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Abstract:  
The study examined effect of audit committee characteristics on credibility of auditors’ report 
using quoted commercial banks on Nigeria Stock Exchange for the periods, 2006-2017. The 
independent variables for the study include audit committee financial expertise, audit
committee independence, audit committee meetings and audit committee size whilst earning 
quality forms the dependent variable. Using a panel regression, the study finds that audit 
committee characteristics had positive effect on earnings quality of listed commercial banks in 
Nigeria. The study recommends that the regulatory bodies may consider putting in place a 
regulation that will ensure that all audit committee members have proven experience in 
financial and accounting matters. Also, they should have a minimum meeting attendance rate 
of 85% per member.  
 
Key words: Audit Committee Characteristics, Auditor Report, Commercial Banks, Panel 

Regression, Nigeria. 

 

1.    INTRODUCTION  

Financial failures that occurred in some blue ship companies and banks are partly attributable 

to manipulation of accounting figures and reengineering of statement of financial position. This 

has raised serious questions about the role of different statutory monitoring organs in those 

companies instituted to promote quality and credible financial reporting, 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. 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. Following, the world major financial crisis in 2008, the 
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need to look up for indicators of earnings reliability began to gather momentum. The reality 

facing stakeholders in the corporate world is that financial reporting failure has been on the 

increase as window dressed accounts generated concerns in the USA leading to collapse of 

several companies some of which include Bear Stearns in N/Y City with share value of 

$2.2billion 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).  

 

In Nigeria, Idornigie (2010) averred that Nigeria have multiplicity of code of corporate 

governance with distinctive dissimilarities namely; Security and Exchange Commission (SEC) 

code of corporate governance of 2003 reviewed in 2011, Central Bank of Nigeria (CBN) code 

of 2006 and National Insurance Commission (NAICOM) code of 2009. 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 have knowledge of accounting or financial

management while other members should have basic literacy to read financial statements.  

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

effectiveness of audit committees in carrying out their role. Anecdotal evidence shows that the 

entire failed banks in Nigeria in the last two decades or so had wonderful audited financial 

reports as most of them declared huge profit but went underground few months after these 

declarations in their financial statements. For instance, Nigeria had its own share of financial 

reporting failure with the problems in Cadbury Nigeria Plc, Afribank Nigeria Plc, 

Intercontinental Bank Plc and a host of others whose licenses were withdrawn by the apex bank 

in 2009. Most of the emphasis on corporate governance is specifically placed on board 

characteristics (Hassan & Bello, 2013) and audit committee characteristics (Agrawal & 

Chadha, 2005).  

 

The crises that bedeviled 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). 

Accordingly, the collapsed of several (both old and new generation) banks in Nigeria had been 

partly attributed to failure in corporate governance of which audit committee is relatively more 
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pronounced. This resulted in poor performance of many banks which subsequently led to 

closure and de-enlistment from the NSE (CBN, 2010). The study is germane to identify key 

determinants, among the array of audit characteristics, of earning quality for deposit money in 

Nigeria.  

 
Statement of the Problems 

Financial reports are meant to be a formal record of business activities that should provide an 

overview of the financial position to the users of these financial statements such as 

shareholders, managers, employees, tax analyst, potential investors, lenders, etc. However in 

recent times, weak internal control systems, ignorance on the part of the board of directors and 

audit committee members and financial manipulations by reporting auditors have occurred in 

companies. In the early 1990s, Nigeria experienced the collapse of her first generation banks 

like the National Bank, African Continental Bank (ACB), New Nigeria Bank, Progress Bank, 

Pan African Bank and a host of others. Corporate governance failures were blamed to be the 

cause of these collapses. This led to loss of thousands of jobs with spillover effects on other 

sectors leading to social vices like kidnappers, prostitutions, insecurity, armed robbing etc that 

is today being witnessed in Nigeria. 

 
Research Questions 

In light of the above problems, the following research question becomes pertinent, namely, 

what are the key determinants among audit committee characteristics of earnings quality of 

deposit money banks in Nigeria?  

 
Objectives of the Study 

The specific objective of the study is to assess the key determinants among audit committee 

characteristics of earnings quality of deposit money banks in Nigeria,  

 
Research Hypotheses 

One null hypothesis (Ho) is tested by the study, namely: 

Ho: Audit committee characteristics have no impact on earnings quality of deposit money 

banks in Nigeria. 
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Significance of the Study 

The outcomes of this study would be beneficial to management of banks, regulatory authorities, 

finance and accounting professional institutions, economic and financial analysts and 

researchers. 

 
2.  REVIEW OF RELATED LITERATURE 

A number of definitions exist in the literature that attempt to conceptualize audit committee 

from various perspectives. 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 

pronouncements to understand the potential impact on financial statements. According to the 

Bank of Britain, audit committee is defined as a subcommittee of the 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 expertise to know its details. 

Hamdan et al, (2013) define audit committee as the department 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 organization’s practices.  

 
From the empirical corridor, Nelson and Jamil (2011) examine audit committees and financial 

reporting quality following the government transformation program in Malaysia. Using sample 

of 20 out of 33 firms for the period of 2003 to 2009, they found a positive relationship between 

audit committee size and earnings management. Teite and Machuga (2010) provided evidence 

on the relationship between the audit quality and earnings quality. They found that companies 

that hire high quality auditor were likely to reap high earnings quality. Lin and Hwang (2010) 

found that earnings management has a negative relationship with independence, expertise and 

number of meetings of audit committee. Rainsbury, Bradbury and Cahan (2009) assessed the 

relationship between the quality of audit committee and financial reporting quality and found 

no significant relationship. They averred that the surprising result suggested that the benefits 

of high quality audit committee may be less expected by regulators and decision makers.  

  
Similar studies have also been conducted in Nigeria, Aderemi, Osarumwense, Kehinde and 

Egbide (2016) assessed the relationship between audit committee attributes and financial 

reporting quality in quoted companies in the Nigerian Stock Exchange. The study used 131 
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observations covering the periods, 2006-2012. Employing the multiple regression 

methodology, the study found that financial reporting quality was positively and significantly 

responsive to changes in audit committee characteristics. Muhammad, Ayoib and Noor (2016) 

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

of listed firms in Nigerian. They employed multivariate regression analysis with a sample size 

of 101 and firms-year longitudinal panels of 505 observations of non-financial listed companies 

on Nigerian Stock Exchange for the period 2010 to 2014. The results showed that company 

age and size significantly affected quality of financial reporting. Also, audit committee, share 

ownership and financial expertise were found positive and statistically significant indicating 

that audit committee monitoring mechanisms influence the financial reporting quality of listed 

nonfinancial firms in Nigeria.  

 
Development of Basel accords 

Basel I: In the early 1970s, financial instability occurred around the world and the international 

financial markets faced severe financial disruptions. Attempt to mitigate the problem led to the 

establishment of the Basel Committee on Banking Supervision in 1974 (Gabriel, 2019). The 

Committee noted that the capital ratios of major international banks were declining while 

international risks were growing. This Accord which came to be known as Basel 1 was 

approved by the governors of the G10 countries in 1988 and was called the Basel Capital 

Accord (Jablecki, 2008). The 1988 Accord focused mainly on credit risk which arises whenever 

the borrower is unable to pay back a loan or meet a contractual obligation. Additionally, the 

market risk was added to the Basel Accord in 1996. The goal was to incorporate within the 

capital requirement the “risks arising from bank’s exposures to foreign exchange, traded debt 

securities, equities, commodities and options (Bank for International Settlements, 2013). Under 

this Basel arrangement, institutions were required to hold an amount of capital equal to at least 

8% of risk weighted assets, 4% of which must be made of core capital known as tier 1 and tier 

21.  

 
Basel II: The rapidly growing international financial market rendered Basel I operationally 

deficient thereby necessitating new thinking by way of new capital adequacy framework which 

was developed in 2004 and called Basel II. Basel II anchors its principles on three different 

pillars. Pillar 1 encompasses minimum capital requirements. Operational risk is added to the 

 
1 .  A major limitation of Basel I is its non-inclusion of operational risk. 
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existing risks of Basel I. Thus, the minimum capital requirements are based on the credit, 

market and operational risks. Likewise, the minimum 8% capital adequacy of the Basel I 

framework is retained. Whilst pillar 2 anchors on the prudential supervision process, pillar 3 is 

related to the market discipline and the transparency principle. However, Basel II is not without 

limitation. Even if it was more sensitive to risk than Basel I, it did not take into consideration 

some crucial risks, such as the reputation risk, the systemic risk and the liquidity risk.  

 
Basel III: The aim of Basel III philosophy is to take on the same principle as Basel II. It is 

based on two main objectives namely, that the institutions have to possess a higher level of 

equity in order to deal with potential losses and also these institutions should operate at lower 

risk levels (Gual, 2011). Basel III is encapsulated in four subheadings such as the strengthening 

of capital, the global liquidity standard, the risk coverage and the leverage ratio (Raman, 2015). 

As in Basel II, they are required to hold an amount of capital equal to at least 8% of risk-

weighted assets where 4.5% of the risk weighted assets should be of common equity tier 1, the 

highest quality (European Council, 2015). 

 
Capital Adequacy Ratio (CAR) 

CAR is a specialized ratio used by banks to determine the adequacy of their capital keeping in 

view their risk exposures. Basel 2 and 3 require a minimum capital adequacy ratio so as to 

provide the banks with a cushion to absorb losses before they become insolvent. Two types of 

capital are measured namely tier 1 capital, which has capacity  to absorb losses and keep the 

bank running, and tier two capital, which also absorb losses in the event that the bank winds-

up thus providing a lesser degree of protection to depositors. 

CAR is computed as follows: 

AssetsWeightedRisk

capitalTwoTiercapitaloneTier
CAR

−−
−−+−−

=  

This minimum capital is being stipulated by the CBN for all deposit money banks in Nigeria 

so as to ensure that depositors and shareholders wealth are protected. For instance in 2008, 

average CAR for commercial banks operating in the economy stood at 18.9% which exceeded 

the 8% of capital base stipulated by Basel Accords. It rose to all-time high of 35.0% in 2012 

before declining to 18.6% in 2019. As long as CAR does not fall below the Basel threshold of 

8%, shareholders’ wealth continues to be sustainable. Fig 1 highlights the trend of CAR in 

Nigeria for the periods, 2008-2019.
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3.    METHODOLOGY 

Research Design 

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

time series data from annual reports of banks listed on the floor of the Nigerian Stock 

Exchange.  

 
Area of the Study 

The study was undertaken using banking sector in Nigeria, specifically commercial banks listed 

on the Nigerian Stock Exchange. This is predicated on the existence of an organized audit 

committee in these banks as required by Section 359(3) of CAMA 1990 Act.  

 
Population of the Study 

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

Stock Exchange (NSE). Accordingly, fifteen (15) commercial banks are listed on NSE. 

 
Table 1: List of Quoted Commercial Banks on the NSE

S/No Names of Banks 
1. Access Bank Plc 
2. Diamond Bank Plc 
3.  Eco Bank Transnational Incorporated 
4. FBN Holdings Plc 
5.  FCMB Group Plc 
6. Fidelity Bank Plc 
7. Guaranty Trust Bank Plc 
8. Skye Bank Plc (Polaris Bank) 
9. Stanbic IBTC Holdings Plc 
10. Sterling Bank Plc 
11 Union Bank Nigeria Plc 
12 United Bank for Africa Plc 
13. Unity Bank Plc 
14. Wema Bank Plc 
15 Zenith Bank Plc 

Source: NSE (2018) 

 
Sampling and Sample Size 

A sample size of ten commercial banks was selected based on random sampling technique. 

According to Beasley, Carcello, Hermanson and Neal (2009), it is common in research studies 

to use 10%. They argued that a sample size of 10% of the universe has been proved to be more 

than adequate in research projects. Ogolo (1996) cited in Tapang et al (2015) corroborated this 
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idea when he posited that where a population is known, at least 10% of it constituted a 

researchable sample. In the current study, ten (10) commercial banks were selected, amounting 

to over 67% of the population.  

 
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 2006 to 

2017. Effort was also made to reconcile the data with those from NSE annual report and fact 

books. 

 
3.6 Method of Data Analysis 

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

banks over a period from 2006-2017. The study therefore used panel data regression analysis 

which involves the determination of panel unit root test, fixed effect regression as well as 

random effect regression using the Hausman and Breusch Pagan tests. In what follows, panel 

unit root test analysis was conducted to determine the order of integration of the variables. This 

is necessary in order to avoid spurious results arising from the regression estimation.  

 
Model Specification 
A linear regression model is specified in line prior studies such as Hussaini and Gugong (2015) 
and Muhammad et al (2016) as follows: 
ENQ = f (ACFX, ACID, ACMT, ACSZ, BDSZ) 
In applying the stochastic form, the model is formulated as follows; 
ENQit = β0 + β1ACFXit + β2ACIDit + β3ACMTit + β4ACSZit + β5BDSZit + Uit 
Where: 
ENQ = Earnings Quality, ACFX = Audit committee financial expertise, ACID = Audit 
committee, independent and ACMT = Audit committee meeting 
 
4.   PRESENTATIO AND INTERPRETATION OF RESULTS 
Table 2: Panel Unit Root Test Results 
Variables Levin, Lin & Chu t*  Probability   Order of Integration 

ACFX   -9.010   0.0000    1(0) 
ACID   -5.340   0.0000    1(0) 
ACMT   -3.371   0.0001    1(0) 
ACSZ   -5.604   0.0000    1(0) 
ENQ   -1.788   0.0368    1(0) 
---------------------------------------------------------------------------------------------------------------- 
Source: Extracted by Author from Appendix 

Table 2 is the stationarity test using the Levin, Lin and Chu statistic values of each variable 

and their corresponding probability. The test indicates that they are significantly integrated at 
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level differencing and at 5% level of significance. Accordingly, the method of data estimation 

engaged in the study was the panel data analytical technique. The results of each model indicate 

that the fixed effect regression is always consistent. Gujarati, Porter and Gunasekar (2012) 

noted that the efficiency between the fixed and random effect model is determined by the 

number of cross sections and number of time period. They stated that if the number of time 

period is larger than the number of cross sections, the fixed effect is more efficient and 

preferable in estimating the long panel data and if otherwise, the random effect is more 

efficient. 

     
Estimation of audit characteristics and earning quality 

Table 3: Hausman Test on Earnings Quality and ACC 
 

___________________________________________________________________________
Test summary    Chi square           Probability 
___________________________________________________________________________
Cross section random   3.452      0.631 
___________________________________________________________________________
Source: Extracted by Author from Appendix 
 

Tables 3 is Hausman test result and it indicates chi square probability of 63% which is more 

than 5% level of significance. In what follows, fixed effect and random effect regressions were 

estimated to determine the relationship between earning quality and ACC variables. 

Observably, the random effect regression mimics the fixed effect model with basically the same 

impact on earning quality. Consequently, the fixed effect results in Table 4 is interpreted. A 

cursory look at Table 4 therefore reveals that the explanatory variables (i.e, ACC and board 

size) account for only 17% variation in earning quality as indication by the R2. This poor fit of 

the R2 may not be unconnected with the diversities in cross-sectional data and which in the 

present case is samples of deposit money banks.  
 

Table 4: Regression Estimation of Earnings Quality and ACC 
Dependent Variable: ENQ 
Method: Fixed Effect 
Variables Coefficient Std error t-statistics Probability 
Constant  0.19 0.29  0.68 0.50 
ACFX -0.01 0.04 -0.21 0.83 
ACID -0.20 0.04 -0.48 0.63 
ACMT  0.01 0.02  0.53 0.60 
ACSZ  0.03 0.03  1.18 0.24 
BDSZ -0.00 0.04 -0.00 0.99 
R2 = 0.17, DW = 1.72, F-stat 1.72, Observations = 120 

Source: Extracted from Eview 9.1 
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Table 5: Regression Estimation of Earnings Quality and ACC 
Dependent Variable: ENQ 
Method: Random Effect 
Variable Coefficient Std error t-statistics Probability 
Constant  0.22 0.28  0.79 0.43 
ACFX -0.01 0.04 -0.29 0.83 
ACID -0.02 0.04 -0.53 0.63 
ACMT  0.01 0.02  0.47 0.60 
ACSZ  0.04 0.03  1.26 0.24 
BDSZ -0.01 0.04 -0.17 0.99 
R2 = 0.17, DW = 1.72, F-stat 1.72, Observations = 120 

Source: Extracted from Eview 9.1 
  
In the case of DW statistics, Dublin and Watson have calculated a range of 1.59-2.41 within 

which absence of serial correlation should fall. Thus, The DW of 1.72 indicates no evidence of 

serial correlated in the model. However, the F-stat reveals that the model is barely significant. 

Accordingly, Table 4 shows that audit committee financial expertise, audit committee 

independence and bode size exerted negative impact on earning quality. On the other hand, 

earning quality had positive response to changes in audit committee meeting and audit 

committee size. However, all five explanatory variables are statistically insignificant as the t-

statistics is less than 2 or the respective probabilities exceed 0.05. For a variable to be 

significant, the t-statistics must be 2 and above or p-value less than 0.05. The implication on 

the findings is that neither positive nor negative variables had any impact on earning quality 

but instead a potential to cause changes in the latter. 

 
5.    CONCLUDING REMARKS 

The study examined effect of audit committee characteristics on credibility of auditors’ report. 

It carried out the investigation using the banking sector in Nigeria. It employed a cross section 

of 10 banks over a period 2006 to 2017. The study utilizes fixed and random effect regressions 

for the analysis and found that ACC and board size had statistical insignificant impact on 

earning quality of deposit money banks in Nigeria. The study therefore recommended that the 

regulatory bodies such as the SEC, the CBN and Nigeria Deposit Insurance Corporation 

(NDIC) should put in place a regulation which ensures that all audit committee members have 

proven experience in financial and accounting, meeting attendance rate of minimum 85% per 

member for regular intervals, and simulated period. This would improve the committees role 

in ensuring earnings quality of banks. 
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Also, regulatory bodies may consider dual reporting system to include rendering returns to the 

regulatory authorities and there should be mandatory continuous professional training for audit 

committee members who all have proven financial experience. This will provide members of 

audit committee with requisite knowledge on determining wrong signals relating to capital 

erosion and also maintain due diligence on all internal control matters. Finally, audit committee 

members should ensure that facilities are granted in accordance with the credit guidelines and 

sanction all erring staff of any infraction.  

 
As with all studies, the major limitations of this study are the inability of the researcher to 

control some variables which might have been in operation during the study. They include all 

the publicly quoted companies in Nigeria which have audit committees. 
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