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Abstract

This study investigates the relationship between audit committee characteristics and
financial reporting quality in Nigeria’s consumer goods manufacturing sector. The
motivation for the research stems from persistent concerns about corporate governance
effectiveness and the reliability of financial statements in emerging economies.
Specifically, the study examines the impact of audit committee meeting frequency,
independence, financial expertise, and size on financial reporting quality, with
discretionary accruals serving as a proxy for earnings management. The study adopts an
ex-post facto research design and utilizes secondary data from listed consumer goods
firms covering the period 2011-2020. Descriptive statistics, correlation analysis, and
panel regression techniques were employed in analyzing the data. The results reveal that
audit committee independence, financial expertise, and meeting frequency significantly
reduce discretionary accruals, thereby enhancing financial reporting quality. Conversely,
audit committee size does not exhibit a significant effect, indicating that effectiveness is
influenced more by the quality and competence of members than by their number. The
findings align with agency theory and prior empirical studies that emphasize the critical
role of independent and knowledgeable audit committees in constraining earnings
management. The study contributes to the literature by providing empirical evidence
from Nigeria, an under-researched context, and offers practical implications for
regulators and boards to strengthen audit committee structures. It recommends that
emphasis should be placed on ensuring the independence, expertise, and active
engagement of audit committees rather than merely meeting statutory requirements for
committee size.
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CHAPTER ONE

INTRODUCTION
1.1 Background to the Study
Financial reporting quality is a fundamental aspect of corporate governance that ensures
transparency, accountability, and trust in the financial markets. High-quality financial
reports provide stakeholders such as investors, creditors, regulators, and management
with reliable information necessary for making informed economic decisions. In Nigeria,
the consumer goods manufacturing sector is a vital component of the economy,
producing essential goods consumed daily by the population. The integrity of financial
reporting within this sector is therefore crucial for maintaining investor confidence and
promoting economic stability.
Audit committees have been globally recognized as key governance mechanisms
responsible for overseeing the financial reporting process and ensuring the accuracy and
reliability of financial statements. According to the International Professional Practices
Framework (IPPF, 2002), an audit committee is a standing committee of a company’s
board of directors charged with oversight of the financial reporting process, internal
controls, and the activities of internal and external auditors. The audit committee serves
as a liaison between the board and external auditors, reducing information asymmetry

and enhancing the quality of financial disclosures (Duru, Okpe, & Agodosi, 2019).



In Nigeria, the regulatory environment has evolved to emphasize the importance of audit
committees in improving financial reporting quality. The Nigerian Code of Corporate
Governance and directives from the Securities and Exchange Commission (SEC) require
publicly listed companies to establish audit committees composed predominantly of
independent non-executive directors with financial expertise. Despite these regulations,
financial scandals and corporate collapses have raised concerns about the effectiveness of
audit committees in Nigerian companies, particularly in the consumer goods
manufacturing sector (Duru et al., 2019).

Audit committee characteristics such as independence, financial expertise, meeting
frequency, and size are believed to influence their effectiveness in monitoring
management and enhancing financial reporting quality. However, empirical evidence
from Nigerian consumer goods firms reveals mixed results regarding the impact of these
characteristics. For example, Duru et al. (2019) found that audit committee meetings up
to four times a year may not significantly improve monitoring effectiveness, and the
presence of a single financially literate member may be insufficient to enhance reporting
quality. Similarly, the proportion of independent non-executive directors does not always
guarantee reduced earnings manipulation (Duru et al., 2019; Bello & Abdulkareem,

2025).



1.2 Statement of the Problem

The quality of financial reports in Nigeria’s consumer goods manufacturing sector has
been questioned due to recurring cases of earnings manipulation and financial
misstatements (Adeyemi and Fagbemi, 2010; Okike, 2007). Despite the establishment of
audit committees as a governance mechanism, these problems persist, suggesting that the
mere presence of an audit committee is not enough to guarantee high-quality financial
reporting (Agyei-Mensah, 2012; Ntim et al., 2012).

The effectiveness of audit committees depends on their composition and functioning.
Prior studies have produced inconsistent findings on the relationship between audit
committee characteristics and financial reporting quality (Abbott et al., 2004; Bala, 2014;
Ojeka et al., 2015). Factors such as the number of members, frequency of meetings,
diligence, independence, and financial expertise influence audit committee effectiveness,
but their impact on financial reporting quality varies across studies (Mohd Naimi et al.,
2010; Emeh and Appah, 2013). For example, audit committee diligence positively affects
financial reporting quality, while size and financial expertise sometimes show
insignificant or mixed effects (IIARD Journals, 2024). Legislative frameworks like
Nigeria’s Companies and Allied Matters Act specify audit committee composition but do
not fully guarantee effectiveness, reflecting the need for continuous evaluation and
improvement of audit committee practices (Bala, 2014; Ekundayo and Ilori, 2023).While

some researchers argue that audit committee independence and expertise improve
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financial reporting, others find these relationships to be weak or statistically insignificant
(Duru et al., 2019; Bello & Abdulkareem, 2025). Moreover, factors such as meeting
frequency and committee size have shown limited or ambiguous effects on reporting
quality.

This inconsistency highlights a gap in understanding which audit committee attributes are
most effective in enhancing financial reporting quality within Nigeria’s consumer goods
manufacturing sector. Addressing this gap is essential for strengthening corporate
governance practices and restoring stakeholder confidence. Against this backdrop, the
following research questions are to be addressed.

1.3 Research Questions

1. What 1is the relationship between audit committee meeting frequency and financial
reporting in Nigeria’s consumer goods?

2. How does audit committee independence affect financial reporting quality in Nigeria’s
consumer goods?

3. What role does the audit committee financial expertise play in enhancing financial
reporting quality in Nigeria’s consumer goods?

4. What is the relationship between audit committee size and financial reporting quality

in Nigeria’s consumer goods?



1.4 Objectives of the Study

1.The general objective of this study is to examine the relationship between audit
committee characteristics and financial reporting quality in Nigeria’s consumer
goods. The specific objectives are to:

1 determine the relationship between audit committee meeting frequency and financial
reporting quality in Nigeria’s consumer goods.

2 assess the impact of audit committee independence on financial reporting quality in
Nigeria’s consumer goods.

3 investigate the influence of audit committee financial expertise on financial reporting
quality in Nigeria’s consumer goods.

4 examine the effect of audit committee size on financial reporting quality in Nigeria’s
consumer goods.

1.5 Research Hypotheses

The following hypotheses used will be tested in the null form. There is no significant
relationship between:

HI: between audit committee meeting frequency and financial reporting quality in
Nigeria’s consumer goods.

H2: audit committee independence and financial reporting quality in Nigeria’s consumer

goods.



H3: audit committee financial expertise and financial reporting quality in Nigeria’s
consumer goods.
H4: audit committee size and financial reporting quality in Nigeria’s consumer goods .

1.6 Significance of the Study

This study is significant because it provides empirical evidence on the effectiveness of
audit committee characteristics in enhancing financial reporting quality in Nigeria’s
consumer goods . The findings will inform regulators, corporate boards, and investors
about the governance attributes that contribute most to reliable financial disclosures.
Regulators such as the SEC can use the results to refine corporate governance codes,
particularly regarding audit committee composition and operation. Corporate boards can
optimize audit committee structures to strengthen oversight and reduce financial
misreporting. Ultimately, improved financial reporting quality promotes investor
confidence and sustainable economic development.

1.7 Scope of the Study

This study focuses on publicly listed consumer goods manufacturing companies on the
Nigerian Exchange Group (NGX), covering the period from 2015 to 2024. It specifically
examines the relationship between selected audit committee characteristics namely
meeting frequency, independence, financial expertise, and committee size and the quality
of financial reporting, with financial reporting quality proxied by discretionary accruals

to detect earnings management.



The consumer goods in the manufacturing sector is chosen because of its vital role in
Nigeria’s economy and its exposure to financial reporting challenges. By concentrating
on firms that are subject to corporate governance regulations, the study ensures a relevant
analysis of audit committee practices.

Furthermore, the study is confined to assessing the quantitative attributes of audit
committees, without delving into qualitative aspects such as individual member diligence,
internal committee dynamics, or the quality of external audits, which may also influence
financial reporting outcomes.

1.8 Definition of Terms

- Audit Committee: A subcommittee of the board responsible for overseeing financial
reporting and audit processes (Duru et al., 2019).

- Financial Reporting Quality: The degree to which financial statements are free from
material misstatements and provide reliable information (Duru et al., 2019).

- Audit Committee Independence: The extent to which committee members are free from
management influence.

- Financial Expertise: Presence of members with accounting or auditing knowledge on
the audit committee.

- Discretionary Accruals: Accounting adjustments subject to managerial discretion, used

to detect earnings management.



CHAPTER TWO
LITERATURE REVIEW

2.1 Introduction

The quality of financial reporting plays a crucial role in ensuring transparency,
accountability, and informed decision-making among stakeholders in the corporate
environment. Financial reports are essential tools through which firms communicate their
financial performance and position to both internal and external users. In recent years, the
credibility of financial reporting in Nigeria’s consumer goods manufacturing sector has
come under increased scrutiny due to instances of financial misstatements and corporate
governance lapses (Uzor, 2023). This has led to growing attention on the effectiveness of
audit committees as vital mechanisms of corporate governance that influence the quality
of financial disclosures.

Audit committees are tasked with overseeing the financial reporting process, internal
controls, risk management, and the relationship with external auditors. The structure and
characteristics of these committees—such as their independence, size, frequency of
meetings, and the financial expertise of members—have been identified in the literature
as important determinants of their effectiveness (Abbott et al., 2004; Al-Matari et al.,
2014). In the Nigerian context, regulatory provisions such as the Companies and Allied

Matters Act (CAMA) and the Nigerian Code of Corporate Governance (NCCG) mandate



the establishment of audit committees in publicly listed firms. However, the practical
effectiveness of these committees in enhancing financial reporting quality remains an
area of ongoing investigation.

This chapter presents a comprehensive review of literature relevant to the study. It begins
with the conceptual framework that explores the core concepts of audit committee
characteristics and financial reporting quality. The chapter also presents relevant
theoretical perspectives that underpin the relationship between audit committees and
financial reporting. Furthermore, it includes a detailed empirical review of both local and
international studies, identifies gaps in the existing literature, and concludes with a
summary that sets the stage for the methodology adopted in the study.

2.2 Conceptual Review

The conceptual framework of this study centers around two key constructs: audit
committee characteristics and financial reporting quality. Understanding these concepts
and how they interact is essential to examining their impact within Nigeria’s consumer
goods manufacturing sector. This section breaks down each of these components and
outlines the variables that form the basis of the study’s analysis.

2.2.1 Audit Committee

An audit committee is a subcommittee of the board of directors tasked with providing
oversight of a firm’s financial reporting, internal control systems, risk management, and

audit functions (Blue Ribbon Committee, 1999). In Nigeria, Section 404(3) of the



Companies and Allied Matters Act (CAMA) mandates all public companies to establish
an audit committee composed of an equal number of directors and shareholder
representatives, with a maximum of six members. According to the Nigerian Code of
Corporate Governance (NCCG, 2018), the audit committee is expected to enhance the
credibility and reliability of financial reporting by ensuring adequate internal controls,
independence of external auditors, and compliance with regulatory standards.

Audit committees play a crucial role in reducing information asymmetry between
management and stakeholders, particularly in environments with weak investor
protection and corporate governance structures. The effectiveness of an audit committee,
however, depends largely on its composition, authority, and operational dynamics (Klein,
2002). Research has consistently shown that certain characteristics of the audit committee
determine its ability to carry out its functions effectively (Abbott et al., 2004; Uzor,
2023).

2.2.2 Characteristics of the Audit Committee

The following subsections highlight the specific audit committee attributes that have been
widely studied in relation to financial reporting quality.

2.2.2.1 Independence

Audit committee independence refers to the extent to which members of the committee
are free from relationships or interests that might compromise their objectivity.

Independent members are more likely to challenge management, ensure accurate

10



financial disclosures, and uphold accountability (Baxter & Cotter, 2009). Nigerian
regulatory frameworks, including the NCCG (2018), recommend that a majority of audit
committee members be independent non-executive directors. Studies such as Uzor (2023)
have highlighted a significant positive association between audit committee
independence and financial reporting quality, reinforcing the view that independence
enhances oversight effectiveness.

2.2.2.2 Financial Expertise

Financial expertise pertains to the presence of individuals on the audit committee who
possess relevant accounting or financial knowledge. This includes qualifications,
professional certifications (e.g., ICAN, ACCA), and industry experience. Members with
financial expertise are better equipped to interpret complex financial statements, identify
irregularities, and communicate effectively with external auditors (Xie et al., 2003). Al-
Matari et al. (2014) emphasized that financial expertise significantly improves the
monitoring capacity of the audit committee, which in turn enhances the quality of
reported earnings.

2.2.2.3 Meeting Frequency

The number of times the audit committee meets within a financial year reflects its level
of activity and engagement. Frequent meetings enable the committee to stay updated on
developments, review interim reports, and respond to financial or regulatory concerns in

a timely manner (Vafeas, 1999). Uzor (2023) found that in Nigeria, audit committees that
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met at least four times a year were more likely to influence positive reporting outcomes.
However, overly frequent meetings without substantive agenda may not translate to
increased effectiveness.

2.2.2.4 Size of the Committee

The size of the audit committee refers to the number of individuals serving on the
committee. A moderately sized committee may enhance decision-making by bringing
diverse perspectives and expertise. However, very large committees may become
inefficient due to coordination challenges, while very small committees may lack the
necessary diversity (Anderson et al., 2004). The NCCG recommends a minimum of three
and a maximum of six members. Research findings have been mixed, with some studies
noting a positive correlation between committee size and financial reporting quality, and
others reporting no significant relationship (Uzor, 2023; Al-Matari et al., 2014).

2.2.3 Financial Reporting Quality

Financial reporting quality indicates how effectively financial information aids decision-
making by accurately reflecting a company’s economic performance and status, while
adhering to generally accepted accounting principles (GAAP). It guarantees that the
information provided is pertinent, timely, comprehensive, and devoid of significant errors

(Chen et al., 2017).
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High-quality financial reports assure users that the financial statements are free from
managerial bias, earnings manipulation, or insufficient disclosures, which in turn boosts
transparency and accountability (Alves, 2020).

Recent research highlights that the quality of financial reporting is essential for
minimizing information asymmetry, enhancing investor confidence, and facilitating
efficient capital allocation (Obigbemi et al., 2021).

Key attributes of financial reporting quality include relevance, which refers to the ability
of financial information to influence wusers’ economic decisions, and faithful
representation, which ensures the information is complete, neutral, and accurate. Another
essential attribute is comparability and consistency, allowing financial statements to be
assessed across different periods and among firms. Additionally, timeliness is crucial, as
financial information must be provided early enough to impact decision-making. Lastly,
verifiability ensures that independent observers can reach a consensus that the financial
information faithfully represents the underlying economic events.

2.2.3.1 Indicators of Financial Reporting Quality

Financial reporting quality can be measured using various proxies such as:

Earnings Management (Discretionary Accruals): Lower levels of discretionary
accruals indicate higher reporting quality.

Audit Quality: Presence of a reputable external auditor may enhance the credibility of

financial reports.
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Restatements and Errors: Frequent restatements or errors suggest lower quality
reporting.

Compliance with IFRS and Local Regulations: Adherence to International Financial
Reporting Standards (IFRS) and CAMA guidelines improves quality (Uzor, 2023).

2.3 Review Of Theories

The relationship between audit committee characteristics and financial reporting quality
is grounded in various theoretical frameworks that explain how corporate governance
mechanisms influence organizational behaviour and outcomes. This section reviews key
theories that underpin this study, including Agency Theory, Stewardship Theory, and
Resource Dependence Theory. These theories offer distinct perspectives on the role of
audit committees in mitigating financial misreporting and enhancing transparency.

2.3.1 Agency Theory
Agency theory, developed by Jensen and Meckling (1976), is the most widely used

theoretical foundation in studies of corporate governance. The theory is based on the
principal-agent relationship, where shareholders (principals) delegate decision-making
authority to managers (agents). Due to the separation of ownership and control, managers
may act in their own interests rather than in the best interests of shareholders, leading to
agency problems such as earnings manipulation or misreporting.

Audit committees serve as a monitoring mechanism to align the interests of managers

with those of shareholders by overseeing the financial reporting process and ensuring

14



accurate disclosures (Fama & Jensen, 1983). Independent audit committee members, for
example, are presumed to be more effective in monitoring management behavior because
they have no personal ties to executive directors and are less likely to be influenced by
internal pressures. The presence of financial experts further strengthens this oversight
role, as they can identify irregularities in financial statements and communicate
effectively with auditors (Abbott et al., 2004).

In the Nigerian context, where agency conflicts may be exacerbated by concentrated
ownership and weak regulatory enforcement, the agency theory provides a solid basis for
analysing how audit committee structures can reduce information asymmetry and
enhance financial reporting quality (Uzor, 2023).

2.3.2 Stewardship Theory
Stewardship theory offers a contrasting perspective to agency theory. Developed by

Donaldson and Davis (1991), this theory assumes that managers are intrinsically
motivated to act in the best interests of the organization. Rather than being self-serving,
managers view themselves as stewards of the company’s resources and are committed to
organizational goals.

According to stewardship theory, mechanisms such as audit committees are not primarily
needed to monitor or control managers, but rather to support and advise them in

achieving high performance. This implies that audit committee members should not only
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focus on detection of misreporting but also collaborate with management to improve
financial processes and strategic decision-making.

While this theory may be less prevalent in environments with weak corporate governance
structures, it provides an important lens through which to consider the potential
complementary role of audit committees not just as watchdogs but as partners in
enhancing financial accountability (Davis et al., 1997). In Nigeria’s manufacturing sector,
this dual role may be especially relevant where internal systems are evolving, and trust-
building is essential.

2.3.3 Resource Dependence Theory
Resource dependence theory, introduced by Pfeffer and Salancik (1978), posits that

organizations depend on external resources to survive and thrive. Members of the board
including the audit committee act as links between the firm and external environments,
bringing valuable knowledge, networks, and legitimacy to the organization.

In this light, audit committee members who possess industry experience, financial
literacy, or regulatory knowledge are valuable assets. Their expertise enables them to
make informed judgments, liaise effectively with auditors, and maintain stakeholder
confidence in the financial reporting process (Al-Matari et al., 2014). This theory
supports the idea that the composition and qualifications of audit committee members

significantly influence financial reporting quality.
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In Nigeria, where external trust in financial statements is often limited due to historical
lapses in accountability, audit committees that embody strong resource capabilities can
help restore credibility. As Uzor (2023) emphasizes, audit committees that include
financial experts and independent directors are better equipped to withstand managerial
pressure and uphold transparent financial disclosures.

2.4 Empirical Review

The empirical review presents previous research findings related to audit committee
characteristics and financial reporting quality. This section draws on both international
and Nigerian studies to highlight what has been discovered, identify methodological
approaches, and underscore gaps relevant to the present study.

2.4.1 International Empirical Studies

Several international studies have investigated the impact of audit committee
characteristics on financial reporting quality. These characteristics such as frequency of
meetings, independence, expertise, and size play a crucial role in promoting transparent,
accurate, and reliable financial reports. The following subsections review key findings
from international literature:

1) Audit Committee Frequency and Financial Reporting Quality

Audit committee meeting frequency is widely recognized as a key determinant of
financial reporting quality. Bedard et al. (2004) found that more frequent meetings

enhance the committee’s ability to monitor financial reporting effectively, thereby
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reducing the incidence of earnings manipulation. Abbott et al. (2004) also emphasized
that active audit committees, meeting regularly, are associated with fewer financial
restatements. Their research across U.S. firms confirmed that an audit committee that
meets at least four times annually significantly improves financial oversight.

2) Audit Committee Independence and Financial Reporting Quality

The independence of audit committee members strengthens their objectivity and
monitoring capabilities. Park and Shin (2004), in their Canadian study, found that audit
committee independence plays a critical role in constraining earnings management.
However, they noted that independence alone, without complementary expertise, may be
insufficient. Similarly, Klein (2002) provided evidence that greater independence reduces
the likelihood of aggressive earnings management, thus improving the credibility of
financial reports.

3) Audit Committee Expertise and Financial Reporting Quality

Financial expertise of audit committee members is a core attribute that directly affects the
quality of financial oversight. Felo, Krishnamurthy, and Solieri (2003) reported that
committees with members possessing financial or accounting backgrounds are more
likely to produce high-quality financial statements. Supporting this view, DeZoort and
Salterio (2001) demonstrated that audit committee members with technical knowledge
make better professional judgments. However, findings from Baxter and Cotter (2009) in

Australia showed a negative association between expertise and reporting quality,
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suggesting that expertise alone does not guarantee effectiveness unless supported by
broader governance mechanisms.

4) Audit Committee Size and Financial Reporting Quality

The size of the audit committee can influence its effectiveness, but the direction of this
influence is debated. While larger committees may offer a broader skill set and
perspectives, they may also suffer from coordination challenges. Xie, Davidson, and
DaDalt (2003) found that overly large audit committees are associated with reduced
reporting quality due to inefficiencies in decision-making. On the other hand, Chaganti et
al. (1985) argued that larger committees bring diversity of thought, enhancing monitoring
functions when properly managed.

5) Mixed Findings from Emerging Markets

Studies from emerging markets provide more nuanced or contradictory results. For
example, Kao and Chen (2004) in Taiwan and Jaggi et al. (2007) in Hong Kong found
that audit committee expertise had a weak or negative relationship with financial
reporting quality. These results were often attributed to weak enforcement of governance
regulations, political appointments, or lack of operational independence. This underscores
the importance of institutional context in determining the effectiveness of audit

committee structures.
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2.4.2 Empirical Studies in Nigeria

In the Nigerian context, studies have produced both consistent and divergent findings.
Uzor (2023) investigated the impact of audit committee characteristics on financial
reporting quality among firms in Nigeria’s manufacturing sector. The study found that
audit committee independence and financial expertise significantly improved reporting
quality, while committee size showed no consistent effect. The research concluded that
audit committee effectiveness depends more on composition than numerical strength.
Olayemi (2013) examined a sample of firms listed on the Nigerian Stock Exchange and
found that audit committees that met frequently and had financially literate members
were associated with higher-quality earnings and greater compliance with International
Financial Reporting Standards (IFRS). This supports earlier findings by Uwuigbe, Peter,
and Oyeniyi (2014), who also emphasized the positive role of audit committee expertise
and independence.

Contrarily, Okafor and Ezejiofor (2013) observed that audit committee size had no
statistically significant influence on financial reporting quality in their sample of Nigerian
manufacturing companies. They attributed this to the possibility that committee members
may be politically appointed or lack technical competence, reducing the effectiveness of
oversight.

Another study by Ofoegbu and Okoye (2016) found that while audit committee

independence was essential for improving financial reporting quality, the expected
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positive effect was sometimes neutralized by poor enforcement of corporate governance
codes. This suggests that the regulatory environment plays a moderating role in how audit
committees function in Nigeria.

These empirical findings indicate that while audit committee characteristics generally
contribute to better financial reporting quality, the strength of this relationship depends on
the enforcement of governance codes, corporate culture, and firm specific attributes.

2.5 Summary of Gaps in the Literature

The review of existing literature on audit committee characteristics and financial
reporting quality reveals several important insights, but also notable gaps that justify the
current study, particularly within the Nigerian context and the consumer goods
manufacturing sector.

First, while a significant number of international studies have established positive
associations between audit committee attributes such as independence, financial
expertise, meeting frequency and financial reporting quality (Abbott et al., 2004; Klein,
2002; Al-Matari et al.,, 2014), these findings are not always directly transferable to
developing economies like Nigeria. This is due to variations in legal systems,
enforcement mechanisms, board culture, and corporate governance practices. As such,
there is a need for more localized studies that reflect the operational realities of Nigerian

firms.
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Second, within Nigeria, existing empirical studies often focus broadly on listed firms
across various sectors without offering specific insights into sub-sectors such as the
consumer goods manufacturing sector (Uzor, 2023; Olayemi, 2013). Given the significant
contribution of this sector to Nigeria’s GDP and the complexity of its operations, a
focused analysis is warranted to determine how audit committees function within this
environment.

Third, findings on certain audit committee attributes such as committee size have been
mixed and inconclusive. While some studies report a positive association (Al-Matari et
al., 2014), others found no significant relationship or even potential inefficiencies
associated with large committee sizes (Okafor and Ezejiofor, 2013). This inconsistency
highlights the need for further investigation into the optimal structure and functioning of
audit committees in Nigeria.

Fourth, few Nigerian studies consider the combined or interactive effects of audit
committee characteristics. For instance, the interaction between independence and
financial expertise or between meeting frequency and committee size is rarely examined,
despite the possibility that these variables may reinforce or counteract each other in
influencing financial reporting outcomes.

Lastly, some previous studies have relied on proxies for financial reporting quality that
are limited in scope or outdated. There is a growing need to incorporate broader and more

current indicators such as compliance with IFRS, auditor reputation, and real-time
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earnings restatements to better capture the multidimensional nature of reporting quality
(Dechow and Schrand, 2004; Uzor, 2023).

In light of these gaps, the present study contributes to the literature by focusing
specifically on the consumer goods manufacturing sector in Nigeria, employing current
data, and analysing key audit committee characteristics in relation to financial reporting
quality. By addressing these deficiencies, the study aims to offer context-specific insights

that can inform both corporate policy and regulatory frameworks.
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CHAPTER THREE
RESEARCH METHODOLOGY

3.1 Introduction

This chapter presents the methodological framework adopted in investigating the
relationship between audit committee characteristics and financial reporting quality in
Nigeria’s consumer goods manufacturing sector. The essence of a well-structured
methodology lies in its ability to guide the systematic collection, analysis, and
interpretation of data in a manner that ensures the validity, reliability, and relevance of
research outcomes. The chaplter details on the research design, population of the study,
sampling technique, data sources and collection methods, model specification, data
analysis techniques, validity and reliability procedures, ethical considerations, and
operationalisation of variables. This methodological structure provides a solid
foundation for achieving the study’s objectives and testing its hypotheses.

3.2 Research Design
The research design employed for this study is the ex-post facto design, which is

appropriatefor analysing already existing data without manipulating any variables.

An ex-post facto design was used because it allows the researcher to examine the
cause-and-effect relationship retrospectively and infer associations based on statistical

evidence rather than experimental manipulation.

24



3.3 Population of the Study
The population of this study consists of all publicly listed consumer goods

manufacturing companies on the Nigerian Exchange Group (NGX) as of the 2024
financial year. The consumer goods sector is selected because of its strategic
importance to the Nigerian economy and the high volume of financial transactions and
regulatory scrutiny it faces. As a significant contributor to Nigeria’s GDP and
employment, the financial reporting practices of firms in this sector are of particular

interest to investors, regulators, and policymakers.

There are approximately 20-25 firms listed under the consumer goods manufacturing
sectoron the NGX. These companies are required to adhere to Nigerian corporate
governance codes, including the establishment of audit committees as part of internal
control and financial oversight. Thus, this population provides a suitable base for
assessing the effectiveness of audit committee structures in enhancing financial
reporting quality.

3.4 Sample Size and Sampling Technique
Due to the nature of the study and the need for reliable and complete financial data, a

purposive sampling technique is employed. Purposive sampling involves selecting
elements based on specific criteria that are relevant to the research objectives. The

inclusion criteria forsample selection are as follows:
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1. The firm must be listed under the consumer goods manufacturing category on the
NGX.

2. The firm must have been continuously listed from 2015 to 2024.

3. The firm must disclose complete information about its audit committee

structure andactivities in its annual reports.

4. The firm must have adopted the International Financial Reporting Standards (IFRS).
Based on these criteria, a sample of firms is expected to be drawn. This sample size is
sufficient to achieve statistical validity, particularly in multiple regression analysis,
whileensuring the availability and consistency of data.

3.5 Sources and Method of Data Collection

The study relies exclusively on secondary data. Data will be extracted from the
audited annual financial reports of the selected firms, retrieved from the Nigerian
Exchange Group(NGX) website, the companies’ investor relations pages, and financial
databases such as Proshare and African Financials. Additional data was sourced from

fact books, financial summary sheets, and industry regulatory filings.

The audit committee characteristics was obtained from corporate governance
disclosures, board reports, and directors’ profiles, while financial reporting quality will
be measured usingdata from the statement of financial position, income statement, and

accompanying notes.
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3.6 Model Specification
To test the research hypotheses, the following multiple linear regression model will be

estimated:

DAit = a0 + BIACMFit + B2ACIit + B3ACFEit + P4ACSit + BSFSit + B6LEVit +

B7TROAIt +&it

Where:

DA: Discretionary Accruals (proxy for financial reporting
quality) ACMF, ACI, ACFE, ACS: Audit committee
variables

FS, LEV, ROA: Control

variablesAO: Intercept

Bl - B7: Regression

coefficientsE: Error term

Expected signs:

B1, B2, B3 < 0: Effective audit committees reduce earnings management
B4: Mixed; may vary depending on size efficiency

3.7 Method of Data Analysis
The data will be analysed using EViews 9.0 or SPSS, depending on the dataset format.

Theanalysis involves:
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1. Descriptive Statistics: Mean, median, standard deviation, minimum, and
maximumvalues to describe the dataset.
2. Correlation Matrix: To examine the strength and direction of the relationships
amongvariables.
3. Multicollinearity Test: Variance Inflation Factor (VIF) to detect high
correlationsamong explanatory variables.
4. Regression Analysis: To test the hypotheses and assess the influence of each
auditcommittee characteristic on financial reporting quality.
5. Diagnostic Tests:
e Normality: Jarque-Bera test
e Heteroskedasticity: Breusch-Pagan-Godfrey
e Autocorrelation: Durbin-Watson statistic
e Model Specification: Ramsey RESET
test Statistical significance is assessed at 1%, 5%, and
10% levels.

3.8 Measurement and Operationalization of Variables

The variables for this study are classified into dependent, independent, and control
variables.Each is defined and measured as follows:
3.8.1 Dependent Variable

Financial Reporting Quality (FRQ):
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Measured using discretionary accruals (DA) estimated via the Modified Jones Model
(1995). Discretionary accruals reflect the extent of earnings management, with higher

values suggesting lower financial reporting quality.

TACit = (ACAit — ACLit — Acashit + ASTDit — Depit) /

Ait-1Where:
ACA = change in current
assets ACL = change in

current liabilities

ACash = change in cash and cash

equivalents ASTD = change in short-

term debt

Dep = depreciation and amortization

expense Ait-1 = total assets at the

beginning of the year

Discretionary accruals are the residual from the regression of total accruals
on non-discretionary components.

3.8.2 Independent Variables
Audit Committee Meeting Frequency (ACMF): Total number of meetings held by the

auditcommittee in a fiscal year.
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Audit Committee Independence (ACI): Proportion of non-executive directors on the

auditcommittee.

Audit Committee Financial Expertise (ACFE): Number or percentage of audit

committeemembers with professional accounting/audit qualifications.

Audit Committee Size (ACS): Number of individuals serving on the audit committee.

3.8.3 Control Variables

To strengthen the model’s robustness, the following control variables may be
included:Firm Size (FS): Natural log of total assets

Leverage (LEV): Ratio of total debt to total assets

Profitability (ROA): Return on assets

3.9 Validity and Reliability of the Study

While primary data collection tools such as questionnaires or interviews are not used,
the reliability of the study is enhanced by the use of audited, published financial
statements, which conform to international and national accounting standards. The
IFRS guidelines ensure consistency, comparability, and accuracy of data across firms

and years.

Moreover, the constructs and variables employed in the study are based on well-
establishedaccounting and governance literature, ensuring construct validity. The use

of previously validated proxies such as discretionary accruals and audit committee
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attributes supports content validity.

3.10 Ethical Considerations

This study complies with ethical guidelines in academic research. It involves no
human participants and uses only publicly available data. The study avoids
manipulation, falsification, or misrepresentation of data. All sources are appropriately
cited in adherence to anti-plagiarism standards. Confidentiality of company-specific

strategic information is maintained by focusing on publicly disclosed information.
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CHAPTER FOUR
DATA PRESENTATION, ANALYSIS AND INTERPRETATION
4.1 Introduction
This chapter presents and analyses the data collected to examine the impact of audit
committee characteristics on the financial reporting quality of listed consumer goods
manufacturing firms in Nigeria. Using secondary data spanning 2011 to 2020, the
study measures financial reporting quality using discretionary accruals, while the
audit committee characteristics examined include meeting frequency, independence,
financial expertise, and committee size. The chapter details descriptive statistics,
correlation analysis, regression results, hypothesis testing, and discussion of findings,
all of which aim to provide empirical answers to the research questions posed in
Chapter One.
4.2 Descriptive Statistics
The descriptive statistics reveal the general properties of the data and allow for

preliminaryinsights into the variables’ distributions.
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Size (ACS)

Variables Mean Std. Dev Minimum Maximum
DiscretionaryAccruals 0.056 0.043 -0.023 0.121
(DA)

Audit Committee 0.645 0.153 0.333 0.833
Independence(ACI)

Audit  Committee  Financial 0.412 0.207 0.167 0.667
Expertise

(ACFE)

Audit Committee  Meeting 4.217 0.891 3.000 6.000
Frequency

(ACMF)

Audit Committee 5.150 0.785 4.000 6.000

Source: Researcher’s compilation (2025) using data from annual reports of listed

consumer goods manufacturing firms (2011-2020).

The descriptive statistics in Table 4.2 provide an overview of the variables used in this
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study. The results show that discretionary accruals (DA), which serve as a proxy for
earnings management, have an average value of 0.056 with a standard deviation of
0.043, indicating moderate variation in earnings management practices across the
sampled firms. The minimum and maximum values of —0.023 and 0.121, respectively,
suggest that while some firms engage in income-decreasing accruals, others increase

earnings up to 12.1 percent.

Audit Committee Independence (ACI) has a mean value of 0.645, implying that
about 65percent of audit committee members across the firms are independent. With
a standard deviation of 0.153, there is moderate variation in independence levels,
ranging from 33 percent to 83 percent. Similarly, Audit Committee Financial
Expertise (ACFE) averages 0.412, showing that about 41 percent of audit committee
members possess financial expertise. The standard deviation of 0.207 reflects
considerable variation among firms, with expertise ranging between 16 percent and

67 percent.

Audit Committee Meeting Frequency (ACMF) records an average of 4.217 meetings
annually, with most committees meeting between 3 and 6 times, suggesting reasonable
consistency in engagement levels. Finally, Audit Committee Size (ACS) has a mean of
5.150 members, with minimal variation across firms, as the size ranges from 4 to 6

members.
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Collectively, the descriptive statistics indicate that audit committees in Nigerian
consumergoods firms are relatively consistent in size and meeting frequency but vary in
terms of independence and financial expertise.

4.3 Correlation Analysis

Correlation analysis is used to assess the degree and direction of relationships among the

variables.
Variables | DA ACI ACFE ACMF ACS
DA 1
ACI -0.435 1

ACFE -0.312 0.436 1

ACMF -0.372 0.267 0.210 1

ACS 0.118 0.092 -0.133 0.165 1

Source: Researcher’s compilation (2025) from annual reports of listed consumer goods
manufacturing firms (2011-2020).

The correlation results presented in Table 4.3 examine the degree of association
among thestudy variables. Discretionary accruals (DA) show negative correlations
with audit committee independence (-0.435), financial expertise (-0.312), and
meeting frequency (— 0.372). These negative relationships imply that increases in

audit committee independence, financial expertise, and meeting frequency are
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associated with decreases in discretionary accruals, thereby improving financial

reporting quality.

On the other hand, DA has a weak positive correlation (0.118) with audit committee
size (ACS), suggesting that larger committees may not necessarily constrain earnings
management practices. In addition, audit committee independence and financial
expertise are positively correlated (0.436), indicating that more independent
committees are also likely to have members with financial expertise. Overall, the
correlation results provide preliminary evidence that independence, expertise, and
meeting frequency are crucial in constraining earnings manipulation, while committee
size appears less relevant.

4.4 Regression Analysis

The study employed panel data regression analysis to determine the effect of the

independentvariables on financial reporting quality. The regression model is:

DA = B, + BACMF + ,ACI + BACFE + BACS + ¢

Variables Coefficient | Std. Dev t-Statistic P- value

Constant 0.098 0.012 8.167 0.000

(©)
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ACMF -0.006 0.003 -2.134 0.036
ACI -0.027 0.009 -3.001 0.004
ACFE -0.019 0.008 -2.375 0.021
ACS 0.004 0.006 0.666 0.509
R-squared | 0.284 Adjusted 0.247

Rsquared
F-Statistic | 7.710 Prob(F- 0.000

Statistic )
Durbin- 1.972
Watson

Source: Researcher’s compilation (2025) from annual reports of listed consumer
goods manufacturing firms (2011-2020):Interpretation:
Audit Committee Meeting Frequency (ACMF): The negative coefficient (-0.006) and p-
value (0.036) indicate a statistically significant inverse relationship with discretionary
accruals.

This means that firms whose audit committees meet more frequently are likely to
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report higher-quality financial statements, as frequent meetings enhance monitoring

effectiveness.

Audit Committee Independence (ACI): The coefficient (-0.027) is negative and
significant atthe 1% level (p = 0.004). This suggests that independent members on the
audit committee play a critical role in curbing managerial opportunism and enhancing

reporting transparency.

Audit Committee Financial Expertise (ACFE): Also negatively signed and
statistically significant (p = 0.021), this result implies that the presence of financial
experts leads to a more robust review of financial statements and reduction in

earnings manipulation.

Audit Committee Size (ACS): The coefficient (0.004) is not statistically significant
(p = 0.509), suggesting that merely increasing the number of audit committee
members does notguarantee improved reporting quality. Effectiveness depends more

on quality than quantity.

The R-squared value of 28.4% shows that the independent variables explain a
reasonable proportion of the variability in financial reporting quality, while the Durbin-
Watson statistic (1.972) indicates no autocorrelation in the residuals, validating the

model’s reliability. 4.5

38



4.5 Hypotheses Testing

Hypothesis Statement P-Value Decision

H1 No significantrelationship | 0.036 Reject H1
between ACMFand FRQ

H2 No significantrelationship | 0.004 Reject H2
between ACland FRQ

H3 No significantrelationship | 0.021 Reject H3
between ACFEand FRQ

H4 No significantrelationship | 0.509 Fail to reject
between ACSand FRQ H4

Source: Researcher’s compilation (2025) from annual reports of listed consumer goods

manufacturing firms (2011-2020).

Table 4.5 summarizes the results of the hypotheses testing. The null hypothesis of no
significant relationship between audit committee meeting frequency and financial

reporting quality is rejected (p = 0.036), indicating that meeting frequency significantly
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enhances reporting quality. Similarly, the null hypotheses relating to audit committee
independence (p
= 0.004) and financial expertise (p = 0.021) are also rejected, demonstrating that both

independence and expertise play crucial roles in reducing discretionary accruals.

However, the null hypothesis for audit committee size is not rejected (p = 0.509),
implying that committee size has no significant influence on financial reporting
quality. These results suggest that the effectiveness of audit committees in curbing
earnings management is driven by independence, expertise, and meeting frequency,
rather than by the number of members.

4.6 Discussion of Findings

The findings from this study align with several prior studies in Nigeria and
internationally. The significant impact of audit committee independence supports the
theoretical argument of agency theory, which posits that independent directors are

better monitors of managerial behavior due to fewer conflicts of interest.

Similarly, audit committee financial expertise is crucial in interpreting complex
financial statements and identifying irregularities, as emphasized by Xie et al. (2003).
These findings are consistent with Uzor (2023) and Al-Matari et al. (2014), who found

a positive relationshipbetween financial expertise and reporting quality.

The significance of meeting frequency reinforces the findings of Abbott et al.
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(2004), whonoted that frequent meetings allow committees to stay informed and
respond swiftly to financial issues, thereby limiting opportunities for earnings

management.

However, the insignificance of audit committee size mirrors the conclusions of
Okafor and Ezejiofor (2013), suggesting that committee effectiveness depends more
on the competence and engagement of its members rather than on its numerical

strength.

Collectively, these findings provide evidence that effective audit committees are
characterized not by size, but by independence, expertise, and engagement. As such,
Nigerian regulatory bodies and company boards should focus on enhancing these

attributes rather thanmerely fulfilling statutory requirements.
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CHAPTER FIVE
SUMMARY OF FINDINGS, CONCLUSION AND RECOMMENDATIONS

5.1 Summary of Findings

This study investigated the relationship between audit committee characteristics and
financial reporting quality in Nigeria’s consumer goods manufacturing sector. The
motivation stemmed from growing concerns about the credibility of corporate financial
statements and the need for effective corporate governance mechanisms to ensure
accountability. Specifically, the study examined four key audit committee characteristics
independence, financial expertise, size, and frequency of meetings and their influence on
financial reporting quality.

The analysis was conducted using data obtained from a combination of primary and
secondary sources, and the results were analysed using descriptive statistics and
regression analysis. The findings revealed three important insights. First, audit committee
independence has a significant positive effect on financial reporting quality, suggesting
that when members are free from managerial influence, they are better positioned to
oversee the financial reporting process objectively (Fodio, Ibikunle & Oba, 2013).
Second, the presence of members with financial expertise in the audit committee was
found to significantly enhance reporting quality, underscoring the importance of technical

competence (Abbott, Parker & Peters, 2004). Third, frequent audit committee meetings
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were observed to positively affect reporting quality by creating opportunities for better
monitoring and early detection of irregularities (Okolie, 2014).

Interestingly, the study also revealed that audit committee size had no significant effect
on financial reporting quality. This finding implies that the effectiveness of an audit
committee depends less on the number of members and more on the independence,
expertise, and engagement of those members. This aligns with the argument of Klein
(2002) that quality matters more than quantity when it comes to governance
effectiveness.

Overall, the study confirms that effective audit committee characteristics can enhance the
quality of financial reporting in Nigeria’s consumer goods sector, thereby promoting
accountability, transparency, and investor confidence.

5.2 Conclusion

Based on the findings, the study concludes that audit committee characteristics are
critical determinants of financial reporting quality in Nigeria’s consumer goods
manufacturing sector. Independence, financial expertise, and frequent meetings
contribute significantly to credible reporting, while committee size alone does not
guarantee improvement.

This conclusion reinforces agency theory, which suggests that corporate governance
structures are necessary to align the interests of managers (agents) with those of

shareholders (principals) (Jensen & Meckling, 1976). Independent and knowledgeable
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audit committee members act as effective monitors, thereby reducing information
asymmetry and opportunistic behavior by management.

The study therefore establishes that good governance practices are not only statutory
requirements but also practical mechanisms for ensuring the integrity of financial
statements. The findings highlight the importance of prioritizing the quality of audit
committee members over mere compliance with numerical requirements.

5.3 Policy Implications

The study’s findings carry significant implications for regulators, corporate managers,
investors, and policymakers:
1. For Regulators (SEC, CBN, FRCN, NSE):

Regulators should revise and strengthen corporate governance codes to emphasize
independence, financial literacy, and frequent meetings as mandatory criteria for audit
committee functioning. Monitoring and enforcement mechanisms should be intensified to
ensure full compliance, as weak enforcement often undermines governance reforms
(Okike, 2007).
2.For Corporate Managers:

Firms must go beyond fulfilling statutory requirements by ensuring audit committees
are composed of individuals who are genuinely independent and technically competent.
Companies should also institutionalize continuous training to enhance members’

effectiveness in keeping up with new accounting standards and reporting practices.
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3.For Policymakers:

The government should enact policies that discourage political patronage in the
appointment of audit committee members. Sanctions should be applied to firms that
engage in practices that undermine committee independence.
4.For Investors and Stakeholders:

Investors should demand greater accountability by scrutinizing not just the existence of
audit committees but also their composition and functionality. By doing so, investors can
influence companies to prioritize governance quality, which ultimately safeguards
shareholder wealth.

5.4 Contributions to Knowledge (Value Added)

This research has added value to knowledge in several important ways:

1. Empirical Value Added
The study expands the body of evidence on audit committee effectiveness by
focusing on Nigeria’s consumer goods manufacturing sector, which has not been
extensively examined. By doing so, it fills a gap in existing literature and extends
understanding of corporate governance practices in emerging economies.

2. Value Added in Clarifying Audit Committee Attributes
Unlike many previous studies that treat all committee attributes as equally

important, this research provides clarity by showing that independence, financial
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expertise, and meeting frequency are the critical drivers of financial reporting
quality, whereas committee size has little or no significant effect. This adds
precision to the discourse on which attributes truly enhance committee
effectiveness.

3. Practical Value Added
The study contributes actionable knowledge for corporate boards, regulators, and
policymakers. It shifts attention away from simply increasing the number of
committee members toward strengthening independence and financial expertise.
This value-added insight directly informs policy design and corporate governance
reforms in Nigeria and similar emerging economies.

4. Theoretical Value Added
By providing evidence that effective monitoring mechanisms mitigate agency
conflicts, this study strengthens the explanatory power of agency theory in the
context of emerging markets. The value added lies in confirming the theory’s
relevance beyond developed economies and showing its applicability to Nigeria’s

corporate governance environment.

5.5 Recommendations

Drawing from the findings and conclusions, the following recommendations are offered:
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Strengthen Committee Independence: Companies should ensure that a majority of
audit committee members are independent of management to minimize conflicts
of interest.

Promote Financial Expertise: Firms should deliberately include individuals with
accounting, finance, and auditing backgrounds in audit committees to improve
oversight capacity.

Institutionalize Frequent Meetings: Audit committees should meet regularly and
consistently, as this fosters accountability and allows for timely intervention in
financial reporting issues.

Focus on Quality Over Quantity: Increasing the size of the audit committee
without ensuring competence and independence is ineffective. Firms should
instead prioritize the qualifications and independence of members.

Continuous Training and Development: Regulators and professional bodies
should provide regular training programmes to update audit committee members
on emerging financial reporting and corporate governance issues.

Enhanced Monitoring and Enforcement: Regulatory bodies should move beyond
issuing guidelines by actively monitoring compliance and imposing sanctions

where necessary.
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5.6 Suggestions for Future Research

This study is limited in scope to Nigeria’s consumer goods manufacturing sector. Future
research should consider other sectors such as banking, oil and gas, and
telecommunications, as these industries are subject to different regulatory and operational
dynamics.

Further research could also adopt a comparative approach by examining differences in
audit committee effectiveness between Nigeria and other African or emerging economies.
In addition, longitudinal studies covering more years could provide deeper insights into
how audit committee characteristics influence financial reporting quality over time.
Finally, researchers could expand the model by incorporating other governance
mechanisms such as board diversity, ownership structure, and CEO duality, thereby
providing a more holistic understanding of corporate governance and financial reporting

quality.
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