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Abstract 

 

This study examines the audit committee's effectiveness on financial reporting quality and 

test the moderating effect of institutional ownership in both the short and the long run. The 
study utilised data from 101 non-financial firms listed on the Nigerian Exchange Group 

(NGX) for the 2011 to 2015 period. The study employed the Generalised Method of 

Moments (GMM) technique to control for potential endogeneity. The results show that 
financial reporting and its process have improved significantly. The findings further indicate 

that audit committee shareholders’ financial expertise, audit committee shareholder 
chairman, and external audit provide a significantly negative relationship. However, the 

results suggest that the audit committee block shareholders’ relationship with financial 

reporting weakened audit committee performance by increasing earnings management 
practice and financial reporting lag. At the same time, the interacting role of institutional 

ownership improves the overall effectiveness of the audit committee, particularly on audit 
committee block shareholders both in the short and long run. This paper supports the view 

that governance should make a difference in protecting shareholders’ interests, hence, 

reviewing governance policies should be done within reasonable intervals. 
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1. Introduction  
The rapid globalisation of the capital market has undoubtedly brought about new 

changes to the business environment all over the world. These paradigm shifts have 

strengthened the need to remodel most countries' financial reporting quality (FRQ) regimes 

(Bajra & Čadež, 2018; Bala et al., 2021). One important change that has influenced financial 

reporting practices in recent times has been the integration of national financial systems 

regulation with international private sector accounting bodies such as the International 

Accounting Standards Board (IASB), the International Federation of Accountants (IFAC), 

and European Union (Agana et al., 2023; Paula Silva et al., 2021). 

Financial reporting represents one of the most vital roles of corporate governance 

(CG) in attesting to the quality and credibility of financial reporting (Baatwah et al., 2020; 

Crisóstomo et al., 2020). The quality of financial reporting is to inspire transparency and 

bring high-quality annual reports through complete disclosure (Ong & Gabriel, 2018). Thus, 

financial information impacts investors’ behaviour regarding portfolio selection, which in 

turn affects the prices of securities, and which firms acquire additional financing (Berikol & 

Killi, 2021; Hussaini, 2018). Additionally, financial reporting covers the firm's business 
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cycle and provides stakeholders with adequate information concerning the growth of the 

business, investment portfolios, and dynamics, the degree of risk, and equity prices (Bianchi 

et al., 2018). 

However, the accounting fraud surrounding the collapse of high-profile businesses 

witnessed in the past decade all over the world has raised grave concerns about the 

effectiveness of CG mechanisms and monitoring strategies previously employed by firms in 

order to protect the interest of investors (Abdullah & Ismail, 2016; Khalil & Ozkan, 2016). 

These previous scandals have triggered the issuance of new regulations across the globe, 

such as the Sarbanes-Oxley Act of 2002 (SOX) in the US (Sarbanes, 2002) and the 

Combined Code of 2003, 2006, and 2008 in the UK (Code, 2008; Knechel, 2016).  

In Nigeria, the Enron-like accounting scandal and other similar frauds have also 

been witnessed. Due to the use of obsolete CG codes and the dismal performance of the 

previous AC which has led to financial reporting malpractices through Earnings 

Management (EM) practices leading to the financial reporting lag (FRL). This ugly scenario 

has resulted in various corporate collapses in all sectors of the economy that have been 

lingering for quite some time in the Nigerian business environment (Adeyemi, 2019; Bappah 

et al., 2022). The Nigerian response was the formation of a unique AC and the adoption of 

International Financial Reporting Standards (IFRS) to strengthen the reliability and 

credibility of the financial reporting process (Agana et al., 2023). The CG has placed more 

emphasis on institutional ownership (IO) and members of the AC to monitor the activities of 

the firms (FRCN, 2018). Therefore, the principal objective of this paper is to examine the 

effect of members of the AC on FRQ using accrual-based EM for a sample of 101 Nigerian 

firms over the period 2011–2015. 

The study contributes to the existing literature in many ways. First, this present 

study presents the pioneer effort in investigating EM practice and FRL with shareholders as 

AC members. Second, the result offers clear insight into the effectiveness of IO monitoring 

ability. The remainder of the paper is as follows. The next section presents the literature 

review and hypothesis development, data and methodology, empirical results, and 

conclusion and recommendations. 

 

2. Literature Review and Hypothesis Development 
This present study is underpinned by agency theory. The assumption of this theory is 

consequent upon the problems of agency arising due to the separation of ownership and 

control of a large firm when conflicts of interest exist between principals and agents. These 

problems are caused by asymmetric information, which suggests an agency cost for the 

principal. Agency theory is still one of the vital theories in CG that emphasizes reducing 

costs in agency relations. This study critically assesses the principal-agent relations, 

focusing on the interaction between the institutional investors (IO) and AC characteristics 

such as the Chairman of the committee, financial expert, block shareholders, and audit effort 

in CG. The advocates of agency theory suggest that human-factor dependent and CG 

mechanisms be integrated to lower the opportunistic behaviour of managers against 

shareholders’ interest. 

2.1  Financial Reporting Quality 

The financial report has received increased attention from regulators, stakeholders, 

and policymakers following various accounting scandals recorded all over the world (Al-

Shaer, Salama, & Toms, 2017; Ghafran & Yasmin, 2018). Thus, to address the issue of 

financial reporting, the debate has focused on CG mechanisms innovation that might 

enhance FRQ (Al-Shaer et al., 2017). Effective CG involves a series of mechanisms that 

guarantee an effective financial reporting process, accountability, and responsibility 
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(Ghafran & Yasmin, 2018). These emphases are indicative of an association between CG 

and FRQ that an effective AC will improve upon. 

Previous research proxied FRQ using EM and Audit Quality (AQ) proxied by 

Financial Reporting Lag (FRL)(Oussii & Boulila Taktak, 2018). Hence, improvements in 

FRQ are accomplished through strengthening governance, encouraging conservatism (Salau 

O Abdulmalik & Che-Ahmad, 2016), and reducing managers’ opportunistic behaviour 

(Chen et al., 2021). Consequently, AC members are expected to reduce errors and enhance 

compliance with regulation (Calderón, Piñero, & Redín, 2018; Evans & Rusmin, 2017), risk 

management oversight, and system of internal control (Sterin, 2020) and the level of 

voluntary disclosure (Abdul Hussein et al, 2021). 

The composition of AC according to section 404 (2) of the Companies and Allied 

Matters Act 2020 (CAMA) as amended shall consist of five members consisting of three 

members and two non-executive directors, the members of the AC are not eligible for 

remuneration, and are subject to election every year. Subsection (4) further stressed that the 

AC shall scrutinize the auditors’ report and make recommendations thereon to the annual 

general meeting as it may deem fit. Further, subsection 5 states all members of the AC shall 

be financially literate, and at least one member shall be a member of a professional 

accounting body in Nigeria established by an Act of the National Assembly (CAMA, 2020). 

This present study will concentrate on three members of the AC hereafter referred to as the 

AC shareholders. Consequently, AC shareholder Chairman, AC shareholder financial 

expertise, and AC block shareholder. 

Involving shareholders in the AC could enhance FRQ. Consequently, it is hoped 

that shareholders as seating members of the AC can bring their experience to bear when 

performing AC’s functions (Al-ahdal & Hashim, 2022; Komal et al., 2022). Further, factors 

that can impact on performance of the AC include; members’ status, knowledge of 

accounting, and industry expertise (Gunn & Michas, 2018). Therefore, shareholders are 

required to effectively play dual roles of being owners and show the ability to monitor the 

financial reporting process that can lead to FRQ which can be evaluated within a reasonable 

time limit as contained in the regulation (Sunusi, 2011).  It is also argued that shareholders 

can effectively monitor executive directors (ED) powers concerning financial reporting 

functions and protect auditors’ independence (Meuwissen & Quick, 2019). Further, 

shareholders presence could increase public confidence regarding FRQ (Al-ahdal & Hashim, 

2022). 

2.1.1 Audit Committee Shareholder Chair and Earnings Management 

Shareholders are expected to assume the leadership responsibility of the AC 

considering their investment as the chair of the AC is more responsible for overseeing the 

financial reporting process (Khemakhem & Fontaine, 2019)  and thus, liable to the FRQ 

(Chen et al., 2022). Further, the contact point for the committee, management, and 

external/internal auditors is the chairman (PricewaterhouseCoopers, 2003). Prior literature 

suggests that the AC chairman is one of the firm’s higher positions and the hierarchy is a 

reliable power source (Free et al., 2021). 

2.1.2 Audit committee shareholder financial expertise and earnings management 

Financial expertise is regarded as one of the single most significant features of AC 

(Ghafran & Yasmin, 2018). Hence, shareholders are expected to have at least a first degree, 

its equivalent, or higher degree from a recognised university in Nigeria or abroad in an 

accounting or management-related field of study. As a regulatory requirement all members 

must be professionally qualified (CAMA, 2020). Prior studies argued that the fall of Enron 

due to high-profile corporate scandals was because Enron’s AC chair lacked relevant 
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expertise (Breeden, 2003). Hence, a collection of knowledge skill, and structural power from 

shareholders may bring forth the effectiveness of AC. 

2.1.3 Audit committee block shareholder and earnings management 

Further, individual block shareholders in the AC have the potential to provide 

satisfactory AC performance due to the volume of shares held (Arowolo & Che-Ahmad, 

2017). Thus, individual block shareholders are in a better position to restrain managerial 

myopia by encouraging managers to invest in long-term and profitable portfolios (Habbash, 

2013).  Further, large shareholders in the AC are more likely to provide effective AC 

performance due to the magnitude of shares held. They are also in a better position to 

suppress managerial myopia by advocating for managers to invest in long-term and 

profitable portfolios (Crisóstomo et al., 2020). Moreover, the monitoring abilities and skills 

of the large shareowners should be taken into consideration, in addition to the interests they 

vest in firm performance to reduce managerial tendencies (Fang et al., 2018). Further, 

empirical evidence indicates that companies with large investors are less likely to be 

penciled out by the SEC as manipulating earnings (P. Dechow, Sloan, & Sweeney, 1996). In 

addition, (Edmans, 2014) argued that large investors can detect accounting manipulation and 

put a stop to it. 

2.1.4 Institutional ownership and earnings management 
Shareholding in recent times around the globe tilted towards identifiable interest 

groups such as institutions like pension funds, banks, and insurance (Amin et al., 2015). A 

prior study argues that institutional investors decrease information asymmetry and 

effectively tab management, with lower EM and enhance quality financial reports (Elyasiani 

et al., 2017). Further, IO strengthens CG apparatus such as firms’ ACs for adequate 

supervision of the financial reporting process, which consequently reduce agency problem. 

Lo et al (2017)  report that Indonesian firms with IOs suppress real EM. Based on the above 

discussions, the following hypotheses are developed. 

Hypothesis 1: Audit committee shareholders chairman could lower earnings 

management and reduce financial reporting lag in Nigerian listed firms. 

Hypothesis 2: Audit committee shareholders with financial expertise could constrain 

earnings management and reduce financial reporting lag in Nigeria-listed firms 

Hypothesis 3: Audit committee block holders could suppress earnings management monitor 

financial reporting process in Nigeria-listed firms 

Hypothesis 4: Institutional ownership could moderate the relationship between shareholders 

as audit committee chair, financial expertise, and block shareholders. 

 

3. Methodology 
The data were collected from publicly non-financial listed firms over the period 

2011–2015 from the annual report and accounts.  The total population is 204 firms; less 28 

firms delisted within the period under study; 57 financial institutions (banks and insurance) 

that were removed due to their multiple regulations; and 18 firms with no data were not 

considered. Hence, the total sample in this study is 101 firms of 505 firm-year observations, 

representing 101 companies over five-year periods. The paper utilised dynamic panel data 

using the Generalised Method of Moment (GMM). Thus, the paper adopts the Modified-

Jones accrual model by Dechow et al. (1995). Most prior studies suggest that the most 

reliable and consistent models to detect manipulative financial reports, using a manager’s 

discretionary right of accounting methods choice and estimates are the Jones model (1991), 

the modified Jones model (Dechow model (1995), and Kasznik model (1999) (Bešlić, 

Bešlić, Jakšić, & Andrić, 2015; Kashmiri, 2014; Peasnell, Pope, & Young, 2005) as shown 

below;  
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 TACit = EBITit - CFOit                                                                                       (1) 

  
𝐓𝐀𝐂𝐢𝐭
𝐓𝐀𝐢𝐭−𝟏

= 𝛂𝟎 +𝛂𝟏 (
𝟏

𝐓𝐀𝐢𝐭−𝟏
) + 𝛂𝟐 [

(∆𝐑𝐄𝐕𝐢𝐭 − ∆𝐑𝐄𝐂𝐢𝐭)

𝐓𝐀𝐢𝐭−𝟏
] + 𝛂𝟑 (

𝐏𝐏𝐄𝐢𝐭
𝐓𝐀𝐢𝐭−𝟏

)+𝛆𝐢𝐭       (2)       

 

  𝐀  = 𝛂𝟎 + 𝛂𝟏 (
𝟏

𝐓𝐀𝐢𝐭−𝟏
) + 𝛂𝟐 [

(∆𝐑𝐄𝐕𝐢𝐭 − ∆𝐑𝐄𝐂𝐢𝐭)

𝐓𝐀𝐢𝐭−𝟏
] + 𝛂𝟑 (

𝐏𝐏𝐄𝐢𝐭
𝐓𝐀𝐢𝐭−𝟏

)+𝛆𝐢𝐭        ( )      

 

DAit = TACit – NDAit               (4) 

 

Long-run effect for the K
th

 parameters is computed as βk ÷ [1 - ɸ]                              (5) 

Thus, the following regression equation was estimated; 

 

    =   +         +          +          +          +        +        
+            +             +            +           
     +           +         +         +          +           
+             +     

Previous researches have adopted (Ashton, Graul, & Newton, 1989) timeliness model in 

testing their hypothesis. Hence, this present study has adopted the modified (Ashton et al., 

1989) model to test the hypothesis and the model equation is shown below: 

      =   +         +          +          +          +       +        +
           +             +            +                +           +
        +         +          +           +             +      (7) 

 

 

Table 1:  Variables, Measurement, and Sources 

Variables Measurement Descriptions Source 

LFRL 

Log of number of days from year-end to when the financial 

report is published Aubert (2009) 

ACSFE 

Measured by 1 if the shareholder is a financial expert 0 

otherwise Abernathy et al. (2014) 

ACSCr Measured by 1 if the chairman is a shareholder 0 otherwise Kibiya et al. (2016) 

ACBLS 

Measured by 1 if the shareholder is a block shareholder, 0 

otherwise Abernathy et al. (2014) 

EXAUD  Measured by the natural log of audit fees 

Mohamed & Habib 

(2013) 

DA Total Accruals minus Non-Discretionary Accruals Dechow et al.  (1995) 

IO 5% or more shares held by investors.  Dou et al.  (2013) 

FSIZE Measured by the natural logarithm of total assets Carpenter (2002) 

PROF Net profit divided by year-end owner’s equity Mollik & Bepari (2012) 

LEV Total liability divided by total assets Hodgdon et al.  (2009); 

IFRS Measured by dummy 1 if IFRS is used, 0 otherwise 

Yaacob & Che Ahmad 

(2012) 

COMPLEX Dummy 1if a firm has a subsidiary,0 otherwise 

Abdulmalik & Che-

Ahmad (2016) 

GRWTH Measured by market equity value to book value 

Mayers (1977); Gavers 

(1995) 

ROA Measured by net income divided by total assets Ashbrough (2003) 

BSIZE Total number of board members Gaver (1995) 
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ACSFE = Audit committee shareholders’ financial expertise, ACSCr =Audit committee 

shareholder chair, ACBLS = Audit committee block shareholders, EXAUD = External audit, 

DA = Discretionary accruals, IO = Institutional Ownership, FSIZE = Firm size, LEV = 

Leverage, PROF = Profitability, GWTH = Firm growth, COMPLEX= Client complexity, 

ROA=Return on assets, BSIZE=Board size, YREFFT = Year Effect, INDEFFT = Industry 

Effect, β = Coefficients in the regression model, Ɛ = Error term, subscript it symbolizes panel 

data notations; I = Entity (Firm), t = study period from 2011 – 2015. 

Source: Authors’ Compilation (2023) 

 

4. Data Analyses and Discussion of Findings 

4.1    Descriptive Statistics  

Table 2: Descriptive Statistics 

Variable Mean Std. Dev. Min Max 

LFRL 95 59 10 365 

EXAUD 14953 18352 400 145000 

DA 0.27 0.18 0.01 0.55 

IO 0.15 0.14 0 0.49 

BSIZE 9 3 5 20 

ROA 0.08 0.05 -0.02 0.33 

LEV 0.11 0.03 0.05 0.20 

GRWTH 0.08 0.03 0.06 0.21 

FSIZE 4.79 0.84 2.54 7.45 

PROF 0.14 0.13 -0.07 0.72 

Source: Authors’ Computation (2023) 

 

 Table 2 shows the result of the descriptive statistics of the continuous variables as depicted as estimated using the MJM (Dechow et al., 1995) and reported based on absolute values. It means that the magnitude to which managers are involved in opportunistic EM among firms listed on the NGX is alarming, and therefore, a cause for concern. FRL, on the other hand, 

is measured as a distinct dataset by considering the number of days taken between a firm’s 

fiscal year-end to the date when the report is announced or published (Abernathy et al., 

2014). This result indicates a clear violation of the standards set by the SEC, where 

companies are required to publish their stewardship after the close of business at the year-

end within 90 days as prescribed by Section 60 (2d) (iii) of the Investment and Securities 

Act (ISA), 2007. Other variables as indicated by the table suggested that they are within 

normal based on their minimum, maximum, and standard deviations. 

 

4.2 Descriptive Statistics of Dummy Variables 

Source: Authors’ Computation (2023) 

Table 3: Frequency Distribution of dummy variables 

 

Frequency 

 

Percentage 

 
Variable 1 0 1 0 

ACSFE 435 70 86 14 

ACSCr 480 25 95 5 

ACBLS 151 354 30 70 

COMPLEX 360 145 71 29 

IFRS 404 101 80 20 
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The result in Table 3 presents the frequency statistics of the dummy variables. It can 

be observed that 86% (435 firms) have shareholders with financial expertise in the AC, 

while 14% (70 firms) are without financial expertise. Thus, signifying compliance with SEC 

regulation. The results also reveal that 95% (480 firms) ACs are chaired by a shareholder, 

while 5% (25 firms) are chaired by an IND in the AC. Additionally, the number of block 

shareholders suggests that 30% (151 firms) of the ACs of Nigerian firms include block 

shareholders, while 70% (354 firms) do not block holders.  

 

4.3 Diagnostic Test 
Table 4: Diagnostic tests 

Statistics F χ2  Prob>χ2 Prob>F 

Mean 

VIF 

Heteroskedacity 

 

(100) = 

78496.06  0.0000 

  Auto/Serial 

correlation 4.612 

  

0.0342 

 Multicollinearity 

    

2.12 

Endogeneity DA 118.5386***   0.0000  

Endogeneity FRL 7.40552**     0.0067   

Source: Authors’ Computation (2023)  ** and *** denote significance at the 1% and 

5% levels 

 

The study diagnosed issues that are concerned with problems econometric in panel 

data estimation as shown in Table 4. The results of the tests show that the model is 

characterised by the presence of heteroskedasticity, auto/serial correlation, and endogeneity, 

therefore, the use of GMM is justified. Although the model is free from multicollinearity as 

the mean VIF is 2.12. 

 

4.4 Audit Committee and Financial Reporting Quality  
 

The study estimates a two-step system GMM for DA and FRL. The results of the 

two models are shown in Table 5. The two steps is more robust as argued by (Roodman, 

2009). The Wald Chi2 (24) value FRL is 82265.37 and statistically significant at the 1% 

level. While Wald Chi2 (21) for DA is 454574.78 and statistically significant 1%. These 

results confirm that all variables are vital and therefore, must be retained in the model. Thus, 

the model is found to be fit.  
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Table 5: Twostep system GMM Regression analysis for the short-run 

Variables Coef. z-stat P>Value Variables Coef. z-stat P>Value 

DA 
   

LFRL 
   L1. -0.1266 -7.19 0.000 L1.  0.5192*** 23.89 0.000 

        ACSFE -0.2184*** -3.29 0.001 ACSFE -0.1518*** -3.31 0.001 

ACSCr -0.5660*** -4.35 0.000 ACSCr -0.2376*** -3.16 0.002 

ACBLS  0.0567* 1.79 0.074 ACBLS  0.1253*** 3.44 0.001 

EXAUD -0.5476*** -22.09 0.000 EXAUD -0.2716*** -4.91 0.000 

LFRL  0.0555** 2.10 0.036 DA  0.0616*** 4.67 0.000 

IO  1.9507* 1.93 0.053 IO -3.1117** -2.57 0.010 

IO*ACSFE -2.7687*** -5.48 0.000 IO*ACSFE -1.5791*** -2.81 0.005 

IO*ACSCr -2.0757*** -5.17 0.000 IO*ACSCr -0.6311** -2.25 0.025 

IO*ACBLS -0.5301*** -3.13 0.002 IO*ACBLS -1.1858*** -4.44 0.000 

IO*EXAUD -0.7828*** -3.77 0.000 IO*EXAUD -1.8394*** -6.13 0.000 

BSIZE -0.0095*** -2.63 0.009 LEV  0.2354*** 2.80 0.005 

LEV  0.0157** 2.10 0.035 PROF -0.0009*** -5.45 0.000 

ROA  0.0023*** 6.15 0.000 GRWTH -0.4134*** -3.07 0.002 

IFRS -0.0955 -1.52 0.128 IFRS  0.4786*** 3.80 0.000 

FSIZE  0.0418*** 3.31 0.001 FSIZE 0.0157 1.35 0.178 

_cons  1.2197*** 8.32 0.000 CLIENT -0.1068* -1.96 0.050 

    

_cons  0.9220*** 3.15 0.002 

Statistics Coefficient P-Value Statistics Coefficient P-Value 

Wald Chi2 (24) 454574.78 

  

Wald Chi2(24) 82265.37 

  
Prob>Chi2 

  

0.000 Prob>Chi2 

  

0.000 

AR2 

  

0.339 AR2 

  

0.101 

Hansen J. 

  

0.279 Hansen J. 

  

0.672 

No. of Group 100 
  

No. of Group 100 
  

No. of Inst. 96 
  

No. of Inst. 97 
  

Industry Effect Yes 
  

Industry Effect Yes 
  Year Effect Yes     Year Effect Yes     

Source: Authors’ Computation (2023)   

Note: *, ** and *** denote significance levels at the 10%, 5%, and 1% respectively. 

The results for AR2 and Hansen J-statistic DA shows 0.339 and 0.279, while AR2 

and Hansen –J for FRL is 0.101 and 0.672 respectively, indicating that there is no second 

order correlation and the moment condition were correctly specified and valid. The numbers 

of groups and instruments are 100 and 96, 100 and 97 for the both DA and FRL 

respectively, suggesting that the moment conditions are correctly specified. The lag 

dependent variables for the two models also indicate that the instrument for the models are 

good for results efficiency. 

The result shows that ACSFE and ACSCr show a significant negative relationship 

with both DA and FRL implying that the presence of an expertise shareholder as AC chair, 

could lower both DA and FRL in the short run ceteris paribus. The result is consistent with 

(Miko & Kamardin, 2015) and (Ilaboya & Christian, 2014) who reported a significant 

increase in the overall AC’s effectiveness, stressing that AC constitutes part of the whole 



 

 
International Journal of Innovative Research in Accounting and Sustainability          
ISSN: 2736-1381 (Print), ISSN 2736-1500 (Online)                                                                                      

Vol. 8, No. 3, 2023    

 

42 

 

 

organisational control mechanism which helps to beef up CG practices through AC 

effectiveness. However, the result of ACBLS shows a significant positive relationship with 

DA and FRL. This suggests that ACBLS could only increase DA and equally FRL in the 

short run ceteris paribus. The result is consistent with (Arowolo & Che-Ahmad, 2017) that 

ACBLS takes sides with managers for self-benefit and fails to improve monitoring that can 

enhance FRQ (Hales et al., 2018) . Consequently, this result contradicts the theoretical 

postulations of the agency theory.  

The interaction results however, indicates that IO could improve the performance of 

AC members, it shows that IO*ACSFE, IO*ACSCr, IO*ACBLS, and IO*EXAUD have a 

negative and significant relationship with DA and FRL. It means that the interaction of IO 

could further improved on the earlier established relationship of the AC shareholders in 

suppressing DA and lowering FRL in the short run ceteris paribus. Especially, the 

interaction results of IO*ACBLS which hitherto was a positive relationship, but IO 

influences ACBLS’ behaviour to be a significantly negative relationship with DA and FRL. 

The result is consistent with (Elyasiani et al., 2017; Ghafran & Yasmin, 2018). This further 

indicates that IO could instill confidence in FRQ. 

Further, IOs on the board are more effective monitoring tool that leads to FRQ, 

thus, enhancing AC effectiveness. Moreover, the result is consistent with (Mitra et al., 2007) 

who reported that in a less corporate risk environment, the presence of IO could improve on 

the ability of auditors to reduce the high-risk engagement effort, resulting in suppressing DA 

and lowering FRL. It is also consistent with the agency theory as a potential mechanism to 

reduce conflict and increase investors’ confidence.  

 

4.5 Generating Long-Run GMM Coefficients 

In generating the long-run coefficients, only variables that are significant in the 

short-run are considered and are computed using the formular as provided in equation 4 as 

depicted; 

   [ −  ] 
The estimation for DA and LFRL models respectively is based on the number of variables 

that were significant in the short-run estimations only to determine the long-run effect of 

shareholders' performance in the AC. Thus, the regression result is presented in Table 6. 

 

Table 6: Long-run Coefficients for Discretionary accruals and financial reporting lag 

models 

DA Coef. z-stat 
P>Valu

e 
LFRL Coef. z-stat 

P>Valu

e 

ACSFE -0.1938*** -3.28 0.001 ACSFE -0.3157*** -3.24 0.001 

ACSCr -0.5024*** -4.45 0.000 ACSCr -0.4942*** -3.11 0.002 

ACBLS  0.0503*  1.79 0.073 ACBLS  0.2606***  3.25 0.001 

EXAUD -0.4861*** -23.23 0.000 EXAUD -0.5648*** -5.43 0.000 

LFRL  0.0493**  2.16 0.031 DA  0.1282***  4.87 0.000 

IO  1.7315*  1.93 0.053 IO -6.4716*** -2.71 0.007 

IO*ACSFE -2.4575*** -5.42 0.000 IO*ACSFE -3.2842*** -2.81 0.005 

IO*ACSCr -1.8424*** -5.31 0.000 IO*ACSCr -1.3126** -2.23 0.026 

IO*ACBLS -0.4705*** -3.15 0.002 IO*ACBLS -2.4663*** -4.26 0.000 

IO*EXAUD -0.6948*** -3.80 0.000 
IO*EXAU

D 
-3.8255*** -7.29 0.000 

Source: Authors’ Computation (2023)   

Note: *, ** and *** denote significance levels at the 10%, 5%, and 1% respectively 
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The results indicate that a percentage increase in the number of AC’s shareholders 

as ACFE and ACSCr is related with 19% and 50% decrease in EM respectively in the long-

run at the 1% significant level, on average ceteris paribus. Although the effect of 

shareholders in the short-run is better in reducing the magnitude of EM with 22% and 57% 

respectively. The behaviour of ACBLS remained unchanged even in the long-run. Similarly, 

the result of EXAUD indicates 49% decrease on EM in the long-run while as against 55% 

decrease in the short-run. Overall, the result indicates that there’s lower performance of AC 

shareholders in the long-run than in the short-run. Even the interactions of IOs suggest lower 

performance in the long-run that in the short-run. Despite the low performances, AC with 

shareholders provided improvement in reducing the magnitude of EM in Nigeria. 

In contrast, the result of FRL model suggests that a percentage increase in the 

number of ACFE and ACSCr is associated with 32% and 49% decrease in financial 

reporting delays respectively in the long-run at the 1% significant level, on average ceteris 

paribus. It shows a significant increase if compared with the short-run effect of 

shareholders’ performance of 15% and 24% respectively. The ACBLS effect has also 

ballooned to about 12% in the long-run. The result further revealed that EXAUD effort in 

the long-run slightly improved to 56% as against 55% in the short-run. Consequently, this 

justified the need for IOs to moderate the relationship of AC members in discharging their 

responsibilities (Hassan & Ahmed, 2012). In all, AC shareholder is associate with high 

performance in reducing FRL in the long-run with 32% and 49% than 15% and 24%, 55% 

and 56% respectively. It also suggests that IOs are relevant in their effort to enhance FRQ in 

Nigeria. 

 

5. Conclusion and Recommendations 
The paper examines the effect of some features of AC on DA and FRL on the NGX 

from the non-financial sector, thus providing a contemporary analysis of the AC’s influence 

on DA and FRL. Specifically, the study examines the impact of ACSFE, ACSCr, and 

ACBLS on DA and FRL. The paper also investigates the interaction effectiveness of IO 

owing to a regulatory function given to it by Part C Article 27 of the 2011 revised CCG. The 

findings establish that shareholders in the AC are effective in suppressing DA and reducing 

FRL. Thus, the presence of shareholders in the AC has a significant impact on audit effort as 

the result indicates that EXAUD could improve FRQ (Umar & Hassan, 2018). 

Similarly, the interaction of IO influences on the performance of AC members, 

making them more effective in discharging their statutory tasks both in long-run and short-

run respectively. Precisely, the interaction makes ACBLS, hitherto behaving contrary to 

theoretical assumptions, to act according to expectations with strong significant relationship 

with DA and FRL. Hence, its effectiveness in constraining EM and reducing FRL is 

eminent. The study recommends that countries whose AC is found to be ineffective could 

emulate the Nigerian type of AC structure. This paper further recommends that regulators 

and policy makers should within reasonable intervals review CG codes to protecting 

shareholders’ interests.  

 
 

REFERENCES 

AbdulHussein Hatif Almaryani, M., A Khatib, S. F., Abdullah Zamil, I., Ramakrishnan, S., Mohd Jamal, N., 

Abdulhussein Hatif, M., Qadisiyah, A., Diwaniyah, A., & Khatib, S. F. (2021). Drivers of corporate 

voluntary disclosure: A systematic review. Article in Journal of Financial Reporting and Accounting. 

https://doi.org/10.1108/JFRA-04-2021-0110 

Abdullah, S. N., & Ismail, K. N. I. K. (2016). Women directors, family ownership and earnings management in 

Malaysia. Asian Review of Accounting, 24(4), 525-550. 



 

 
International Journal of Innovative Research in Accounting and Sustainability          
ISSN: 2736-1381 (Print), ISSN 2736-1500 (Online)                                                                                      

Vol. 8, No. 3, 2023    

 

44 

 

 

Abdulmalik, S. O., & Che-Ahmad, A. (2016). Audit fees, corporate governance mechanisms, and financial 

reporting quality in Nigeria. DLSU Business & Economics Review, 26(1), 122–135. 

Abernathy, J. L., Beyer, B., Masli, A., & Stefaniak, C. (2014). The association between characteristics of audit 

committee accounting experts, audit committee chairs, and financial reporting timeliness. Advances in 

Accounting, 30(2), 283–297. https://doi.org/10.1016/j.adiac.2014.09.001 

Adeyemi, O. O. (2019). Challenges of Local Government Administration in Nigeria; An Appraisal of Nigerian 

Experience. Journal of Public Administration and Governance, 9(2), 161–179. 

https://www.researchgate.net/publication/315800167_Challenges_of_Local_Government_Administration_i

n_Nigeria_An_Appraisal_of_Nigerian_Experience 

Agana, J. A., Zamore, S., & Domeher, D. (2023). IFRS adoption: a systematic review of the underlying theories. 

Journal of Financial Reporting and Accounting. https://doi.org/10.1108/JFRA-08-2022-0317 

Al-ahdal, W. M., & Hashim, H. A. (2022). Impact of audit committee characteristics and external audit quality on 

firm performance: evidence from India. Corporate Governance (Bingley), 22(2), 424–445. 

https://doi.org/10.1108/CG-09-2020-0420/FULL/HTML 

Allen, R. D., Hermanson, D. R., Kozloski, T. M., & Ramsay, R. J. (2019). Creative accounting, audit risk and audit 

failure in Nigeria: What is the Auditor’s Perspective? Accounting Horizons, 20(2), 157–177. 

https://doi.org/10.2308/ACCH.2006.20.2.157 

Al-Shaer, H., Salama, A., & Toms, S. (2017). Audit committees and financial reporting quality: evidence from UK 

environmental accounting disclosures. Journal of Applied Accounting Research, 18(1), 1–38. 

Amin, A. S., Dutta, S., Saadi, S., & Vora, P. P. (2015). Institutional shareholding and information content of 

dividend surprises: Re-examining the dynamics in dividend-reappearance era. Journal of Corporate 

Finance, 31, 152–170. https://doi.org/10.1016/j.jcorpfin.2015.02.002 

Arowolo, R. O., & Che-Ahmad, A. (2017). Block-holders and Monitoring Mechanisms in Nigeria. Asian Journal 

of Accounting and Governance, 78(8), 71–78. 

Ashton, R. H., Graul, P. R., & Newton, J. D. (1989). Audit delay and the timeliness of corporate reporting. 

Contemporary Accounting Research, 5(2), 657–673. 

Baatwah, S. R., Aljaaidi, K. S., & Almoataz, E. S. (2020). Comprehensive dataset for corporate governance in 

Oman: Data for a three-level quality assessment of corporate governance. Data in Brief, 32. 

https://doi.org/10.1016/j.dib.2020.106127 

Bajra, U., & Čadež, S. (2018). Audit committees and financial reporting quality: The 8th EU Company Law 

Directive perspective. Economic Systems, 42(1), 151–163. 

Bala, H., Amran, N. A., & Shaari, H. (2021). Audit committee and financial reporting quality: the mediating effect 

of audit price in Nigeria. Afro-Asian J. Finance and Accounting, 11(2), 167–197. 

Bappah, A. S., Mohammed, I. A., Garba, A., Palladan, A. A., Salihu, S. S., & Musa, H. S. (2022). Efficacy of 

Intelligent Knowledge Management Algorithms on Financial Reporting Quality in Nigerian Listed 

Companies. Lecture Notes in Networks and Systems, 299. https://doi.org/10.1007/978-3-030-82616-1_3 

Berikol, B. Z., & Killi, M. (2021). The effects of digital transformation process on accounting profession and 

accounting education. Accounting, Finance, Sustainability, Governance and Fraud, 219–231. 

https://doi.org/10.1007/978-981-15-1928-4_13 

Bešlić, I., Bešlić, D., Jakšić, D., & Andrić, M. (2015). Testing the Models for Detection of Earnings Management. 

Industrija, 43(3), 55–79. 

Bianchi, F., Ilut, C. L., & Schneider, M. (2018). Uncertainty Shocks, Asset Supply and Pricing over the Business 

Cycle. The Review of Economic Studies, 85(2), 810–854. 

Breeden, R. C. (2003). Report of Richard C. Breeden. 

http://www.sec.gov/Archives/edgar/data/723527/000119312503044064/...http://www.sec.gov/Archives/edg

ar/data/723527/000119312503044064/... 

Calderón, R., Piñero, R., & Redín, D. M. (2018). Can compliance restart integrity? Toward a harmonized 

approach. The example of the audit committee. Business Ethics: A European Review, 27(2), 195–206. 

Chen, L., Fu, Q., Mu, Y., Zeng, L., Rezaeibagha, F., & Hwang, M. S. (2022). Blockchain-based random auditor 

committee for integrity verification. Future Generation Computer Systems, 131, 183–193. 

https://doi.org/10.1016/J.FUTURE.2022.01.019 

Chen, S., Cai, W., & Jebran, K. (2021). Does Social Trust Mitigate Earnings Management? Evidence from China. 

Emerging Markets Finance and Trade, 57(10), 2995–3016. 

https://doi.org/10.1080/1540496X.2019.1675046 

Code, C. (2008). The Combined Code on Corporate Governance. UK. 

Crisóstomo, V. L., Brandão, I. de F., & López-Iturriaga, F. J. (2020). Large shareholders’ power and the quality of 

corporate governance: An analysis of Brazilian firms. Research in International Business and Finance, 51. 

https://doi.org/10.1016/j.ribaf.2019.101076 



 

 
International Journal of Innovative Research in Accounting and Sustainability          
ISSN: 2736-1381 (Print), ISSN 2736-1500 (Online)                                                                                      

Vol. 8, No. 3, 2023    

 

45 

 

 

Dechow, P. M., Sloan, R. G., & Sweeney, A. P. (1995). Detecting Earnings Management. The Accounting Review, 

70(2), 193–225. https://doi.org/10.2307/248303 

Dechow, P. M., & Sloan, R.G. and Sweeney, A. P. (1996). Causes and consequences of earnings manipulation: an 

analysis of firms subject to enforcement actions by the SEC. Contemporary Accounting Research, 13(1), 1–

36. 

Edmans, A. (2014). Blockholders and corporate governance. Annual Review of Financial Economics, 6(1), 23–50. 

Elyasiani, E., Wen, Y., & Zhang, R. (2017). Institutional ownership and earning management by bank holding 

companies. Journal of Financial Research, 40(2), 147–178. 

Evans, J., & Rusmin, R. (2017). Asian Review of Accounting Article information: Asian Review of Accounting, 

23(3), 232–255. https://doi.org/10.1108/ARA-04-2012-0017 

Fang, Y., Hu, M., & Yang, Q. (2018). Do executives benefit from shareholder disputes? Evidence from multiple 

large shareholders in Chinese listed firms. Journal of Corporate Finance, 51, 275–315. 

https://doi.org/10.1016/j.jcorpfin.2018.06.008 

CAMA, 2020: A230 (2020). http://frsc.gov.ng/NATROADTRAFFICREGS2012.pdf 

Nigeria Code of Corporate Governance, 55 (2018). 

Free, C., Trotman, A. J., & Trotman, K. T. (2021). How Audit Committee Chairs Address Information-Processing 

Barriers. Accounting Review, 96(1). https://doi.org/10.2308/TAR-2018-0379 

Ghafran, C., & Yasmin, S. (2018). Audit committee chair and financial reporting timeliness: A focus on financial, 

experiential and monitoring expertise. International Journal of Auditing, 22(1), 13–24. 

https://doi.org/10.1111/ijau.12101 

Gunn, J. L., & Michas, P. N. (2018). Auditor Multinational Expertise and Audit Quality. The Accounting Review, 

93(4), 203–224. 

Habbash, M. (2013). Earnings management, audit committee effectiveness and the role of blockholders ownership: 

evidence from UK large firms. International Journal of Business Governance and Regulations, 8(2), 155. 

https://doi.org/10.1504/IJBGE.2013.054418 

Hales, J., Koka, B., & Venkataraman, S. (2018). Curbing Earnings Management: Experimental Evidence on How 

Clawback Provisions and Board Monitoring Affect Managerss Use of Discretion. SSRN Electronic Journal. 

https://doi.org/10.2139/ssrn.3149122 

Hassan, S. U., & Ahmed, A. (2012). Intitutional Investors and Discretionery Accruals: The Case of Listed 

Manufacturing Firms in Nigeria. International Journal of Advanced Research in Management and Social 

Sciences, 1(1), 1–16. 

Hussaini, U. (2018). The effect of fraud risk management, risk culture, and performance of banking sector: A 

proposed framework. Managerial Finance, 23(3), 1–20. https://doi.org/10.6007/IJARAFMS/v8-i3/4798 

Ilaboya, & Christian, I. (2014). Corporate governance and audit report lag in Nigeria. Asian Academy of 

Management Journal of Accounting and Finance, 6(2), 57–84. 

Kashmiri, H. (2014). Testing Accruals Based Earnings Management Models in an International Context. Massey 

University, Albany, New Zealand. 

Khalil, M., & Ozkan, A. (2016). Board Independence, Audit Quality and Earnings Management: Evidence from 

Egypt. Journal of Emerging Market Finance, 15(1), 1–35. 

Khemakhem, H., & Fontaine, R. (2019). The audit committee chair’s abilities: Beyond financial expertise. 

International Journal of Auditing, 23(3), 457–471. https://doi.org/10.1111/IJAU.12173 

Knechel, W. R. (2016). Audit quality and regulation. International Journal of Auditing, 20(3), 215–223. 

Komal, B., Bilal, B., Ye, C., & Salem, R. (2022). The impact of audit committee effectiveness on firms’ outcomes 

in China: a systematic review. International Journal of Accounting and Information Management, 30(5), 

583–599. https://doi.org/10.1108/IJAIM-05-2022-0101/FULL/XML 

Lo, H.-C., Wu, R.-S., & Kweh, Q. L. (2017). Do institutional investors reinforce or reduce agency problems? 

Earnings management and the post-IPO performance. International Review of Financial Analysis, 52, 62–

76. https://doi.org/10.1016/j.irfa.2017.04.004 

Meuwissen, R., & Quick, R. (2019). The effects of non-audit services on auditor independence: An experimental 

investigation of supervisory board members’ perceptions. Journal of International Accounting, Auditing and 

Taxation, 36, 100264. https://doi.org/10.1016/J.INTACCAUDTAX.2019.05.004 

Miko, N. U., & Kamardin, H. (2015). Impact of Audit Committee and Audit Quality on Preventing Earnings 

Management in the Pre- and Post- Nigerian Corporate Governance Code 2011. Procedia - Social and 

Behavioral Sciences, 172, 651–657. https://doi.org/10.1016/j.sbspro.2015.01.415 

Mitra, S., Hossain, M., & Deis, D. R. (2007). The empirical relationship between ownership characteristics and 

audit fees. Review of Quantitative Finance and Accounting, 28(3), 257–285. https://doi.org/10.1007/s11156-

006-0014-7 

Ong, D. U., & Gabriel, A. G. (2018). Linking Transparency and Accountability to Local Legislative Performance 



 

 
International Journal of Innovative Research in Accounting and Sustainability          
ISSN: 2736-1381 (Print), ISSN 2736-1500 (Online)                                                                                      

Vol. 8, No. 3, 2023    

 

46 

 

 

in the Province of Nueva Ecija in the Philippines. Journal of Public Administration and Governance, 8(2), 

384–396. https://doi.org/10.5296/jpag.v8i2.13345 

Oussii, A. A., & Boulila Taktak, N. (2018). Audit committee effectiveness and financial reporting timeliness. 

African Journal of Economic and Management Studies, 9(1), 34–55. 

Paula Silva, A., Fontes, A., & Martins, A. (2021). Perceptions regarding the implementation of International 

Financial Reporting Standards in Portugal and Brazil. Journal of International Accounting, Auditing and 

Taxation, 44, 100416. https://doi.org/10.1016/J.INTACCAUDTAX.2021.100416 

Peasnell, K. V., Pope, P. F., & Young, S. (2005). Board Monitoring and Earnings Management: Do Outside 

Directors Influence Abnormal Accruals? Journal of Business Finance & Accounting, 32(7–8), 1311–1346. 

PricewaterhouseCoopers, L. L. P. (2003). Audit committees: good practices for meeting market expectations. 

Reddy, K. (2013). The efficacy of the principle-based corporate governance practices: a case study of New 

Zealand. International Journal of Corporate Governance, 4(2), 138. 

Roodman, D. (2009). How to do xtabond2: An introduction to difference and system GMM in Stata. Stata Journal, 

9(1), 86–136. https://doi.org/The Stata Journal 

Sarbanes, P. (2002). Sarbanes-oxley act of 2002. In the public company accounting reform and Investor Protection 

Act. 

Sterin, M. (2020). The influence of audit committee expertise on firms’ internal controls: evidence from mergers 

and acquisitions. Https://Doi.Org/10.2308/Horizons-19-076.  

Sunusi, M. S. L. (2011). The Impact of the Global Financial Crisis on the Nigerian Capital Market and the 

Reforms. 7th Annual Pearl Awards and Public Lectures. Muson Centre, Onikan, Lagos. 

Umar, A., & Hassan, S. U. (2018). Institutional shareholding a moderator to audit committee characteristics and 

earnings management of listed conglomerate firms in Nigeria. Scholedge International Journal of Business 

Policy & Governance ISSN 2394-3351, 4(10), 98. https://doi.org/10.19085/journal.sijbpg041001 

  

 

 


