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Abstract 
The study examined effect of audit committee characteristics on earnings quality of 

commercial banks listed on the Nigeria stock exchange. It employed ex post facto research 

design and extracted data from annual reports of a cross section of 14 banks from 2007 to 

2022. It employed audit committee characteristics variables such as audit committee size, 

audit committee independence, audit committee meetings and board size while earnings 

quality was used as the dependent variable. The data collected were analyzed using panel 

regression analysis and the result revealed that audit committee independence has significant 

effect on earnings quality while audit committee size, audit committee meetings and board size 

have insignificant effect on earnings quality of listed commercial banks in Nigeria. Based on 

the findings, the study recommends that Commercial banks should ensure that all the relevant 

audit committee attributes (such as audit size, audit independence, board size and audit 

committee meetings) are maintained to avoid any form of mismanagement that could be 

attributable to inadequate audit committee attributes. This will in turn improve the earnings 

quality of commercial banks. Furthermore, audit committee members should ensure that 

facilities are granted in accordance with the credit guidelines and sanction all erring staff of 

any infraction. This would help in improving the earnings quality of commercial banks. 
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The emergence of financial crisis in some blue ship companies and banks are associated with 

manipulation of accounting figures and window dressing of financial statements. This raised serious 

questions about the role of different statutory monitoring organs in those companies instituted to 

promote financial reporting quality, protect investors’ interests and control excesses by top 

management. One of such statutory structures established by law and instituted by various companies 

is the audit committee. The establishment of audit committees in firms was first proposed by the 

Securities and Exchange Commission (SEC) and the New York Stock Exchange (NYSE) in the USA 

in the 1940s, but was only made compulsory in 1977 (Hussain & Mustafa, 2012). Dafinone (2001) 

noted that the establishment of audit committee in companies in the United States of America and 

Canada was to: increase confidence in the credibility and objectivity of the financial statements, assist 

directors in discharging their financial reporting responsibilities and to strengthen the independence of 

the external auditors.  

The effectiveness of the audit committee is dependent mainly on four components, the audit 

committee composition, authority, resource and diligence (Hussain & Mustafa, 2012). Many 

professional and regulatory bodies worldwide have recommended that members of audit committees 

should have a specific qualification and expertise to discharge their responsibilities. 

Notably, after the world major financial crisis in 2008, there has been an increase in the need 

to look up indicators of earnings reliability. The reality facing stakeholders in the corporate world is 

that financial reporting failure has been on the increase as window dressed accounts generated 
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concerns in the USA leading to the collapse of several companies some of which include Bear Stearns 

in N/Y City with a share value of $2.2 billion in 2008, American Southern Bank valued at $216.6 

million in 2009 and MF Global with share value of $43 billion in 2011 (Dabor & Dabor, 2015). There 

have been several reported cases such as Cadbury in United Kingdom, Sarbanes Oxley in the United 

States of America, Day Report in Canada and the Vienot Report in France (Baxter & Cotter, 2009). 

Idornigie (2010) noted that Nigeria has a multiplicity of codes of corporate governance with 

distinctive dissimilarities namely; the Security and Exchange Commission (SEC) code of corporate 

governance of 2003 reviewed in 2011 to guide the operation of public listed companies on the floor of 

the NSE, the Central Bank of Nigeria (CBN) code of 2006 as well as National Insurance Commission 

(NAICOM) code of 2009 and Financial reporting Council (FRC) code of corporate governance, 2018. 

As specified by the Company and Allied Matter Act (CAMA), 1990 section 359(3) and (4), every 

public company is required to establish an audit committee that shall consist of equal number of 

directors and representatives of the shareholders of the company. At least one board member of the 

committee should be financially literate who should know accounting or financial management while 

other members should have basic literacy and should be able to read financial statements. 

The inclusion of the audit committee in the corporate governance mechanism raises the 

expectation of shareholders thereby leading to improved confidence predicated on perceived oversight 

function over the board. This ensures that the board of directors’ carries out their functions in 

compliance with the globally accepted practice of corporate governance namely, accountability, 

fairness, responsibility and transparency (Modum, Ugwoke & Onyeanu, 2013).  

However, the notable failure of corporate governance in Nigeria throws strong doubt on the 

effectiveness of audit committees in carrying out their role. Dabor and Dabor (2015) provided 

evidences of accounting choices in the corridor of audit committee in the banking sector. This is 

predicated on anecdotal evidence which shows that the entire failed banks in Nigeria in the last decade 

had wonderful audited financial reports. Most of these banks declared huge profit but went 

underground few months after these declarations in their financial statements. Accordingly, Sanusi 

(2012) cited in Dabor and Dabor (2015) opined that one key reason for the crisis in 2008 of the 

banking was inadequate disclosure and transparency about the true financial position of banks. 

Various terminologies have been used to describe it such as inadequate disclosure and transparency, 

smoothing, and creative accounting. The crises that be deviled the financial sector’s post-publication 

of audited financial reports called for the concern of indigenous researchers. Some people have argued 

that lack of formidable audit committee was responsible for the abysmal reporting earnings quality, 

others pointed out that the major cause for this crisis was lack of active board (Dabor & Dabor, 2015). 

The importance of audit committee in the banking sector is buttressed by the need to provide 

quality or credibility in external auditors report which is mainly reflected through capital adequacy, 

earnings quality, risk assets quality and liquidity management in reported annual reports/financial 

statements (CBN, 2010). The reliability of financial statements reinforces confidence amongst various 

stakeholders therefore; the manipulations on any of these critical factors would lead to erosion of 

confidence by customers and the investing public. It is against this backdrop that necessitated the need 

to undertake this study. 

 

Objectives of the Study 

The main objective of the study is to assess the effect of audit committee characteristics on the 

financial reporting quality of listed commercial banks in Nigeria. 

Therefore, the specific objectives of the study are to: 

(i) Determine the effect of audit committee size on earnings quality of listed commercial banks 

in Nigeria. 

(ii) Examine the effect of audit committee independence on earnings quality of listed commercial 

banks in Nigeria. 
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(iii) Determine the effect of audit committee meetings on earnings quality of listed commercial 

banks in Nigeria. 

(iv) Examine the effect of board size on earnings quality of listed commercial banks in Nigeria. 

 

Literature Review 

Conceptual Framework 

Audit committee 

The audit committee is an arm of the organization that provides oversight of the financial reporting 

process, the audit process, the system of internal controls and compliance with laws and regulations. 

The audit committee can expect to review significant accounting and reporting issues and recent 

professional and regulatory pronouncement to understand the potential impact on financial statements. 

Thus, there is no specific scientific precise definition for audit committee as it differs by different 

professional environment as well as interests. According to the Bank of Britain, an audit committee is 

defined as a sub-committee of board of directors that  is responsible to follow-up financial matters in 

the company and to assist the board in making financial decisions in which the board may not have 

the time and experienced expertise to know its details. It is defined by the American Institute of 

Certified Public Accountants (AICPA) as the process by which management can mitigate and curb 

illegal behavior used by the senior management of companies. 

According to Hamdan et al, (2013), an audit committee is the section of an organization’s 

board of directors that is in charge of monitoring an organization’s financial reporting and 

authenticating its accuracy.  Their primary responsibility is to provide an objective and unbiased view 

of the organizations practices. The purpose of audit committee comprising of members from outside 

the organization is to make ensure that the audit process is neutral by removing the conflict of interest. 

An audit committee, therefore, means a board of advisors who are charged with the task of overseeing 

the financial reporting of a company.  

According to Investorword.com, an audit committee is made up of a group not less than three 

individuals responsible for overseeing all internal and external audit functions of a company. In 

addition, at least one member must be a financial expert or have significant financial expertise. The 

committee is responsible for selecting and appraising independent and external firms to provide audit 

functions. They also oversee the process of financial reporting including (but not limited to) 

supervising internal auditors, monitoring internal controls and ensuring adequate compliance with 

Security and Exchange Commission (SEC) and Generally Accepted Accounting Principles (GAAP) 

standards. 

Hussain and Mustafa (2012) defined an audit committee as a group of a minimum of three 

independent directors with no connection to the company management which is an operating 

component of the board of directors, with responsibility for internal control and financial reporting 

oversight. In the corporate world, an audit committee often invites members of management or others 

to attend committee meetings and even to join in on the deliberations. However, any such invited 

outside guests cannot be full vote as a members. In most cases, the role of the committee is much 

more than overseeing financial reporting practices, depending on the sizes of the company such as 

legal and regulatory compliance, risk management and corporate governance practices. 

According to Almalhuf (2009), an audit committee is a selected number of a company's board 

of directors whose responsibilities include helping auditors remain independent of management. Most 

audit committees are made up of three to five or sometimes as many as seven directors who are not a 

part of company management. The audit committee plays a critical role in providing oversight and 

serving as a check and balance on a company's financial reporting system. The committee provides 

independent review and oversight of a company's financial reporting processes, internal controls  and  

independent  auditors.   It provides a  forum  separate" from management in which auditors and other 

interested parties can candidly discuss concerns. By effectively carrying out its functions and 
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responsibilities, the audit committee helps to ensure that management properly  develops  and adheres  

to  a sound  system  of internal  controls,  that procedures are in place to objectively assess 

management's practices and internal controls, and that the outside auditors, through their review, 

objectively assess the company's  financial reporting practices.  

 

Determinants of Financial Reporting Quality 
The literature is replete with factors that affect the quality of financial statements, among which the 

audit committee is relatively more pronounced. This and other factors are discussed below: 

1. Audit committee size and earnings quality 
The size of' the audit committee is referred to as the number of directors appointed to be members in 

the audit committee which in this regard could be small, medium and large audit committees. The 

Blue Ribbon Committee (BRC) report of 1999 released the usefulness of haying an audit committee 

and recommended that an effective audit committee of listed companies should comprise at least three 

directors. Although the size of the audit committee is affected mainly by the size of the company and 

its board of directors, a larger audit committee may not necessarily cause more effective functioning 

as it may lead to unnecessary debates and delayed decisions (Lin, Li & Yang, 2008). According to 

Abdellatif (2009), the larger size of the audit, committee can mitigate effectively asymmetric 

information during the seasoned equity offerings. By earnings management, managers aim to mislead 

users of financial statements by providing them with false information about a company's true 

financial position and operating performance. According to CAMA (1990), every public company is 

required to have an audit committee which shall have a maximum of six members of equal 

representation by three shareholders and three directors. 

There are different views in the literature as to the relationship between audit committee size and 

earnings management.  Nelson and Jamil  (2011)  examine  audit  committees  and  financial reporting 

quality following the government transformation program in Malaysia. Using a sample of 20 out of 33 

firms from 2003 to 2009. They found a positive relationship between audit committee size and 

earnings management. This finding was supported by Sharma and Kuang (2013) who studied 

voluntary audit committee characteristics incentives and earnings management in New Zealand. The 

study used a sample of 194 out of 393 firms listed in the New Zealand Stock Exchange Market for the 

period 2004. Their finding showed a significant positive relationship between audit committee size 

and earnings management. By contrast, a negative significant relationship was found between the size 

of audit committee and earnings management practice in a study conducted by Yang and Krishnan 

(2005) while Xie, Davidson-Ill and Da-Dalt (2003) found no significant relationship between audit 

committee size and discretionary current accruals as a proxy for earnings management. The above 

findings make some researchers to .posit that larger audit committees are better at maintaining the 

financial reporting process. For instance, Beasley and Saltcrio (2001) found that as audit committee 

size increases, Firms, are more likely to include outside directors on the committee beyond the 

mandated minimum requirements, which enhances audit effectiveness. As such, it can be said that 

audit committee dize constrains earnings management. 

2. Audit committee independence and earnings quality 
Prior  literature  provides  divergent  opinions  on  the  relationship  between  audit  committee 

independence and earnings management, (a proxy for financial  reporting quality) but the majority of 

the studies concluded that an independent audit committee provides effective monitoring of financial 

statements which was provided by the management and ensure credibility of financial reporting. This 

is inconsistent with the findings of Nelson and Jamil (2012) that showed that the magnitude of audit 

committee independence influences earnings management. Several studies supported the negative 

association between audit committee independence and earnings management which including among 

others, Chtourou. Bedard and Courteau (2001) who investigated corporate governance and earnings 

management using two groups of US Firms. They found that income increasing earnings management 
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is negatively related to a larger proportion of outside members who are not managers in other Firms. 

This result gave  credence to the findings  of Meca and Ballesta (2009) that studied  corporate 

governance and earnings management and revealed that audit committee independence can constrain 

earnings management thereby improving investors' confidence. 

Contrariwise, other researchers provided no evidence to support the relationship between audit 

committee independence and earning management. For example, Baker and Cotter (2009) found no 

significant association between audit committee independence and earnings, management. 

This was in line with the findings of Nelson and Jamal (2011) who found a positive but insignificant 

relationship between audit committee independence and earnings management. Contrary to most 

findings of prior researches, in Nigeria, Fodio. Ibikunle and Oba (2013) found a positive significant 

relationship between audit committee independence and earnings 

management. Their finding was consistent with that of Shah, Butt and Hassan (2009) who studied 

corporate governance and earnings management from Pakistani listed companies and found a positive 

association between audit committee independence and discretionary accruals. 

3. Audit committee financial expertise and earnings quality 
Felo, Krishnamurthy and Solieri (2003) termed audit committee members with financial experts to 

members that have past employment experience in finance or accounting, have professional 

certification ;in accounting or any other financial oversight experience or backgrounds which result in 

financial sophistication. Song and Windram (2004) suggested that a high level of financial literacy is 

required for the audit committee to effectively perform its oversight function of monitoring.   The   

role   of an   audit committee   in   overseeing   the   accountability  of the management covers a wide 

scope, which includes the overall process of corporate reporting. This demands the audit committee to 

possess accounting knowledge to understand the financial statement and make a positive contribution 

that will lead to an improved financial report. The financial literacy of audit committee members will 

go a long way to help in reducing fraud incorporate financial reporting. Formal recognition of this 

requirement was made in the U.S. by including a clause in Sarbanes-Oxley Act (2002) which 

stipulated every public listed company to disclose whether or not it has a financial expert in its audit 

committee. Previous studies showed that   fraudulent   financial   reporting   companies   have   few   

members   that   have   expertise   in accounting (McMullen and Raghunandan, 1996; Beasley, 

Carcello and Hermanson, 1999). 

DeZoort and Salterio (2001) documented that audit committee members with accounting know-how 

were more likely to make better professional judgments than those without. Abbott, Parker and Peters 

(2004) noted that audit 'committee financial expertise reduced financial restatements or constrains the 

tendencies of managers manipulating financial reports. Thus, in a study by Zhang et al, (2007), they 

found that firms were more likely to be identified with deficiencies in internal control over financial 

reporting if their audit committees had less financial expertise. All, these studies suggested that 

financially knowledgeable audit committee members were more likely to prevent and detect material 

misstatements. Cohen, Krishnamurthy and Wright (2000)found that experienced external auditors 

believed that the lack of financial expertise of audit committee members negated the effectiveness of 

the committee. Baxter and Cotter (2009) investigated the relationship between audit committee 

expertise and financial reporting quality in Austral and US. The studies found a negative relationship 

between audit accounting expertise and financial reporting. However, some authors reported that an 

audit committee flooded with accounting expertise members was less productive, given that the audit 

committee members do not have a sufficiently broad range to detect financial irregularities. 

Audit Committee Meetings and Earnings Quality 
The effectiveness of the audit committee depends on the extent to which the committee can 

resolve issues and problems faced by the company and to improve their monitoring functions of the 

company (Abbott et al, 2004). A more active audit committee is expected to provide an effective 

monitoring mechanism. The more frequent the audit committee meets, the more opportunity it has to 
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discuss current issues faced by the company. A more active audit committee is expected to provide an 

effective monitoring mechanism. Beasley et al., (1999) suggested that audit committee meetings were 

not mere rituals devoid of interest to managers and auditors instead meaningful and substantive 

meetings were consistent with an agency perspective. Chen, Duh and Shiue (2008) observed the 

number of audit committee meetings as an important mechanism of corporate governance. Menon and 

Williams (1994) suggested a minimum of two meetings a year.  This recommendation as to a 

minimum meeting frequency to guarantee effective audit committee control was supported by 

empirical evidence of a positive relationship between meeting frequency and the quality of a firm's 

accounting information (Abbot et al., 2004; Xie et al., 2003). 

Likewise, Chtourou et al. (2001) found that meeting more than twice a year is positively" 

associated with earnings management. Xie et al. (2003) found that the frequency of audit committee 

meetings is negatively related to current discretionary accruals. It is argued that effective control is 

unlikely to occur if an audit committee holds a single yearly meeting, or none at all (Deli and Gillan, 

2000; Klein, 2002). Abbott et al. (2004) noted that an effective Audit committee should meet at least 

four times annually.    Considering the recommendations of practitioners like price Water House 

(1993) and the findings of Beasley (1999), and Xie et al.(2003), several existing pieces of literature 

provided evidence to support insignificant relationships between audit committee meetings and 

earnings management (see, for example, Baxter & Cotter. 2009; Nelson & Jamil, 2012), These mixed 

results are required to be revisited to be able to identify the actual effect of these variables (audit 

committee meetings and earning quality). 

 

Theoretical Literature 

Agency theory 

Agency theory was propounded by Jensen and Meckling in the year 1976. That theory argues 

that the management of most banks is detached from owners. According to Omokhudu and Omoye 

(2012), they see an agency relationship is a contract under which one party (the principal) engages 

another party (the agent) to perform some services on their behalf with the principal delegating 

decision making authority to the agent. As such, the owners or shareholders of most banks are not part 

of the daily operations of the organizational activities which they look forward to for the realization of 

their goals. There are, however, other interest groups who depended on the organization to realize 

their own respective goal. The suppliers, stockbrokers, lenders, government and so on are all part of 

the stakeholders since these owners are not involved in the daily operations of the business. They may 

be doubtful of what the management may present to them a report of the organization's performance 

for reliance. 

According to Onyekwelu and Ugwuanyi (2014), the stakeholders need a confirmation report 

in the form of assurance by an independent party known as the external auditor. Likewise, customers 

need the assurance of the external auditors who are greatly dependent upon them since they are 

expected to adopt the attitude of professional scepticism. This suggests that even though the auditors 

are not mainly finding out fraud in the financial report, they should recognize the possibility of its 

existence. This is one of the pronouncements in ISA 240 which was further made stronger and 

actionable by the introduction of the SOX Act of 2002. Thus-, auditors are bound or liable within the 

limits of the statutory requirements contrary to the perception of the Stakeholders. The divergence 

between these perceptions on both parties and the statutory requirement is the expectation gap. 

Unarguably, stakeholders look up to the external auditors as ones who has the professional 

competence and whose advice or opinion is held sacrosanct for investment decision (Onyekwelu & 

Ugwuanyi, 2014). 
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Stewardship Theory  
Stewardship theory was propounded by Donaldson and Davis in the year 1989. Stewardship 

theory has its roots from psychology and sociology and it stresses on the role of top management 

being as stewards, integrating their goals as part of the organization as opposed to the agency theory 

perspective. The stewardship perspective suggests that stewards are satisfied and motivated when 

organizational success is attained. It is based on a model of man where a steward perceives greater 

utility in cooperative, pro-organisational behaviour than in self-serving behaviour; the theory assumes 

a strong relationship between organisational success and a principal’s satisfaction. Hence, a steward 

overcomes the trade-off by believing that working towards organisational, collective ends meet 

personal needs as well.  

The theory recognizes the importance of structures that empower the steward and offers 

maximum autonomy built on trust. In order to protect their reputations as decision makers in 

organizations, executives and directors are inclined to operate the firm to maximize financial 

performance as well as shareholders’ profits. In this sense, it is believed that the firm’s performance 

can directly impact perceptions of their individual performance.  

The theory also holds that managers do have similar interests to the corporation, in that the 

careers of each are linked to the attainment of organisational objectives, and their reputations are 

interwoven with the firm’s performance and shareholder returns. Therefore, the theory helps in 

explaining the relationship between audit committees and quality of financial reporting in that if the 

audit committee fails to put the steward (management) at check, self-interests will overrun 

organisation’s interests hence fraudulent financial reporting. 

 

Empirical Literature 

Lamido, Okpanachi and Yahaya (2022) examined the effects of audit firm characteristics on 

the financial reporting quality of listed consumer goods firms in Nigeria. This was explained using the 

agency theory as the underpinning theory. Audit firm characteristics were measured by auditor 

opinion, independence, tenure, audit quality and audit rotation while financial reporting quality was 

measured by discretionary accrual (Kothari, 2005). Correlational research design was employed and 

purposive sampling technique was used to sample 12 out of 21 consumer goods firms listed on the 

Nigerian Exchange Group as at December 2020. Data collected covered 15 years (2006 to 2020). 

Multiple regression analysis results revealed that auditor opinion, audit tenure and audit rotation have 

positive significant effects on financial reporting quality. On the other hand, auditor independence and 

audit quality show insignificant effects. The study therefore, concludes that, auditors’ opinion, tenure 

and rotation are the determinants of financial reporting quality among consumer goods firms in 

Nigeria. 

Damayanti, Uzliawati and Taqi (2022) evaluated t audit committee effect to quality of financial 

statement that moderated by audit quality. The theory used as the base of this research is agency 

theory. This research used non-financial sector BUMN company as a sample that registered in BEI 

year 2018-2020. The data that is used is secondary data. The result of this research shows that audit 

committee size, committee audit that financial expertise and audit committee independence has a 

significant effect to financial statements quality. 

Akanbi (2022) examined the effect of an audit committee attributes and financial reporting 

quality of selected quoted consumer goods firms in Nigeria. Unlike many previous studies, this study 

employed the relevance of financial reports based on the time frame between the Accounting years the 

report was signed by the audit external auditor to measure financial reporting quality (FRQ). This 

study selected sample data from 15 quoted consumer goods firms in Nigeria Stock Exchange (NSE) 

covering the period of 2008-2019, which comprises of 180 firms in Nigeria. The study adopted 

correlation analysis and ex-post facto design to evaluate the effect of audit committee attributes 

measured by audit committee independence, financial expertise, meetings, size, audit fees with 
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external auditor tenure and firm’s size as control variable on the quality of financial reporting of 

quoted consumer goods firms in Nigeria. The decision on whether the random effects (RE) model or 

fixed effects (FE) model was an appropriate model for this study depended on whether the individual 

effect was fixed or random. Hausman test was conducted to check which model is appropriate 

between fixed effects and random effects. The result of Hausman test revealed that fixed-effects 

model is appropriate as indicated by prob. (0.0181) less than 5% level of significance. The study 

concluded that audit committee independence is statistically insignificantly influenced the quality of 

financial reporting. 

Lufti et al (2022) examines the extent to which the characteristics of the audit committee chair 

enhance the quality of financial reports and reduce the possibility for companies to receive a modified 

audit opinion (MAO) from an external auditor. We apply logistic regression to investigate the 

influence of Audit Committee Chair (ACC) characteristics on the FRQ (FRQ), for a sample of 460 

firm year observations (service and industrial company listed) on the Amman stock exchange for the 

years 2017–2020. This study uses the MAO as a proxy for Financial Reporting Quality (FRQ). The 

results of this study confirmed that the characteristics of the chair of the audit committee have 

significant and clear impacts on the quality and efficiency of financial reports, which is in line with 

previous studies that have addressed this topic. The results also indicated that researchers, academics, 

regulators, and policymakers should not look just at the characteristics of audit committees as a 

whole, given that audit committee chairs have effects on financial reports. 

Ayinla, Aliyu & Abdullah (2022) investigated the influence of audit attributes on the financial 

reporting quality of twelve (12) listed Deposit Money Banks in Nigeria from 2012 to 2018. The study 

used a correlational research design. As a data analysis approach pooled OLS regression was 

employed. Audit committee independence, audit committee expertise, and audit tenure were 

employed as proxies for audit attributes, whereas financial reporting quality was utilized as a 

dependent variable in Nigeria utilizing discretionary accrual (DMBs). The study's population consists 

of fourteen (14) listed DMBs, whereas the adjusted population consists of twelve (12) listed DMBs. 

Panel data were extracted from the financial report based on the Modified Jones model. The panel 

data regression results demonstrated that audit committee independence and audit committee expertise 

had a favourable and significant impact on the financial reporting quality of Nigerian listed DMBs. As 

a result of the study's findings, audit committee independence and audit committee expertise have a 

significant propensity to enhance financial reporting quality. 

Kantudu and Alhassan (2022) evaluated the effect of the audit committee on financial 

reporting quality in Nigeria. The study utilized data from 41 non-financial firms listed in the Nigerian 

Stock Exchange (NSE) for the 2011 to 2019 period. The study employed the Generalized Method of 

Moments (GMM) technique which is robust to endogeneity and heteroskedasticity threat. The 

findings indicate that audit committee size, shareholders and financial experts’ inclusion in audit 

committee convey a significantly negative relationship with earnings management, thereby reducing 

discretionary accruals and increase financial reporting quality. 

Jabak (2022) investigated the Influence of the Audit Committee on the Quality of Financial 

Reports in Lebanese Private Sector. The data were gathered during the distribution of the survey via 

the use of google forms with a sample size of three hundred and fifty respondents for the purpose of 

data collection. For the sake of statistical analysis and the validation of hypotheses, the data that was 

obtained were evaluated using google forms. It was determined in this study how many different 

features of AC impact financial reporting made by Lebanon-based firms. A survey was administered 

to 350 people as part of this study in order to gather data. Statistical software was used to examine the 

relationship between the independent variables (size, experience, and independence of the AC) and 

their dependent variable (quality of financial reports of companies) on the one hand. The result 

showed that reporting of financial information has a significant impact, not only on the global 

financial markets but also on the financial information of firms. 
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Alabi, Sanni and Abdulrasaq (2022) investigated the impact of audit committee effectiveness 

on financial reporting timeliness in the Nigerian insurance industry. The study employed secondary 

data for the years 2012 - 2020. Hypotheses were tested using the Ordinary Least Square (OLS) 

method. The results revealed a significant relationship between timely financial reporting and audit 

committee size, expertise, and diligence. There was a negative but insignificant association between 

audit committee independence and financial reporting. The study concluded and recommended that 

audit committee effectiveness affects financial reporting timeliness in the insurance industry and that 

firms should increase the size and meeting frequency of the committee. 

Afenya, Arthur, Kwarteng & Opoku (2022) established the impact of audit committee 

characteristics on audit fees from listed companies in Ghana. Audit committee size, gender diversity, 

meeting, and financial expertise were adopted to measure audit committee characteristics against the 

fees charged by the audit firms. The study utilized a different set of empirical specifications on 

standard panel data, particularly to address the endogeneity issues of the extant literature on the audit 

fees-audit committee characteristics nexus condone. Applying the IV-2SLS and two-step dynamic 

GMM estimators, which are robust to endogeneity issues, we present evidence that audit committee 

size, gender diversity, audit meetings, and financial expertise are associated with lower audit fees. We 

also find evidence that the magnitude of the impact of the audit committee characteristics on audit 

fees is more pronounced in financial firms than non-financial firms. 

 

Gap in the Literature  

A1so, most of the earlier studies investigated the relationship between a single sector financial 

variable such as corporate governance and financial statement (Dabor &Adeyemi (2009), audit  tenure 

and audit quality (Chijoke et al, 2012) or factors affecting audit quality (Adeyemi et al., 20l2). These 

authors failed to disaggregate audit committee and examine its effect on financial reporting, a critical 

element in the corporate governance issue. The current study in addition to examining the 

aforementioned, investigated how the various components of audit committee affected quality of 

financial reporting in Nigeria.  

 

Methodology  

Research Design  

The study adopted ex post facto research design by using a combination of cross-sectional and time 

series data from annual reports of banks listed on Nigerian Stock Exchange.  

 

Population of the study 

The population of the study consisted of all commercial banks listed on the floor of the Nigerian 

Stock Exchange (NSE). According to the Nigeria Stock Exchange Factbook (2021), 14 commercial 

banks are listed on the floor.  

 

Sampling Size 

In view of this, ten (10) commercial banks listed on the floor of Nigeria Stock Exchange were 

selected amongst the commercial banks listed on the Nigeria Stock Exchange. The 10 listed 

commercial banks represents the sample size for this study, for sixteen (16) years period spanning 

from 2007-2022. 

 

Method of Data Collection 

As corporate governance, audit committee variables are mainly secondary data, they were therefore 

obtained from the annual reports of the sampled deposit money banks from 2007 to 2022. 
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Method of Data Analysis 

The data extracted from various annual reports involved cross section of listed commercial banks over 

a period from 2007-2022. The purpose is to establish the relationship of audit committee 

characteristics on credibility of auditors reports during the post consolidation period of the banking 

sector. The study therefore used panel data regression analysis which involves the determination of 

fixed effect regression, random effect regression, and Hausman test. 
 

Model Specification 

ENQ = f (ACSZ, ACID, ACMT, BDSZ) 

In applying the stochastic form, the model is formulated as follows; 

ENQit = β0 + β1ACSZit + β2ACIDit + β3ACMTit + β4BDSZit + Uit 

Where:  

ENQ = Earnings Quality 

ACSZ = Audit committee size 

ACID = Audit committee independent 

ACMT = Audit committee meeting 

BDSZ = Board size 

β0 = Intercept term  

β1-β5 = Slope coefficients 

U = Residual term 

I = Cross section of banks 

T = Time period 

Our a priori expectation is that less inference audit committee would improve earnings management, 

capital adequacy to maintain long term solvency, risk assets quality and liquidity management so as to 

enhance short term liquidity.  
 

Data Presentation and Analysis 

Data Presentation  

This section of the chapter presents the data extracted from the financial statement of the ten (10) 

listed deposit money banks selected for the study (2007-2022).  
 

Data Analysis 
The analysis of data is presented in the subsequent sections: 
 

Regression of the Estimated Model Summary 

Effect of audit committee characteristics on earnings quality of listed deposit money banks in 

Nigeria 
 

Table 4.1:  
       

Variable Coefficient Std. Error t-Statistic Prob.   

C -12.56922 14.57770 -0.862222 0.3899 

ACSZ 0.044233 2.214007 0.019978 0.9841 

ACID 26.01978 9.753142 2.667835 0.0084 

ACMT 0.631628 1.470837 0.429434 0.6682 

BDSZ -0.001799 0.123244 -0.014596 0.9884 

 

R-squared 0.046048     Mean dependent var 2.475313 

Adjusted R-squared -0.021430     S.D. dependent var 7.277376 

S.E. of regression 7.198976     Sum squared resid 8032.915 

F-statistic 1.870500     Durbin-Watson stat 0.738495 

Prob(F-statistic) 0.118330    

Source: E-View Output  

Moses Ekaruwe Ph.D and Jones Ebieri Ph.D 
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Table 4.1, presents the regression result between ACSZ, ACID, ACMT, BDSZ and ENQ. From the 

model summary table above, the following information can be distilled. 

The R
2
 which measure the level of variation of the dependent variable caused by the independent 

variables stood at 0.046048.The R
2 

otherwise known as the coefficient of determination shows the 

percentage of the total variation of the dependent variable (ENQ) that can be explained by the 

independent or explanatory variables (ACSZ, ACID, ACMT, & BDSZ). Thus the R
2 

value of 

approximately 0.046 indicates that 4.6% of the variation in the ENQ of listed deposit money banks 

can be explained by a variation in the audit committee characteristics while the remaining 95.4% (i.e. 

100-R
2
) could be accounted by other factors not included in this model like the banks corporate 

governance mechanism.  

The adjusted R
2 

of approximately 0.021 indicates that if other factors are considered in the 

model, this result will deviate from it by only 0.025 (i.e. 0.046 – -0.021). This result shows that there 

will be a further deviation of the variation caused by the independent factors to be included by 2.5%.  

The regression result as presented in table 4.4 above to determine the relationship between ACSZ, 

ACID, ACMT, BDSZ and ENQ shows that when all the independent variables are held stationary; the 

ENQ variable is estimated at -12.15922. This simply  implies that when all independent variables are 

held constant, there will be a decrease in the ENQ of listed deposit money banks up to the tune of 

12.16% occasioned by factors not incorporated in this study. Thus, a unit increase in ACSZ will lead 

to an increase  in ENQ by 0.044%. Also, a unit increase in ACID will lead to an increase in ENQ by 

26%. Furthermore, a unit increase in ACMT will lead to increase in ENQ by 0.63%. Also, a unit 

increase in BDSZ will lead to a decrease in ENQ by 0.0018%. 

Finally, the result shows that there is an insignificant variation of Fisher’s statistics (1.870500) at 

0118330 which means the model as a whole is statistically insignificant at an autocorrelation level of 

0.738 (Durbin-Watson).  

Audit committee size has T-value of 0.019978 with the P-value of 0.9841 which is greater than 5% 

(0.05) which implies that audit committee size has no significant effect on earnings quality of listed 

deposit money banks in Nigeria. 

Audit committee independence has T-value of 2.667835 with the P-value of 0.0084 which is less than 

5% (0.05) which implies that audit committee independence has a significant effect on earnings 

quality of listed deposit money banks in Nigeria. 

Audit committee meetings has T-value of 0.429434 with the P-value of 0.6682 which is greater than 

5% (0.05) which implies that audit committee meetings has no significant effect on earnings quality 

of listed deposit money banks in Nigeria. 

Board size has T-value of -0.014596 with the P-value of 0.9884 which is greater than 5% (0.05) 

which implies that audit committee meetings has no significant effect on earnings quality of listed 

deposit money banks in Nigeria. 

 

Discussions on Findings  

Effect of Audit Committee Characteristics (ACSZ, ACID, ACMT, & BDSZ) on Earnings 

Quality of Listed Deposit Money Banks in Nigeria 

The findings of objective one revealed that Audit committee characteristics (ACSZ, ACID, ACMT, & 

BDSZ) have no significant effect on earnings quality of listed deposit money banks in Nigeria. The 

finding is consistent to the findings of Akanbi (2022) who examined the effect of an audit committee 

attributes and financial reporting quality of selected quoted consumer goods firms in Nigeria. 

Hausman test was conducted to check which model is appropriate between fixed effects and random 

effects. The result of Hausman test revealed that fixed-effects model is appropriate as indicated by 

prob. (0.0181) less than 5% level of significance. The study concluded that audit committee 

characteristics are statistically insignificantly influenced the quality of financial reporting. On the 

contrary, Ayinla, Aliyu & Abdullah (2022) investigated the influence of audit attributes on the 

Effect of Audit Committee Characteristics on Earnings Quality of Listed Commercial Banks In Nigeria 
 



             12 
 
Knowledge Review, Volume 40 No. 1, May, 2024     ISSN 1595-2126 

financial reporting quality of twelve (12) listed Deposit Money Banks in Nigeria from 2012 to 2018. 

The study used a correlational research design. The panel data regression results demonstrated that 

audit committee independence and audit committee expertise had a favourable and significant impact 

on the financial reporting quality of Nigerian listed DMBs. As a result of the study's findings, audit 

committee independence and audit committee expertise have a significant propensity to enhance 

financial reporting quality. 

 

Conclusion 

The study conducted on the effect of audit committee attributes on financial performance of 

listed commercial banks in Nigeria. The attributes of audit committee includes the independence of 

audit committee, the size of audit committee and the number of meetings held by audit committee 

members. These audit committee attributes can affect the level of performance of commercial banks 

in terms of their return on asset, return on equity, earnings per share and profit after tax. The essence 

of audit committee is to ensure true and fair view of information in the financial statement as well as 

detection of fraud that can hamper the performance of commercial banks. Based on the result of the 

analysis carried out, the study concludes that audit committee attributes can actually affect the 

performance of commercial banks especially in the area of earnings per share and profit after tax. 

The study engaged OLS regression analysis. The OLS regression revealed results that have 

implications on the banking sector, regulatory authorities, professional bodies and researchers. The 

findings revealed that audit committee characteristics proxies have varied individual relationship with 

each of the dependent variables some of which are contrary to our a priori expectation. The study 

hence postulates that the individual characteristics of audit committee are not mutually exclusive as 

the findings proved that the joint variables of audit committee characteristics significant affect 

earnings quality. This implies that an effective and efficient audit committee should comprise 

members inclusive of those with knowledge in accounting and finance, and that there should be 

regular meetings without interference from the board of directors, to execute their functions. It was 

observed that an efficient and effective audit committee enhances the quality of earnings in banks but 

that there are other variables which account for the total variation of earnings quality in the sampled 

banks of up to 86%. Other variables that could influence earnings quality might be the existence of a 

dynamic corporate governance structure which promotes transparency, accountability, fairness and 

socially responsive business environment.   

However, the study established that audit committee of the sampled banks are effective and 

efficient in a manner that ensure healthy long term solvency. These variables amongst others may be 

efficient and effective corporate governance structure, efficient risk assets management unit, 

adherence to bank’s credit guidelines, character of the borrowers, nature of the borrowers business, 

cost of funds and the prevailing economic conditions.  

It was also established that audit committee characteristics have insignificant effect on 

earnings quality, capital adequacy of banks in Nigeria while that on risk assets ratio and liquidity ratio 

were significant.  

 

Recommendations 

Based on the findings of the study, the following recommendations are made.  

(i) Commercial banks should ensure that all the relevant audit committee attributes (such as audit 

size, audit independence, board size and audit committee meetings) are maintained to avoid any form 

of mismanagement that could be attributable to inadequate audit committee attributes. This will in 

turn improve the earnings quality of commercial banks. 

(ii) Audit committee members should ensure that facilities are granted in accordance with the 

credit guidelines and sanction all erring staff of any infraction. This would help in improving the 

earnings quality of commercial banks. 

Moses Ekaruwe Ph.D and Jones Ebieri Ph.D 
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