focused on theories that attempt to explain the background and historical 

development of the study variables. This study was anchored on numbers of theoretical 

perspectives which were used in explaining the relationship audit committee attributes 

and financial reporting. This study embraces the agency theory, stewardship theory, the 

policeman theory, Lending Credibility theory, theory of inspired confidence, disclosure 

theory and stakeholder theory. 

2.4.1Agency Theory: The origins of the agency theory could be traced back to Jensen and  

Meckling (1976) and the discussion of the problem of separation of ownership and 

Control. Jensen and Meckling (1976) suggested that managers of other people’s money 

cannot be expected to watch over it With the same anxious vigilance on would expect 

from owners and negligence and profusion, therefore, must always prevail, more or 

less, in the management of the affairs of such a company. They defined the relationship 

between the principals such as shareholders and agents such as the managers and held 

that managers will not on their own act to maximize the returns to shareholders unless 

appropriate governance structures are implemented to safeguard the interests of 

shareholders (Jensen & Meckling, 1976). Proponents, where agents act to obtain 
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personal benefits at the expense of shareholders. To curtain such behavior, effective 

control by the board would greatly help. The effectiveness of the board monitoring 

depends among others, on subcommittees of the board (Kibiya, Che Ahmad & Amran, 

2016). Also Shi and Zhou (2012) argued that board audit as a subcommittee and their 

financial expertise were found to effect the level of the managers manipulate earnings 

to achieve corporate or personal benefits. Similarly, Dhaliwal, Naiker and Navissi 

(2010) poist that the ability to adequately supervise the activities and constrain 

opportunistically managed earning lies with effective internal corporate governance 

mechanism. Internal governance mechanisms involve among others, the formation of 

an independent audit committee that would supervise the activities of managers and 

ensure strict compliance with the financial regulations. However, the effectiveness of 

the committee depends on it composition and the expertise of its composition and the 

expertise of its members. Also the impact of high status industry experience (Kibiya, 

Che Ahmad & Amran, 2016), accounting expertise and accounting and industry experts 

(Cohen et al. 2014) has been subject to conflicting findings. Bradbury (1990) analyzed 

the incentives for voluntary formation of audit committee. The results of this study 

indicate that while agency cost variables and audit firms size had no cost associations 

with audit committee formation, the number of directors on the board and intercorporate 

ownership were found to be important determinants of voluntary audit committees. 

Willekens et al (2004) investigated the associations between the voluntary formation of 

audit committees and some factors that could influence such formation using data from 

Belgian listed companies. They found that while the proportion of independent 

directors on the board and the size of the of the external audit firm were positively 

associated with the voluntary formation of audit committees, agency costs and board 

size were not related to the voluntary formation of such committee.  Cohen, 
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Krishnamoorthy and Wright (2004) conducted a survey to examine the perceptions of 

audit committee chairs, management, external auditor and internal auditors about 

agency conflict. They found evidence that agency conflict exist between audit 

committee and management in areas related to financial disclosure and discretionary 

accounting procedures. However, the perceptions of audit committee chairs regarding 

issues affecting accounting choices were different from those of internal and external 

auditors.  

Dinu and Nedelcu (2015) employed agency theory in explaining transparence and 

quality of financial disclosures in the case of Romanian listed companies. Koladkiewiez 

(2014) also analyzed the main agency problems and their consequences. Similarly, 

Nayeri and Salehi (2013) analyze the role of the agency theory in implementing 

management’s control. This study will add to the existing literature by adopting the 

agency theory in explaining the relationship between audit committee characteristics 

and quality of financial reporting in audit committee attributes. Audit committee act for 

the interest of shareholders and therefore a properly functioning audit committee has a 

major role in forestalling agency conflicts that might arise between shareholders and 

management. Accounting to agency theory, quality financial reporting would be 

realized when conflicting interest are solve in goodtime a role that can be effectively 

played by the audit committees. The assumption of the theory is that agents are expected 

to render their stewardship to the principal, but the theory is limited by the fact that 

there is conflict of interest between the agent and the principal. 

2.4.2 The Policeman Theory: the police theory claims that audit and assurance process was  

Responsible for searching, discovery and preventing fraud. This was the case in the 

early 20th century. However, more recently the main focus of this process has been to 

provide reasonable assurance and verify the truth and fairness of the financial 
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statements. The detection of fraud was however, still a hot topic in the debates on the 

audit’s responsibilities, and typically after events where financial statements fraud has 

been revealed, the pressure increases on increasing the responsibilities of auditors in 

detecting fraud and manipulation of financial information. This was the most widely 

held theory of auditing until the 1940s (Heyes, Schilder, Dassen & Wallage, 1999). Up 

until the 1940s it to focus on arithmetical accuracy and on prevention and detection of 

fraud. However, from the 1940s until the turn of the century there was a shift of auditing 

to mean verification of truth and fairness of the financial statement. Recent financial 

statement frauds such as those at society Generals, Satyam, Ahold, Enron has resulted 

in careful reconsiderations of this theory there now was an ongoing public debate on 

disclosure of fraud returning us to the base public perception on which this theory 

derives.  

According to this theory, the audit committees should put in place mechanism to detect 

fraud before it happens just like a policeman tries to prevent crime from happening. In 

terms of quality of financial reporting, audit committee is viewed to perform the chitty 

synonymous to that performed by the policeman such as to check and detect any 

instances of fraud in the organizations. Therefore, audit committee that were 

independent, diversified, and financially competent and has quality meetings is 

perceived to exercise their mandate more effectively. For instance Elder et.al (2009) 

stated that the most common way for users to obtain reliable information (reducing the 

information risk) was to have on independent audit committee could protect stake –

holder’s interests by ensuring reliable financial reporting, effective internal control, and 

high quality risk management. Truly and Zaman (2004) also pointed out that 

understanding the impact of audit committees as policeman could assist in formulating 

appropriate expectations about the audit committee function, based on which the 
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effectiveness of audit committee could then be assured. Salehi, Rostami and Mogadam 

(2010) also adopted policeman the theory in explaining the usefulness of accounting 

information system in emerging economy. This study adopted the policeman theory in 

assessing the role of audit committees on quality of financial reporting in Nigeria. As 

mentioned early policemen theory claims that the audit and assurance process is 

responsible for searching, discovery and preventing fraud, therefore audit committees 

acting as organization policeman go a long way ensuring quality financial reporting. 

2.4.3 Lending Credibility Theory: the lending credibility suggest that the primary function  

of audit process was to and credibility to the financial statement. Audited financial 

statements were seen to have elements that increase the financial statement user’s 

confidence in the figure presented by the management. The users were perceived to 

gain benefits from the increased credibility and these benefits typically considered to 

be that the quality of investment decision improve when they were based on quality and 

reliable information (Hayes et al. 1999).    

 Audited financial statements were used by management to enhance the share-holders                    

faith in management’s stewardship, government or creditors has to make their 

judgments based on the information they receive, they must have faith that this is fair 

representation of the economic value and performances of the organization. The audit 

process reduces information asymmetry whereby management knows more than the 

stakeholders however, porter (1990) concludes, that ‘audited Information did not form 

the primary basis for investment decision; On the other hand, it was often asserted that 

financial statement have a function of confirming a message that was previously issued 

(Hayes et al, 1999). From the assertions of this theory. It was the duty of the audit 

committee to ensure that the final products of the financial reporting cycle will be 
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beneficial in term of quality to interested parties that may use them for decision making. 

As much possible, the committee must ensure that their efforts were geared towards 

lending credibility to the financial statements. 

High-quality financial reporting by firms was important for both internal and external 

evaluation of credibility of the business performance (Bushman & smith, 2001).  For 

internal decision making, prior research showed that high-quality financial information 

helps business managers identify good projects and increase investment efficiency 

(Chen, Hope, Li & Wang, 2011. For external purposes, disclosure of financial 

information allowed providers of financial resources to better assess the firm’s 

investment opportunities and monitor managerial actions (Mc. Nichols &Stubben, 

2008). In other words, high-quality financial reporting should ease external financing 

constraints by reducing the adverse selection or moral hazard costs associated with 

information asymmetry the proponent of lending credibility theory therefore argued 

that the needs for credibility in the financial reporting should act as a motivating factor 

for any organization an effective audit committee. Independent, diversified and 

competent audit committee will ensure quality is upheld in financial reporting in 

Nigeria. Kabiru and Rufai (2004) found that audit quality is often related to the 

competence and independence old audit committees as being able to detect material 

misstatements and being prepared to issue appropriate audit reports to reflect their 

findings. 

The theory fits in the study by ensuring that financial reporting under the audit 

committee’s scrutiny was as accurate as possible and this adds credence to the financial 

statement. This gives confidence to all the stakeholders on the performance of the 

organization as represented in the financial reports.   
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2.4.4 Disclosure Theory: According to disclosure theory, financial reporting was see as the  

unbiased realization of same underlying economic variable and rarely allowed for the 

endogenous creation or dissemination of other information. Therefore, market reaction 

to the changes in the financial report itself was viewed as the economically interesting 

measure, while the indirect effects of financial reporting were not regarded as first order 

and were thus ignored. However, transaction based financial reporting is arguably more 

useful as a provider of confirmatory information than as a primary source of timely 

information (Bushan, Chen, Engel &Smith, 1999). Firms financial reporting system 

were the result of laws and standards and thus, unlike the voluntary disclosures, not at 

the individual firms discretion. However, while standard and laws inevitably restrict 

discretion, firms typically has some ability to affect properties such as conservatism in 

their financial reporting systems. 

2.4.5 Theory of Inspired Confidence: This theory also known as the theory of rational 

expectations was developed in the late 19203 by Dutch professor Theodore Limpery 

(Hayes et al. 1999). It was advanced to address both the demand and the supply for 

audit services. Stakeholders of an entity demand accountability from the management, 

in return for their investments. Accountability, was realized through the which were 

subjected to independent opinion of the external auditor. 

However, since this information provided by the management might be biased and 

outside parties has no direct means of monitoring, audit committees should therefore 

be the first of assurance towards inspiring confidence in the quality of financial 

statements. An audit is required to assure the reliability of this information. The audit 

committee and the external auditor should therefore act in such a way that they did not 

disappoint the expectations of a rational outside, while on the other hand, the auditor 
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should not arouse greater expectation justifies. So given the possibilities of audit 

technology, the auditor should do enough to meet reasonable public expectations the 

least of which was giving an independent opinion on the reliability of the financial 

statements he so audits (Solomon, 2007). This would inspire confident to the owners of 

capital as well as other stakeholders especially if the auditor through his unqualified 

opinion confirms that the financial statement were of high quality. 

Eid (2014) employed the theory of inspired confident to test impact of accounting 

information system on performance measures with value relevance of auditors 

communications Sijpesteijn (2011) also used the theory of inspired confidence in 

analyzing value relevance of auditor’s communication. Similarly, Ittonen (2010) 

included the theory of inspired confidence in theoretical examination of the role of 

auditing and relevance of audit reports. This theory has been heavily utilized in the field 

of accounting, however very few studies have used this theory to explain the 

relationship between audit committee and quality of financial reporting. 

According to this theory, audit committees should be the first line of assurance towards 

inspired confidence in the quality of financial statements. The theory was further 

relevant because having properly functioning audit committees would inspire 

confidence to all stakeholders and general public about the credibility of the financial 

reports and in effect create confidence in the organization. 

2.5 Empirical Review 

This section reviewed literature from prior committee attributes and financial reporting 

from various study employed and how audit committee attributes can either affect or 

effect this. 
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2.5.1 Audit Committee Independence and Quality of Financial Reporting 

Sadiq and Emmanuel (2017) investigate the significant relationship between audit 

committee attributes and financial reporting lag in the Nigeria banking sector.  This 

study employed a quantitative and longitudinal research design in which secondary data 

were collected from the quoted banks in the Nigeria Stock Exchange for the periods of 

five years from 2011 to 2015. The empirical results showed that audit committee 

independence has a significant relationship with financial reporting lag while audit 

committee meeting and audit committee gender has no significant relationship with 

financial reporting lag. The study therefore recommends that banks should reduce the 

number of non-executive directors in the audit committee for timely release of audited 

financial statements to users of the financial information. The study uses time lag as 

against financial reporting quality adopted for this study. 

Umobong and Ibanichuka (2017) examined the relationship between audit committee 

characteristics and financial reporting quality of food and beverage firms using 

secondary data obtained from Nigeria Stock Exchange. Audit committee 

characteristics; financial expertise and Audit committee independence were regressed 

against financial reporting quality measured by relevance and reliability while 

controlling for number of attendance at audit committee meetings, firms age, firm size, 

audit committee tenure. the study confirms that increase in audit committee 

independence, financial expertise of members, firm age and frequency of meetings 

increases financial reporting quality. While increase in audit committee size and firm 

size decreases reporting quality. Based on the findings it was recommend that more 

accounting and finance experts should be appointed to audit committees and the 

independence of audit committee members should be guaranteed while a ceiling is 

pegged on the minimum number of meetings audit committee members should attend 
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in a financial year.  The study is on food and Beverages firms why the current study on 

banking sector. 

Kantudu and Samalia (2015) focused on board characteristics independent audit 

committee and financial reporting quality of oil marketing firms in Nigeria. Financial 

reporting quality was represented by qualitative characteristics if financial statements. 

Data for the study were obtained from audited annual report and accounts of the 

sampled oil marketing companies for twelve years covering 2000 to 2011. Multiple 

regression was conducted to analyze the data using state version 12.0. It was discovered 

that power separation, independent directors, managerial shareholdings and 

independent audit committee are all significant implying monitoring firms in Nigeria. 

It was recommended that the appointment of independent directors on the company’s 

board should be used on the previous records of those directs in terms of performance 

rather than emphasizing on the proportion to total number of directors on the board. 

However, audit committee meetings and gender was not included in the study. 

Moses, Ofurnm and Egbe (2014) studied audit committee characteristics and quality of 

financial reporting in quoted Nigeria banks. The research was carried out to statistically 

examine the influence of audit committee characteristics in quality of financial 

reporting in listed Nigeria banks. The study used financial records from the financial 

statement of fifteen twelve monthly reports and accounts of the banks whose stocks are 

traded in the Nigeria stock exchange. The study utilized correlation research design. 

The test of hypotheses and other breakdown of data were empirically completed by 

SPSS Statistics 22.0. The outcomes of the study depicted that audit committee 

independent had no significant effect on earnings management in quoted Nigeria banks. 

The study endorsed that audit committee should be well thought-out and operational so 



49 
 

as to curtail earnings management. However the study proxy financial reporting quality 

with earnings management which does not adequately represent quality of reporting. 

Madakawi and Amran (2013) on the other hand, focused on audit committees and how 

they affect financial reporting in Nigerian companies. The study examined whether 

audit committees are associated with improved financial reporting quality for a sample 

of Nigerian listed companies prior to and after a corporate governance code mandated 

new regulations for audit committees in 2003. Using a sample of 70 companies listed 

on the Nigerian Stock Exchange, their study used archival data in the form of 

companies’ annual reports to measure the association between audit committees and 

improved financial reporting quality. The results indicated that formation of audit 

committees was positively associated with improved financial reporting quality. It was 

also found that audit committees having an independent chair and audit committee 

expertise were positively associated with financial reporting quality. The study 

recommended adherence to statutory recommended formation.  While the current study 

included Meeting and Gender audit committee attributes as gap added.   

Hundal (2013) investigated independent, expertise and experience of audit committees. 

After studying a vast and diverse range of literature pertaining to the audit committees 

and governance issues, the study made an effort to demonstrate  several aspects of 

independence of audit committee, for example, in formativeness, (Eo’s power, and 

frequency of meetings, substitutability and complementarily with alternative corporate 

governance mechanisms, directors share ownership and earning management. 

Similarity, a wide range of literature based on utility of financial and accounting knows 

how and experience of audit committee member was reviewed. An attempt was made 

establish association of litigation risk that the firm faced and market reaction, to the 



50 
 

firm’s appointment of audit committee members with accounting and financial 

expertise and experience. This study also included the various aspects of audit 

committee in India, based on regulations, corporate governance reforms and the limited 

number of empirical research findings. Lack of independence, expertise and experience 

audit committees have rendered them less effective in performing their oversight 

functions. The study however did not link audit committee characteristics with quality 

of financial reporting, but recommended strict compliance with policy. 

Ghafran (2013) further conducted a study on audit committees and financial reporting 

quality. The study examined the impact of audit committee characteristics on financial 

reporting quality in the context of a large sample of UK companies over the period 

2007-2010. The notion of financial reporting quality was earnings quality of the firms. 

This study utilized the audit fee and non-audit fee ratio as its proxies for audit quality 

and accruals based earnings management models as its proxies for earnings quality. 

Findings from the multivariate analysis showed that the audit committees meeting three 

or more times per year and fully independent audit committees expert a significant 

positive impact on the quality of reporting earnings, therefore recommended more 

frequent meetings. The current study focused on effect of audit committee on quality 

of financial reporting in attributes in Nigeria. 

Madakawi (2012) conducted a study on the audit committee characteristics and 

financial reporting quality in Nigeria listed companies. This study aimed to investigate 

the effect of audit committee characteristics on the quality of financial reporting of 

Nigerian listed firms. The study employed multivariate regression analysis with a 

simple size of 101 and firm’s year longitudinal panels of 505 observations non-financial 

listed companies on Nigerian stock Exchange for the period 2010 to 2014. The results 

showed that control variables; company age and company size are statistically 
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significant. Audit committee share ownership, and financial expertise are positive and 

statistically significant indicating that audit committee monitoring mechanisms 

influence the financial firms in Nigeria. Regulatory bodies in Nigeria should mandate 

all the three board of representatives on audit committee to be non-executive directors, 

while making a combination of financial and industrial expertise replace financial 

literacy to further improved the quality of the financial reporting. However, the 

attributes considered does not include Independence, Meetings and gender. 

2.5.2 Audit Committees Diversity and Quality of Financial Reporting. 

Gunes and Atilgan (2016) carried out a study on the comparison in the effectiveness of 

audit committee in the Uk and Trukish banks. The study aimed measure the emphasis 

of effective audit committees on bank performance using some of the main bank 

performance indicators which are return on asset (ROA), return on equity (ROE) and 

net interest margin in the Turkish and the UK banks during 2006‒2010. The results 

revealed that for Turkish banks, ROA and ROE had negative association with 

independent member of board of directors and experience in years of member in the 

committee while it had positive association with education level of members, the study 

recommend more of non-executive members. Gunes and Alilgan (2016) study focuses 

on effective audit committees on bank performance in the UK and the Turkish banks 

while the current study focused on effect of audit committees on quality of financial 

reporting in audit committee attributes in Nigeria. 

Wakaba (2014) similarly investigated the effect audit committee characteristics on 

financial performance of companies listed at the Nigerian stock Exchange. The research 

was aimed at establishing the effect of audit committee characteristics on firm 

performance among listed firm in Nigerian stock Exchange. The specific objectives of 
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the study were to establish the effect of audit committee size, audit committee gender, 

diversity on firm performance. The study used the agency theory and institutional 

theory. It adopted an explanatory theory design and was conducted on firms listed on 

the Nigerian stock Exchange for the period ranging from 2006 to 2011. The study thus 

utilized data from 46 companies as the other 14 companies had either been recently 

listed or had inconsistently traded in the NSE. 

Descriptive statistics such as means, standard deviation, frequencies and percentage 

were used to analyze data. In addition, multiple regression was used because of its 

ability to use multiple independent variables to estimate their effect on a single 

dependent variable. Research findings showed that audit committee experience, 

committee gender diversity, audit committee size and number of independent auditors 

has a significant effect on firm performance. The study recommended among others 

that statutory regulation should be observed.  The current study aimed to establish the 

effect of audit committee characteristics on quality of financial reporting in audit 

committee attributes in Nigeria. 

Chang Chen and Zhou (2013) on the other hand focused on the determinants and 

consequences of audit committee effectiveness with evidence from China. Form the 

corporate governance reports, the study consequences of audit committee effectiveness. 

The study found that firms with independent director, accounting expertise, more paid 

supervisors, large chairman ownership, greater total assets, and Big 4 auditors were 

more likely to have effective audit committees while firms with a significant presence 

of the largest shareholder and diverse share ownership were less likely to have effective 

audit committees. However, the study found that firms with effective audit committees 

were associated with less earnings management and lower audit fees, and were less 

likely to have modified opinions and delayed filings. Chang, Chen and Zhou (2013) 
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study focused on the determinants and consequences of audit committee. Effectiveness 

with evidence from china. The currents study focused on effect of audit committees on 

quality of financial reporting in audit committee attributes in Nigeria. 

Huang, Yan, Fornaro and Elshahat (2011) conducted a study on the market reactions to 

audit committee director’s gender with evidence from US-Traded foreign firms. The 

study hypothesized that female members on the governance by their conservative and 

ethical qualities. Accordingly, such appointments delivered a positive message to 

capital market participants, in order to observe the impact of audit committee gender 

diversity on foreign firms, the study included all audit committee appointments for US 

traded foreign firms from 2002 to 2009. The study found that the appointment of female 

audit committee members had significant positive cumulative abnormal returns 

compared to the appointment of male audit committee members. Huang, Yan, Fornaro 

and Elshahat (2011) study was conducted in US traded foreign firms while the current 

study focused on effect of audit committee characteristics on quality of financial 

reporting among audit committee attributes in Nigeria. 

Specific research concerning the effect of gender diversity of audit committee members 

has recently emerged. Ittonen, Miettinen and Vahamaa (2009) found evidence that firm 

with female representation on the audit committee reduced the inherent risk of 

misstatements. Their results have implications for external auditing since they also 

found that gender diversity 8is associated with lower audit fees. Huse and Solberg 

(2006) found that female directors are better prepared for board meetings than male 

directors which results in improved board behaviors and effectiveness. 

Martinez and Fuentes (2007) studied Spanish companies listed in the stock exchange, 

which voluntarily formed an audit committee after the Spanish corporate governance 
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code was issued 1998 (Known as the Olivencia code). The findings of their study might 

be outlined as follows: Ownership concentration affects the possibility of the company 

receiving a qualified report; the outcome of errors or non-commitment; the presence of 

the audit committee can never be of the factors related to the company conservative 

non-verified reports; the presence of an audit committee doesn’t reduce the probability 

of the company receiving a qualified report resulting from errors or non-commitment; 

and the size and independence of members of the audit committee are variables that 

have an important statistical impact on the company receiving  a qualified report. 

Martinez and Fuentes (2007) study was done on Spanish companies listed in the stock 

exchange was focused on ownership concentration size and independence of members. 

The current study focused on independence,   diversity, financial competence and 

meetings and was conducted in audit committee attributes in Nigeria. 

2.5.3 Audit Committees Financial Competence and Quality of Financial Reporting 

Agung (2015) conducted a study on the impact of certain types of financial expert group 

including accountants and financial brokers performing financial oversight duties their 

study found that the professional accountants are effective in evaluating a firm’s 

compliance with accounting standards and treatments. This implies that the member 

background in terms of education and experience influences their focus in the 

committee’s activities. This recommended that it was wise to include members in audit 

committee who has expertise and knowledge in accounting and auditing because most 

of the responsibilities of the committee are related to these areas. The study failed to 

investigate other attributes like gender and meetings.  

Kabiru and Rufai (2014) focused on examination into the quality of audited financial 

statements of money deposit banks in Nigeria. The study employed the use of both 
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primary and secondary sources of data where questionnaire was the primary source and 

the annual reports of selected banks were the secondary data. A judgmental sampling 

technique was used in selecting the sample size. Simple percentage was used for data 

analysis, while analysis of variance (ANOVA) was employed to test the hypothesis. 

The study concluded high proportion of financial experts not necessarily accounting 

experts was unlikely to report weakness in the internal control over financial reporting. 

The study recommended that audit committees should be more strict in their 

investigations and should initiate moves for the suing of auditors where they are found 

wanting.  The study employed the use of both primary and secondary sources of data 

where questionnaire was the primary source and the annual reports of selected banks 

were the secondary data. The current study focused on audit committee attributes and 

financial reporting in Nigeria. The study further focused on financial expertise of audit 

committee and did not include other audit committee characteristics such as 

independence and meetings. Accounting or financial expertise are attributes, 

qualification or experience acquired by a person before becoming a board member of a 

company. Krishnan and Visvanathan (2007) focused on the audit committee 

characteristics and financial reporting quality. The study employed multivariate 

regression analysis with a sample size of 125 and firms – year longitudinal panels of 

725 observations of non- financial listed companies on Nigerian stock-exchange for the 

period 2010 to 2014. The study adopted McNicholas (2002) model to examine the 

monitoring mechanisms on the quality of financial reporting. The results showed that 

control variables; company age and company size are statistically significant. Financial 

expertise was found to have a positive and statistically significant effect, indicating that 

audit committee monitoring mechanisms influences the financial reporting quality of 

listed non-financial firms in Nigeria. The study recommended that audit committee 
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members should have good financial knowledge. Krishnan and Visvanathan (2007) 

main focus was on financial expertise of audit committee while the  current study 

focused on independence , diversity, financial  competence  and meetings and was 

conducted in audit committee attributes in Nigeria. 

Bedard, Chtourou and Courteau (2004) conducted a study on effect of audit committee 

expertise, independence, and activity on aggressive earnings management. The study 

investigated whether expertise, independence, and activities of a firms audit committee 

have an effect on the quality of its publicly released financial information. In particular, 

the study examined the relationship between audit committee characteristics and the 

extent of corporate earnings management as measured by the level of income- 

increasing and income-decreasing abnormal accruals. Using two groups of U.S Firms, 

one with relatively high and one with relatively low levels of abnormal accruals in year 

1996, the study found a significant association between earnings management and audit 

committee governance practices. The study further found that aggressive earning 

management is negatively associated with the financial and governance expertise of 

audit committee members, with indicators of independence, and with the presence of a 

clear mandate defining the responsibilities of committee. Bedard, Chtourou and 

Courteau (2004) study focused on expertise, independence, and activities of a firm’s 

audit committee using two groups of U.S firm’s. The current study included diversity 

and meetings to bridge conceptual gap. The current study was further conducted in audit 

committee attributes and financial reporting in Nigeria. 

The study of Saleh et al. (2007) tried to evaluate the role of some qualities of the audit 

committees with regard to independence of committee members, its size, it’s frequently 

of meetings, and the experience and knowledge members of the committee has to 

monitors management behavior. The practices related to earning management of the 
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general Malaysian joint – stock companies, and the conflict between managers and 

external auditors, might exist due to the choice of alternative accounting procedures 

related to earning management. Some of the most important findings of the study are: 

absolute independence among members of an audit committee reduces the practices of 

earnings management in the Malaysian of audit committees were distinguished for 

experience financial knowledge, professional, and frequent meetings have less 

practices of earnings management when compared to other companies. 

Zhang, Zhou and Zhou (2007) carried out a study on the audit committee quality, 

auditor independence, and internal control weaknesses. The study investigated the 

relationship between audit committee quality, auditor independence, and the disclosure 

of internal control weaknesses offer the enactment of the Sarbnes Oxley Act. A simple 

of firms with internal control weaknesses and based on industry, size, and performance, 

were matched to a sample of control firms without internal control weaknesses. The 

conditional  log analyses indicated that a relation exists between audit committee 

quality, auditor independence, and more likely to be identified with an internal control 

weakness, if their audit committee has less financial expertise or more specifically, have 

less accounting financial expertise. 

The study of Carello, Hollings Worth, Klein and Neal (2006) aimed to establish the 

relationship between audit committee financial expertise completing corporate 

governance mechanisms, and earning management. The study found that both 

accounting and certain types of non – accounting financial expertise reduce earnings 

management for firms with weak alternate corporate governance mechanisms. 

Importantly, the study found that alternate corporate governance mechanisms are 

generally an effective substitute for audit committee financial expertise in constraining 

earnings management moreover, the study found evidence that earnings management 
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declines after an accounting financial expert joins the audit committee suggesting that 

accounting financial experts are effective monitors of the financial reporting process. 

Finally, the study found no association between financial expertise and real earnings 

management. 

Cercello, Hollings worth, Klein and Neal (2006) aimed to establish the relationship 

between audit committee financial expertise, competing corporate governance 

mechanisms, and earnings management while the current study focused on the effects 

of audits committee characteristics on audit committee attributes and financial reporting 

in Nigeria. 

McDaniel, Martin and Mainies (2002) conducted a study on educating financial 

reporting quality and the effects of financial expertise against financial literacy. They 

found that experts made better assessment of financial reporting quality compared to 

non-experts. They concluded the efforts to enhance audit committees assessment of 

financial reporting quality. The level of financial knowledge and skill of audit 

committee members has obvious consequences in dealing with different financial 

issues.  McDaniel, Martin and Mainies  (2002) evaluated financial expertise against 

financial literacy while the current study focused on the effects of audit committee 

characteristics and quality of financial  reporting in audit committee attributes in 

Nigeria.  

2.5.4 Conduct of Audit Committee Meetings and Quality of Financial Reporting  

A more recent study by Zabonjnikova (2016) sough to establish the relationship 

between the audit committee characteristics and firm performance. This study analyzed 

the impact of various audit committee characteristics on firm financial performance 

using the evidence from non – financial UK companies listed on the London stock 
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exchange. After recent accounting scandals, the role of the audit committee has come 

under continuous scrutiny. The main findings of this study suggested that the features 

of audit committees of have an impact on UK firm performance. The findings suggested 

that there was a significant positive relationship between the audit committee’s size, 

frequency of its meetings and its financial experience and firm financial performance. 

The study recommended strict compliance to audit committee policy. Zabojnikova  

(2016) analyzed the impact of various audit committee characteristics on firm financial 

performance using the evidence from non – financial UK companies listed on the 

London stock exchange while the current study focused on effects on audit committee 

characteristics in audit committee attributes and quality of financial reporting, therefore 

addressing the contextual gap. 

Osarumwense and Aderemi (2016) study focused on the impact of financial literacy 

and frequency of meeting of members of audit committee on financial reporting quality 

in Nigerian quoted companies. The main objective of this study was to evaluate the 

impact of financial literacy (FL) and frequency of meetings (FM) of members of audit 

committee on financial reporting quality in Nigerian quoted companies. Data for the 

study hundred and thirty one (131) companies quoted on the Nigerian stock exchange 

over the period of 2006-2012. The data was analyzed using descriptive, correlation and 

ordinary least square (OLS). The multivariate regression technique was utilized to 

estimate the model. The findings showed that audit committee financial literacy and 

audit committee frequency of meetings had a positive significant influence on financial 

reporting quality. The study recommended minimum qualification requirement for 

audit committee members. Osarumwense and Aderemi (2016) study focused on 

evaluation the impact of financial literacy (FL) and frequency of meeting (FM) of 

members of audit committee on financial reporting quality in Nigerian quoted 
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companies. The current study was conducted in audit committee attributes in Nigerian 

context. 

Aryan (2015) focused on the relationship between audit committee characteristics, 

audit firm quality and companies’ profitability. This study aimed to highlight the role 

of audit committee and external audit in enhancing companies’ profitability. The study 

found the need to test these relationships in Jordanian context to provide empirical 

evidence on this issue, especially after the corporate governance application became 

mandatory since 2009. The study used industrial sector, which included 91 companies, 

only 69 companies were included in this study, the other 22 companies were excluded 

either because they were newly listed or delisted during the study period (2009-2014) 

multiple regression was used to analyze the data and the result showed positive 

relationships between audit committee meetings, audit committee size and companies 

profitability, while no significant relationship between audit committee composition, 

audit committee members literacy, audit quality and companies profitability. The study 

recommended more frequents meetings and strict compliance with committee size and 

composition. Aryan (2015) focused on audit committee characteristics, audit firm 

quality and companies’ profitability while the current study focused on effect on audit 

committee characteristics on audit committee attributes and quality of financial 

reporting in Nigeria. 

The study of Stewart and Munro (2007) from Australia focused on the results of 

frequency of meetings of the audit committee they determined that the presence of an 

audit committee, the number of its meetings and the auditors attendance for such 

meeting reduces audit risks, and that the external auditor believes that the presence of 

an audit committee was an important factor in reducing substantial risks of auditing. 

They further determined that reducing such risks was also affected by frequent meetings 
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of the audit committee and auditor’s attendance of such meetings Stewart and Munro 

also found no substantial influence of the audit committee either on the tests conducted 

by external auditor or on the time spent by  the external auditor and his team in the 

process of auditing the audit committee helps in solving disputes and conflicts with the 

administration and that lead s to more improvement in audit quality. The study 

recommended more intimacy between Auditor and audit committee.  However, there 

are a relationship between the possibility that the company receives qualified reports 

from the external auditor and the presence of the audit committee characteristics 

(independence, size, meeting times and financial experience). Stewart and Munro 

(2007) study was conducted in Australia and focused on the audit committee 

independence, diversity financial competence and committee meetings hence 

addressing both conceptual and geographical gap. 

A study of said in (2007) focused on audit committee and quality of unaudited financial 

accounts. By using 261 sample companies’ accounts. By using 261 sample companies 

listed on the Bursa Malaysia in 2004, it was found that 64 – percent of companies do 

have variations in their financial accounts the occurrences of these variations has  raised 

questions regarding the quality of quarterly accounts produced. The results of the 

multivariate analysis provide support for the effect of audit committee characteristics 

on earnings variations, whereby audit committees with greater numbers of average 

directorship holdings in other companies and higher number of members were found to 

be positively associated with non - variations financial accounts. The study 

recommended more proportion of non-executive directors on the committee. These 

results add to the growing literature on the relationship between audit committee 

characteristics and financial reporting quality. Saidin (2007) focused on audit 

committee characteristic and quality of financial accounts using 261 sample companies 
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listed on the Bursa Malaysia in 2004 while the current study focused on effects on audit 

committee characteristic on audit committee attributes and quality of financial 

reporting, therefore addressing the contextual gap. 

Zhang and Zhou (2007) used the number of meetings to measure whether the frequency 

influences quality of financial reporting. The study used the agency theory and 

institutional theory. This study adapted an explanatory design. Descriptive statistics 

such as means, standard deviation, frequencies and percentage were used to analyze 

data. In addition, multiple regression was used because of its ability to use multiple 

independent variables to estimate their effect on a single dependent variable. The study 

found a positive correction. In active audit committees with less number of meetings 

were found to be unlikely to supervise management effectively. The study further found 

that fraudulent firms with earning misstatements have fever firms. The study 

recommended the need for audit committee to be more active in performing their 

statutory duties.  Zhang and Zhou (2007) used the number of meetings to measure 

whether the frequency influences quality of financial reporting. The conceptual 

arguments of this study included audit committee independence diversity, financial 

competence and meetings on quality of financial reporting in the Nigerian content. 

2.5.5 System of Automation, Staff Competence and Quality of Financial Reporting 

Mugenda and Mugenda (2012) defines moderating variable as a variable that has an 

effect on the relationship between the independence and dependent variables, but was 

not related to or affected by the independence variable. The moderating variable in this 

research was bank size which has an effect on the relationship between audit committee 

characteristics and quality of financial reporting.  
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CHAPTER THREE 

METHODOLOGY 

 

3.1. Introduction 

This Chapter will discussed the process and procedures that were employed in carrying 

out the research. Methodology provided explanations concerning the method and steps 

used in the data collection and analysis. The chapter also discussed the sources and 

method of data for the study as well as the technique of data analysis employed. The 

chapter began with the discussion of the research design adopted for the study, and then 

followed by the population and sample of the study. It provided the model of the study. 

3.2. Research Design. 

This study employed a quantitative and longitudinal research design in which secondary 

data were collected from the quoted banks in the Nigeria Stock Exchange for the periods 

of five years from 2013 to 2018 for the period of preparing the financial statement 

according to International Financial Reporting Standards (IFRS). Data relating to 

different variables of concern to the study would be collected at different times so as 

not to influence the situation but rather to describe the relationship between the 

variables that are being considered. 

3.3 Population of the Study 

The population for this research work is made up of all the 22 listed banks on the 

Nigeria Stock exchange (NSE) as at 31th March 2018 
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3.4 Sampled Size and Sampling Techniques 

The sample size of nine (9) banks for this study was based on the availability of data 

and simple random sampling technique were used in selecting the sampled banks 

(Diamond Bank, GT Bank, Fidelity Bank, Union Bank, Wema Bank, First Bank, Zenith 

Bnak, First City Monument Bank, Sterling Bank, United Bank for Africa and Stanbic 

IBTC Bank).  

3.5 Sources of Data 

The researcher used secondary data of audited annual reports and accounts obtained 

from the floor of the Nigerian Stock Exchange (NSE) Fact book (2018). 

3.6 Method of Data Collection 

The researcher used secondary data in the form of annual reports and accounts of 

companies for the period 2004-2018. 

Annual reports and accounts data were obtained from the companies published annual 

reports. The data were used to measure the variables required to test the hypotheses 

developed in section 1.5 of chapter 1. The annual report was used to gather the data on 

the dependent variable and independent variables. 

3.7 Method of Data Analysis  

This study used ordinary least square (OLS) regression techniques in examining the 

significant relationship between audit firm attributes and financial reporting quality. The 

study also employed descriptive statistic and Ramsey Reset test to test for the 

misspecification of the model. The analyses were conducted using Stata 13.0 econometric 

software.  
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3.8 Model Specification 

The model specification of this study is based on multiple regression econometric models. 

Multiple regressions explain in econometric term the variation in the relationship 

between audit committee attributes and financial reporting lag. This assumption is that, 

the dependent variable is a linear function of the independent variables. The multiple 

regressions with an error term (et) is expressed in the equation below:  

FRQ = α0 + α1ACIDP + α2ACM + α3ACGDA + α4BSIZE + et …… …….…….. (i) 

Where  

α0 =Constant Coefficient  

α1 – α4 = Explained coefficient of the independent variables  

et = Error term or disturbance term.  

The presumptive signs of the parameters in the specifications are:  

β1, β2 , β3 ˃ 0 

Variable  Measurement  Sources  
FRQ=Financial Reporting 
Quality. (Dependent variable)  

Interval of days between the 
statement of financial position 
closing date and the signed 
date of the auditor's report 
stated in the annual report  

Iyoha, (2010).  

ACIDP= Audit Committee 
Independence (Independent 
variable).  

Ratio of non executive 
directors on the audit 
committee to total board size.  

Adeyemi, Okpala & Dabor 
(2012).  

ACGD =Audit Committee 
Gender (Independent 
variable).  

The number of female among 
the audit committee members.  

Berger, Kick & Schaeck 
(2012).  

ACM = Audit Committee 
Meetings  
(Independent variable).  

The number of times the 
committee meets during the 
financial year end.  

Adeyemi, Okpala & Dabor 
(2012);  

BSIZE = Bank Size (Control 
variable)  

This will be measured by the 
log of bank total assets.  

Enofe, Mgbame & Abadua 
(2013).  

Source: Authors compilation 2018. 

 

 

 



66 
 

CHAPTER FOUR 

DATA PRESENTATION, ANALYSIS AND INTERPRETATION OF RESULTS 

4.1 Introduction  

This chapter based primarily with panel data or pooled crosssectional or time series 

presentation and analysis as it related to audit committee attributes and financial 

reporting in Nigeria. The historical data collected from the financial statements and 

accounts of the sample firms were analyzed and interpreted in a suitable form and 

comprehensible so as to facilitate better understanding of the study. Emphasis was 

placed on data presentation, descriptive statistics and regression analysis, test of 

formulated hypotheses, finding, and discussions of findings data collected estimated 

with econometrics software statistical packages for the social sciences (SPSS 20) and 

E – views 7.0 and level of significance used to test the hypothesis was 5% of used 

statistical analysis. The statistical analysis was done using ordinary least square 

regression analysis. The pooled cross – sections or times series analysis approach was 

adoption because of considering more than one sector of quoted companies and over a 

period of five years. The study conducted on descriptive statistics, correction Pearson 

was carried out to determine the relationship between dependent variable and 

independent variables and diagnosis test was carried out to test the normality of the 

variables, fixed – effect regression was used to estimate effect of audit committee 

concluded with findings and discussion of findings  

4.2 Data presentation  

This section presented in detailed descriptive statistics, Pearson correlation, test of 

hypothesis and ordinary least square regression 
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Table 4.1 presented the descriptive statistics for all variables of the study (dependent, 

independent and control variables) of model.  

Table 4.1 Descriptive statistics of variables.  

Descriptive Statistic  
Estimation sample regress       Number of obs = 45  
-------------------------------------------------------------  
Variable |  Mean   Std. Dev.     Min      Max  
-------------+-----------------------------------------------  
frq |  93.71111   53.83798   44  343  
acidp|  .2286356    .0768837    0    .5  
acm |       4            1.537412    1      6  
acgda |  .7555556 .712089    0      2  
bsize |   9.144444   .3381806   8.33     9.64  
------------------------------------------------------------- 

Table 4.2 Normality Test of variables. 
Normality Test  
Shapiro-Wilk W test for normal data  
Variable | Obs      W              V         z       Prob>z  
-------------+--------------------------------------------------  
frq |      45   0.58614    17.922   6.116     0.00000  
acidp |       45    0.86137   6.003    3.798      0.00007  
acm |      45   0.97533    1.068    0.140      0.44433  
acgda |      45    0.97455   1.102     0.206      0.41830  
bsize |       45     0.94656   2.314     1.778       0.03767 

In the presentation of result, it was found from the descriptive statistic result that financial reporting 

quality had minimum of 44 days and a maximum of 343 days for quoted banks in Nigeria Stock 

Exchange to release its audited financial reports. On the average, it would take the banks 74 day 

which was about 2 months and 12 days as the case may be. The Shapiro Wilk W normality test 

revealed that financial reporting quality, audit committee independence and board size were 

normally distributed while audit committee meeting and audit committee gender were abnormally 

distributed. To test the relationship between the variables, Pearson correlation matrix was employed 

and the result was presented in table below.  
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Table 4.3(a) 

Correlation  
correlate frq acidp acm acgda bsize  
(obs=45)  
|   frq           acidp       acm      acgda    bsize  
-------------+---------------------------------------------  
frq |  1.0000  
acidp | 0.2288     1.0000  
acm |  -0.0082    -0.3191   1.0000  
acgda | -0.1127  -0.5022    0.4152  1.0000  
bsize | -0.3326   -0.0848    0.2138   0.4765   1.0000  

Variance Inflation Factor  
. estat vif  
Variable |   VIF     1/VIF  
-------------+----------------------  
acgda |       1.91      0.523340  
acidp |        1.43      0.701265  
bsize |         1.35      0.739163  
acm |           1.24      0.809222  
-------------+----------------------  
Mean VIF | 1.48  
Notes: 

*(5 variables, 45 observations pasted into data editor)  
. regress frlag acidp acm acgda bsize 

Source |      SS     df          MS              Number of obs = 45  
-------------+------------------------------        F( 4, 40) = 2.40  
Model |    24723  .4455   4 6180.86136    Prob > F = 0.0655  
Residual | 102811 .799    40 2570.29497    R-squared = 0.1939  
-------------+------------------------------       Adj R-squared = 0.1132 

Total | 127535.244   44 2898.52828     Root MSE = 50.698 

------------------------------------------------------------------------------  

frq |      Coef.         Std. Err.     t       P>|t|           [95% Conf. Interval]  
-------------+----------------------------------------------------------------  
acidp | 233.7217    118.7107         1.97 0.056       -6.20161       473.645  
acm | 3.483625       5.526384          0.63 0.532     -7.685614     14.65286  
acgda | 16.50354    14.83675         1.11 0.273      -13.48266     46.48973  
bsize | -68.39671     26.28731       -2.60 0.013     -121.5253     -15.26808  
_cons | 639.3201     231.7865         2.76 0.009       170.8622      1107.778 
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Table 4.3 (b) 

Variable  FRQ  ACIDP  ACM  ACGD  BSIZE  
FRLAG  1.00      

ACIDP  0.22  1.00     

ACM  -0.008  -0.32  1.00    

ACGD  -0.11  -0.50  0.43  1.00   

BSIZE  -0.33  -0.08  0.21  0.48  1.00  
Source: Author’s Compilation (2018) 

4.3 Correlation Analysis  

It would be revealed from the table above that audit committee independence (ACIDP) 

was positive and moderately correlated with financial reporting quality (FRQ=0.22). 

Audit committee meeting (ACM) was negative and weakly correlated with financial 

reporting quality (FRQ=-0.008). Audit committee gender (ACGD) was negative and 

moderately correlated with financial reporting quality (FRQ=-0.11). Board size 

(BSIZE) was negative and moderately correlated with financial reporting quality 

(FRQ=-0.33). This therefore implies that the frequently of audit committee meeting, 

presence of female in the audit committee and larger board size might reduce financial 

reporting quality. It would be noted that correlation show a mere relationship. To check 

for multicolinearity problem, a Variance Inflation Factor conducted and the aggregated 

mean centered VIF value of 1.48 which did not exceed 10 revealed the absence of 

multicolinearity problem in our model as stated by Tobachnick and Fidell (1996).  

Multicollinearity between explanatory variables may result to wrong signs or 

implausible magnitudes, in the estimated model coefficients, and the bias of the 

standard errors of the coefficients.  

In order to test the individual significance relationship of the variables, multiple 

ordinary least square regression techniques was adopted and the result is presented in 

table below;  
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Table 4.4 Multiple Ordinary Least Square (OLS) 

       Variable                     Coefficient                             t-test                                                       p-value 

       C                                 639.32                                   2.76                                                          0.009 

       ACIDP                         233.72                                   1.97                                                           0.056 

       ACM                            3.48                                       0.63                                                            0.532 

       ACGDA                        16.50                                     1.11                                                            0.273 

      BSIZE                            -68.40                                   -2.60                                                           0.013 

R2 = 0.1937, Adjusted R2 = 0.1132, F (4, 40) = 2.40, Prob >F = 0.0655 

4.4 Hypothesis Testing 

It would be observed table 4.4 that the coefficient of determination (adj. R2) value of 

0.1132 that about 11% of the systematic variations in financial reporting quality were 

jointly explained by audit committee attributes. The remaining 89% was captured by 

the error term. This means that the model overall is good for statistical prediction. The 

F-statistic value of 2.40 and its associated p-value of 0.0655 showed that there is a 

significant linear relationship between financial reporting quality and audit committee 

attributes. Given the empirical evidence, it would be observed that audit committee 

independence (ACIDP) had a positive relationship with financial reporting quality but 

this was statistically significant at 5% level. This shows that more independent audit 

committee members would lead to financial reporting quality in the banking sector in 

Nigeria. The study therefore rejects the null hypothesis that audit committee 

independence has no significant relationship with financial reporting quality in Nigeria 

banking sector. Audit committee meetings (ACM) had a positive relationship with 

financial reporting quality but this was statistically insignificant.  

The study therefore accepts the null hypothesis that audit committee meeting has no 

significant relationship with financial reporting quality in Nigeria banking sector. In the 

case of audit committee gender (ACGDA), had a positive relationship with financial 
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reporting quality but this was statistically insignificant. The study therefore accepts the 

null hypothesis that audit committee gender has no significant relationship with 

financial reporting quality in Nigeria banking sector. The control variable, bank size 

(BSIZE) had a negative relationship with financial reporting quality but this was 

statistically significant at 1% level. This implies that the larger the bank timely in 

releasing financial reports to the various stakeholders in the banking sector in Nigeria. 

To test for the misspecification of model adopted in this study, a Ramsey RESET test 

was conducted and indicated that the insignificant value of F-statistic (0.2006) revealed 

that model for the study was well specified. 

MIS-SPECIFICATION TEST  

Ramsey RESET test using powers of the fitted values of frq  

Ho: model has no omitted variables  

F(3, 37) = 1.62  

Prob > F = 0.2006 

The table indicated that audit committee attributes as measured and has a positive 

correlation coefficient of 28% of systematic variations in the dependent variables. This 

figure further reduces to 23% when the R – squared statistics was further adjusted. 

The table 4.2 indicated that there was a significant relationship between financial 

reporting quality and audit committee attributes (N = 105, R= 0.283554, P<.05)  

This means that as financial reporting increase, audit committee attributes increases. 
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4.5 Findings, Discussion of Research Findings. 

Based on the results analyzed and the hypotheses testing done above, this study has 

found that: 

Given the empirical evidence, it would be observed that audit committee independence 

(ACIDP) had a positive relationship with financial reporting quality but this was 

statistically significant at 5% level. This shows that more independent audit committee 

members would lead to financial reporting quality in the banking sector in Nigeria. The 

finding was consistent with findings of Sharinah, Mohd and Azlina (2014), 

Yadirichukwu and Ebimobowei (2013) and not consistent with findings of Apadore and 

Mohd Noor (2013). 

Audit committee meetings (ACM) had a positive relationship with financial reporting 

quality but this was statistically insignificant. The finding was consistent with the 

findings of Apadore and Mohd Noor (2013) and Yadirichukwu and Ebimobowei (2013) 

while not consistent with finding of Gabriel (2012). 

In the case of audit committee gender (ACGDA), had a positive relationship with 

financial reporting quality but this was statistically insignificant. The study therefore 

accepts the null hypothesis that audit committee gender has no significant relationship 

with financial reporting quality in Nigeria banking sector. The control variable, bank 

size (BSIZE) had a negative relationship with financial reporting quality but this was 

statistically significant at 1% level. This implies that the larger the bank timely in 

releasing financial reports to the various stakeholders in the banking sector in Nigeria. 

The finding was consistent with the findings of Akle (2011) and Modugu, Eragbhe and 

Ikhatua (2012). 
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CHAPTER FIVE 

SUMMARY, CONCLUSION AND RECOMMENDATIONS 

5.1 SUMMARY OF FINDINGS 

This study was concluded in time with examining the impact of audit committee 

attributes on financial reporting quality of quoted companies in Nigeria within the scope 

period of 2013 – 2018. The study was divided into five chapters. The first chapter was 

a general introduction of the audit committee attributes and financial reporting quality 

where the stated. Also the objectives of the study were stated, the hypotheses to be 

tested in chapter four were formulated, and likewise the scope and the limitations were 

also stated.  

Chapter two comprised of reviewed of relevant and related literatures by different 

researchers on this subject that were ad equated upon a theoretical platform having 

conceptualized the subject of audit committee attributes and financial reporting quality. 

The research plan which served as a   guide to the researcher and the secondary data 

collected that were relevant in measuring the relationship between square regressions 

(fixed effect). The fixed effect was used because the fixed effect showed that the 

independent significant relationship with each focused on the summary, conclusion and 

recommendation of the study. 

Chapter three discussed the methodology of the study, the research design, population 

and sample adopted for the study. 

Chapter four is about data presentation, analysis and interpretation of findings. 

Chapter five summarizes the study, concludes and recommends.  
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5.2 Conclusion 

Financial reporting quality is an important qualitative characteristic of audited financial 

statements of a bank. Timely financial reporting is an essential ingredient for proper 

functioning of the capital market and the usefulness of financial statements can be 

impaired if they are not readily available to users within a reasonable period after the 

reporting date. The effectiveness of the audit committee in a corporate organization 

depends on the level of audit appraisal and audit evaluation carried out by the external 

auditors.  

5.3 Limitations of the Study  

Exclusion of some quality financial reports variables, not all variables of quality 

financial reports variables, not all variables of quality financial reports of companies 

quoted were captured by the study due to limit date availability which led to the 

streaming of the quality financial reports variables. 

Also, the study employed secondary data to arrive at its conclusions. So whatever 

findings we made here was not base on primary data originally collected by us. So 

further studies to empirically confirm our conclusion. 

5.4 Recommendations  

Based on the above analyses conducted in respect to audit committee attributes and 

financial reporting in Nigeria, the researcher recommends  

1. The study therefore recommended that banks should reduce the number of non-

executive directors in the audit committee for timely release of audited financial 

statements to users of the financial information.  

2. The study recommends among others that quoted companies should ensure that  
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members of audit committees were people with high level of integrity that would not 

compromise ethical standards and behaviour and they should be gender balanced 

3. The government through relevant agencies should sanction erring corporation that  

failed to adhere to best practice in corporate governance structure in the area of audit 

committee. 
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APPENDIX A 

DATA REGRESSED 

BANK  YEAR  FRQ  ACIDP  ACM  ACGDA  BSIZE  
ACCESS 
BANK  

2014  60  0.2000  6  1  9.21  

 2015  72  0.2000  6  1  9.24  
 2016  97  0.1765  6  1  9.26  
 2017  64  0.1875  6  1  9.32  
 2018  76  0.1875  6  1  9.41  
UNITED BANK 
FOR AFRICA  

2014  100  0.1667  6  2  9.25  

 2015  129  0.1875  6  2  9.32  
 2016  79  0.1579  6  2  9.42  
 2017  84  0.1765  6  2  9.44  
 2018  74  0.1765  6  2  9.44  
STANBIC IBTC  2014  74  0.2500  1  0  8.74  
 2015  66  0.2500  1  0  8.83  
 2016  70  0.2727  1  0  8.82  
 2017  86  0.4286  4  1  8.98  
 2018  343  0.2913  4  1  9.05  
FIDELITY 
BANK  

2014  90  0.1579  2  1  8.87  

 2015  85  0.1875  2  1  8.96  
 2016  86  0.1875  2  1  9.03  
 2017  117  0.1579  2  1  9.07  
 2018  77  0.2143  2  1  9.09  
FIRST BANK  2014  89  0.1875  4  0  9.46  
 2015  81  0.5000  2  0  9.50  
 2016  104  0.3750  2  0  9.59  
 2017  111  0.2727  2  0  9.64  
 2018  97  0.2500  5  0  9.62  
WEMA BANK  2014  283  0.3333  4  0  8.33  
 2015  187  0.2500  4  0  8.39  
 2016  78  0.2308  4  0  8.46  
 2017  82  0.2308  5  0  8.58  
 2018  91  0.2143  4  0  8.60  
ZENITH BANK  2014  44  0.2500  4  1  9.29  
 2015  88  0.2143  4  1  9.33  
 2016  66  0.0000  4  2  9.42  
 2017  58  0.2500  4  1  9.57  
 2018  67  0.2500  4  2  9.60  
GT BANK  2014  116  0.2143  4  1  9.21  
 2015  71  0.2143  4  1  9.24  
 2016  62  0.2143  4  1  9.32  
 2017  50  0.2000  4  1  9.33  
       
 2018  56  0.2000  4  1  9.40  
FCMB  2014  64  0.2000  5  0  8.78  
 2015  106  0.2000  5  0  8.96  
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 2016  83  0.2500  5  0  9.00  
 2017  77  0.2727  4  0  9.07  
 2018  77  0.3000  4  0  9.06  
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