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ABSTRACT: This paper investigates the effect of audit 

committee characteristics on financial reporting quality (FRQ) 

among listed service firms in Nigeria, with a particular focus 

on the moderating role of external audit quality (EAQ). 

Difference Generalized Method of Moments (GMM) 

estimation was used to overcome the endogeneity and 

autocorrelation problems, and the analysis was based on a 

panel dataset of 20 listed service firms that satisfied the 

conditions of a period time spanning from 2014 to 2023. The 

results indicate that the quality of the external audit plays an 

important moderating role in the linkage between audit 

committee textures and financial reporting quality. 

Specifically, EAQ enhances the positive effect of audit 

committee independence and meeting frequency on FRQ, 

while it mitigates the negative effect of audit committee 

expertise. Furthermore, leverage (LEV) exerts a significant 

positive influence on FRQ, while firm size (FSIZE) is not 

statistically significant.  The statistical validity of the 

instruments and lack of second order autocorrelation are 

supported by the Arellano-Bond and Sargan diagnostic tests 

that provide evidence of the robustness of the model. The 

study recommends encouraging a balanced collaboration  
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between internal audit committees and external auditors to prevent role dilution and 

optimize oversight efficiency.  

Keywords: Audit Committee Independence, External Audit Quality, Financial 

Reporting   Quality, Audit Expertise, Corporate Governance, Audit Meetings, GMM  

1. INTRODUCTION 

Financial reporting quality (FRQ) plays an essential role in promoting transparency, 

accountability, and investor confidence, especially in emerging economies like in 

Nigeria. Quality financial reporting ensures that financial statements present a true 

and fair view of the economic activities of a firm and their financial status and hence 

aids decision making among stakeholders (Afolabi et al., 2021). The service industry 

which includes the following industries of telecommunications, hospitality, and the 

transport industry has experienced a surge of growth in recent years on the Nigerian 

exchange group (NGX). This does not mean that the issues of credibility and 

transparency of financial statements published by listed service firms is not 

widespread despite this growth. 

Audit committees are the basic structure of corporate governance which have the 

responsibility of assessing the financial reporting process, the sufficiency of the 

internal controls and encouraging observing of regulatory principles. They are 

usually effective because of such primary qualities as independence, financial 

knowledge, and regularity of meetings (Onyali & Umeh, 2022). Nevertheless, the 

audit committee existence does not necessarily presuppose the improved quality of 

financial reporting. The quality of external audit, which is dictated by the reputation, 

age, and employment of the auditor with the companies of the Big Four, might play a 

too significant role or determine the strength of the audit committee (Omodero, 

2023). 

In spite of regulatory reforms such as the Companies and Allied Matters Act 

(CAMA) 2020 and the Financial Reporting Council Code of Corporate Governance, 

financial reporting failure and earnings management is still an issue in Nigeria. This 

creates uncertainties about the power and efficiency of the corporate governance 

procedures (Adegbite et al., 2021). As a result, the moderating role played by the 

quality of an external audit with regard to strengthening or weakening the audit 
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committee characteristics implications on FRQ is yet to be fully investigated, 

especially in the developing or expanding service industry in Nigeria. 

The emphasis of this paper on listed service firms in Nigeria is based on two reasons. 

Firstly, Nigeria’s weak enforcement of governance reforms and recurring financial 

scandals make it a relevant context to assess how audit committees and external 

auditors interact to influence FRQ (Omodero, 2023; Adegbite et al., 2021). Secondly, 

the Nigerian service industry is very crucial in economy growth as well as GDP, but 

underexplored in researches on governance and financial reporting (Afolabi et al., 

2021). Transparency in this sector is a key in maintaining the trust of investors and 

acquisition of long-term capital investment. 

The study contributes to the literature by examining  the moderating role of external 

audit quality on the relationship between the characteristics of audit committees and 

quality of financial reporting in Nigerian service companies. In contrast to the 

previous literature that examined the direct impacts of the audit committee 

(Olowookere & Inneh, 2020; Onyeje & Ejechi, 2022) or solely the independent effect 

of a common audit (Okolie, 2021), this paper in question combines both techniques 

to give a more balanced view. Although the study of Eneh and Chinedu (2023) 

focused on governance in manufacturing companies, their results cannot be applied 

to similar research in the service sector, as the operation and regulation of this 

industry are different. 

Filling up this gap in knowledge, the study also provides interesting findings to all 

regulators, investors, and corporate boards to address the current situation that 

enhance governance and better financial reporting results in Nigeria. The remainder 

of this paper is structured as follows: Section 2 reviews relevant empirical literature, 

Section 3 outlines the data and methodology, Section 4 presents the analysis and 

interpretation of findings, and Section 5 concludes with policy implications and 

recommendations. 

2. LITERATURE REVIEW 

The relationship of audit committee characteristics, external audit quality, and 

financial reporting quality (FRQ) has been researched empirically across many 

contexts. The study in developed countries constantly endorses the claim that FRQ is 
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improved by audit committee effectiveness. To give an example, the use of logistic 

regression by Krishnan (2005) showed that the availability of financially 

sophisticated approach of the audit committee members play an important role in the 

occurrence of internal control weaknesses in U.S. firms. Likewise, regression 

analysis by Carcello et al. (2006) and case studies by Beasley et al. (2000) proved 

that the independence and diligence of audit committees are negatively correlated 

with the practice of fraudulent reporting. These results indicate that effective and 

active audit committees are a vital element in creating the dependability of financial 

statements. 

Bradbury et al. (2006) applied panel regression and came up with a positive 

correlation between audit committee independence and earnings quality in New 

Zealand. DeFond and Zhang (2014) conducted a meta-review wherein they stressed 

that high levels of external audit quality, particularly engagements with the Big 4 

firms as well as longer tenures of the auditors had a high correlation with investor 

confidence and thus a better FRQ. Cohen et al. (2010) found in their qualitative 

studies on interviewees on audit professionals that, the U.S. post SOX reforms 

seemed to result in more vigilant as well as independent boards (audit), but there 

were still practical hitches to procedures. 

Similar relationships can also be seen in developing countries, however contextual 

variables have an even bigger impact on the outcomes. Olowookere and Inneh (2020) 

and Okolie (2021) in Nigeria used a panel data analysis and established that 

independent audit committees, financial knowledge, and external audit quality are 

effective in improving FRQ and limiting earnings management. This study was 

expanded by Afolabi et al. (2021) who used a sample of reviewed Nigerian listed 

companies and determined that the frequency and size of meetings of the committees 

were not as consistent, whereas financial illiteracy and audit duration led to positive 

changes in FRQ. 

Research in Malaysia (Al-Rassas & Kamardin, 2015) and Indonesia (Uzliawati et al., 

2022) supported the claim that the quality of an external audit, especially the size and 

reputation of an auditor, interceded between audit committee strength and FRQ. In 

Iran, Salehi and Mansoury (2020) found that, despite the impact of audit committees 
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on higher reporting quality, the aspects of an auditor being independent and 

culturally closer to management erode the effectiveness of governance. 

Yawuri et al. (2024) used panel regression to anomalously identify earnings 

manipulation in 7 oil and gas companies in Nigeria between 2013 and 2022 based on 

the Beneish M-score. They discovered that there was no significant association 

between audit committee expertise with financial statement fraud which implies that 

technical knowledge is not necessarily sufficient to prevent manipulation in the oil 

and gas industry. 

Abdullahi (2024) performed a panel regression analysis of eight commercial banks in 

Nigeria between the years 2013 and 2022. The results indicated that both the 

independence of audit committee, a measure of deployment of governance system as 

well as financial expertise, played an influential positive impact on financial 

reporting quality (FRQ) and affirmed the importance of governance system towards 

enhancing reporting norms. 

The relationship between the size of audit committees and frequencies of meetings 

with FRQ was also tested by Abdullahi (2024) based on the information on the same 

eight banks. Findings indicated that there was no significant relationship indicating 

that frequently meetings or enlargement of committee size does not imply better 

quality reporting without other institutional propping. Yayangida et al. (2023) used 

panel regressions on 30 non-financial services firms in Nigeria with 11 years 

(20112021). Their results indicated that the size of the audit firms (particularly being 

Big 4 affiliated) has a huge positive impact on FRQ. More so, the positive was more 

pronounced when the auditing committee was independent. 

Shika and Kantiyok (2023) applied OLS regression to the data of Nigerian deposit 

money banks over 2012-2021. They identified that the independent nature of board 

negatively moderated the association between the audit committee pros and FRQ, 

which implying that stronger board independence was greater using audit committees 

to influence reporting quality. 

Obitoh, Samaila and Kantudu (2024) employed the use of the Panel-Corrected 

Standard Errors (PCSE) on the financial firms listed on the Nigerian Stock Exchange 
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during a period of 11 years. They found out that the quality of earnings and also had 

the positive moderating effect on the association between board characteristics (such 

as size and independence with earnings quality) were much better when there was 

expertise in the audit committee. 

Together, the studies indicate that although audit committee characteristics and high 

qualities of external audit play a central role in improving FRQ the level of their 

effectiveness is conditional with local influences like sound regulatory enforcement, 

and local cultures, and organizational structures particularly in the emerging markets. 

This shows the necessity of contextual empirical studies like the current study in the 

Nigerian service industry. 

Despite extensive global research on audit committees and financial reporting quality 

(FRQ), limited studies have explored the moderating role of external audit quality in 

this relationship, particularly within Nigeria's service sector. Nigerian studies are 

mostly based on manufacturing or mixed-industry samples, neglecting industry-

specific effects of service firms. Also, in previous research there is a tendency to treat 

auditor-committee features and external audit quality as an independent explanatory 

factor instead of investigating the interaction effect. The study fills this gap by testing 

the moderating effect of external audit quality on the relationship between audit 

committee and FRQ among listed service firms in Nigeria, providing sector-specific 

and regulation-relevant findings. 

2.1 Theoretical Review 

Stewardship Theory 

This theory assumes that managers, when given a position of authority, are 

considered loyal custodians of organizational resources, serving the common good 

rather than their own interests (Davis, Schoorman, & Donaldson, 1997). The 

foundation of this theory lies in both psychological and sociological tenets with the 

focus on trust, approach towards an organization and responsibility. 

Within the corporate governance context, the stewardship theory suggests that audit 

committee members will faithfully maintain the integrity of the finances without 
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having to watch over them. Their responsibility and adherence results in the 

improvement of the financial reporting quality (FRQ). Audit committee members 

who have a high degree of expertise and independence tend to behave more as 

though they are trustful and hence will lead to open financial disclosures. This view 

is most applicable in environment where professional ethics and institutional 

confidence is high.  

Stakeholder Theory 

Stakeholder Theory states that organizations must account the interest of the 

stakeholders, in making decisions, rather than only focusing on shareholder bequest 

(Freeman, 1984). They are called stakeholders and they may be a group of people or 

a given individual who is affected by or has the capability of influencing the 

organization, e.g., employees, customers, regulators, investors and communities. This 

theory lays more stress on ethical responsibility, transparency, and accountability and 

states that long term success can be attained when all interests of the stakeholders are 

met. 

In terms of financial reporting quality (FRQ), Stakeholder Theory implies that proper 

and clear reporting is critical to trust and legitimacy among its stakeholders. 

Members of audit groups are thus crucial in terms of ensuring that financial 

disclosures conform to the expectation of various interest groups. With audit 

committees that are independent, competent, and where the audit committee meets 

regularly, the audit committee should be able to effectively monitor practices in 

financial reporting that may be in the greater interests of stakeholders. After 

prioritizing the role of stakeholders and ethical supervision, companies will be able 

to enhance their reputation and guarantee sustainable work. 

2.1 Conceptual Framework 

The paper has been anchored on the resource dependence and agency theory to 

determine the impact of audit committee characteristics on the financial reporting 

quality (FRQ) with external audit quality (EAQ) as a moderating factor. By 

enhancing FRQ, the agency theory holds that the interest of the management and 

shareholders is aligned through audit committees as a form of monitoring (Jensen & 
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Meckling, as cited in Onyali & Umeh, 2022). In resource dependence theory, it can 

be said that different expertise and independence as well as proactive involvement of 

the audit committee increases the effectiveness of oversight (Adegbite et al., 2021; 

Eneh & Chinedu, 2023). 

The most important independent variables are audit committee independence (ACI), 

expertise (ACE) and meeting frequency (ACM). Financial reporting quality (FRQ) is 

the dependent variable. As a moderator, EAQ reinforces or neutralizes the connection 

between the audit committee characteristics and FRQ (Omodero, 2023). There are 

also control variables like firm size (FSIZE) and leverage (LEV) that bring about 

robustness of findings (Afolabi et al., 2021). 

Figure 1: Conceptual Framework 

 

Adopted From Al-Rassas and Kamardin, (2015). 

DATA AND METHODOLOGY 

This study examines how external audit quality moderates the relationship between 

audit committee characteristics and financial reporting quality (FRQ) of listed 

service firms in Nigeria using a panel dataset of 20 service firms covering a 10-year 

period from 2014 to 2023. Data on audit committee attributes (such as size, 
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independence, financial expertise, and meeting frequency), firm-specific controls 

(firm size, leverage, and profitability), and financial reporting quality (measured via 

discretionary accruals) were sourced from the annual reports of listed service firms 

obtained from the Nigerian Exchange Group (NGX). External audit quality was 

measured using audit firm size (Big 4 vs. non-Big 4) and audit tenure, based on data 

from firm disclosures and NGX filings. The following Table provides the summary 

of the variables and their measurement. 

Table 1: Variables and measurement 

Variable Type Measurement/Proxy Supporting Studies 

Financial 

Reporting 

Quality (FRQ) 

Dependent 

Variable 

Discretionary accruals using 

Modified Jones Model 

(inverse of earnings 

management) 

Chen et al. (2021) 

Audit 

Committee 

Independence 

(ACI) 

Independent Proportion of independent 

directors on audit committee 

Garcia et al. (2020); 

Alqatamin (2018) 

Audit 

Committee 

Expertise (ACE) 

Independent Proportion of members with 

accounting/financial expertise 

Liu et al. (2020); Li, 

Song & Wong (2022) 

Audit 

Committee 

Meetings 

(ACM) 

Independent Number of audit committee 

meetings per year 

Hussain et al. (2022) 

External Audit 

Quality (EAQ) 

Moderating 

Variable 

Dummy variable (1 = Big 4 

auditor, 0 = otherwise); or 

audit tenure 

Ilaboya & Ohiokha 

(2021); Sun et al. 

(2019) 

Firm Size 

(FSIZE) 

Control 

Variable 

Natural log of total assets Habbash et al. (2014); 

Shayan-Nia et al. 

(2017) 

Leverage (LEV) Control Ratio of total debt to total Garcia Lara et al. 
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Variable assets (2020) 

Return on Assets 

(ROA) 

Control 

Variable 

Net income / Total assets Salehi et al. (2021); 

Alotaibi & Hussainey 

(2016); Rezaee et al. 

(2020); García-Sánchez 

et al. (2017) 

3.1 Model Specification 

This study adopts the model of Ugwoke, Ibiamke, and Odo (2021) on the impact of 

audit committee characteristics on the financial reporting quality of listed non-

financial firms in Nigeria, which is specified as: 

 

Where FRQ represents Financial Reporting Quality, ACI denotes Audit Committee 

Independence, ACE is Audit Committee Expertise, ACM refers to Audit Committee 

Meetings, FSIZE stands for Firm Size, and LEV is the firm's Leverage. 

Given that this study focuses on listed service firms in Nigeria and seeks to explore 

the moderating effect of External Audit Quality (EAQ) on the relationship between 

audit committee characteristics and financial reporting quality, the model is modified 

by including an interaction term between audit committee characteristics and 

external audit quality. The model is specified as follows: 

 

Where: is Financial Reporting Quality for firm i at time t, ACIit, ACEit, and 

ACMit represent Audit Committee Independence, Expertise, and Meeting frequency 

respectively, EAQit is External Audit Quality (proxied by Big 4 affiliation or audit 

tenure), ACI_it * EAQit, ACE_it * EAQ_it, and ACMit *EAQit represent interaction 

terms capturing the moderating effect of external audit, FSIZE it is the natural log of 

total assets, LEVit is the ratio of total debt to total assets, β is the constant, and β₁ to 

β₉ are the coefficients to be estimated, and ε_it is the error term. 
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This model enables the study to examine both the direct effects of audit committee 

characteristics and the moderating influence of external audit quality on the financial 

reporting quality of listed service firms in Nigeria. 

3.2 Generalized Method of Moments (GMM) Specification 

This research paper uses the difference Generalized Method of moments (Difference-

GMM) estimator described by Arellano and Bond (1991) to test the influence of the 

audit committee characteristics on the quality of financial reporting in taken into 

account extensive audit quality as moderator between the audit committee 

relationship characteristic and quality of financial reporting in listed service firms in 

Nigeria. Difference-GMM is applicable on panel data where there can be 

endogeneity, unobserved heterogeneity and dynamic relational factors. This method 

is favorable since important explanatory factors like audit committee efficiency and 

firm-original financials can be elicitive. Difference-GMM eliminates the possible 

bias and the problem of omitted variable by considering the lagged levels as 

instruments and first-differencing the variables. It is also suitable to panels that have 

a time factor that is short (T) and a considerable large cross-section (N), which is the 

characteristic of the listed service industry in Nigeria. The general specification of 

the model is: 

 

Where Δ denotes first differences, Xit includes explanatory and interaction variables, 

and εit is the error term. 

4. RESULT AND DISCUSSION  

4.1 Summary Statistics  

Table 4.1 Summary Statistics 

 FRQ ACI ACE ACM EAQ FSIZE LEV 

 Mean 1.00 0.566 0.644 3.23 0.7433 3.433 0.6597 

 Median 0.745 0.356 0.297 2.34 0.344 1.933 0.3434 

 Maximum 1.000 0.987 0.8943 5.33 0.990 7.837 0.8788 

 Minimum 0.000 0.135 0.0234 1 0.234 0.133 0.093 

 Std. Dev. 0.345 0.456 0.453 0.543 0.4544 0.573 0.270 

Observations 200 200 200 200 200 200 200 

Source: Generated using EVIEWS 13 
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The summary of statistics of study variables are shown in Table 4.1. Financial 

Reporting Quality (FRQ) has average of 1.00 which is high and variation is 

moderate. The median of ACI is 0.75 and the mean is 0.566 indicating that in most 

cases more than half of the audit committee members are independent with 

considerable variation (Std. Dev. = 0.456). Audit Committee Expertise (ACE) has a 

larger mean of 0.644 indicating that a large portion of the members has some 

financial expertise. The average number of Audit Committee Meetings (ACM) is 

3.23 with a medium range of oversight activity. The mean point of the External Audit 

Quality (EAQ) is 0.7433 implying that a majority of the firms are audited by the Big 

4 or have expertise auditors. The standard deviation of Firm Size (FSIZE) is large 

(mean = 3.433; Std. Dev. = 0.573), whereas the value of Leverage (LEV) is 0.6597 

indicating that the average firm uses debt finance to sixty-six percent of assets. 

4.2 Correlation Analysis 

Table 4.2 Correlation Analysis 

Variables (1) (2) (3) (4) (5) (6) (7) 

(1)FRQ 1       

(2)ACI 0.756*** 1      

(3)ACE -0.455*** -0.515** 1     

(4)ACM 0.375*** 0.287** -0.479* 1    

(5)EAQ 0.685*** 0.453** -0.368** 0.252** 1   

(6)FSIZE 0.106*** 0.016* -0.031* -0.024* 0.044** 1  

(7)LEV 0.680*** 0.429** -0.479** 0.318** 0.614** 0.038* 1 

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

Table 4.2 shows correlation of the variables used in the study. The Audit Committee 

Independence (ACI) is strongly (and significantly) positively, correlated with the 

Financial Reporting Quality (FRQ), (r = 0.756, p < 0.01), indicating that the 

increased independence of audit committees is associated with improved reporting 

quality. There is also a strong positive correlation between FRQ and Audit 

Committee Meetings (ACM) (r = 0.375, p < 0.01), External Audit Quality (EAQ) (r 

= 0.685, p < 0.01), Firm Size (FSIZE) (r = 0.106, p < 0.01) and Leverage (LEV) (r = 
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0.680, p < 0.01). This implies that high monitoring, bigger firms and high leverage 

are all factors of reporting quality. 

In contrast, FRQ has a strong, inverse correlation with Audit Committee Expertise 

(ACE) (r = -0.455, p < 0.01), indicating a negative association, which may indicate 

problems of overconfidence or the lack of independence of financially expert 

members. Moreover, there is a negative correlation between ACI and ACE (r = -

0.515, p < 0.05) with EAQ having significant relationships with ACI (r = 0.453) and 

LEV (r = 0.614). In general, correlations show that there are complementary as well 

as conflicting roles of governance mechanisms. 

4.3 Audit Committee and Financial Reporting Quality, the moderating effects of 

External Audit Quality. 

Table 4.3 Difference GMM; Audit Committee and Financial Reporting Quality, the moderating 

effects of External Audit Quality. 

Variable Coefficient Std. Error t-Statistic Prob.   

FRQ(-1) 0.826609 0.019629 42.11080 0.0000 

(ACI*EAQ) 0.061306 0.003064 20.00748 0.0000 

(ACE*EAQ) -0.006527 0.002100 -3.107915 0.0020 

(ACM*EAQ) 0.241549 0.058341 4.140311 0.0000 

EAQ -0.005979 0.001406 -4.252431 0.0000 

FSIZE 0.026139 0.019844 1.317206 0.1882 

LEV 0.185240 0.081270 2.279328 0.0229 

ACI -0.570804 0.598123 -0.954326 0.3424 

ACE 1.333482 0.625080 2.133298 0.0355 

ACM -0.634572 0.462338 -1.372529 0.1732 

Source: Generated using EVIEWS 13 
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Table 4.3 provides results on the Difference Generalized Method of Moments 

(GMM) which is appropriate in handling dynamic panel data, where the lagged 

dependent variable is also a regressor. The coefficient of lagged dependent variable, 

FRQ(-1) is 0.8266 and is also highly significant (p < 0.01) which means a strong 

level of persistence within financial reporting quality (FRQ). This implies that 

quality of past financial reporting of a firm significantly influences the quality of 

future financial reporting and therefore this motivates why and how financial 

reporting processes are dynamic. Such perseverance also justifies the usefulness of 

deploying GMM in taking care of any cause of endogeneity and other unobserved 

firm-specific effects that could lead to an inflated estimation of estimation in the 

static models. 

The most significant attention of the model is towards moderating impacts of 

External Audit Quality (EAQ) on characteristics of audit committee. The interaction 

ACI*EAQ (coefficient = 0.0613, p < 0.01) has a positive and significant relationship. 

This indicates that financial reporting quality rises appreciably when audit committee 

independence (ACI) cooperates with quality of external audit. The independent audit 

committees are required to act impartially, and where they are accompanied by 

qualified and highly regarded external auditors, the control over financial reports and 

governance are strengthened. Conversely, the interaction of ACE*EAQ (coefficient = 

-0.0065, p < 0.01) is significant but negative. This means that excellent audit quality 

has a minimal negative impact on the positive correlation between audit committee 

expertise (ACE) on FRQ. It may mean duplication or dependence on auditor 

expertise by technically-knowledgeable audit committee members, a situation that 

may lead to its members exerting less oversight or demand over audit matters. 

Moreover, the interaction term of meeting frequency of audit committees and quality 

of external audit (ACM*EAQ) presents a positive and highly significant estimate 

(0.2415,  < 0.01). This implies that, a high level of soundness attained in both audit 

quality and meeting frequency of the audit committee leads to a significant increase 

in the quality of financial reporting. Frequent meetings enable the constant levels of 

engagement, review, and communication with external auditors hence more 

corroborate and reliable financial reports. On the other hand, EAQ has a negative, 

statistically significant stand-alone impact (-0.0059, p < 0.01). This negative effect 
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might suggest that enlisting only external auditors without strong interaction with an 

audit committee might hinder the effectiveness of such auditors or signifies 

overconfidence in their activities by the audit committee, thus, archaically decreasing 

its oversight. 

On the control variables, Firm Size (FSIZE) has very insignificant (0.0261, p > 0.05) 

effect on the model, indicating that the firm size does not play significant role in 

determining the level of financial reporting quality. The impact of leverage (LEV) is 

however positive and significant (0.1852, p < 0.05) which means that as debt level of 

the firm increases so is the quality of their financial reports. This may be as a result 

of the need to be transparent and credible to the lenders. With regard to the direct 

audit committee attributes, the coefficient of ACI (audit committee independence) is 

negative and insignificant implying that independence is not enough to affect FRQ 

without outside audit quality. ACE (audit committee expertise) is favorable and 

substantive ( 1.3335, p < 0.05) that signifies the relevance of financial literacyin 

bringing about top notch monitoring and proper reporting. Nonetheless, when 

moderated by EAQ, ACM (audit committee meetings) relays the negative, but 

insignificant (-0.6345) result into a significantly influential outcome. 

In general, the results indicate that the effectiveness of audit committee 

characteristics on financial reporting quality is significantly influenced by the quality 

of external audits. While committee expertise and meeting frequency are crucial, 

their impact is either enhanced or altered by how well external auditors perform their 

duties. External audit quality acts as a key moderating variable, either amplifying or 

diluting the effects of audit committee functions. Policymakers and regulators should 

consider strengthening the collaboration between internal audit structures and 

external auditors to boost transparency, trust, and quality in financial reporting. 

4.4 Diagnostic Test 

Table 4.4: Diagnostic Test 

DIAGNOSTICS TESTS  

Sergan Test 32.714               P-value          0.431 

Arrelano-Bond AR(2) Test -0.412                P-value          0.680 

Source: Generated using EVIEWS 13 
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Table 4.4 shows the diagnostic tests to substantiate the reliability of the Difference 

GMM model employed in the analysis. Sargan Test examines the validity of the 

instruments applied in the model. Having the value of the test statistics as 32.714 and 

p-value of 0.431 exceeding the significance level of 0.05 level test, the test result is 

positive implying that the instruments are not over-identified. This implies that they 

are suitably uncorrelated to the error term and suitably not included in the estimated 

equation. 

The Arellano-Bond AR(2) test is used to test the second order serial correlation of 

first-differenced error. The statistic of the test is obtained as -0.412, and a p-value is 

equal to 0.680, thus there is no evidence of autocorrelation at the second order. This 

is quite significant to the stabilization of the GMM estimates. A combination of these 

tests ensures that the model is specified in a correct way and the outcomes are robust 

and reliable. 

4.5 Discussion 

The findings highlight the dynamic interplay between audit committee attributes and 

external audit quality in influencing financial reporting quality (FRQ) in Nigerian 

firms. The significant and positive interaction between Audit Committee 

Independence (ACI) and External Audit Quality (EAQ) aligns with prior studies such 

as Ogundajo and Onakoya (2021), who found that independent audit committees, 

when supported by credible external auditors, enhance monitoring effectiveness and 

improve financial disclosures. Similarly, Idogho et al. (2023) emphasized that 

independence enhances objectivity in financial oversight, especially when 

complemented by high audit quality. 

However, the negative interaction between Audit Committee Expertise (ACE) and 

EAQ contrasts with studies that found technical competence and audit experience of 

committee members to independently enhance FRQ (Ugwunta & Ugochukwu, 

2020). The negative moderation could suggest that the presence of high-quality 

external auditors might reduce the active engagement of technically proficient audit 

committee members, a phenomenon supported by Ajayi and Hassan (2022), who 

reported that overlapping expertise may result in reduced vigilance or role dilution. 
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Conversely, the positive moderation of audit committee meeting frequency (ACM) 

by EAQ confirms that frequent interactions with external auditors improve 

communication and oversight (Ademola & Bello, 2024). This supports the view of 

Otalor and Osemene (2020), who argued that more frequent meetings provide greater 

opportunity to engage with auditors and detect financial irregularities early. 

Interestingly, the direct effect of EAQ is negative and significant, suggesting that 

external audit quality alone may not guarantee improved FRQ without effective 

collaboration with internal audit committees. This is consistent with Alade and 

Abubakar (2023), who found that excessive reliance on external auditors may reduce 

the accountability expected from internal governance structures. 

Control variables show mixed effects. While leverage (LEV) positively impacts 

FRQ—aligning with Mohammed and Lawal (2021), who linked higher debt to better 

disclosure due to creditor scrutiny—firm size (FSIZE) was not significant, 

contradicting expectations from Adegbie et al. (2020), who associated larger firms 

with better governance systems. 

5. CONCLUSION 

This study concludes that audit committee characteristics—specifically independence 

(ACI), expertise (ACE), and meeting frequency (ACM) significantly affect the 

quality of financial reporting (FRQ) among Nigerian firms, especially when 

moderated by external audit quality (EAQ). The findings show that the interaction of 

ACI and ACM with EAQ positively influences FRQ, suggesting that a strong audit 

committee, complemented by high-quality external auditors, enhances reporting 

credibility. However, the interaction between ACE and EAQ had a negative effect, 

indicating that expertise alone may not guarantee improved reporting unless 

effectively coordinated with external auditors. Moreover, firm size (FSIZE) and 

leverage (LEV) also influence FRQ, with leverage showing a significant positive 

effect. These results highlight the importance of a well-structured audit committee 

and effective external audit practices in strengthening corporate financial 

transparency.  
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5.1 Limitation and Future Research Recommendation 

This study, while insightful, has several limitations. First, it focuses exclusively on 

listed service firms in Nigeria, limiting the generalizability of findings to other 

sectors or countries. Second, the use of secondary data may not capture qualitative 

aspects such as internal dynamics of audit committees or auditor-client interactions. 

Third, the study spans a limited timeframe, which may not fully reflect long-term 

trends or changes in regulatory environments. Additionally, potential endogeneity 

issues, though addressed using Difference GMM, may not be entirely eliminated. 

Future research should explore other sectors such as manufacturing or banking to 

enable cross-sectoral comparisons. Also, integrating qualitative approaches like 

interviews could uncover deeper insights into audit committee dynamics. Further 

studies may consider the influence of regulatory changes post-2020, such as the 

revised Nigerian Code of Corporate Governance, on audit and reporting quality. 

Finally, future work could examine cross-country comparisons within Sub-Saharan 

Africa or other developing economies for broader policy relevance. 
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