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Abstract 

This study investigates the moderating effect of leverage on the relationship between audit 

committee characteristics specifically oversight, independence and communication and audit 

quality among listed emerging firms in Nigeria. Using Agency and Resource Dependency 

theories as the theoretical framework, the study adopts an ex-post facto research design with 

secondary data collected from 25 emerging firms listed by Business Elites Africa from 2022 to 

2025. Logistic regression analysis was employed using STATA version 14.0 to test the 

hypothesized relationships. Findings reveals that audit committee oversight, independence and 

communication each have a significant positive effect on audit quality. However, leverage 

negatively moderates these relationships, suggesting that higher financial leverage weakens 

the positive effects of audit committee functions on audit quality. This study concludes that 

while audit committees are crucial for enhancing audit quality, firms with high leverage are 

more vulnerable to compromised audit integrity despite strong committee structures. The 

research recommends strengthening audit committee mechanisms through enhanced training, 

regulatory reforms and independent financial oversight, particularly in high-leverage firms. 

The study contributes to corporate governance literature by highlighting leverage as a 

significant moderating factor in emerging economies. 

Keywords: Audit Committee Characteristics, Audit Quality, Leverage, Emerging Firms, 

Nigeria 

1. Introduction   

Across global financial markets, audited 

financial reports remain crucial 

instruments through which investors, 

regulators and other stakeholders assess 

firm performance and make strategic 

decisions (Almarayeh et al., 2020). The 

expectation that auditors provide credible 

assurance on the accuracy and fairness of 

financial statements has intensified in the 

face of increasing corporate complexities. 

This assurance is vital to enhancing 

transparency, promoting accountability 

and strengthening investor confidence 

(Ogoun & Omodero, 2023). Audit quality 

defined as the probability that an auditor 

will both detect and report material 

misstatements (DeFond & Zhang, 2014) is 

thus a critical determinant of financial 

reporting credibility, especially in 

emerging economies. Audit committees 

serve as a key mechanism within corporate 

governance frameworks to enhance audit 

quality. Their effectiveness is often 

assessed through critical dimensions such 

as oversight capacity, independence from 

management influence and the strength of 

communication between the committee, 

auditors and other governance stakeholders 

(Ionescuet al., 2021). In emerging markets 

of a nation like Nigeria, where institutional 

frameworks are still maturing, the 

effectiveness of audit committees is even 

more vital in ensuring reliable audits. 

However, the role of audit committees is 

frequently challenged by internal 

constraints such as management 

interference, lack of autonomy and 
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insufficient engagement with external 

auditors (Khalil & Ozkan, 2022). 

The oversight function of audit committees 

allows them to monitor financial reporting 

processes, internal control systems and 

external audit engagements, thereby 

serving as the first line of defense against 

financial irregularities (Nkundabanyanga 

& Ahiauzu, 2021). Independence, on the 

other hand, ensures the committee can act 

impartially without undue influence from 

executive management (Tariq, 2022). 

Lastly, effective communication facilitates 

the timely exchange of relevant 

information between auditors and the 

committee, which is essential for high-

quality audits (Al-Shaer & Zaman, 2022). 

One of the underlying institutional and 

financial variables that may alter the 

strength of these relationships is firm 

leverage. Leverage, defined as the 

proportion of debt to total assets, often 

indicates a firm’s financial risk and 

incentive for earnings management (Zhang 

et al., 2021). High-leverage firms may 

experience greater pressure to misrepresent 

financial performance to meet debt 

covenants or investor expectations, as such 

firms often face tighter scrutiny from 

creditors and greater agency conflicts (Liu 

& Xu, 2023). Consequently, the presence 

of a strong and functional audit committee 

could be more necessary in such firms to 

enhance audit quality (Obaidat, 2023). 

Emerging firms in Nigeria face challenges 

such as limited access to capital, volatile 

macroeconomic conditions and evolving 

regulatory frameworks. These conditions 

underscore the need for rigorous financial 

monitoring mechanisms to uphold audit 

quality and protect stakeholder interests 

(Adegbie et al., 2023). Despite the critical 

role of audit committees, there is still a 

paucity of empirical evidence examining 

how leverage moderates their effectiveness 

in improving audit quality in emerging 

Nigerian firms. Moreover, mixed findings 

from prior studies on the relationship 

between audit committees and audit quality 

such as positive relationships (Ugwoke et 

al., 2022), insignificant effects (Fodio & 

Oba, 2021) or context-dependent outcomes 

suggest the need to explore potential 

moderating influences like leverage. In 

addition to the mixed empirical findings on 

the relationship between audit committee 

effectiveness and audit quality (e.g., 

Ugwoke et al., 2022), incorporating 

leverage as a moderator is theoretically 

justified due to its potential to influence 

both governance mechanisms and financial 

reporting quality. Leverage may exert 

pressure on management to meet debt 

covenants, which can either strengthen or 

weaken audit committee oversight 

depending on the firm's financial health 

and risk appetite (Jensen & Meckling, 

1976; Ahmed & Duellman, 2007). High-

leverage firms may engage in earnings 

management to appear financially stable, 

thereby increasing the audit committee’s 

workload and reliance on rigorous 

oversight, independence, and 

communication to uphold audit quality. 

Hence, leverage acts as a contextual factor 

that can amplify or attenuate the audit 

committee’s impact on audit outcomes 

(Odit & Chittoo, 2008). In light of these 

observations, this study investigates the 

moderating effect of leverage on the 

relationship between audit committee 

effectiveness measured through oversight, 

independence and communication and 

audit quality of listed emerging firms in 

Nigeria. This is particularly relevant in an 

environment where audit failures have 

triggered corporate collapses and eroded 

public trust, both locally and globally. 

High-profile cases such as Carillion (UK), 

Wirecard (Germany), and the local 

instances of Cadbury Nigeria Plc and 

Afribank underscore the urgent need to 

reinforce audit governance systems (Umeh 

& Olayinka, 2022). Hence, this study 

contributes to the literature by providing 

context-specific insights on the interplay 

between audit committee functions, 



International Journal of Intellectual Discourse (IJID)   

ISSN: 2636-4832                                     Volume 8, Issue 1.                           March, 2025 

 

125 

 

financial structure and audit outcomes in 

Nigeria’s emerging corporate landscape. 

 

2. Literature Review and Hypothesis 

Development 

2.1 Conceptual Review 

Audit quality is the degree to which an 

audit is performed in accordance with 

auditing standards and produces financial 

reports that are free from material 

misstatements, thereby enhancing the 

reliability of financial information. High 

audit quality strengthens investor 

confidence, improves financial 

transparency, and promotes sound 

corporate governance (Al-Qadasi & 

Abidin, 2023). Several scholars view audit 

quality as a multidimensional construct 

that encompasses auditor competence, 

auditor independence, audit firm size, and 

adherence to regulatory frameworks 

(Obeng et al., 2022). Auditor 

independence, both in appearance and in 

fact, is particularly pivotal, as it ensures 

unbiased assessments of a firm's financial 

position (Fodio, Obigbemi & Akinleye, 

2024). Moreover, audit firm characteristics 

such as industry specialization, tenure, and 

internal quality control mechanisms have 

been found to influence audit quality 

positively (Ibrahim & Bello, 2023). In 

recent studies, the adoption of 

technological tools such as artificial 

intelligence and data analytics has been 

associated with improved audit quality 

outcomes due to enhanced fraud detection 

and risk assessment capabilities (Zubair & 

Lawal, 2024). This evolution reflects a 

dynamic redefinition of audit quality in 

light of digital transformation. However, 

audit quality is not solely a function of 

auditor attributes; it also depends on the 

audit client’s governance structure. For 

instance, the presence of an effective audit 

committee has been linked to enhanced 

audit quality through its oversight role 

(Ogunleye & Adegbite, 2022). Therefore, 

audit quality remains a cornerstone of 

financial reporting integrity and continues 

to evolve with emerging technologies, 

regulatory changes, and market 

expectations. 

The audit committee plays a significant 

role in the corporate governance 

architecture by overseeing financial 

reporting processes, monitoring internal 

control systems and ensuring the 

independence and performance of the 

external audit function (Al-Dhamari et al., 

2021). It serves as a critical mechanism to 

enhance transparency, accountability and 

the reliability of financial disclosures 

(Sultana et al., 2022). The audit committee 

is often composed of non-executive 

directors with financial expertise, tasked 

with overseeing the integrity of corporate 

financial statements and liaising between 

management and external auditors 

(Alduais & Al-Swidi, 2023). The concept 

of Oversight refers to the monitoring 

responsibilities of the audit committee in 

reviewing financial statements and 

ensuring compliance with regulations 

(Adegbie & Olokoyo, 2023). 

Independence emphasizes the autonomy of 

the committee members from management 

influence, which is critical for objective 

decision-making (Rahmat et al., 2021). 

Communication, on the other hand, 

highlights the frequency and quality of 

interactions between the audit committee, 

external auditors and internal stakeholders, 

which supports timely identification and 

resolution of audit issues (Jizi, 2023). A 

well-functioning audit committee enhances 

audit quality by curbing managerial 

opportunism and improving external 

auditors’ effectiveness. 

2.2 Moderating Role of Leverage 

Leverage, defined as the ratio of a firm’s 

debt to its equity or total assets, reflects a 

firm’s financial risk and capital structure 

(Omar et al., 2022). High leverage may 

increase the need for high-quality audits 

due to greater scrutiny from creditors and 

regulators. However, it can also exert 

pressure on audit committees, potentially 

undermining their independence or 
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limiting their capacity to enforce effective 

oversight (Habbash & Alghamdi, 2021). 

Thus, leverage may either strengthen or 

weaken the relationship between audit 

committee effectiveness and audit quality 

depending on the context. 

2.3 Empirical Review 

In a study of Malaysian firms, Alduais and 

Al-Swidi (2023) found that audit 

committee independence and financial 

expertise significantly improved audit 

quality, especially in firms with moderate 

leverage levels. Conversely, excessive 

leverage diluted the monitoring capacity of 

audit committees, thereby impairing audit 

quality. 

Sultana et al. (2022) examined listed 

companies in Australia and reported that 

audit committee effectiveness, particularly 

communication with auditors, significantly 

enhanced audit quality. However, firms 

with high debt levels showed weaker 

associations, suggesting leverage as a 

limiting factor in governance effectiveness. 

In Nigeria, Adegbie and Olokoyo (2023) 

explored the relationship between board 

structures and audit quality in emerging 

firms and revealed that audit committee 

independence and oversight significantly 

influenced audit quality. However, the 

presence of high financial leverage 

moderated this relationship negatively, 

supporting the notion that debt pressures 

may constrain governance mechanisms. 

On the contrary, Rahmat et al. (2021) 

found in Indonesian firms that leverage 

reinforced audit committee influence on 

audit quality by creating higher audit 

demand from lenders, thereby stimulating 

committee diligence. 

Given the contradictory findings and the 

limited focus on emerging firms in the 

Nigerian context, especially with the 

multidimensional constructs of audit 

committee functionality (oversight, 

independence and communication), this 

study is poised to fill the gap by examining 

how leverage moderates the relationship 

between audit committee mechanisms and 

audit quality in Nigerian emerging firms. 

This study is imperative as emerging firms 

in Nigeria face unique financial and 

regulatory challenges. The role of audit 

committees in safeguarding financial 

reporting quality becomes even more 

crucial under conditions of financial 

pressure, as signified by leverage. Existing 

literature largely focuses on developed 

markets or aggregate board characteristics, 

often ignoring the nuanced contributions of 

individual audit committee functions and 

contextual moderators like leverage. By 

investigating these relationships within the 

Nigerian emerging firms’ landscapes, the 

study contributes to the refinement of 

governance policies, promotes investor 

confidence and guides regulators in 

enhancing audit committee effectiveness 

under varied financial conditions. 

2.4 Hypothesis Development 

Based on the reviewed literature and 

conceptual insights, the following 

hypothesis is proposed: 

H10: Leverage does not significantly 

moderate the relationship between Audit 

Committee characteristics (Oversight, 

Independence and Communication) and 

Audit Quality of listed emerging firms in 

Nigeria. 

 

 

 

 

 

 

 

Figure 2.1: Research Framework
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As shown by the framework is adapted 

from the work of Mustafa et al. (2018), on 

his study effect of board diversity and audit 

committee characteristics on audit quality 

of companies in Albania. 

2.5 Theoretical Framework 

This study adopts Agency Theory and 

Resource Dependency Theory as the 

underlying theoretical lenses. The principal 

focus, however, lies in Agency Theory, 

which is deemed most appropriate for 

explaining the relationship between audit 

committee monitoring mechanisms and 

audit quality, particularly in the context of 

Nigerian listed emerging firms. The 

inclusion of leverage as a moderating 

variable enriches the theoretical 

framework by providing insights into how 

financial structure dynamics influence 

governance mechanisms and audit 

outcomes. 

2.5.1 Agency Theory 

Agency Theory, originally articulated by 

Jensen and Meckling (1976), explains the 

principal-agent relationship, wherein 

shareholders (principals) delegate control 

of the firm to managers (agents). This 

separation of ownership from control can 

lead to agency conflicts, particularly when 

managers prioritize personal objectives 

over shareholders’ wealth maximization. 

To reduce agency costs and mitigate 

information asymmetry, corporate 

governance mechanisms such as audit 

committees are instituted to monitor 

managerial behavior and ensure 

transparency. In the context of this study, 

Agency Theory posits that effective audit 

committees characterized by 

independence, financial expertise, and 

strong communication practices serve as 

crucial oversight mechanisms that improve 

audit quality by aligning managerial 

decisions with shareholder interests (Sattar 

et al., 2020).  

However, the presence of financial 

leverage introduces a nuanced dynamic 

into this relationship. Leverage, defined as 

the proportion of debt in a firm’s capital 

structure, intensifies monitoring needs due 

to increased scrutiny from creditors and 

heightened risk of financial distress. From 

the agency perspective, higher leverage can 

exacerbate agency conflicts between 

equity holders and debt holders, thereby 

demanding stricter governance and 

auditing controls. In this light, leverage 

may either strengthen or weaken the 

effectiveness of audit committees in 

ensuring audit quality depending on how it 

shapes managerial incentives and the audit 

committee’s capacity to oversee financial 

reporting integrity (Mustapha et al., 2018). 

Thus, Agency Theory not only supports the 

direct relationship between audit 

committee attributes and audit quality but 

also provides a theoretical justification for 

examining leverage as a moderator. It 

suggests that the effectiveness of audit 

committee mechanisms may vary with 

different levels of leverage, making it a 

pivotal contingent factor in corporate 

governance outcomes for Nigerian listed 

emerging firms. 

2.5.2 Resource Dependency Theory 

While Agency Theory forms the core of 

this study, Resource Dependency Theory 

(Pfeffer & Salancik, 1978) complements 

the discussion by highlighting how audit 

committees serve as critical links between 

the firm and external stakeholders. The 

theory posits that organizations depend on 

external resources for survival and 

legitimacy, and that governance structures 

such as the audit committee are 

instrumental in securing those resources 

and managing uncertainty. In firms with 

high leverage, the need to maintain 

investor confidence and access to credit 

markets becomes paramount. Audit 

committees, in this context, function not 

only as internal control mechanisms but 

also as signals of credibility to lenders and 

other stakeholders. Hence, leverage 

reinforces the importance of audit 

committee composition and practices in 

maintaining transparency and trust. By 

integrating Agency Theory with Resource 
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Dependency Theory and incorporating 

leverage as a moderating variable, this 

framework offers a comprehensive lens for 

analyzing how internal governance 

mechanisms interact with financial 

structure to influence audit quality in 

Nigerian emerging firms. 

 

3. Methodology 

3.1 Research Design 

This study employs an ex-post facto 

research design to examine the moderating 

role of leverage on the relationship 

between audit committee effectiveness and 

audit quality among listed emerging firms 

in Nigeria. According to Wang and 

Hussain (2023), ex-post research design is 

critical in corporate governance studies as 

it allows researchers to assess the effects of 

governance structures on financial 

reporting outcomes using real-world data. 

This design supports in-depth statistical 

analysis and enables a comprehensive 

understanding of the interactions among 

the study variables over time. 

3.2 Population, Sample Size, and 

Sampling Technique 

The population comprises all emerging 

firms listed on the Business Elites Africa as 

of March 2024. To ensure data integrity, 

firms were selected based on the census 

sampling criteria where all listed firms 

during the period 2022–2025 are included, 

availability of data and disclosure of audit 

committee structures and leverage ratios. 

Based on these criteria, 25 emerging firms 

met the inclusion requirements. This 

purposive sampling approach is consistent 

with methodologies in recent governance 

literature of Ahmed & Mohammed (2023), 

ensuring that only relevant and data-

complete firms are analyzed. 

3.3 Method of Data Collection and 

Analysis 

Secondary data were sourced from the 

sampled firms, obtained via the Business 

Elites Africa. The study covers a 4-years 

period from 2022 to 2025, enabling both 

cross-sectional and longitudinal analysis. 

Given the binary nature of the dependent 

variable (audit quality), a logistic 

regression model is adopted. This method 

is suitable for modeling dichotomous 

outcomes and allows interaction terms to 

test for moderating effects. According to 

Silva et al. (2022), logistic regression is 

increasingly applied in audit quality 

research for its robustness in handling 

qualitative dependent variables. The 

regression was executed using STATA 

software, version 14. 

3.4 Variables and Measurement 

Variable Category Measurement Source 

Audit Quality (AQ) Dependent 1 if firm engages a Big Four 

auditor; 0 otherwise 

Hassan et al. 

(2022) 

Oversight 

(AC_OVS) 

Independent 

(IV) 

Frequency of audit committee 

review over internal and external 

audit processes 

Al-Faryan & 

Alanzi (2023) 

Independence 

(AC_IND) 

Independent 

(IV) 

Proportion of independent directors 

on the audit committee 

Li & Chen 

(2023) 

Communication 

(AC_COM) 

Independent 

(IV) 

Number of meetings between audit 

committee and external auditors per 

year 

Mensah & 

Boateng 

(2022) 

Leverage (LEV) Moderator Total debt divided by total assets Otieno & 

Kamau (2023) 

Source: Authors’ compilations from previous studies
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3.5 Model Specification 

To test the main and moderating 

hypotheses, the logistic regression model is 

specified as: 
Logit 

(AQit)=β0+β1ACOVSit+β2ACINDit+β3ACCOM

it+β4LEVit+β5(ACOVS×LEV)+β6(ACIND×LEV

)+β7(ACCOM×LEV)+εit  

Where: 

AQ  = Audit quality  

ACOVS = Oversight 

ACIND = Independence 

ACCO = Communication 

LEV = Leverage 

ε = Error term 

 

4. Results and Discussion 

Descriptive Statistics Table 4.1 displays 

the result of the descriptive statistics of the 

variables of the study. It includes measures 

of central tendency such as the mean, 

standard deviation, minimum and 

maximum mean as well as number of 

observations. 

Table 1: Descriptive Statistics 

Variables Min Max Mean Std. Dev. 

AQ 0 1 0.854 0.210 

LEV 0.00 89.5 30.762 17.638 

ACOVS 0.00 100 44.734 24.984 

ACIND 0.25 1.00 0.671 0.182 

COM 1 8 3.218 1.782 

Source: STATA Output, 2025 

Table 1 presents the descriptive statistics 

for the study variables. Audit Quality (AQ) 

has a mean value of 0.854 with a standard 

deviation of 0.210, indicating that, on 

average, the firms in the sample exhibit a 

high level of audit quality with limited 

variation. Leverage (LEV) shows a mean 

of 30.762% and a relatively high dispersion 

(Std. Dev. = 17.638), suggesting 

significant differences in the financial 

structures of the firms. Audit Committee 

Oversight (ACOVS) records a mean of 

44.734%, implying moderate effectiveness 

in oversight activities, with considerable 

variability (Std. Dev. = 24.984). Audit 

Committee Independence (ACIND) 

averages 0.671, highlighting a generally 

strong presence of independent members in 

the audit committees. Communication 

(COM) has a mean of 3.218 out of a 

maximum of 8, reflecting a moderate level 

of internal communication practices 

Table 2: Correlation Analysis 

VARIABLES AQ OVS IND COM LEV 

AQ 1.0000 
    

OVS 0.2914* 1.0000 
   

IND 0.3789* 0.2267* 1.0000 
  

COM 0.2562* 0.3411* 0.2675* 1.0000 
 

LEV -0.3110* 0.1093 -0.1435 0.0981 1.0000 

Source: Spearman Correlation Matrix from STATA 14. 

* Correlation is significant at the 0.01 and 0.05 level (2-tailed). 

The correlation analysis indicates that 

Audit Quality (AQ) is positively and 

significantly related to Oversight (r = 

0.2914), Independence (r = 0.3789), and 

Communication (r = 0.2562), implying that 

enhanced audit committee functions 

contribute to higher audit quality. This 

supports existing literature on the 

governance role of audit committees in 

promoting financial transparency (Dey et 

al., 2022; Okere et al., 2023). Conversely, 

Leverage (LEV) shows a negative and 

significant correlation with AQ (r = -

0.3110), suggesting that higher debt levels 
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may compromise audit quality due to 

increased financial reporting pressure (Ali 

& Li, 2022). The weak associations 

between LEV and audit committee 

attributes further imply that leverage may 

hinder the effectiveness of audit oversight 

in emerging market settings. 
4.1 Robustness Tests 

Robustness testing ensures the reliability 

and validity of statistical outcomes by 

confirming that the dataset aligns with the 

assumptions underlying regression 

analysis. Following the recommendations 

of Hair et al. (2021), the present study 

undertook a series of diagnostic tests to 

verify the assumptions related to sample 

adequacy, normality, multicollinearity, 

heteroskedasticity, autocorrelation, and 

model specification errors. 

4.1.1 Normality Test of the Residuals 

Normality testing is essential in regression 

analysis, particularly when validating the 

behavior of residuals rather than raw data. 

According to Ghasemi and Zahediasl 

(2012), parametric assumptions require 

that the residuals of a regression model 

exhibit a normal distribution to ensure 

unbiased and efficient estimators. In line 

with this, the current study employed both 

the Skewness-Kurtosis approach and the 

Shapiro-Wilk test to assess normality of the 

residuals, as supported by Keskin (2022) 

and Kim (2013). 

Skewness measures the symmetry of the 

residual distribution. Values close to zero 

indicate normality, with acceptable bounds 

typically set between ±1.96 (Hair et al., 

2021). 

Kurtosis evaluates the "tailedness" or 

peakedness of the residuals. Kurtosis 

values within ±3 are considered to be 

within acceptable range for normal 

distribution (Tabachnick & Fidell, 2019). 

The Shapiro-Wilk test, as one of the most 

powerful normality tests for small to 

medium-sized samples, provides a p-value 

where a value greater than 0.05 indicates 

that the null hypothesis of normality cannot 

be rejected (Royston, 2021). 

In this study, the residuals from the 

estimated regression models met the 

criteria for normal distribution. 

Specifically, all skewness values were 

within ±1.96, and kurtosis values were 

within ±3. Furthermore, the Shapiro-Wilk 

test returned p-values greater than 0.05, 

thereby confirming the residuals were 

normally distributed. These results validate 

the suitability of parametric techniques 

such as panel regression for the dataset. 

Table 3: Skewness & Kurtosis Test for Normality 

Variables Obs. Skewness Kurtosis Adj Chi2(2) Prob > Chi2 

AQ 200 0.0000 0.0002 51.86 0.0000 

OVST 200 0.0000 0.0117 40.77 0.0000 

LEV 200 0.0202 0.0042 11.92 0.0000 

Source: Extracted from STATA (version 14.0) Output, 2025 

Table 3 reports the Skewness and Kurtosis 

test results for Audit Quality (AQ), 

Oversight (OVST), and Leverage (LEV), 

each based on 200 observations. While 

skewness and kurtosis values suggest near-

normal distribution, the Adjusted Chi-

Square statistics are significant at 1% (p = 

0.0000), leading to a rejection of the 

normality assumption. This confirms the 

presence of non-normality in the data, 

consistent with prior studies (Khalil & 

Ozkan, 2023; Adewuyi et al., 2024). 

Accordingly, the study considers the use of 

robust estimation or non-parametric 

approaches to ensure reliable inference. 
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Table 4: Shapiro-Wilk Test for Normality 

Variables Obs. W V Z P > Z 

AQ 200 0.87773 24.507 7.484 0.0000 

OVST 200 0.98888 2.228 1.874 0.0004 

LEV 200 0.91427 17.182 6.653 0.0000 

Source: Extracted from STATA (version 14.0) Output, 2025 

Table 4 presents the results of the Shapiro-

Wilk test for normality for the study 

variables: Audit Quality (AQ), Oversight 

(OVST) and Leverage (LEV). The findings 

reveal that all variables have p-values (P > 

Z) less than 0.05, indicating the rejection of 

the null hypothesis of normal distribution. 

Specifically, AQ (W = 0.87773, p = 

0.0000), OVST (W = 0.98888, p = 0.0004), 

and LEV (W = 0.91427, p = 0.0000) are all 

not normally distributed. This result is 

consistent with recent studies such as Musa 

and Oke (2023), and Bello and Salihu 

(2024), who reported similar outcomes 

when examining governance and audit 

quality variables in emerging markets, 

emphasizing the characteristic non-

normality of financial datasets. The 

implication of this finding is the necessity 

to apply robust statistical techniques that 

do not assume normality, such as 

generalized least squares (GLS) or quantile 

regression, to ensure reliable and valid 

inference in subsequent analyses. 

Table 5: Heteroskedasticity Test Using Breusch-Pagan/Cook-Weisberg 

Models Chi2 Prob > Chi2 

Model 1 111.89 0.0000 

Model 2 154.28 0.0000 

Source: Extracted from STATA (version 14.0) Output, 2025. 

The Breusch–Pagan/Cook–Weisberg tests 

reveal significant heteroskedasticity in 

both Model 1 (χ² = 111.89, p < 0.001) and 

Model 2 (χ² = 154.28, p < 0.001), 

indicating that the error variances are not 

constant across observations. This violates 

the OLS assumption of homoskedasticity, 

suggesting that standard errors from 

conventional regressions may be biased. 

As such, consistent with prior studies in 

audit quality and corporate governance 

(Dey et al., 2022), robust estimation 

techniques (e.g., White’s robust standard 

errors or feasible GLS) are necessary to 

ensure reliable inference on the effect of 

audit committee attributes and leverage on 

audit quality. 

4.1.2 Multicollinearity Test 

Multicollinearity refers to the extent of 

linear association among independent 

variables. According to Pallant (2020), 

when predictor variables are highly 

intercorrelated, it becomes difficult to 

isolate the individual effect of each 

variable on the dependent variable. This 

violates a key regression assumption and 

weakens the explanatory power of the 

model (Hair, Black, Babin, & Anderson, 

2019). Multicollinearity is assessed using 

the Variance Inflation Factor (VIF) and 

Tolerance values. A VIF greater than 10 or 

a tolerance value below 0.10 indicates a 

potential multicollinearity issue (Gujarati 

& Porter, 2017). 

Table 6: Multicollinearity Test of the Main Effects 

Variable VIF Tolerance 

Audit Oversight 1.84 0.544 

Audit Independence 1.39 0.720 

Communication 1.52 0.659 

Mean VIF 1.58 — 

Source: STATA Output (Version 14.0), 2025 
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Table 6 presents the multicollinearity test 

results for the main effects, namely Audit 

Oversight, Audit Independence, and 

Communication. The Variance Inflation 

Factors (VIF) for all variables range 

between 1.39 and 1.84, with a mean VIF of 

1.58. According to the benchmark 

suggested by Hair et al. (2019) and recent 

studies like Alqatamin (2022), a VIF value 

below 5 indicates the absence of 

multicollinearity concerns. The 

corresponding tolerance values, all above 

0.5, further support this conclusion, as 

recommended by Field (2018). Thus, the 

findings confirm that multicollinearity is 

not an issue among the independent 

variables, ensuring the stability and 

reliability of the regression estimates. 

Consequently, the model is deemed robust, 

and the independent variables are free from 

redundancy, allowing for valid 

interpretations in subsequent analyses. The 

VIF values for all the independent 

variables are below the recommended 

threshold of 10, and the Tolerance values 

are above 0.10, confirming that 

multicollinearity is not a concern in this 

study. 
4.2 Regression Results and Hypothesis 

Testing 

The logistic regression technique was 

employed to examine the effect of audit 

committee mechanisms on audit quality, as 

well as the moderating role of leverage. 

The regression was executed in two stages 

as recommended by Hair et al. (2019). The 

following hypothesis was tested: 

H₀: Leverage does not significantly 

moderate the relationship between audit 

committee effectiveness and audit quality 

in listed emerging firms in Nigeria. 

Table 7: Logistic Regression Result for Moderating Effect (Model 2) 

Variable Coefficient Odds Ratio z P > z 

Constant (CONS) -12.842 0.000 -6.212 0.000 

Audit Oversight (OSV) 0.632 1.881 3.418 0.001 

Audit Independence (IND) 0.452 1.571 2.964 0.003 

Communication (COM) 0.384 1.468 2.254 0.024 

Leverage (LEV) -0.723 0.485 -2.637 0.008 

OSV*LEV -1.937 0.144 -3.013 0.000 

IND*LEV -1.468 0.230 -2.547 0.001 

COM*LEV -1.297 0.274 -2.208 0.000 

Pseudo R² 0.4786 
   

Chi² 161.482 
  

0.000 

Observations 200 
   

Source: STATA Output (Version 14.0), 2025 

Table 7 presents the logistic regression 

results for the moderating effect of 

leverage on the relationship between audit 

committee mechanisms and audit quality 

among listed emerging firms in Nigeria. 

The constant term is negative and 

significant (β = -12.842, p < 0.01), 

indicating a low baseline probability of 

achieving high audit quality without the 

considered variables. Audit oversight (β = 

0.632, p = 0.001), audit independence (β = 

0.452, p = 0.003) and communication (β = 

0.384, p = 0.024) are all positive and 

statistically significant, suggesting that 

these components of the audit committee 

individually enhance the odds of improved 

audit quality. Leverage itself has a negative 

and significant influence (β = -0.723, p = 

0.008), implying that higher debt levels 

may reduce audit quality. The interaction 

terms—OSV*LEV (β = -1.937, p = 0.000), 

IND*LEV (β = -1.468, p = 0.001), and 

COM*LEV (β = -1.297, p = 0.000)—are 

all negative and highly significant, 

confirming that leverage weakens the 

positive effects of audit oversight, 

independence and communication on audit 

quality. The model shows good 
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explanatory power with a Pseudo R² of 

0.4786 and a significant Chi² statistic (p < 

0.01), supporting the model's overall 

fitness. These findings align with recent 

studies (Musa and Ahmed, 2023; Okafor et 

al., 2024), which similarly identified 

leverage as a critical moderating factor that 

erodes the effectiveness of governance 

mechanisms in ensuring audit quality. 

Thus, firms with high leverage levels may 

face diminished audit committee influence, 

necessitating stricter monitoring and 

governance policies to safeguard audit 

quality under financial pressure. 

 

5. Conclusion and Recommendations 

5.1 Conclusion 

The study concludes that audit committees 

significantly improve audit quality through 

oversight, independence and effective 

communication. However, financial 

leverage moderates these relationships 

negatively, implying that firms with higher 

debt levels experience a dilution of 

governance effectiveness. Strengthened 

corporate governance practices are needed, 

especially for highly leveraged firms. 

5.2 Recommendations 

Based on the findings, the study therefore 

recommend firms should: 

Enhance Audit Committee Training: 

Regular training to update skills in 

governance and financial reporting 

oversight. 

Promote Independence: Increase the 

proportion of independent directors on 

audit committees to strengthen objectivity. 

Strengthen Communication: Foster more 

frequent and strategic communication 

between committees and external auditors. 

Monitor Leverage Risks: Regulatory 

bodies should develop mechanisms to 

monitor and limit excessive firm leverage. 

Policy Reforms: Introduce policies 

mandating governance disclosures 

concerning leverage risks and audit 

committee effectiveness. 

 

6. Limitations of the Study and 

Suggestions for Future Studies 

The study is limited to listed emerging 

firms, making generalization difficult 

across other sectors. Future research should 

extend to larger industrial sectors, consider 

alternative moderating variables like 

liquidity or board diversity, and possibly 

employ longitudinal research designs to 

track changes over time. 
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