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ABSTRACT 

This study has empirically provided 

evidence on the degree of relationship 

between audit committee characteristics 

proxied by audit committee meeting, audit 

committee independence and audit 

committee financial expertise, and quality 

of financial reporting proxied by 

discretionary accruals of quoted Fast 

Moving Consumer Goods companies in 

Nigeria. Consequently, based on the 

findings of the study, the following 

conclusions are drawn. The study reveals 

that audit committee meetings of up to 

four times may not result in more effective 

monitoring. This is the reason why this 

study found insignificant relationship 

between audit committee meetings and 

discretionary accruals of Fast Moving 

Consumer Goods companies in Nigeria. 

The degree of relationship between audit 

committee independence and discretionary 

accruals is quiet low.  It is further 

established that the proportion of non-

executive directors in the audit committee 

may not guarantee that managers would 

not manipulate earnings. The degree of 

relationship between audit committee 

financial expertise is also low. The 

presence of just one member of the audit 

committee with financial background is 

not enough in enhancing the quality of 

financial reporting. 

Keywords: Relationship, audit, committee, characteristics, financial, quality, consumer, 

goods, company, Nigeria 

 

INTRODUCTION 

Users of financial information rely on the 

information presented to them through 

company annual report for decision-

making. This report which is prepared by 

the directors of the company is expected 

to be credible, reliable, relevant and 

acceptable to aid potential investors and 

stakeholders make informed decisions. 

Financial report is therefore expected to 

provide full, timely, transparent and 

reliable financial information that is not 

deliberately prepared to mislead users.  

Despite its importance, financial 

information obtainable from the financial 

report may not always be credible and 

reliable because it may contain errors, 

deliberate manipulation of accounting 

numbers, as well as a misrepresentation 

of earnings, thus, questioning its 

credibility. Financial report scandal that 

had risen in past years had raised 

concerns in financial reporting quality. 

The number of financial manipulation 

cases which affected several companies 

has proved the concerns on financial 

reporting quality and the failure of 

corporate governance. Due to series of 

well-publicized accounting scandals 

around the world, the United States 

(US)Congress was prompted to pass the 

Sarbanes-Oxley Act (SOX), also known as 

the Corporate Oversight Bill, in 2002. In 

line with congressional efforts, the New 

York Stock Exchange (NYSE) and the 

National Association of Securities Dealers 

Automated Quotations (NASDAQ) adopted 

new corporate governance rules for 

exchange-quoted firms which were 

approved by the Securities and Exchange 

Commission [SEC] (2003). Both SOX and 

the newcorporate governance rules of the 

NYSE and NASDAQ emphasized greater 

independence and effectiveness forboard 

of directors and audit committees [1]. 

The search for a mechanism to ensure 

reliable and high quality financial 
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reporting has largely focused ont he 

structure of audit committees whose 

function is to oversee the financial 

reporting process and to audit financial 

statements. The International Professional 

Practices Framework (IPPF, 2002) states 

audit committee as a standing committee 

of a company board that has the oversight 

function of financial reporting process, 

internal and external auditor’s activities 

[2]. An audit committee is a sub-

committee of the board that specializes 

in, and is responsible for, ensuring the 

accuracy and reliability of the financial 

statements provided by management. The 

audit committee serves as a liaison 

between the external auditor and the 

board of directors and facilitates the 

monitoring process by reducing 

information asymmetry between the 

external auditor and the board. Audit 

committee has been considered as 

constitutive to quality financial reporting. 

[3] submits that companies set  up “this 

particular committee to enrich the 

standard of financial practices and 

earnings. Audit committee guarantees the 

protection of the stockholders welfares. 

Given the importance of audit 

committees, quoted companies in Nigeria 

are required to include in their annual 

reports a summary of activities carried 

out by their audit committees. 

Nigeria has witnessed series of corporate 

collapses and related frauds that have 

raised doubts about the credibility of 

corporate governance in the country. A 

number of professional and regulatory 

bodies thus recommended reforms to 

improve the quality of financial reporting 

in the management and control of 

corporations. This motivates this study to 

see the relationship between audit 

committee characteristics and the 

financial reporting quality of quoted Fast 

Moving Consumer Goods (FMCG) 

companies in Nigerian.  

This study examines the relationship 

between audit committee characteristics 

and the financial reporting quality of 

quoted Fast Moving Consumer Goods 

(FMCG) companies in Nigerian.The aspect 

of audit committees characteristics to be 

examined are audit committee meetings, 

audit committee independence and audit 

committee financial expertise. Quality of 

financial reporting will be examined 

usingmeasures of earnings management 

proxied by discretionary accruals. 

Fast Moving Consumer Goods (FMCG) for 

the purpose of this study are products 

that are sold quickly and at relatively low 

cost. Examples include non-durable goods 

such as packaged foods, beverages, 

toiletries, over the counter drugs and 

many other consumables. 

Statement of the Problem 

The quality of financial reports has been 

questioned since the beginning of the 

past decade due to the collapse of firms 

soon after publication of juicy profits. 

This has necessitated the tightening of 

regulations, standards and modification 

of corporate governance mechanisms. 

Audit committee is one of those 

mechanisms introduced by regulators to 

ensure reliable and high quality financial 

reporting. 

Audit committees have been in existence 

since the year 1939 Armitage &Brandley 

(1994). However, there have being several 

criticisms as to the importance of audit 

committee in enhancing financial 

reporting. In order for financial statement 

to be useful for decision making, it must 

show a true and fair view of the company 

statements of financial position and 

performance. This can only be achieved 

through regular and periodic audit of the 

company financial statements as prepared 

by the auditors. However this audit by 

independent auditors has over the years 

due to corporate failures lost its full 

potential and as such paved way for this 

same auditors to be check mated by an 

independent committee called the audit 

committee.  

Despite the presence of audit committee, 

there have been several cases of 

manipulation of financial statements 

which suggest that the mere presence of 

an audit committee is not sufficient 

enough to mitigate the tendencies for 

financial statement manipulation by 

management. Consequently, the concern 

and emphasis in recent times has not just 

been about the formation of audit 

committees but on the effectiveness of 



http://www.inosr.net/inosr-humanities-and-social-sciences/ 

Duru et al 

INOSR HUMANITIES AND SOCIAL SCIENCES 5(1): 102-119, 2019. 

104 
 

the audit committees in improving 

stakeholder’s confidence in financial 

statements especially in light of 

accounting scandals. This study will 

therefore seek to find and establish the 

relationship between audit committee 

characteristics andfinancial reporting 

quality of Fast Moving Consumer Goods 

companies (FMCG) in Nigeria. 

Objectives of the Study 

The general objective of the study is to 

examine the relationship between audit 

committee characteristics and financial 

reporting quality of Fast Moving 

Consumer Goods Companies (FMCG) in 

Nigeria. 

The specific objectives of the study are; 

i. To determine the relationship 

between audit committee meetings 

and discretionary accruals 

ii. To ascertain the relationship 

between audit committee 

independence anddiscretionary 

accruals 

iii. To investigate the relationship 

between audit committee financial 

expertise and discretionary 

accruals. 

Research Questions 

To achieve the objective of this study, the 

answers to the following questions will be 

sought; 

i. To what extent is the relationship 

between audit committee meetings 

anddiscretionary accruals? 

ii. To what extent is the relationship 

between audit committee 

independence anddiscretionary 

accruals? 

iii. To what extent is the relationship 

between audit committee financial 

expertise anddiscretionary 

accruals? 

THEORETICAL FRAMEWORK 

Agency Theory 

Agency theory emerged in the early 1970s 

from the combined disciplines of 

economics and institutional theory. 

Although there is contention as to who 

originated the theory, the most cited 

references to the theory, however, comes 

from Michael C. Jensen and William 

Meckling. Theoretical support for the 

formation of audit committees can be 

found in agency theory because it has 

undoubtedly dominated other theories as 

the most preferred approach to corporate 

governance studies [4]. [5] defined agency 

relationship as a contract under which 

one or more persons (the principal) 

engage another person (the agent) to 

perform some services on their behalf 

which involves delegating some decision-

making authority to the agent. According 

to agency theory, shareholders and debt 

holders act as principals who seek to 

obtain maximum utility from management 

acting as their agent [6].  

This relationship is formed when a party 

called the principal, delegates authority 

to another party called the agent. Agency 

theory is therefore concerned with 

contractual relationship between two or 

more persons called the agent to perform 

some services on behalf of the principal. 

Both the agent and the principal are 

presumed to have entered into mutual 

agreement or contract motivated solely by 

self-interest. The theory essentially 

acknowledges that different parties 

involved in a given situation with same 

given goal will have different motivations, 

and these differences can manifest in 

divergent ways. This  relationship, 

according to [7], is perceived in economic 

and business life and also generate more 

problems of contracting between entities 

in the economy. This means that there is 

a contractual relationship between 

shareholders and directors and between 

audit committee and external auditors. 

Positive Accounting Theory (PAT) 

Positive Accounting Theories emerged 

with empirical studies that proliferated in 

accounting in the late 1960s. it was 

organized as an academic school of 

thought of discipline  by the work of Ross 

Watts and Jerold Zimmerman in 1978 and 

1986. The theory aim to proffer 

explanations and predict actions about 

how accounting policy choices are made 

and how firms will adjust its activities to 

new accounting rules while recognizing 

the existence of economic implications 

for each choice [8].  
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Three strands of hypothesis forms the 

plank for PAT namely management 

compensation hypothesis, debt equity 

hypothesis and political cost hypothesis 

[9]. These hypothesis predicts conflicts of 

interest between the action of managers 

and that of shareholders and regulatory 

agencies. Managers or firms are motivated 

by selfish motives to manage bonus 

plans, act to fulfill debt covenants or 

curtail political costs associated with 

their scale of operation  

EMPIRICAL REVIEW 

Audit committee plays an important role 

in monitoring management to protect 

shareholder’s interest. The code of best 

governance practice in Nigeria requires 

that the committee should be largely 

independent, highly competent and have 

a high level of integrity. It is responsible 

for the review of the integrity of financial 

reporting and oversees the independence 

and objectivity of the external auditors.  

[10] investigated the impact of corporate 

governance on earnings management in 

U.S. Firms. Using a sample drawn from the 

population of U.S. Firms that appear on 

Compustat 1996, they found that 

financial expertise, independent directors 

and active committee (proxy by board 

meetings) are inversely related with 

discretionary accruals. The study uses 

current accruals in measuring earnings 

management. 

Several studies on audit committee 

analyzed the quality of audit committee 

as one of the integral components of 

corporate governance which have 

influence in controlling earnings 

management, or improving financial 

reporting quality and earnings quality or 

audit quality. With reference to financial 

reporting quality, [11] who examined 

corporate governance and quality of 

financial reporting found that governance 

mechanisms positively and strongly 

affected financial reporting quality. The 

study included audit committee 

governance as one of the proxies of 

governance mechanisms. With respect to 

improving earnings quality, the study of 

[12] revealed that the formation of an 

audit committee reduces intensive 

earnings management. For improving 

audit quality, [13] who studied corporate 

governance and audit quality, found that 

audit committee is positively and 

significantly associated with audit 

quality. This may not be a surprise, 

because reasonable attention was given 

by regulators and practitioners on audit 

committee through constant review and 

reforms of the committee all over the 

globe.  

If audit committee serves as an effective 

mechanism in monitoring managers and 

enhances the quality of financial reports 

as noted by [14], it is therefore predicted 

that it should be inversely related with 

earnings manipulation and positively 

related to pre-managed financial 

performance [15]. Therefore, the 

following subheadings discuss the 

empirical findings between the attributes 

of the audit committees- independence, 

financial expertise, and meetings with 

earnings management [16]. 

METHODOLOGY 

Research Design 

Ex post facto research design was adopted 

due to the fact that the study relied solely 

on secondary source of data collection in 

determining the relationships between 

audit committee characteristics and 

financial reporting quality of quoted Fast 

Moving Consumer Goods Company 

(FMCG) in Nigeria [17] [18] [19]. 

Area of Study 

The research was conducted in Nigeria 

and within the Fast Moving Consumer 

Goods Companies quoted in the Nigerian 

Stock Exchange. 

Population 

The population consists of Fast Moving 

Consumer Goods companies in Nigeria for 

the period 2012-2016. The study 

considered a total of twenty one (21) 

quoted Fast Moving Consumer Goods 

companies that were quoted in Nigerian 

Stock Exchange (NSE) as at December 

2016. 

Sample Selection and Size 

Determination 

The Lagos Business School industry 

report of 2016 named twenty (20) 

companies (public and limited liability 
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companies) as key players in Nigerian 

FMCG sector, out of the twenty companies 

only eight (8) were quoted on the Nigerian 

Stock Exchange and had complete 

financial statements for the period. These 

eight companies were selected as sample 

of the study [20] [21]. Tables 1 contains 

the names of quoted company that were 

selected as sample of the study and their 

segment. 

Table 1: Key players in the FMCG Industry according to segments (quoted FMCG 

Companies only) 

SEGMENTS FOOD BEVERAGES PERSONAL 

CARE 

HOME CARE 

SUB- SEGMENTS Cereal 

Staple 

Pastries 

Soft Drinks 

Beer 

Health Drinks 

Skin Care 

Make Up 

Oral Care 

Laundry Care  

Surface Care 

Dish Washing 

FMCG COMPANIES Nestle& 

Dangote 

7up, Nestle, 

Cadbury, 

Guinness, Nigerian 

Breweries. 

PZ Cussons & 

Unilever,  

PZ Cussons & 

Unilever 

Source: Lagos Business School Industry Report 2016 

 

Sources of Data 

This study adopted secondary sources of 

data collection. Data were obtained from 

the 2012-2016 annual reports and 

accounts of the sampled companies and 

2016 Industry Report of Lagos Business 

School [22]. The adoption of the 

secondary source was prompted by the 

requirement of the model and tool of 

analysis adopted and that the variables of 

the study consist of audit committee 

attributes and components of accruals 

that are obtainable only in the annual 

reports. 

Model Specification 

The analytical model considered in this 

study took elements of audit committee 

(number of meetings, independence and 

financial expertise) as predictor variables 

and financial reporting quality proxy by 

earnings management and measured by 

discretionary accruals as criterion 

variable as follows:  

DAC = f (ACM, ACI, ACF) ..............….… (1)  

DAC = β0 + β1 ACM + β2 ACI + β3 ACF+ Σ 

…….. (2) 

Description of Variables in the Model 

DAC  = Discretionary accruals  

β0 = Intercept  

β1 – β3 = Coefficient of predictor variables  

ACM  = Audit Committee Number of 

Meetings  

ACI = Audit Committee Independence  

ACF  = Audit Committee Financial 

Expertise  

Σ  = Error term/random term 

(A) Dependent variable  

i. Earnings Management measured by 

discretionary accruals 

(B)Independent variables  

i. Audit committee meeting is 

measured by the number of 

meetings 

ii. Audit Committee independence is 

measured by the number of non-

executive directors on the audit 

committee.  

iii. Audit Committee financial 

expertise is measured by the 

number of Audit committee 

members with a background in 

accounting or finance.   

Method of Data Analysis 

The data analysis employed is the Pearson 

Correlation which was used to calculate 

the regression coefficient of the model 

[23]. 
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DATA PRESENTATION AND ANALYSIS 

 Data Presentation  

The data for the study was obtained from the annual reports and accounts of quoted Fast 

Moving Consumer Goods Companies in Nigeria for five years (2012-2016). 

 

Table 2 Data Variable for Nigeria Breweries PLC 

Year Discretionary 

Accruals (N'000) 

No. of 

Meetings 

Finance 

Background 

Non-Executive 

Directors 

2012   519,044.00  4 1 3 

2013 11,981,385.00   4 1 3 

2014  2,289,621.00  4 1 3 

2015 18,485,733.00  4 1 3 

2016  874,871.00  4 1 3 

Source: Company’s Annual Reports and Accounts 

 

Table 3: Data Variable for Unilever Nig. PLC 

Year Discretionary 

Accruals (N'000) 

No. of 

Meetings 

Finance 

Background 

Non-Executive 

Directors 

2012     939,924.00  4 1 2 

2013     629,423.00  4 1 2 

2014     549,180.00  4 1 2 

2015      998,779.00  4 1 2 

2016      3,672,662.00  4 1 2 

Source: Company’s Annual Reports and Accounts 

  

Table 4: Data Variable for PZ Cussons PLC 

Year Discretionary 

Accruals (N'000) 

No. of 

Meetings 

Finance 

Background 

Non-Executive 

Directors 

2012     1,444,606.00  4 1 2 

2013     3,539,555.00  3 1 2 

2014     478,324.00  4 1 2 

2015     1,822,320.00  4 1 2 

2016     1,115,423.00  3 1 2 

Source: Company’s Annual Reports and Accounts 

 

Table 5 Data Variable for Nestle Nig. PLC 

Year Discretionary 

Accruals (N'000) 

No. of 

Meetings 

Finance 

Background 

Non-Executive 

Directors 

2012     20,564.00  4 0 3 

2013     40,621.00  4 0 3 

2014     304,755.00  4 0 3 

2015     1,604,995.00  4 0 3 

2016     876,329.00  4 0 3 

Source: Company’s Annual Reports and Accounts 
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Table 6: Data Variable for Guinness Nig. PLC 

Year Discretionary 

Accruals (N'000) 

No. of 

Meetings 

Finance 

Background 

Non-Executive 

Directors 

2012   1,727,553.00  4 0 3 

2013   2,839,600.00  4 0 3 

2014   897,116.00  4 0 3 

2015   4,451,561.00  4 0 3 

2016   3,646,440.00  4 0 3 

Source: Company’s Annual Reports and Accounts 

 

Table 7 Data Variable for Cadbury Nig. PLC 

Year Discretionary 

Accruals (N'000) 

No. of 

Meetings 

Finance 

Background 

Non Executive 

Directors 

2012      361,961.00  4 1 3 

2013      706,131.00  4 1 3 

2014      1,062,046.00  4 1 3 

2015      1,648,860.00  4 1 3 

2016      1,014,764.00  4 1 3 

Source: Company’s Annual Reports and Accounts 

 

Table 8 Data Variable for Dangote Flour Mills PLC 

Year Discretionary 

Accruals (N'000) 

No. of 

Meetings 

Finance 

Background 

Non-Executive 

Directors 

2012      524,864.00  4 2 0 

2013      47,382.00  4 2 0 

2014      267,295.00  4 2 0 

2015      309,838.00  4 2 0 

2016      268,842.00  4 2 0 

Source: Company’s Annual Reports and Accounts 

 

Table 9 Data Variable for 7up bottling company PLC 

Year Discretionary 

Accruals (N'000) 

No. of 

Meetings 

Finance 

Background 

Non-Executive 

Directors 

2012      100,812.00  3 1 3 

2013      1,385,688.00  3 1 3 

2014      164,092.00  3 1 3 

2015      10,459.00  3 1 3 

2016      1,255,648.00  3 1 3 

Source: Company’s Annual Reports and Accounts 
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Descriptive Statistics 

The descriptive statistics shows the nature of each of the variable of the study. This 

includes the minimum, maximum, mean, standard deviation as presented in table 10 

 

Table 10: Descriptive statistics of the variables 

Variables Min Max Mean Std. Dev. 

DACC -0.17 0.48 0.0657 0.14044 

AUDMET 3 4 3.82 0.385 

AUDIND 0 3 2.38 1.005 

AUDFEX 0 2 0.87 0.607 

Source: Extracted from IBM SPSS 22.0 Statistics Viewer 

Table 2 output shows that the minimum 

value of discretionary accrual is -0.17 and 

the maximum is 0.48 this implies that the 

firm with higher discretionary accruals 

signify higher earnings management and 

those with lower discretionary accruals 

have lower earnings management [24]. For 

audit committee meetings, the table 

shows a minimum of three and a 

maximum of four meetings [25] [26]. This 

means that the lowest number of 

meetings held by FMCG companies in 

Nigeria in the period under review was 

three and the highest number of meeting 

was four. The mean of 3.82 shows that 

the average number of meetings held 

within the period of the study in quoted 

FMCG companies in Nigeria. 

For audit committee independence, the 

table shows a minimum of zero and a 

maximum of three. This implies that some 

companies do not have non-executive 

directors as members of the audit 

committee [27] [28]. The maximum of 

three implies that some of the FMCG 

companies have as much as three non-

executive directors as members of the 

audit committee. Of the eight FMCG 

companies sampled, five of the 

companies had three non-executive 

directors as members of the audit 

committee, two had two members of the 

non-executive directors as member of the 

audit committee. Only one company had 

no member of the non-executive directors 

as members of the audit committee. 

Finally, the audit committee financial 

expertise shows a minimum of zero and a 

maximum of two [29]. This implies that 

some FMCG companies do not have any 

member of the audit committee with 

financial expertise. The maximum of two 

form the six member committee was from 

only one of the FMCG companies out of 

the eight that were studied [30]. Five 

other FMCG companies had only one 

member in the audit committee who had 

financial expertise while two of the 

companies had no audit committee 

members with financial expertise. 

Bivariate Analysis 

This shows the level of relationship 

between the employed variables and the 

direction of movement amongst them.  

 

Table 11: Extract of the Correlation Matrix of the Independent and Dependent Variables 

Variables AUDMET AUDFEX AUDIND 

Pearson correlation 0.068 -0.263 0.278 

Sig. (2-tailed) 0.753 0.215 0.188 

N 40 40 40 
 

**. Correlation is significant at the 0.05 level (1-tailed). 

Source: IBM SPSS Statistics 22.0 Viewer 

 

From table 3, it can be observed that 

there is a negative relationship between 

audit committee financial expertise and 

discretionary accruals in Fast Moving 

Consumer Goods (FMCG) companies in 

Nigeria during the period of the study 

[31]. This indicates an inverse 

relationship between audit committee 
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financial expertise and discretionary 

accruals. However, the audit committee 

meetings and audit committee 

independence are positively related to 

discretionary accruals. This correlation 

matrix will not serve as a basis for 

generalization on the actual relationship 

between audit committee characteristics 

and discretionary accruals as correlation 

matrix only gives a mere degree of 

relationship between the dependent and 

the independent variables themselves. 

Thus, regression shows relationship [32].  

Regression 

The study further moves to find the 

influence of the predicator on the 

criterion by carrying out a regression 

exercise as displayed in table 4.3 and 4.4 

which is a summary of the model estimate 

extracted from the IBM SPSS statistics 22.0 

output. 

 

Extracts form the regression output 

 

Table 12: ANOVA
a

 

Model Sum of 

Squares 

Df Mean 

Square 

F Sig. 

1 Regression 3.913 3 1.304 .05 .785
b

 

Residual 4.145 20 2.073   

Total 8.058 23    

a. Dependent Variable: DACC 

b. Predictors: (Constant), Non-Executive Directors, No. of Meetings, Finance Background 

 

 

Table 13 Coefficients
a

 

Model Unstandardized 

Coefficients 

Standardized 

Coefficients 

t Sig. 

B Std. 

Error 

Beta 

1 (Constant) .073 .429   .171 .986 

AUDMET .004 .085 .056 .024 .753 

AUDIND .008 .081 .105 .042 .188 

AUDFEX -.065 .049 .154 .043 .215 

a. Dependent Variable: DACC 

Source: Extracted from IBM SPSS 22.0 Statistics Viewer 

 

Table 14: Extract of Model Estimates 

Variables R B Std. Error T Sig. 

AUDMET 0.068 0.004 0.085 0.024 0.753 

AUDIND 0.278 0.008 0.081 0.042 0.188 

AUDFEX 0.263 -0.065 0.049 -0.043 0.215 

 

Test of Hypothesis 

Test of Hypothesis one 

    Ho
1:

 There is no significant relationship 

between audit committee meeting 

and financial reporting quality of 

quoted Fast Moving Consumer 

Goods companies in Nigeria. 

Utilizing the output in Table 11 and 14 

and judging by the significance level of 

0.753 which is greater than the 0.05 

significance level as depicted in the 

ANOVA Table of 12, the study accepts the 

null hypothesis and concludes that audit 

committee meeting has no significant 

relationship on quoted Fast Moving 
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Consumer Goods companies in Nigeria 

[33]. 

Test of Hypothesis two 

   Ho
1:

 There is no significant relationship 

between audit committee 

independence and financial 

reporting quality of quoted Fast 

Moving Consumer Goods 

companies in Nigeria. 

Utilizing the output in Table 11 and 14 

and judging by the significance level of 

0.188 which is greater than the 0.05 

significance level as depicted in the 

ANOVA Table of 12, the study accepts the 

null hypothesis and concludes that audit 

committee independence has no 

significant relationship on quoted Fast 

Moving Consumer Goods companies in 

Nigeria [34] 

Test of Hypothesis three 

   Ho
1:

 There is no significant relationship 

between audit committee financial 

expertise and financial reporting 

quality of quoted Fast Moving 

Consumer Goods companies in 

Nigeria. 

Utilizing the output in Table 11 and 14 

and judging by the significance level of 

0.215 which is greater than the 0.05 

significance level as depicted in the 

ANOVA Table of 12, the study accepts the 

null hypothesis and concludes that audit 

committee financial expertise has no 

significant relationship on quoted Fast 

Moving Consumer Goods companies in 

Nigeria 

DISCUSSION OF FINDINGS 

Utilizing the independent variables (audit 

committee number of meetings, audit 

committee independence and audit 

committee financial expertise) by way of 

explanatory variable and dependent 

variable (discretionary accruals) by way of 

response variable, from table 4.13, the R 

which denotes the correlation coefficient 

displays an explanation of 0.068 or 6.8% 

for audit committee meeting, 0.278 or 

27.8% for audit committee independence 

and 0.263 or 26.3% for audit committee 

financial expertise [35] [36] [37].  

The analysis of Variance table (ANOVA) 

shows an insignificant regression at 0.753 

for audit committee number of meetings, 

0.188 for audit committee independence 

and 0.215 for audit committee financial 

expertise.  

The coefficients reveals that audit 

committee number of meetings shows a 

positive movement as denotes by its 

coefficient of 0.004 and a standard error 

0.085 was found to be insignificant based 

on its t-statistics coefficient of .0024 at 

0.753significance level which is greater 

than .05 significance level [38]. Audit 

committee independence shows a positive 

movement as denotes by its coefficient of 

0.008 and a standard error of 0.081 and 

was found to be statistically insignificant 

based on its t-statistics coefficient of .042 

at 0.188significance level which is greater 

than .05 significance level [39]. Finally, 

audit committee financial expertise shows 

a negative movement as denotes by its 

coefficient of -0.065 and a low standard 

error 0.049 was found to be insignificant 

based on its t-statistics coefficient of 

.0042 at 0.215significance level which is 

greater than .05 significance level [40]. 

SUMMARY OF FINDINGS 

This study examines the relationship 

between audit committee characteristics 

and financial reporting quality of quoted 

Fast Moving Consumer Goods companies 

in Nigeria over the period of five years 

(2012-2016). The main results of the 

analysis are quoted below. 

I. Audit Committee Meetings 

On Audit Committee Meetings, the degree 

of relationship with quality of financial 

reporting is very poor and is also not 

significant. This implies that audit 

committee meetings of four times do not 

guarantee the quality of financial 

reporting of FMCG companies in Nigeria.  

II. Audit Committee Independence 

The degree of relationship between the 

audit committee independence and 

quality of financial reporting is low and 

for the purpose of this study not 

significant. This implies that audit 

committee independence may not serve 

as a means of improving the quality of 
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financial reporting in FMCG companies in 

Nigeria.  

III. Audit Committee Financial 

Expertise 

The degree of relationship between the 

audit committee financial expertise and 

quality of financial reporting is also low 

and not significant. This means that for 

the purpose of this study, financial 

expertise does not improve the quality of 

financial reporting in FMCG companies in 

Nigeria. 

CONCLUSION 

This study has empirically provided 

evidence on the degree of relationship 

between audit committee characteristics 

proxy by audit committee meeting, audit 

committee independence and audit 

committee financial expertise, and quality 

of financial reporting proxy by 

discretionary accruals of quotedFast 

Moving Consumer Goods companies in 

Nigeria. Consequently, based on the 

findings of the study, the following 

conclusions are drawn.  

i. Audit Committee meetings.  

The study reveals that audit committee 

meetings of up to four times may not 

result in more effective monitoring. This 

is the reason why this study found 

insignificant relationship between audit 

committee meetings and discretionary 

accruals of Fast Moving Consumer Goods 

companies in Nigeria. 

ii. Audit Committee Independence 

The degree of relationship between audit 

committee independence and 

discretionary accruals is quiet low.  It is 

further established that the proportion of 

non-executive directors in the audit 

committee may not guarantee that 

managers would not manipulate earnings. 

iii. Audit Committee Financial 

Expertise 

The degree of relationship between audit 

committee financial expertise is also low. 

The presence of just one member of the 

audit committee with financial 

background is not enough in enhancing 

the quality of financial reporting. 

RECOMMENDATIONS 

In line with the findings and the 

conclusions of the study, the following 

recommendations are proffered. 

1. There is need to increase the 

number of times the audit 

committee meets to eight. The 

committee should meet twice in a 

quarter and emphasis should be on 

meeting attendance by members. 

2. There is a need to increase the 

membership of the non-executive 

directors to at least four. Having a 

majority of non-executive directors 

may impact positively on the 

quality of financial reporting. 

3. There is need that at least three 

members of the audit committee 

should have background in 

accounting and finance and a 

minimum qualification should be 

pegged for such background. 
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APPENDICES 

The Modified Jones model 

Step 1:Calculate the total accruals as follow:  

𝑇𝐴𝐶𝐶𝑡 =  ∆𝐶𝐴𝑡 −  ∆𝐶𝑎𝑠ℎ −  ∆𝐶𝐿𝑡 + ∆𝐷𝐶𝐿𝑡 −  𝐷𝐸𝑃𝑡
 (Eq.1)

 

 

𝑇𝐴𝐶𝐶𝑡
 

= Total accruals in year 𝑡,
 

∆𝐶𝐴𝑡
 

= Change in current assets in year 𝑡,
 

∆𝐶𝑎𝑠ℎ
 

= Change in cash and cash equivalents in year 𝑡,
 

∆𝐶𝐿𝑡
 

= Change in current liabilities in year 𝑡,
 

∆𝐷𝐶𝐿𝑡
 

= Change in short term debt included in current liabilities in year 𝑡,
 

𝐷𝐸𝑃𝑡
 

= Depreciation and amortization expense in year 𝑡. 

Step 2:Calculate the non-discretionary accruals as follow:  

The non-discretionary accruals can be calculated with the next formula: 

𝑁𝐷𝐴𝐶𝐶𝑡
=

1

𝐴𝑡−1

+ 
(∆𝑅𝐸𝑉𝑡 − ∆𝑅𝐸𝐶𝑡  )

𝐴𝑡−1

 +  
𝑃𝑃𝐸𝑡  

𝐴𝑡−1

 

(Eq.2) 

𝑁𝐷𝐴𝐶𝐶𝑡  = Non-discretionary accruals in year 𝑡 

∆𝑅𝐸𝑉𝑡  = Revenues in year 𝑡 less revenues in year 𝑡 − 1, 

∆𝑅𝐸𝐶𝑡   = Net receivables in year 𝑡 less net receivables in year 𝑡 − 1, 

𝑃𝑃𝐸𝑡   = Gross property plant and equipment in year 𝑡, 

𝐴𝑡−1 = Total assets in year 𝑡 − 1, 

 

 

Step 3:Calculate the discretionary accruals 

The discretionary accruals will be calculated with the next formula:  

𝐷𝐴𝐶𝐶𝑡 = 𝑇𝐴𝐶𝐶𝑡 − 𝑁𝐷𝐴𝐶𝐶𝑡   

 

 

That's it for discretionary accruals! 
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Independent Variable Data 

Company Year No. of 

Meetings 

Finance 

Background 

Non-Executive 

Directors 

Nig. Brew 

PLC 

2011 4 1 3 

  2012 4 1 3 

  2013 4 1 3 

  2014 4 1 3 

  2015 4 1 3 

  2016 4 1 3 

Unilever 2011 4 1 2 

  2012 4 1 2 

  2013 4 1 2 

  2014 4 1 2 

  2015 4 1 2 

  2016 4 1 2 

PZ 

Cussons 

2011 4 1 2 

  2012 4 1 2 

  2013 3 1 2 

  2014 4 1 2 

  2015 4 1 2 

  2016 3 1 2 

Nestle 2011 4 0 3 

  2012 4 0 3 

  2013 4 0 3 

  2014 4 0 3 

  2015 4 0 3 

  2016 4 0 3 

Guinness 2011 4 0 3 

  2012 4 0 3 

  2013 4 0 3 

  2014 4 0 3 

  2015 4 0 3 

  2016 4 0 3 

Cadbury 2011 4 1 3 

  2012 4 1 3 

  2013 4 1 3 

  2014 4 1 3 

  2015 4 1 3 

  2016 4 1 3 

Dangote 2011 4 2 0 

  2012 4 2 0 
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  2013 4 2 0 

  2014 4 2 0 

  2015 4 2 0 

  2016 4 2 0 

7up 2011 3 1 3 

  2012 3 1 3 

  2013 3 1 3 

  2014 3 1 3 

  2015 3 1 3 

  2016 3 1 3 

Extracted from annual reports of companies selected for the study. 
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 Calculation of Discretionary Accruals   

Company Year Total Accruals Non 

Discreationary 

Accruals (%) 

Non 

Discreationary 

Accruals (Value) 

Discreationary 

Accruals 

Nig. Brew 

PLC 

2011         

  2012 -     

2,985,488,000.00  

                                

0.83  

-      

2,466,443,705.23  

-          

519,044,294.77  

  2013 -   

38,657,529,000.00  

                                

0.69  

-   

26,676,143,553.03  

-    

11,981,385,446.97  

  2014 -     

9,102,844,000.00  

                                

0.75  

-      

6,813,223,097.01  

-      

2,289,620,902.99  

  2015 -   

51,501,870,000.00  

                                

0.64  

-   

33,016,136,939.98  

-    

18,485,733,060.02  

  2016        

2,085,528,000.00  

                                

0.58  

       

1,210,657,026.13  

            

874,870,973.87  

Unilever 2011         

  2012 -     

2,449,926,000.00  

                                

0.62  

-      

1,510,001,549.35  

-          

939,924,450.65  

  2013        

2,028,999,000.00  

                                

0.69  

       

1,399,575,934.35  

            

629,423,065.65  

  2014        

1,019,287,000.00  

                                

0.46  

           

470,106,873.43  

            

549,180,126.57  

  2015 -     

2,768,794,000.00  

                                

0.64  

-      

1,770,014,705.45  

-          

998,779,294.55  

  2016        

9,623,422,000.00  

                                

0.62  

       

5,950,760,095.49  

        

3,672,661,904.51  

PZ 

Cussons 

2011         

  2012 -     

4,311,372,000.00  

                                

0.66  

-      

2,866,766,225.04  

-      

1,444,605,774.96  

  2013        

4,347,003,000.00  

                                

0.19  

           

807,447,670.67  

        

3,539,555,329.33  

  2014           

837,260,000.00  

                                

0.43  

           

358,935,558.16  

            

478,324,441.84  

  2015 -     

2,975,301,000.00  

                                

0.39  

-      

1,152,980,919.11  

-      

1,822,320,080.89  

  2016 -     

2,177,932,000.00  

                                

0.49  

-      

1,062,508,627.79  

-      

1,115,423,372.21  

Nestle 2011         

  2012        

2,271,476,000.00  

                                

1.01  

       

2,292,039,665.35  

-            

20,563,665.35  

  2013           

324,519,000.00  

                                

0.87  

           

283,898,026.58  

              

40,620,973.42  

  2014 -         

945,063,000.00  

                                

0.68  

-         

640,307,731.55  

-          

304,755,268.45  

  2015 -     

5,475,977,000.00  

                                

0.71  

-      

3,870,982,183.44  

-      

1,604,994,816.56  

  2016 -     

5,806,076,000.00  

                                

0.85  

-      

4,929,747,219.17  

-          

876,328,780.83  

Guinness 2011         

  2012 -     

8,579,929,000.00  

                                

0.80  

-      

6,852,406,436.56  

-      

1,727,522,563.44  
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  2013 -   

12,921,652,000.00  

                                

0.78  

-   

10,082,052,470.47  

-      

2,839,599,529.53  

  2014 -     

2,275,979,000.00  

                                

0.61  

-      

1,378,862,824.52  

-          

897,116,175.48  

  2015 -   

18,661,440,000.00  

                                

0.76  

-   

14,209,878,227.13  

-      

4,451,561,772.87  

  2016        

7,127,411,000.00  

                                

0.49  

       

3,480,971,440.44  

        

3,646,439,559.56  

Cadbury 2011         

  2012 -         

572,963,000.00  

                                

0.37  

-         

211,002,280.50  

-          

361,960,719.50  

  2013 -     

1,479,553,000.00  

                                

0.52  

-         

773,421,978.36  

-          

706,131,021.64  

  2014 -     

1,433,504,000.00  

                                

0.26  

-         

371,457,846.53  

-      

1,062,046,153.47  

  2015 -     

3,122,080,000.00  

                                

0.47  

-      

1,473,220,234.81  

-      

1,648,859,765.19  

  2016        

2,417,127,000.00  

                                

0.58  

       

1,402,362,962.25  

        

1,014,764,037.75  

Dangote 2011         

  2012 -   

10,497,273,000.00  

                                

0.95  

-      

9,972,409,350.00  

-          

524,863,650.00  

  2013           

315,882,000.00  

                                

0.85  

           

268,499,700.00  

              

47,382,300.00  

  2014 -     

3,818,496,000.00  

                                

0.93  

-      

3,551,201,280.00  

-          

267,294,720.00  

  2015 -     

5,163,966,000.00  

                                

0.94  

-      

4,854,128,040.00  

-          

309,837,960.00  

  2016     

13,442,082,000.00  

                                

0.98  

     

13,173,240,360.00  

            

268,841,640.00  

7up 2011         

  2012 -     

1,991,423,000.00  

                                

0.95  

-      

1,890,610,756.40  

-          

100,812,243.60  

  2013 -     

8,147,483,000.00  

                                

0.83  

-      

6,761,795,117.91  

-      

1,385,687,882.09  

  2014 -     

8,204,612,000.00  

                                

0.98  

-      

8,040,519,760.00  

-          

164,092,240.00  

  2015              

69,204,000.00  

                                

0.85  

             

58,745,069.13  

              

10,458,930.87  

  2016 -   

11,414,987,000.00  

                                

0.89  

-   

10,159,338,430.00  

-      

1,255,648,570.00  

 


