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should be able to have a higher debt ratio. According to Myers and Majluf (1984), firms that 

recognize this trade off theory would set their target debt then gradually moves toward the target. 

The equity element of capital structure is financed by different interest groups. Ownership 

structure encourages distribution of power between managers and shareholders. For example, the

power to control and monitor a company might give a possibility that owners with controlling 

shares exploit the resources of company for their personal use, while small shareholders as well as 

other stakeholders of the firm bear the costs (Shleifer & Vishny, 1997; La Porta et al., 1999). 

 
Company ownership structure refers to the composition of the ordinary shareholding of a company 

in terms of insider, outsider, institutional and government ownership, as well as other dispersed 

shareholders. Ownership structure ranges from individual to collective; this causes new problems 

in the area of financial resource management. Ownership structure is one of the most important 

instruments in determining the corporate governance system of any country. This is because it 

determines the nature of the agency conflict that is whether the prevailing conflict is between 

controlling and minority shareholders or between managers and shareholders. (Zhuang et el, 2000). 

Abel Ebel and Okafor (2010) categorized ownership structure as the percentage of shares held by 

managers (managerial ownership), institutions (institutional ownership), government (state 

ownership), foreign investors (foreign ownership), family (family ownership) and so on. Fazlzadeh 

(2011) stated that ownership structure has two implications: identity of owners and ownership 

concentration, that is, the distribution of shares owned by controlling shareholders.  

 
Arosa et al. (2010) argued that corporate ownership structure is the most important and 

determining factor in corporate mechanism, which impacts corporate choice of capital structure 

and the firm's performance. There are diverse concepts regarding the significance of corporate

Ownership structure. Principal-agent (type II) theory suggested that greater ownership 

concentration offers the opportunity for the controlling shareholders to use their power to start the 

activities projected to gain personal profit at the cost of small shareholders (Miller, 2007). 

Ownership structure means distribution of ownership (the stock of companies) among the 

corporation's owners (shareholders), which can be evaluated into two perspectives (Jiang, 2004). 
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One perspective is the concentrated ownership and other perspective is the composition of

ownership. 

 
2.2 Hypotheses Development 

2.2.1 Managerial Ownership and Capital Structure 

The relationship between managerial ownership and capital structure has been subject of academic 

debate. Managerial ownership is the proportion of share ownership by directors, management or 

any party who actively participate in the company decision-making. One of the mechanisms used 

to solve the agency conflict is increasing managerial ownership, so interests of the owner and the 

manager can be harmonized. The greater managerial ownership is, the more agency cost will 

decrease, so the value of company can also be increased. Managerial ownership is usually being 

measured by comparing the managerial share ownership with total of circulated shares. 

 
The increase of managerial ownership force managers to take the responsibility of wealth

consequence and thus coordinates the interests of management and shareholders. This reduces 

managerial incentives to consume perquisites and expropriate shareholders wealth (Jensen & 

Meckling 1976). Kulathunga et al (2015) examines the relationship between capital structure and

managerial ownership. The results revealed that managerial ownership has a significant positive 

influence on the capital structure. This finding supports the view of Kulathunga and Azeez (2015) 

and Wellalage and Locke (2013) who document that managerial ownership negatively affects 

firms' total debt levels. Also, in support of these findings, Farooq (2015) present that firms with 

high ownership concentration tend to have low debt ratios.  

 
Conversely, Al-Fayoumi and Abuzayed (2009) examines the relationship between ownership 

structure and capital structure decisions of listed industrial firms in Jordan. The empirical results 

show negative statistically significant relationship between the managerial ownership and capital 

structure, suggesting that, managers employ lower debt in order to reduce the performance 

pressures associated with high debt capital. Also, Zhang (2013) examines the impact of ownership 

structure on capital structure of non-financial Chinese listed firms. The findings reveals that there 

is no evidence that managerial ownership affects firm's capital structure. In view of the above, this 

study hypothesized that  
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H1: There is significant positive relationship between managerial ownership and capital structure 

 
2.2.2 Institutional Ownership and Capital Structure 

Institutional ownership is the shareholding proportion belonged to the institutional owner such as 

insurance companies, banks, investment companies and other shareholdings except tor subsidiaries 

and other institutions which have special relationships (affiliated companies and associated 

companies). A company with large institutional ownership (more than 5%) indicates its ability to 

monitor management so that the greater the power of the institutional party to oversee the 

management is, the greater impetus to maximize the value of company will exist. Institutional 

ownership is widely being measures as proportion of institutional share ownership to the total 

shares in circulation (Miller, 2009).  

 
In theory, institutional investors have been associated with medium- to long-term, not short-term, 

investment horizons. Hence Rossi and Cebula (2016) refer to institutional owners as patient 

investors. The long-term perspective of institutional investors enables them to take up their 

monitoring role. This view is against studies about mutual funds in the USA and pension funds in 

the UK, of which most of the institutional investors had short-term perspectives. Institutional 

owners also play a key role in monitoring the firms in which they hold equity ownership through 

different rights; such rights include the election of the board of directors who will act as an agent 

to monitor the performance of the firm’s managers. Institutional activism arises when the owners 

are disappointed with the performance of the board of directors (Gillan & Starks, 2000). In view 

of the above, this study hypothesized that  

 

H2: There is significant positive relationship between institutional ownership and capital 

structure 

 
2.2.3 Block-holder Ownership 

Block holders are shareholders who tend to have a big proportion of the company’s shares as 

compared to other shareholders. For instance a person holding about 5% shareholding or more can 

be considered a block holder. Since block holders have large proportions of shares they tend to 
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have a large proportion of voting rights too. They are therefore able to influence the decisions of 

their respective firms. Some researchers have measured investor sophistication by block size. 

Agency theory postulates that firms consists of a contract between the owner of economic 

resources (the principal) and management (the agents) who is charged with using and controlling 

these resources (Jensen and Meckling, 1976). This theory posits an inherent moral hazard problem 

in these relationships, which in turn give rise to agency costs for the organization. The agency 

relationship between the principals and the agents give rise to agency costs because the managers 

may not act in the owners’ best interest of the firm, such as consumption of excessive perquisites 

and sub-optimal investments (Fleming, Heaney and McCosker., 2005).  

 
It is suggested that ownership structure tends to mitigate the conflicts of interests between 

shareholders and managers. One of the ownership structure suggested by the literature to mitigate 

the agency cost is through concentrated ownership (Fleming et al., 2005). It is claimed that 

concentrated ownership by outside shareholders (such as block-holders), have greater incentives 

to align management and shareholders’ interests (Li and Simerly, 1998). Block-holders are also 

said to facilitate behavior-based monitoring from the capital market (Eisenhardt, 1989). Prior 

studies claim that share ownership by block-holders can help to monitor agency problems 

(Agrawal and Knoeber, 1996). This is due to the fact that shareholders of an organization have a 

residual claim on the earnings and assets of the organization and therefore bear proportional to 

their share ownership, the economic consequences of actions taken by organization managers and 

directors. If managers engage in opportunistic behavior, shareholders bear a portion of the costs of 

such actions (Fama and Jensen, 1983).  

Large shareholders are also claimed to have greater incentive to monitor management and have 

the necessary power to influence the company’s policies since they will bear a significant 

proportion of managers’ value destroying actions (Haniffa and Hudaib, 2006). Supporting this 

idea, it was argued that block holders play an active role in firm performance. Large investors can 

take control of the firm, replace managers or cut managers’ benefits if the firm’s performance is 

poor (Shleifer, & Vishny, 1986). Besides that agency theory is also criticized for its ignorance of 

the existence of social and authority relationship and assumes social life is a series of contract 

(Johnson and Droege, 2004). It is unknown whether the agency theory findings in western 
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countries have equal impact in Asian organizations (Ekanayake, 2004; Johnson and Droege, 2004). 

Previous literature (Conlon and Parks, 1990; Hassab Elnaby and Mosebach, 2005; Ekanayake, 

2004) indicates that there is a possibility that given the cultural differences, the typical nature of 

agents in agency theory may not be the case with regard to non-western countries. Sharp and Salter 

(1997) argue that the agency effects are lower in Asia. In view of the above, this study 

hypothesized that  

H3: There is significant positive relationship between block ownership and capital structure 

 
3.0 Research Methodology 

This study employs correlational research design to measure the relationship between ownership 

structure and capital structure. The population of the study comprised of all the thirteen building 

materials companies that are quoted in the Nigerian Stock Exchange as at 31st December, 2019. 

Two point criteria was used to select companies for inclusion in the final sample of the study. The 

first criteria is that a company must be quoted before 2014. The second criteria is that the annual 

report of a company must be intact for the period of 2014-2018. The above criteria results to the 

final sample size of eight (8) quoted building material companies. 

 
The dependent variable of the study is the capital structure, while the explanatory variables are 

independent variables (managerial ownership, institutional ownership and Block ownership) and 

control variables (firm size and profitability). The data collected were analyzed using descriptive 

statistics, correlation and regression analyses using the STATA statistical package. 

Debt to equity ratio was derived to be used to proxy on capital structure as the dependent variable 

as used by (Rashid 2015).  Managerial  ownership  is  the  proportion  of  share  ownership  by  

directors,  management or any  parties  who  actively  participate  in  the  company  decision-

making to the total outstanding shares in issue Samarakoon, (1999). Institutional  ownership  is  

measured  proportion  of shares belonged  to  the  institutional  owners such  as insurance  

companies,  banks,  investment  companies  and  other institutional  shareholdings  except  for  

subsidiaries  and  other institutions  which  have  special  relationships  (affiliated  companies  and  

associated  companies) Samarakoon, (1999). The study measures block ownership as proportion 
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of ownership of block-holders who hold at least 5% or more of a voting right in a company and 

are not linked to the management (Rashid 2015).  

 
Table 1 Research Variables and Their Measurement 

Variables 
 Nature of 
variables  

  
Proxies 

      Measurement 
 

Sources 
  

Debt to 
Equity 

 Dependent CS 𝑇𝑜𝑡𝑎𝑙 𝐷𝑒𝑏𝑡/𝐸𝑞𝑢𝑖𝑡𝑦 
 Rashid  2015   

Managerial 
ownership 

Independent MNO 
𝑚𝑎𝑛𝑎𝑔𝑒𝑟𝑖𝑎𝑙 𝑠ℎ𝑎𝑟𝑒ℎ𝑜𝑙𝑑𝑖𝑛𝑔

𝑡𝑜𝑡𝑎𝑙 𝑛𝑢𝑚𝑏𝑒𝑟 𝑜𝑓𝑠ℎ𝑎𝑟𝑒𝑠 𝑖𝑛 𝑖𝑠𝑠𝑢𝑒𝑑
 

 Samarakoon, 
(1999) 

  

Institutiona
l ownership 

Independent  INO 
𝑖𝑛𝑠𝑡𝑖𝑡𝑢𝑡𝑖𝑜𝑛𝑎𝑙 𝑠ℎ𝑎𝑟𝑒ℎ𝑜𝑙𝑑𝑖𝑛𝑔

𝑡𝑜𝑡𝑎𝑙 𝑛𝑢𝑚𝑏𝑒𝑟 𝑜𝑓𝑠ℎ𝑎𝑟𝑒𝑠 𝑖𝑛 𝑖𝑠𝑠𝑢𝑒𝑑
 

 Samarakoon, 
(1999) 

  

Block-
holder 
ownership  

Independent 
              
BHO 

𝐵𝑙𝑜𝑐𝑘 − ℎ𝑜𝑙𝑑𝑒𝑟𝑠 𝑠ℎ𝑎𝑟𝑒ℎ𝑜𝑙𝑑𝑖𝑛𝑔

𝑡𝑜𝑡𝑎𝑙 𝑛𝑢𝑚𝑏𝑒𝑟 𝑜𝑓𝑠ℎ𝑎𝑟𝑒𝑠 𝑖𝑛 𝑖𝑠𝑠𝑢𝑒𝑑
 

 Rashid 2015   

Firm Size Control  Size 
Log of total asset  Chen et al. 

(2008) 
  

Profitabilit
y 

Control Prof 
Return on Asset  Rashid 2015   

Source: Generated by the researcher. 

 

The regression model of this study is expressed as; 
𝐷𝐸𝑅𝑖𝑡 = 𝛼 + 𝛽1𝑀𝑁𝑂𝑖𝑡 + 𝛽2𝐼𝑁𝑂𝑖𝑡 + 𝛽3𝐵𝐻𝑂𝑖𝑡 + 𝛽4𝑆𝑖𝑧𝑒𝑖𝑡 + 𝛽5𝑃𝑟𝑜𝑓𝑖𝑡 + 𝜀𝑖𝑡 … … … … 1 
Where: 
𝐶𝑆𝑖𝑡 = Debt to Equity Ratio of the company in period t  
𝑀𝑁𝑂𝑖𝑡 = Managerial ownership of the company in period t 
 𝐼𝑁𝑂𝑖𝑡 = Institutional ownership of the company in period t  

𝐵𝐻𝑂𝑖𝑡 = Block-holder ownership of the company in period t 

𝑆𝑖𝑧𝑒𝑖𝑡 = Size of the company in period t 
𝑃𝑟𝑜𝑓 = Profitability of the company in period t 
𝜀 = Error term 

𝛼 = 𝑐𝑜𝑛𝑠𝑡𝑎𝑛𝑡 
        β = Coefficients in the regression model 
 

4.0 Results and Discussion 

This section presents and discussed the results from data analyses for the study. Table 2 below 

shows the descriptive statistics of all the variables under investigation. The result reveals that of 
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the firms studied, CS records a minimum value of 0 and maximum value of 1.690 implying that 

within the building material industry and the study period, there are some firms with zero geared 

capital structure, while the highest CS was 169% indicating that some firms’ capital structure was 

highly geared. The mean value for the CS was 0.552 within the study period implying that on 

average the firms recorded 55%. Standard deviation, Skewness and Kurtosis for the CS were 

within acceptable range, implying that the mean deviated from the actual over the periods and 

within the industry under consideration. 

 
Table 2 Descriptive Statistics 

Variable Mean Median Minimum Maximum Stand. Dev Skewness Kurtosis 

CS 0.552 0.321 0.000 1.690 0.581 1.016 2.561 
MNO 0.105 0.004 0.004 0.529 0.179 1.698 4.284 
INO 0.332 0.291 0.000 0.853 0.307 0.197 1.504 

BHO 0.618 0.659 0.050 0.963 0.275 -1.262 3.693 
Size 16.120 14.478 12.477 24.272 3.642 1.061 2.678 

Prof 0.036 0.034 -0.264 0.552 0.136 1.023 6.749 
 

The managerial ownership (MNO) has a minimum value of 0.004, while the maximum value was 

0.529, implying that the minimum percentage of ownership held by the management was 0.4% 

while the maximum was 53%. On average, managerial ownership stood at 10.5% for the firms. 

The value of standard deviation implies that the mean value represents the true average for the 

firms or implies the percentage by which the mean deviates from actual. Standard deviation, the

values Skewness and Kurtosis for the MNO were within acceptable range, implying that the mean 

deviated from the actual over the periods and within the industry under consideration. 

Institutional ownership (INO) recorded a minimum value of 0 and a maximum value of 0.853 for 

the firm implying that the lowest level of institutional ownership among the firms was 0% while

the largest stood at 85%. The mean value for institutional ownership was 0.332 which shows that 

on average the value of institutional ownership among the firms was 33%. The standard deviation 

proves that the mean value recorded was the true average for the firms. Block-holders ownership 

(BHO) recorded a minimum value of 0.002 and a maximum value of 0.963 for the period implying 

that the lowest level of Block-holding among the firms was 5% while the largest stood at 96%. 

Whereas the Mean of Block-shareholding stood at 61.8% representing a high ownership of 
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shareholders with 5% or more investment in the Building materials companies listed in Nigeria, 

with the remaining 38.2% widely spread among investors with shareholding of less than 5%. 

 
Table 3 displays the correlation coefficients between dependent and the independent variables and 

also the relationship between the independent variables themselves of the study together with the 

results of the multicollinearity test. Pearson’s correlation is used to show the correlation between 

the Capital structure, Managerial ownership, Institutional ownership and Block-holders 

ownership. 

 

Table 3 Correlation Matrix 

  CS MNO  INO BHO Size Porf VIF 

CS 1.000
MNO -0.041 1.000     6.18 
INO 0.098 -0.303 1.000    4.69 
BHO 0.143 -0.675 0.289 1.000   2.45 
Size 0.023 -0.312 -0.554 0.171 1.000  2.39 

Prof -0.022 -0.439 -0.058 0.439 0.241 1.000 1.33 
 

Correlation matrix indicates that managerial holding is negatively correlated (-0.041) with the 

capital structure. This is quite consistent with other studies which argue that as managers’ 

shareholding in a company increases, they tend to bring down the size of firm’s debt to reduce the 

risk and costs of bankruptcy. Institutional shareholding is positively correlated (0.098) with capital 

structure. This positive relationship is result of efficient monitoring and reduction of the agency 

cost and managerial opportunism. Moreover, Block-holder ownership is found is found to be 

positively correlated (0.143) with capital structure as measured  by total debt to equity ratio 

indicating that larger Block-holders may exert pressure on managers to follow lower gearing levels 

and enhance firm performance as well as shareholders wealth maximization. An aspect of this

observation is that larger companies have larger Block-holding – and larger companies with larger 

assets base are more inclined to incur debt at favorable terms. 

 

Table 4 shows the summary of regression coefficient figure (R) relating to the dependent variable 

(capital structure) and the independent variables (Managerial shareholding, Institutional 
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shareholding, Block-holder shareholding). The result of the hauseman specification test test 

between fixed effect and random effect GLS was 0.073 indicating that random GLS is more 

efficient. Similarly, the results of Breusch and Pagan Langrangian Multiplier test to select between 

OLS and random effect GLS was 0.000. This indicate that random effect supersedes. Hence, the 

results of GLS random effect is presented and discussed in Table 4. 

 

Table 4 Regression Results 

  Coef. Std. Err. Z-Value P-Value 

MNO 5.71 0.97 5.90 0.000 
INO -2.23 0.98 -2.27 0.023 
BHO 2.17 0.65 3.34 0.001 
Size -0.02 0.06 -0.40 0.692 
Prof 0.83 0.64 1.31 0.192 

Cons. -0.21 1.16 -0.18 0.854 

sigma_u 1.180       

sigma_e 0.349    

Rho 0.920    
Hausma
n 0.073    

LM 0.000    

R2 0.655    
Wald 
chi2(5) 45.020    
Prob > 
chi2 0.000       

 

The result from Table 4 indicates that the managerial ownership (MNO) has significant positive 

effect on capital structure with the coefficient of 5.71 with z-value of 5.90 which is statistically 

significant at 1% level of significance (p-value of 0.000). This results indicate that the higher the 

managerial ownership, the higher the debt to equity ratio. This implies that, firms with higher 

managerial ownership augment their financing needs with debt capital to benefit from the tax 

shield of debt and lower their overall cost of capital. This results in line with findngs of Kulathunga 

(2017) and contradicts Kulathunga and Azeez (2015) and Wellalage and Locke (2013). 
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The result also shows that the institutional ownership (INO) has significant negative effect on the 

capital structure of building materials companies, from the coefficient of -2.23 with z-value of -

2.27 which is statistically insignificant at 5% level of significance (p-value of 0.023). This 

indicates that when the shareholding by institutions is increased, the debt to equity ratio will 

decrease, suggesting that the higher the institutional ownership, the lower the debt to equity ratio. 

This implies that firms with higher institutional owners rely on these owners for additional capital 

and are satisfy with the kind of monitoring exhibited by institutional owners. Hence they have less 

reliance on debt capital for both financing and monitoring needs. The result support the tradeoff 

theory. The result in the table indicates that the block-holder ownership of the sample building 

materials firms in Nigeria has significant positive effect on the capital structure of the firms, from 

the coefficient of 2.17 with z-value of 3.34 which is statistically significant at 1% level of 

significance (p-value of 0.001). This implies that an increase in the block-holders ownership will 

lead to corresponding increase in the debt to equity ratio significantly, suggesting that the larger 

the size of block-holders ownership the higher will be debt to equity ratio. 

 
Table 5 Hypotheses Relationship Decision 

Hypotheses Relationship Decision 

H1 There is significant positive relationship between managerial 
ownership and capital structure 

Supported 

H2 There is significant positive relationship between 
Institutional ownership and capital structure 

Not Supported 

H3 There is significant positive relationship between Block 
holder ownership and capital structure 

Supported 

 

5.0 Conclusions and recommendations 

This study examines the impact of ownership structure on capital structure of listed building 

materials companies in Nigeria. The study documents that managerial and block holder ownerships 

have statistically significant positive relationship with the capital structure. Conversely, 

institutional ownership has a statistically significant negative relationship with the capital 

structure. The findings of the study contribute to the agency theory and tradeoff theory by 

documenting that external monitoring mechanisms (debt providers) can be substituted with 

institutional investors. This indicates that highly geared firms can leverage their external financing 
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need through seeking for institutional investors thereby, meeting their both financing and 

monitoring needs. In an organizational setting that presents an opportunity for insiders (managers 

or block holder owners) to expropriate the wealth of the firm at the expense of outsiders, the 

findings of the study show that debt financing can be used to minimize the agency costs. On the 

basis of the findings and conclusions, it is recommended that financial managers should ensure 

that each component of ownership structure (managerial ownership, institutional ownership, 

block-holder ownership) are efficiently and effectively managed to avoid waste and create value 

for the firms. It is also recommended that firms reduce the borrowing level of the manufacturing 

firm in order to reduce the overall risk and cost of borrowing. The study will be useful to 

shareholders as it will help them to identify the best monitoring mechanisms vis-à-vis ownership 

structure to minimize principal-principal agency costs. Relevant agencies of the government, 

especially the Stock exchange commission (SEC), Financial Reporting Council of Nigeria (FRCN) 

will use this study to identify additional ownership disclosures needed in setting standards or 

regulation that will ensure the interest of stakeholders especially shareholders is protected by

enhancing the selection of ownership structure as a corporate governance mechanism. Future 

researchers who want to embark on a study which relate to ownership structure, corporate 

governance and other related area of interest will find this study a material for reference purposes. 

Future studies should consider in-depth research on other components of ownership structure such 

as state, legal, and government ownership as well as comparison of each component of ownership 

structure between different sectors. 
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ABSTRACT 
The study examines the moderating effect of audit committee on the relationships between audit 
quality and the market value of listed deposit money banks (DMBs) in Nigeria. The study covered 
ten years from 2009 to 2018 and thirteen (13) out of Sixteen (16) listed DMBs are used as sample 
for the study. Descriptive research design is used and data are collected from the annual reports 
and accounts of the sampled banks and analysis made using multiple regression analysis through 
Stata software. The results of moderated multiple regression model show that audit fees, auditors’ 
opinions and joint audits have negative and significant impact on the market value of the listed 
DMBs in Nigeria while audit firm size and auditors’ switch have negative and insignificant impact 
on the market value of listed DMBs in Nigeria. The results of moderated audit fee, auditors’ 
opinions and joint audits are inconsistent with the priori expectations that predict positive
relationship of audit fee, auditors’ opinions and joint audits to the value of firms while the results 
of moderated audit firm size  is  contrary to the priori expectation that branded (big4) audit firms 
increase the value of their client organizations. The study therefore, recommends that audit 
committee activities must be brought under scrutiny by both the regulatory agencies and 
shareholders to avoid complacency and ensure that the right auditors are sought to give service 
to stakeholders of the sector irrespective of size provided they are licensed to operate by their 
professional bodies. Again, management should consider members of the audit committee based 
on the criteria of CAMA 2020 on financial expertise and non-executive directors on the audit 
committee.  
Key Words: Moderating, Audit Committee, Audit Quality and Value 

 

1. Introduction 

Banks to every economy in the world play the significant role of intermediation between the 

surplus and the deficit spending units for economic activities to thrive. They source money from 

the surplus units and lend to the deficit units thereby creating money and thus influencing the level 

of money supply which is an essential factor in the growth and development of the country. 

Therefore, the need to encourage listed deposit banks in Nigeria in order to accelerate the nation’s 

economic growth and stability and have them service the nation’s economy for enhanced 
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productive activities in the real sector, is paramount. To encourage this, the value of these listed 

DMBs has to be ascertained in order to attract more investments to the sector. This is because the 

interests of investors constitute the share values of the firm and the firm’s value is determined by 

the price of its share. Thus, Putu, Moeljadi, Djumahir and Djazuli (2014) defined firm value as the 

investors' perception of firms which is associated with share price. Hence, firm value can simply 

be referred to as the worth of a firm for a financial year period. Moeljadi (2014) asserts that increase 

in firm value can attract investors to invest in the firm. This presupposes that the greater the value 

of a firm, the better the financial position of the firm and the prospects for investors. Thus, firm 

value indicates the confidence that the investors (existing and prospective) have in the firm’s 

intrinsic or genuine value.  

 
Though in Nigeria, listed DMBs are under strict regulations by the Corporate Affairs Commission 

(CAMA, 2020), Central Bank of Nigeria (BOFIA and Prudential Guidelines), Securities and 

Exchange Commission (SEC) and the Nigerian Deposit Insurance Corporation (NDIC) 

Guidelines, the pivotal role of these listed banks in the economic development of Nigeria vis-a-vis 

the need to maintain value increase in the sector, necessitated this study amidst financial challenges 

facing the sector. Between 2006 and 2009, Afribank, Finbank, Union Bank, Intercontinental Bank 

and Oceanic Bank, having been certified distressed by Central Bank of Nigeria (CBN), were issued 

unqualified reports barely few months after (Musa, Success & Iyaji, 2014; Okoye, Okaro & 

Okafor, 2015). In 2011, Afribank Plc, Bank PHB Plc and Spring Bank Plc were acquired by 

AMCON through Mainstreet Bank Limited, Keystone Bank Limited and Enterprise Bank Limited, 

being bridge banks, respectively (Ibrahim, 2011). Again, between 2016 and 2018, Skye Bank Plc 

and Diamond Bank Plc ran into capital problem. These banks were distressed due to what analysts 

termed as capital depletion such that Skye Bank Plc remained permanently present at the Central 

Bank of Nigeria lending window (Okorafor, 2016). The situation of Skye bank Plc eventually led 

to the establishment of Polaris Bank Ltd as a bridge bank to acquire its liabilities and assets, while 

in 2018 Diamond Bank Plc started moves to merge with Access Bank Plc.  

 
Some of these financial instabilities in the listed DMBs arose from the natural consequences of 

bad lending decisions and non-compliance with the provisions of the Corporate Governance Code 
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by the affected banks which lead to huge provisions for loans and erosion of their capital (Sanusi, 

2010). These instabilities leave more to be desired in this financial sector because of the 

devastating effect on depositors and investors. Instances of financial instabilities in the financial 

services sector in Nigeria and the collapse of companies like Enron (Tobi, Osasrere & Emmanuel, 

2016) and Cadbury Plc (Farouk & Hassan, 2014) bring to mind the need to improve the value of 

firms for productive economic activities. In an assessment of the situation, Okoye, Okaro and 

Okafor, (2015) asserted that in such cases, the cry of the investing public has invariably been 

“Where were the Auditors?” Therefore, concerted and considerable attention need to be given to 

the variables of audit quality that affect the value of listed DMBs in Nigeria so as to minimize or 

reduce to the bearable level the encounters with distressed banks by the teeming depositors and 

investors. 

 
Consequently, audit quality is defined by DeAngelo (1981) as ‘the market-assessed joint 

probability that a given auditor will both discover and report the breach in the client’s accounting 

system. The indirect or perceived method of measuring audit quality (audit fee, audit firm size, 

auditors’ switch, auditors’ opinion and joint audit) is adopted by this study. The expectation of the 

study is considered in accordance with the priori expectation that presupposes increased value of 

firm with these variables. As stated in Adeyemi and Akinniyi (2011), the spate of corporate failure 

in the globe has stirred up the quest to ascertain if the failure is associated with the independence 

required of the statutory auditors. This assertion depicts the importance of audit quality not only 

to depositors, investors and management of listed DMBs but to all stakeholders who have interests 

in one firm or the other. However, Onyekwelu and Ugwuanyi (2014) posited that the sensitive 

nature of banks, especially in Nigeria, has put more demand on external audit reports since most 

depositors and investors look up to the yearly assurance service reports to affirm and reaffirm the 

viability or otherwise of the banks. Therefore, listed DMBs in Nigeria, as financial haven to 

Nigerians and the Nigeria economy, need to be examined on the kind of financial information and 

audit reports they disseminate to users. This gave rise to the need for quality audit by accounting 

firms to curb the menace since failure of firms is taking a global dimension. Most importantly, the 

sector’s investors need to be kept abreast of the activities of the sector during 2009 to 2018, a 
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period after banks’ consolidation in Nigeria. Audit quality will be measured using audit fee, audit 

firm size, audit firm switch or tenure, auditors’ opinion and joint audit.  

 
In Nigeria, section 401(1) of Companies and Allied Matters Act (CAMA) 2020 mandates 

shareholders or Board of Directors, as the case may be, to appoint auditors at the annual general 

meeting. However, section 415(1) charged the auditors to exercise all such care, diligence and skill 

as is reasonably necessary in each particular circumstance. By this charge, auditors are not to allow 

bias or undue influence of others to override their professional sense of judgement. However, the 

section does not specify the brand of auditors to appoint, whether the branded big4 or the 

unbranded resident auditors. By section 401(1) and (2) of CAMA 2020, auditors are appointed for 

a period of one year, subject to reappointment by the shareholders. This was in operation up until 

1st July, 2010 when the Central Bank of Nigeria issued the Prudential Guidelines for money deposit 

banks which stipulate a maximum period of ten (10) years from date of appointment, to be 

reappointed after a period of another ten (10) years.  

 
Again, section 404(1) directs auditors to make reports to shareholders on accounts examined by 

them, to be laid before the company in the annual general meeting during the auditors’ tenure of 

office. Section 407(1) demands that auditors, in preparing their audit report, shall carry out such 

investigations as may enable them form an opinion whether proper records were kept and financial 

statements prepared in agreement with the records. Subsection 2 of 407 mandates auditors to report 

any encumbrance encountered. Meanwhile, in Nigeria, joint audit is yet to have any legislative 

instrument to mandate listed DMBs in Nigeria to employ the services of two or more auditors. 

Similarly, the regulators of listed DMBs in Nigeria have a window opportunity to compare the 

results of voluntary joint audit and single audit. 

However, Section 404(2) of CAMA (2010) requires the auditor to make a report to the audit 

committee and subsection (4) states that the audit committee shall examine the auditors’ report 

and make recommendations thereon to the annual general meeting as it deems fit. The study 

expects that with the presence of audit committee in every listed bank in Nigeria and with such 

huge responsibility and power (keep under review the effectiveness of the company’s system of 

accounting and internal control and make recommendations to the Board with regard to the 
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appointment, removal and remuneration of the external auditors of the company, others), audit 

quality will increase the value of the banks.  

 
In addition, financial leverage as a control variable is introduced to take care of the high and low 

levered listed DMBs to determine whether high levered banks perform better or not than the low 

levered banks during the period of study under consideration. It is for this reason that the study 

seeks to examine the moderating effect of audit committee on the relationship between audit 

quality and the value of listed DMBs in Nigeria. 

 
Some studies conducted on impact of audit quality on firm value across globe include Ghorbel 

(2012) in Tunisia; Khatab (2013) in Egypt; Jusoh, Ahmad and Omar (2013) in Malaysia; Sulong, 

Gardner, Hussin, Sanusi and McGowan (2013) in Malaysia; Serenjianeh and Takhtaei (2013) in

Iran; Okolie and Izedonmi (2014) and Okolie (2014) in Nigeria; Jusoh and Ahmad (2014) in 

Malaysia; Martinez (2014) in Brazil; Wang and Huang (2014) in Taiwan; Afza and Nazir (2014) 

in Pakistan; Ardiana (2014) in Indonesia; Martinez and Moraes (2014) in Brazil; Sayyar, 

Basiruddin, Abdul Rasid and Elhabib(2015) in Malaysia; Aliyu, Musa and Zachariah (2015) in 

Nigeria; Santos, Cerqueira and Brandao (2015) in USA; Egbunike and Abiahu (2017) in Nigeria; 

Vaziri and Azadi (2017) in Iran; Ogbodo (2017) in Nigeria; Juliardi, Nuris and Zahrah (2017) in 

Indonesia; Olabisi, Agbatogun and Akinrinlola (2017) in Nigeria; Tyokoso, U-angwa and Ojonimi 

(2017) in Nigeria; Baffa and Yero (2017); Tyokoso (2017); Ugwuanta, Ugwuanyi and Ngwa 

(2018) in Nigeria; Ogbodo and Akabuogu (2018) in Nigeria; Elewa and El-Haddad (2019) in 

Egypt; Rahman, Meah and Chaudhory (2019) in India. To further add to the existing body of 

knowledge, this study introduces audit committee as a moderating variable to examine its role in 

the relationship between audit quality and the value of listed deposit money banks in Nigeria. 

Therefore, the main objective of this study is to examine the impact of audit quality and audit 

committee meeting on the value of listed DMBs in Nigeria. The specific objective is to examine 

the moderating effect of audit committee on the relationship between audit fee, audit firm size, 

auditors’ switch, auditors’ opinion, joint audit and the value of listed DMBs in Nigeria. The study 

covers listed DMBs in Nigeria and will cover a period of thirteen (10) years from 2009 to 2018. 

 
2.1 Literature Review 


