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Abstract: The purpose of this study is to investigate the effect of the characteristics of audit committee on
timeliness of corporate financial reporting in the Nigerian insurance industry. The study employed ex post
facto research design, and used secondary data extracted from the annual reports of fifteen insurance firms
listed on the Nigerian Stock Exchange during the period 2012 to 2015. Four hypotheses were formulated and
tested using the Ordinary Least Square method of multiple regressions. Results revealed a significantly
negative relationship between audit committee meeting frequency and timeliness of corporate financial
reporting. Also, there was a negative but insignificant association between audit committee gender, as well as
audit committee independence, and corporate financial reporting. Finally, the results showed that audit
committee size was positively and statistically, insignificantly related to timelines23s in corporate financial
reporting. The study has implications for insurance firms seeking timely release of financial reports. It
recommended that insurance firms should increase the frequency of meetings of the audit committee and
perform more due diligence on prospective independent and female members of the audit committees.
Keywords: Insurance Industry, Reporting Timeliness, Audit Committee Size, Independence, Gender
Diversity, Meeting Frequency

1. INTRODUCTION

The objective of financial reporting is to provide accounting information to assist users of financial
statements to assess the amount, timing and uncertainty of entity’s future cash inflow and cash
outflow so as to make informed decision. For accounting information to be decision useful, The
International Accounting Standards Board [IASB] requires that the financial information provided by
the report must possess certain fundamental and enhancing characteristics. One of the key enhancing
characteristics is timeliness. International Accounting Standard Board defines timeliness as the
availability of information (needed by decision makers for useful decision making)in time to be able
to influence decisions [1]. Extant literature uses the number of days between firm year and the date
the external auditor signs the financial statements as proxy of timeliness of financial reporting.

Prior studies on timeliness of corporate financial reporting for non-financial firms indicate that a
number of factors determine the timeliness of corporate financial reporting. These include firm size,
profitability, leverage, financial year end , listing status, industry sector, quality of internal control,
dividend, ownership, company age, financial conditions, presence of contingencies, presence of
extraordinary items, audit risks, audit complexity, correction of earnings [2,3,4,5,6,7,8,9,10,
11,12,13,14,15,16,17,18,19,20].

Audit risks, audit complexity and quality of internal control are audit related issues in financial
reporting. The Companies and Allied Matters Act, 2004 vests the audit committee with the
responsibility of overseeing the financial reporting process. Prior studies provide evidence linking the
effectiveness of audit committees to the characteristics of the committee [21,22]. The characteristics
of audit committee usually cited are size, independence, meeting frequency and gender diversity
[23,24,25]. To what extent these characteristics are associated with timeliness of financial reporting is
the focus of this study. The study focuses on the insurance sub sector because of paucity of literature
in this sub sector. Prior studies usually exclude the financial sector especially the insurance sub sector.
The argument has always been that the financial services sector has unique reporting requirements.
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The insurance sub sector is very vital to the economic development of Nigeria. Insurance companies
promote socio-economic activities through risk transfer and indemnification for companies and
individuals as well as mobilization of long term funds. Yet insurance firms fail to submit annual
accounts in timely manner and investors hold poor perception about the Nigerian insurance industry
[26,27]. Timely availability of financial reports may help improve investors’ perception.

This study makes three contributions to knowledge. First the result broadens our understanding of the
specific channel in which audit committee affects the financial reporting quality. Second, it affords
insurance firms evidence on which attributes of audit committee affect timeliness of financial
reporting. Third, it reduces the paucity of literature in the sub sector.

2. LITERATURE REVIEW
2.1. Conceptual Review
2.1.1.Insurance Industry

Insurance firms, as financial intermediaries, in the Nigerian financial services sector provide vital
support to the socio-economic development of the country. Ebirien and Nwanyanwu [28] summarize
the main function of insurance companies as the promotion of socio—economic activities through risk
transfer and indemnification for companies and individuals as well as long term fund mobilization.

As at December 31, 2016 there were fifty insurance firms in Nigeria and twenty eight were listed on
the Nigerian Stock Exchange. The Insurance Act 2003 provides for the establishment of the National
Insurance Commission (NAICOM) as the apex regulator of the insurance industry in Nigeria. It sets
forth copious provisions for the industry amongst which is audit and publication of financial
statements. However, the insurance firms are also required to comply with the financial reporting
requirements in the Companies and Allied Matters Act 2004 and the Listing Rules of the Nigerian
Stock Exchange for listed entities.

2.1.2. Timeliness

Timeliness is an important qualitative characteristics of financial report and the 1ASB [1] defines it as
“having information available to decision-makers in time to be capable of influencing their decisions”’
[QC29]. Timeliness is so important that the regulators set the dead line for submission and publication
of audited financial statements. Specifically, the CAMA 2004 and the Listing Rules set 120 days after
year-end as deadline for submission and publication of audited financial statements. The Insurance
Act 2003 provides not more than six months after year-end for insurance firms to submit and publish
the audited accounts. Timeliness is of great significance to investors since it curtails information
asymmetry [12] and promotes market discipline through reduction in information leakages, rumours
and insider abuses [5, 29, 30].

2.1.3. Audit Committee

The CAMA 2004 provides that each listed firm should establish an audit committee with membership
not exceeding 6 and spread equally between shareholders and directors. It further provides that the
members of the committee be elected at an annual general meeting. The functions of the committee
according to CAMA are to:

e Ascertain whether the accounting and reporting policies of the company are in accordance with
legal requirements and agreed ethical practices.

o Review the scope and planning of audit requirements.

e Review the findings of management matters in conjunction with external auditors and
departmental responses thereon.

e Keep under review the effectiveness of the company’s system of accounting and internal control.

o Make recommendations to the board in regard to the appointment, removal and remuneration of
the external auditors of the company.

o Authorize the internal auditors to carry out investigations into any activities of interest or concern
to the committee.
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2.2. Theoretical Framework

This study draws from the agency theory to explain the relationship between audit committee
characteristics and timeliness of corporate financial reporting. Under the agency relationship, the
owners (shareholders) delegate day to day management of the firm to the managers (agents)[31].
Agency theory posits that there is a potential goal conflict in agency relationship such that the
manager would pursue his goal at the expense of the owner. Such goal conflict could manifest in
excessive consumption of perquisites, shirking responsibility [32], sub optimal investment decision
for empire building [33] and hoarding of vial information [34]. To mitigate agency costs agency
theorists recommend the institutionalization of corporate governance mechanisms amongst which is
the audit committee.

2.3.Empirical Review
2.3.1. Audit Committee Siz

The CAMA 2004 provides that audit committee size should not exceed six. Audit committee size is
important because it signals the significance attached to the committee[35]. An audit committee with
large membership is blessed with different viewpoints in deliberating on financial reporting issues. It
also enables the committee to handle several financial reporting issues simultaneously thereby leading
to timely completion of external audit. However, large size audit committee encounters free riders
problem and difficulties in co-ordination. This suggests small size is preferable. Pucheta-Martinez and
Fuentes [36] find that audit committee size affected the financial reporting quality of Spanish firms.
Rahmat, Iskandar, &Saleh [37] document similar evidence in a sample of Malaysian firms. The above
discussion leads to the first hypothesis stated thus:

Hol: Audit committee size is negatively related to timelines of corporate financial reporting.
2.3.2. Audit Committee Independence

The audit committee is composed of directors and representatives of shareholders in line with the
provisions of the CAMA 2004. The reason for the inclusion of shareholders is to strengthen the
independence of the committee. Audit committee is usually considered to be independent if the
members of audit committee are free from any relationship that might impair, or might appear to
impair, their judgment. Generally the literature considers uses the proportion of non-executive and
independent directors on the audit committee as proxy of audit committee independence. Prior studies
find evidence of relationship between independence of members of audit committee and financial
reporting quality. Abbot, Parker and Peters [38] provide evidence of a significant negative association
between audit committee independence and financial restatement. Similarly, Bedard, Chtourou and
Courteau [39] find a negative association between audit committee independence and the likelihood
of a reduction in aggressive earnings management. In line with the above discussions, a second
hypothesis is formulated and stated thus:

Ho2. Audit committee independence is negatively associated with timeliness in corporate
financial reporting.

2.3.3. Audit committee Meeting Frequency.

Another characteristics of audit committee considered in the literature as a determinant of the
effectiveness of the committee is frequency of meetings. The NAICOM Code of Corporate
Governance [40] recommends that audit committee meets at least three times annually. It is contended
that an audit committee that meets frequently are effective. Prior studies use the number of committee
meetings held annually as a proxy for committee diligence [41, 42, 43]. Frequency of committee
meetings affords the audit committee more time to have more oversight over the financial reporting
process and this will impact negatively on timeliness. Abbot et al [38] report that frequency of audit
committee meeting is negatively associated with probability of restatement. Karamanou and Vafeas
[43] find frequency of audit committee meetings to be associated with more management earnings
forecasts. Mohamad-Nor, Shafie, & Wan-Hussein [24] also provide evidence in support of frequent
audit committee meetings and likelihood of timely production of audit report.

Consequently the following hypothesis is formulated:
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Ho3: The frequency of meetings of the audit committee is negatively associated with timeliness.
2.3.4. Audit Committee Diversity

Since the Beijing Conference in 1995, there has been a steady demand for female representation on
corporate boards. Resource dependency theorists are of the view that inclusion of women on the board
would afford the firm different ideas, views and experience. Gender advocates argue that women
should sit on the monitoring committees such as the audit committee because they are good monitors
[44]. Adams and Ferreira [45] find support in this direction. Gul, Srinidhi and Ng [46]also find
evidence which suggests that gender diversity facilitates private information collection even in firms.
Consequently this study presents the following hypothesis:

Ho4. Audit committee gender diversity is negatively associated with timeliness of corporate
financial reporting.

2.4.Control Variables

Drawing from previous studies [3, 4; 11, 12, 14, 17, 20, 30, 47] the study controls for profitability,
leverage and firm size. It is contended that managers of profitable firms are more eager to disclose
more information to distinguish themselves from loss making firms. Kothari, et al [34] provide
evidence that managers withhold bad news — losses. The paper therefore expects a negative
relationship between profitability and timeliness in corporate financial reporting. The market views
firms with high leverage as very risky and so managers of such firms would not encourage timely
completion and publication of financial reports. A positive relationship between leverage and
corporate financial reporting is therefore expected. Firm size affects timeliness. Large firms have
enough resources to support the audit committee, institute adequate and effective internal control
system, all geared toward ensuring timely completion of external audit and subsequent publication in
the national dailies. Furthermore, large firms face greater political scrutiny andto avoid political
intervention, they have to support timely completion of audit and publication of same. Therefore a
negative relationship between firm size and timeliness is expected.

3. METHODOLOGY
3.1.Research Design and Data

This study adopts ex post facto research design by utilizing secondary data obtained from annual
reports of insurance firms. The study covered the period 2012 to 2015. This period was considered
appropriate for the study because it contained most recent data in post IFRS regime.

3.2.Population and Sample

The population of the study comprised all the twenty eight insurance firms listed on the Nigerian
Stock Exchange as at December 31, 2015 according to the Fact Book of the Nigerian Stock Exchange.
Based on Taro Yamen’s formula, the study established twenty six insurance firms as the expected
sample size.

Taro Yamen’s formula is

. N
1+ (e)?

Where:

n = sample size sought

e = level of significance

N = Population size

To form the sample for the study, the insurance firm must in each year have annual report with
complete data for regression. The study excluded thirteen insurance firms because of incomplete
information thereby yielding a final sample of fifteen insurance firms and 60 firm-year observations
for the period 2012 to 2015. Table 1 presents the sample selection procedure.

International Journal of Managerial Studies and Research (IJMSR) Page |89



Audit Committee Characteristics and Timeliness of Corporate Financial Reporting in the Nigerian
Insurance Industry

Tablel. Sample selection procedure

Year Description No of DMBs Firm years
2015 Population 28 112
2012-2015 Less firms without complete data 13 52
2012-2015 Final sample 15 60

Source: Authors’ computations (2019)
3.3. Model Specification

The study models timeliness as a function of audit committee characteristics and control variables.
The model is:

AUDLAG = f(ACSZ, ACIND, ACMEET,ACGENDIV, PROF, LEV, FSZE).
Explicitly the model is stated thus:

AUDLAG, = Bo+ BLACSZi; +BACIND;, BsACMEET;, + B,ACGENDIV;, +
BsPROF;; + BsLEVii+ BsFSZEi; + &

Where for insurance firm i at year t:

AUDLAG Audit lag as a measure of timeliness. It is measured as the number of days between the
year-end and the date the auditor signs the audit report.

ACSZ Number of members of the audit committee

ACIND Audit committee independence, measured as the number of non-executive directors on
the audit committee.

ACMEET Meeting frequency, measured as number of meetings held annually by the audit
committee.

ACGENDIV Audit committee gender, measured by the number of female members of the audit
committee.

PROF Profitability, proxied by return on assets and calculated as profit before tax divided by
total assets

LEV Leverage, measured as total liabilities divided by total assets

FSZE Firm size, computed as natural log of total assets

E Error term

Bo. B1.B7 Intercept, Regression coefficients

4. RESULTS AND DISCUSSION
4.1. Descriptive Statistics

Table 2 presents the descriptive statistics of the study. Table 2 shows 159 days after year end as the
mean reporting days. It took a maximum of 408 days after year end for some insurance firms to have
audited financial statements. This means that users of financial statements of such firms were denied
financial information for over one year. This is in total contravention of the provisions of CAMA
2004and the Insurance Act 2003 as well as the Listing Requirement of the Nigerian Stock Exchange.

Table2. Descriptive statistics

Variable Obs Mean Std. Dev. Min Max
Audlag 60 159.3833 92.86113 29 408
acsz 60 5.466667 .891897 4 6
Acind 60 2.366667 7122813 1 3
Acmeet 60 3.766667 .9454022 2 7
Acgendiv 60 .5666667 .620734 0 2
Prof 60 .0318327 .0728072 -.256769 .22284
Lev 60 5359365 .2046949 116094 1.253543
Fsze 60 16.68261 1.282921 15.4976 22.62205

Source: Authors’ computations (2019)

An average of two non-executive directors sit on the audit committee suggesting high level of
independence giving allowable maximum of three directors. On the average, the audit committees of
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the insurance firms met four times per year and this complied with the requirements of Codes of
Corporate Governance. Table 2 shows that a low number of women on the audit committee with some
having no women at all. Insurance firms exhibit low profitability as evidenced by 3% return on total assets.

Table3. Correlation Matrix

Audlag Acsz Acind Acmeet acgendiv prof lev fsze
Audlag 1.0000
Acsz 0.1040 1.0000
Acind -0.0593 0.3664* | 1.0000
Acmeet -0.3154* | 0.0911 0.1040 1.0000
Acgendiv | 0.0065 0.1265 0.0204 -0.0597 1.0000
Prof 0.0002 -0.1323 | -0.2615* | -0.1084 -0.1025 1.0000
Lev 0.0163 -0.0952 | -0.0825 -0.2794* | -0.0928 0.0016 | 1.0000
Fsze -0.1223 0.0273 -0.1226 0.1164 -0.0754 -0.1130 | 0.0662 | 1.0000

Source: Authors’ computations (2019)

The study conducted a pair wise correlation between the dependent and independent variables and
displayed the result in Table 3. Audit committee independence, audit committee meeting frequency
and firm size show negative correlation with timeliness measured by audit reporting lag. Only audit
committee meeting frequency exhibits statistical significance with the dependent variable. Among the
independent variables audit committee independence and size, Profitability and audit committee
independence, Leverage and audit committee meeting frequency show significant correlation. A
diagnostic test indicates multicollinearity does not constitute a serious problem to the result of the
regression since the values of the Variance Inflation Factor (VIF) (Table 4) is within the tolerable
limit of 10 [48].

Table4. Variance Inflation Factor

Variable VIF 1/VIF

acind 1.27 0.786583
acsz 1.19 0.840059
acmeet 1.14 0.880802
Prof 1.12 0.891793
lev 1.12 0.895761
fsze 1.08 0.929301
Acgendiv 1.05 0.949388
Mean VIF 1.14

Source: Authors’ computations (2019)
4.2. Regression Results

The study tested four hypotheses and displayed the results in Table 5. The model shows good fit for
the dependent and independent variables. Table 5 shows that 14% of the variance in timeliness is
explained by the independent variables (R?~0. 0.1430).

4.2.1.Audit Committee Size and Timeliness in Financial Reporting

Ho1 tested the relationship between audit committee size and timeliness in financial reporting. Table
5 reveals that audit committee size is positively related to timeliness in financial reporting (B; =
18.17582). This is not statistically significant (p-value = 0.192). This result is contrary to our a priori
expectation and evidence in some earlier studies [36, 37]. Consequently, Hol is not accepted. The
implication of this finding is that as audit committee size increases, the number of days after year end
and completion of external audit increases. The longer it takes to complete the external audit, the less
timely is the financial report.

4.2.2.Audit Committee Independence and Timeliness in Financial Reporting.

The relationship between audit committee independence and timeliness in financial reporting was
tested by Ho2. An examination of Table 5 shows that audit committee independence is negatively
related to timeliness in financial reporting (B, = -16.02251) but this is not statistically significant at
any of the conventional level (p-value = 0.453). This finding suggests that as more non-executive
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directors sit on the audit committee, the number of days after year-end and completion of external
audit declines. The lack of statistical significance leads to rejection of Ho2. One possible reason for
lack of statistical significance is the fact that non-executive directors are independent of management
in appearance but not in mental attitude.

Table5. Regression Result

Number of obs = 60

F( 7, 52) = 1.11

Prob> F = 0.025

R-squared = 0.1430

Root MSE = 91.567
aodlag Coef. Robust Std. Err. | t P>[t| [95% Conf. Interval]
acsz 18.17582 13.76316 1.32 0.192 -9.441985 45.79362
acind -16.02251 | 21.19497 -0.76 | 0.453 -58.55334 26.50832
acmeet -32.89786 | 14.33122 -2.30 | 0.026 -61.65555 -4.140173
acgendiv | -8.108741 | 19.52415 -0.42 | 0.680 -47.28681 31.06932
prof -80.37236 | 190.8185 -0.42 | 0.675 -463.2777 302.533
lev -31.05791 | 75.75245 -0.41 | 0.683 -183.0663 120.9505
fsze -7.948427 | 11.44105 -0.69 | 0.490 -30.90657 15.00972
cons 378.2564 201.5216 1.88 0.066 -26.1262 782.6391

Source: Authors’ computations (2019)
4.2.3.Audit Committee Meetings and Timeliness in Financial Reporting

Ho3 tested the association between frequency of audit committee meetings and timeliness in financial
reporting. Table 5 reveals a negative and highly significant association between the frequency of audit
committee meeting and the number of days between year-end and the date of external auditor
attestation of the financial statements (B; = -32.89786; p-value = 0.026). The result is in accordance
our a priori expectation and therefore Ho3 is accepted. This result which finds empirical support in
some prior studies [24, 43] implies insurance firms which have audit committee that meet more frequently
experience more timely completion of external audit and publication of audited financial statements.

4.2.4. Audit Committee Gender Diversity and Timeliness in Financial Reporting

The fourth hypothesis of this study tested the relationship between audit committee gender diversity
and timeliness in financial reporting. The result in Table 5 reveals a negative coefficient on audit
committee gender diversity (B; = -8.108741). This indicates a negative relationship between audit
committee gender diversity and timeliness in financial reporting as predicted. However, the
relationship is statistically insignificant (p-value = 0.680). Therefore Ho4 is rejected. The result is in
disagreement with Gavious, Segev and Yosef [49] who found in sample of Israeli high technology
firms listed in the USA that the presence of female director on the audit committee affected earnings
management negatively. However, the result is in line with Ebirien [50] who found no significant
association between female membership of corporate audit committees of non-financial firms listed
on the Nigerian Stock Exchange and financial reporting quality.

4.3.Control variables

All the three control variables viz: profitability, leverage and firm size exhibit negative association
with timeliness of corporate financial reporting but the association is not significant. The negative
relationship between leverage and timeliness of corporate financial reporting could be because
managers of such insurance firms would want to assure their creditors of their readiness to
demonstrate transparency.

5. CONCLUSION

The study examined the extent to which audit committee characteristics affect timeliness of corporate
financial reporting in the Nigerian insurance industry. Audit committee size, audit committee
independence, audit committee frequency of meetings and audit committee gender diversity were the
characteristics examined while controlling for profitability, leverage and firm size. Audit committee
financial literacy was not studied because of data constraint. The study found that audit committee
independence, meeting frequency and gender diversity were negatively related to timeliness in
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corporate financial reporting. However, only frequency of audit committee meeting produced
significant relationship. Audit committee size showed positive and insignificant association contrary
to a priori expectation. Two variables — profitability and leverage — recorded negative coefficient as
predicted but lacked statistical significance. Firm size showed positive but insignificant relation
confirming the mixed evidence in the literature.

The implication is for audit committees in the insurance industry to increase the frequency of
meetings. Since audit committee independence and gender diversity followed the predicted sign,
insurance firms should conduct due diligence on potential members to ensure they meet the quality of
good monitors. It is recommended that this study be replicated using comparative data from deposit
money banks and insurance firms.
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