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Abstract

Financial reporting quality motivates the economic denisiof stakeholders and attracts investors to the
organization. Current financial reporting practices are #itfor being of poor quality because of inherent
agency conflicts, information asymmetry and fraudulemérfcial reporting that have resulted in wrong
investment decisions and corporate failures. This studefdrer evaluated the effect of Internal Audit
Function (IAF) on financial reporting quality as proxied by ratese and faithful representation of financial
information of listed manufacturing companies in Nigerilae Btudy adopted survey research design. The
population comprised 1,192 senior staff members in the acogyirtternal audit, board members and audit
committee members of the 56 manufacturing companied listthe Nigerian Stock Exchange. Convenience
sampling technique was used to select a sample of 330 respondents determined using Taro Yamane’s
formula. Three hundred and thirty copies of a structaretl validated questionnaire were administered to
respondents and 277 were retrieved. representing 84% response rate. Cronbach’s alpha reliability coefficients

for the constructs ranged from 0.72 to 0.89. Data werg/zsthlusing descriptive and inferential (multiple
regression) statistics. Findings revealed that IAF exertsignificant effect on relevance (Adj.R 0.143,
F(5, 271) = 10.240, g 0.05) and faithful representation (Adj.R?> = 0.159, F(5, 271) = 11.448,< 0.05) of
financial reporting. This study concluded that internal audtitfion enhanced financial reporting quality of
listed manufacturing companies in Nigeria. The study recemaled that the Financial Reporting Council
of Nigeria and the Securities and Exchange Commission shofdccerthe disclosure of internal audit
reports and management responses to it, in order to enhancetvence and faithful representation of
financial reporting.

Keywords: Financial reporting quality, Financial reporting riBRithful representation, Internal audit
function, Internal control system, Relevance, Risk management

1. Introduction

Financial reporting, which shows an organization's assgtsty, expenses, revenue, and liabilities, is a crisicarce

of externally valid and verifiable information to invast@nd other stakeholders on its operations (Amahalu & Obi,
2020). Financial reporting's major goal is to offer high-gudiitancial information about a company's economic
activities that financial capital providers and othitkeholders may use to make investment, credit, and resourc
distribution decisions (International Accounting Standardar@8a(lIASB), 2018). Companies are consequently
required to provide financial reports that give economic médion about the company to its stakeholders in a
transparent manner. However, the report must be of highyotaehvoid inaccuracies and fraud, which could impede
users from making informed investment selections (Mahmoudié&bisi, 2017). Low-quality financial reporting is
to blame for a lot of disastrous investment decisioadetby investors and other stakeholders (Zayol, Agaregedi,E
2017). The IASB (2018) defines financial report quality as theioakttip between fundamental and enhancing
gualitative characteristics. The essential qualitatheracteristics that regulate the information containdhancial
reports are the basic qualitative characteristics, whdéheaenhancing qualitative characteristics are thennaftoon

that can add value to the financial report after the foratdials are in place. Relevance and faithful depictierthe

1JRP 2022, 103(1), 29-43; doi:.10.47119/1JRP1001031620223382 WWw.ijrp.org



Nwaobia, Apollos Nwabuisi& nbsp; / International Journal of Research Publications (1JRP.ORG) @ IJ RP.ORG

ISSN: 2708-3578 (Online)

30

two most important qualitative characteristics of ficial reporting. As a qualitative assessment of foiemeporting
quality, this study focuses on relevance and faithful repragemnt It is recognized in accounting practice and in the
literature, that there are some risks and uncertaasigsciated with financial and non-financial informationtained

in financial reporting (Uwuigbe et al., 2019). According to Odram2015), these risks are the risk of misstatement
and error in audited financial statements. Financialdala in the international business community over stehaee
decades further strengthened the importarfdevestors’ confidence in the quality of financial reports. In essence,

the necessity for financial reporting to meet the expiecsof investors and other stakeholders cannot be exagderat
(Al-Shetwil, Ramadili, Chowdury & Sori, 2011) furtherance to the above, the accounting professiortranse
charged with oversight functions have attempted to nétiglaese risks by taking several steps which includes:
adoption of International Financial Reporting Standards (IFRS), iagstransparency by the disclosure of
governance rules, the inclusion of non-financial capi@lsorporate reporting by advocating Sustainability and
integrated reporting. Despite all these interventiosksrand uncertainties remain. Therefore, the focus isternal
audit functions to further ensure the quality of finahoéporting (Gamayuni, 2018). The Internal Audit Function
(IAF) is also described as a valuable corporate governamponent for companies with the ability to assess th
adequacy of risk and internal control and thereby enkatdmancial reporting is qualitative (FUlop & Szek&@17).

1.1 Statement of the Problem

The discussion on the financial reporting quality remairggucial issue. In the same way, relevance and diithf
representation quality of financial reporting seerbadacking in the content of financial reports offeredtii@ use

of stakeholders. This is evident in the corporate scandalving Enron, WorldCom and Xerox. These companies
were in good financial condition, but were liquidated bydeistrading, fraudulent borrowing, and aggressive profit
manipulation (Erin, Olojede & Ogundele, 2017). The 1999 RepdinedBovernance Commission, including the New
York Stock Exchange; The Cadbury Report, 1992; The 1992 COSOtRegaffirms the importance of the internal
audit function in corporate governance requirements. Howdivere was inconsistency in the acceptance of the
internal audit function as a pillar of corporate governdnceelevant stakeholders (I1A, 2003). The New York Stock
Exchange (NYSE) in 2002 required that public companies have aduingcfiinternal audit system, but Carcello,
Hermanson, and Neal (2002) discovered that this requirement@&played by US companies. Similarly, Carey,
Craswell and Simnett (2000) found that most Australiandis@mpanies do not have an internal audit department,
despite the fact that Australian regulatory agencies @memitted to a strong governance structure. As a result,
previous studies on the impact of the IAF on the qualitynairfcial reporting were inconclusive. Some results found
a positively significant relationship (AlFatlawi, 2018; De8ma, 2017; Drogalas, Arampatzis & Anagnostopoulou,
2016; Khalil, Omar & Samer, 2019; Musa, 2016;0goun & Atagboro, R&@matika, 2014; Ziniyel, Otoo & Andzie,
2018; Tambingon, Yadiati & Kewo, 201 &thers have reported insignificant association (Al Shettal. 2011; Ejoh,

& Ejom, 2014; Lakovi¢, Smolovi¢ & Stanov¢ic¢, 2016) and adverse effects (Shireenjit, Satirenjit, Nava & Cooper,
2013). Therefore, this study empirically examined the impattteointernal audit function on the quality of financial
reporting in Nigeria's private sector, measured by fundtaheualitative characteristics (relevance and faithful
representation).

1.2 Research Objective
This study examined the following objectives:
1. The_eﬁgct of internal audit function on the relevancénafrfcial reporting of listed manufacturing companies
2. llr']hlt\a“g?fg?t. of internal audit function on faithful represéntaof financial reporting of listed manufacturing
companies in Nigeria
2.0 Literature Review
2.1 Conceptual Review

According to the IASB (2018), the quality of financial repagtis expressed in terms of basic and enhanced quaditati
characteristics. Fundamental qualitative characteristeesngportant characteristics that determine the informatio
contained in financial reporting. On the other hand, enhgratiialitative characteristics is information that can add
value to financial reporting once the fundamentalsiamdyf established. The fundamental qualitative charatiesis
of financial reporting are: Relevance and Faithful reprgsgtion; while the enhancing characteristics aréfiability,
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timeliness, understandability and comparability. Thiglsteoncentrad on relevance and faithful representation as
the measure of financial reporting quality.

2.1.1 Relevance

According to the IASB (2010), information is relevant witke message therein is available to impact the current
investment decisions of investors and other userisaféial reporting (Erin, Olojede & Ogundele,). 2017). It i th
capability of financial reporting to affect the resowr@location decision of its users to an organizatioryi(En
Adegbie, Salawu, and Odesanya, 2019). This can be affectdtk lmpntent, value and scope of the information.
According to Ezelibe, Nwosu, and Orazulike (2017), the valueahcial reporting depends on its relation to the
most important issues for stakeholder assessment andodeamsking. This requires the financial reporting
information must be both confirmatory in value and pregidih nature or to have at least one attribute (IASB, 2010).
This happens when financial reporting information helps useaiiate, modify, and confirm the company's future
performance and past valuations. The predictive nafdimeancial reporting lies in its ability to support theethods
used by stakeholders to predict the future performanceahaany, and its confirmatory value lies in its apilt
support a company's previous assessments (Enyi, et al., Eait9alue is recognized as a key attribute of relevance
(Herath & Albargi, 2017). The use of fair value in a compasig measurement tool, depicts a high level of retevan
in financial reporting (Beest et al., 2009). Moreover, Beeal. (2009), opined that financial reporting played a key
role in the determination of the degree of relevance tosiéss by, revealing futuristic or feed forward infotiom,
making events about commercial prospects and threatsnkrand making explanations on how major economic
activities and vital transactions affect organizatiomsufcial reporting information is also relevant if ithoection
with the charting of share prices is significant, whigh eventually make it applicable to decision making ie th
capital market (Sutopo, Kot, Adiati & Ardila, 2018).

2.1.2 Faithful Representation

Faithful Representation, was introduced as one of thetafiidi characteristics of financial reporting, replgcin
reliability, which was one of the main qualitative chateristics of financial reporting in the 2010 IASB fravoek.
According to the IASB (2010)aithful presentation means that financial reporting mustyfalisclose the true
economic events that it intends to represent or symbdhancial reporting should be objective and balanced
(Aifuwa, et al., 2018). This means that the financialest&nts which is faithfully represented must be complete,
neutral and error-free. The IASB conceptual frameworKif@ncial reporting stated that completeness means full
disclosure of all information, explanations and descripdioall realities about an organization that are ctdoiathe
report to be decision relevant for stakeholders; whilgrakty indicates that the report must be unbiasedfisred
from misrepresentations of transactions, activittexd contracts; and freedom from error signiflask of
misstatements, mistakes and omissions (Enyi, et al9)2@tthas been established in literature that the reyort
independent auditors’ is valuable to financial reporting because it provides reasonable assurance on the extent to which

the annual report portrays economic events faithfully [@ké&ns, 2008). Also, the faithful presentation of finahci
reporting is affected by the disclosure of corporate garare information (which is the report on how an organizatio
is controlled and managed) in the annual report (Beest eR2@l9). The clarification of assumptions and the
explanation of estimates and the accounting principsesl in the preparation of financial reports enhancesdhithf
representation. The discussion and explanation of positivaegative changes and events and their implications on
the financial results of a company enhances faithfubesemtation (Herath & Albargi, 2017).

2.2 Theoretical Development of Hypothesis

This study adopts the Agency theory and Stakeholders’ theory as the basis for this investigation. The two theories
were adopted because the agency theory recognizes tengeeof conflict of interest between investors and
management and since investors know less than managgooenia company, it is necessary for internal auditors t
monitor the activities of management to provide furtfssueance on the quality of the financial reports predente
management. Stakeholder theory has been selected gnizeall stakeholders' rights to quality financiabimhation
that the internal audit department seeks to influence throufhrdeiews of company transactions and financial
statements.

2.3 Empirical Review

2.3.1 Internal Audit Function and Relevance
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A research conducted on the effects of internal audit repatbsiise on perceived financial reporting reliability by
Holt and DeZoort (2006) who found that respondents (invgstmseed that they regard the financial reports of
companies that prepare internal audit reports to be maléleréhan those that do not produce the internal audit
reports. In a survey conducted by Holt and DeZoort (2006) amiect of disclosure of internal audit reports on the
reliability of financial reports, respondents (invest@greed that they esteem the financial reports of cormgptrae
disclose internal audit reports to be more reliable thasettwho do not disclose the internal audit reports. Holt,
DeZoort, and Deborah (2008), when looking for evidence tpauhe conclusions of Holt and DeZoort (2006),
investigated the need for disclosure of internal awghbrts to external stakeholders to improve governance and
transparency, It was concluded that the internal audit repgplements current disclosures regarding corporate
governance and is likely to increase stakeholder confidartbe quality of corporate governance. They also argued
that a higher level of transparency could encourage coegaminvest more in internal audit. According to Spanos
(2005), good corporate governance practices reduce investomiewsisk, attract financial capital and improve
corporate performance. Internal audit also serves amportant function related to the internal control of an
organization by providing reasonable assurance abouttticalevalue of management and the reliability of finahci
information (AlBaidhani, 2016). Agyei Mensah (2016) also finds thstlosure of internal audit information and
board composition information plays a key role in reduciregcthst effect of agency and the lack of information that
may confront corporate stakeholders (Agyei-Mensah, 2016)r8cg to Nashwa, (2003), financial scandals are
evidences of the failure of the internal audit functioprimducing financial statements that are reliabléjgti quality,
which is relevant to the information needs of usersaddition, internal audit function helps in the attaintnef
corporate objectives and improves the legitimacynafrfcial reporting (Koutoupis & Pappa, 2018; Gamayuni, 2018).
Sitorus, Setiyawati and Mappanyuki (2019), in their study onffeetiweness of the internal control system on the
quality of financial statements with the implementationntérnal audits as a moderation variable; they found that
internal control system is only effective and has an effedhe quality of financial report after being moderdigd
internal audit.

2.3.2 Internal Audit Function and Faithful Representation

Al-Fatlawi (2018), conducted a research on the role of intendlitirag and internal control system on the financial
performance quality in the Indonesian banking sector. Tdeyd that both the internal audit and the internal control
system have a significant positive effect on the préwee of accounting fraud, which means, that the betténtamal
audit function and internal control system the better kllability of companies to prevent accounting fraud and
therefore the more faithfully represented the finan@pbrt will be. Prawitt, Smith and Wood (2008), examined the
relationship between internal audit function quality arrdiegs management. They found that internal audit function
quality is connected with a reasonable or moderate lewgraofngs management. Rogers and Stocken (2005), in their
research have showed that management forecasting are more biased when distortion is rather difficult to detect. While
Schwartz and Young (2002), found that management’s communications are more likely to be biased when they are
not verified by a third party. This means that the presence of an internal audit function on a continuous verification of
transactions may prevent distortions and biases imdiahreports. Davidson, Goodwin-Stewart and Kent (2005),
carried out an investigation on internal governance structurésearnings management, using a sample of 434
Australian companies, they found that the presence of amattaudit function is not connected with a reduced level
of earnings management in Australia. Contrary to this conclugienstudy of (Holt & DeZoort, 2009) on internal
audit function provides that internal audit function enhameceporate internal control environment which will be
revealed in a better quality financial reporting in teofhieduction in error reporting, decrease in financial rémprt
irregularities and increase the confidence of investothe effectiveness of internal control and the reliabiity
financial reporting (Holt & DeZoort, 2009). Garcia, Barbladiand Pérez, (2012) carried out research on audit
committee, internal audit and the quality of earnings, ines@panish companies, they found that internal audit
function is germane to the reliability of financial staents. In a recent study done by Enyi, Adegbie, Salawd, a
Odesanya (2019), on ethical principles and faithful represemiaf financial reports of quoted companies in Nigeria;
it was concluded that the application of ethical priresph the preparation of financial reporting positivielpact

on faithful representation of the financials. An ethioéérnal audit department will affect faithful representatibn
financial reporting.
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2.4 Conceptual Framework
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3.0 Methodol ogy

This study used survey research design because it idyadreeptions which were qualitative in nature. Questioanair
was administered to the target population to elicit thecgpion on the impact of internal audit function on finahci
reporting quality of listed manufacturing companies in Nigeria. fdpulation of thestudy consisted of the senior
staff members in the accounting, internal audit, managenmmhtaadit committee memtweiof the fifty-six
manufacturing companies listed in the Nigerian Stock Exchange)(&Sat 11 November, 2021. The population
consised of 592 staff in the consumer goods companies; 439 staff indlstrial goods sector and 161 in the health
sector; making a total of 1192 staff members of thedistanufacturing companies in Nigeria. The manufacturing
sector in Nigeria was classified into consumer goods (25), malugbods (23) and healthcare companies (8)
according to NSE Daily Activity Summary (Equities), 2021.Caonerece sampling technique was adopted in the
selection of the manufacturing companies in Lagos and Qgiendf Nigeria as samples for this study. This was as a
result of the porous security situation in Nigeria and ajuthe fifty-six companies listed in the Nigerian Stock
Exchange fortyfive were located in Lagos and Ogun states. Taro Yamane’s formula [n = N/1+N(e)?] was used on the
number of staff specified in the population to determimenthmber of respondents that was used as sample isize fo
this study. Stratified sampling technique was used to gblecespondents from each stratum for this study.

[n = N/1+N(e¥]

Where: n = sample size
N = total population

e = error term = 0,05

n =1192/1+1192(é) 300

An adjustment upward of 10% of the sample size of 300 whigh vgas done to take care of possible response issues.
This brought the total sample size to 330 for a tot&krage of the sample (Asika, 2009). The sample size was
apportioned between each group in the proportion that eadp ¢as to the total population. This was calculated
thus:

Consumer goods companies = 592/1192 x 330 = 164
Industrial goods companies = 439/1192 x 330 = 122
Health care companies =161/1192 x330 = 44

A well-structured questionnaire developed by the researdgeuged to obtain the perception of respondents on the
variables used to measure internal audit function and fimlaeporting quality of listed manufacturing companies in
Nigeria. This was validated and certified by experts institgect matter and versatile in research. This is tarens
that the research instrument assessed all its constteiest, measured the characteristics of researihbles and
measured what the research intends to measure. Foruobrvatlidity, the questionnaire was divided into sections.
Construct validity was measured statistically using Exgdbwy Factor Analysis (EFA) The main measures used to
test the validity of an instrument in exploratory facoalysis include the Kaiser-Meyer-Oklin's (KMO) measafre
sampling adequacy and Bartlett's Test of Sphericity. sTimy employed the KMO sampling adequacy and Bartlett's
Sphericity test to determine whether the statementpiisimg each variable's research instrument actuallyguned
what was intended. The rule of thumb is that if theulteof the KMO is greater than 0.5, and the Bartlett ¢és
Sphericity for each of the variables is less than 5%, iwimdicated a highly significant relationship between the
variables in measuring the variables under study. fnsthidy, the KMO test for each variable was greater30éd

and the Bartlett test of Sphericity result is less th#) indicating that the questionnaire items for each construct
actually measured what was intended. The KMO andd®aréist of Sphericity result is shown in Table 3.01 below
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3.1 Test of Validity

Table 3.1 KMO and Bartlett's Test of Sphericity

SN Variables No. of | KMO Bartlett
Items Test
Dependent Variables (DV) -
Financial Reporting Quality 30
DV1 | Relevance 5 0.649 0.010
DV2 | Faithful Representation 5 0.517 0.000
Explanatory Variables (EV) —
Internal Audit Function
25
EV1 | Monitoring of internal controls | 5 0.801 0.000
EV2 | Examination of financial an¢ 5 0.778 0.000
information
EV3 | Review of operation activitie] 5 0.737 0.000
(ROA)
EV4 | Review of Compliance with law| 5 0.740 0.011
and Regulations
EV5 | Risk Management 5 0.570 0.000

Source: Researcher’s Field Survey, 2022.
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In this study Cronbach's Alplveas used to test the internal consistency and reliability of the variables. The Cronbach’s
alpha is an estimate of the internal consistency alfebilidy because it determined how all the constructhia
research instrument relate to one another (Mills &,Q&y6)

Cronbach's Alpha was applied to the result of the pilot stodgducted. A prior test of the research device was done
on 60 respondents who are not a part of the 1192 respondé¢héssbidy. The outcome of the pilot study showed
that the research device was reliable, as the Crhishalpha of the scale for each of the variable washitjan 0.70.

The result of the Cronbach Alpha for each of the demis presented in the table below Table 3.02

3.2 Test of Reliability
Table 3.02 Internal Consistency Reliability Result

SN Variables No. of | Cronbach’s
Items Alpha
Dependent Variables (DV) —
Financial Reporting Quality 30
DV1 | Relevance 5 0.782
DV2 | Faithful Representation 5 0.847
Explanatory Variables (EV) —
Internal Audit Function
25
EV1 | Monitoring of internal controls | 5 0.853
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EV2 | Examination of financial an¢ 5 0.822
information
EV3 | Review of operation activitie] 5 0.818
(ROA)
EV4 | Review of Compliance with law| 5 0.768
and Regulations
EV5 | Risk Management 5 0.848

Source: Researcher’s Field Survey, 2022.

The questionnaire was divided into three (3) sections.ddetcontained the demographic attributes of respondents,
section B contained assessment of information aimetnal audit function, section C contained statements tha
elicited information about qualitative characteristick fimancial reporting. A five-point Likert-type scale
guestionnaire (Strongly disagree, Disagree, Neutral, AgrdeS&rongly agree) was used to collect data. Since the
answers in the scale were qualitative, for each aalibe weight of 1, 2, 3, 4, and 5 was attached and cieavigrto
guantities using the code manuals.

3.3 Model Specification

The following proxies and regression models were adopteihviestigate internal audit function and financial
reporting quality.

Y =f(X)
Y = Dependent Variable

X = Independent Variable

FRQ =f (IAF) Main objective
Y=y,

Where:

y1 = Faithful representation (FR)
Y2 = Relevance (RL)

X = X1, X2, X3, X4, X5

Where:

X1 = Monitoring of internal control (MIC)
X2 = Examination of financial and operating information |F
X3 = Review of operating activities (ROA)
X4 = Review of compliance with laws and regulations (RCR)

xs = Risk management (RMG)
Model 1

RL; = BO+BlMICi + BzEFO + B3ROA| + B4RCR + BsRMG. +
Model 2
FRi= Bo + B;LM|C| + BzEFQ + B3ROA| + [34RCR + ﬁsRMG. + Ui

WWw.ijrp.org



Nwaobia, Apollos Nwabuisi& nbsp; / International Journal of Research Publications (1JRP.ORG) @ JJ RP.ORG

ISSN: 2708-3578 (Online)

37

4.0 Analyses, Results and Discussion
4.1 Descriptive Statistics

To gather the data, 330 copies of the questionnaire werdatid to the respondents in the manufacturing companies
listed in Nigeria in their head offices out of which 277 questaires were filled and returned, this represented about
84 percent of the questionnaire distributed. This could baubedhe respondents were middle and top managers in
the listed manufacturing companies who have busy schaddleould not spare the time to fill the questionnaire. Th
gender distribution of the respondents showed that more feradleipated in the survey than male. However, this
statistic has no effect on the quality of response vedefor the purpose of analysis. The statistics for dge o
respondents revealed that more than 70% of the respondeatswee 41 years in age meaning that highly productive,
effective and experienced people were captured for the studycdritributed significantly to the achievement of the
objective of this study. The category of respondents whjpated in this study cut across all classes identified as
the target respondents for the study, they therefore thaveapability and knowledge required to respond to the
statements made in respect of variables in the questieniiaie statistics for length of service indicated thar

70% of the respondents have worked for over 6years in thggnisations. This revealed that highly experienced
respondents who possessed adequate number of years of vimrivigdge of the organisations were sampled in the
study, they were thus, able to contribute significatatlgchieve the aims of the study. The statistics fgindst level

of education and professional qualification for the 27poedents revealed that all of them have at least Higher
National Diploma (HND) and all were professionally quatif This shows that the participants in this study were
lettered and are able to give informed responses tstditements made in the questionnaire.

4.2 Test of Hypotheses
4.2.1 Test of Hypothesis One

Research Hypothesis one (Ho1): Internal audit function does not significantly affect leéevance of financial
reporting of listed manufacturing companies in Nigeria.

Table4.2.1: Internal Audit Function and Relevance of Financial Reporting

Dependent Variable: RL Model One

Coefficient Std. Error | T Stats Prob.
(Constant) 2.549 .155 16.452 .000
MIC -.205 .087 -2.362 .019*
EFO .567 .139 4.083 .000*
ROA -.220 .153 -1.435 .152
RCR .058 .094 .623 .534
RMG 112 .096 1.172 .242
Adjusted R 0.143
F-Stat 10.240 (0.00)*

Dependent Variable: Relevance (RL) *significant at 5%

Source: Researcher’s Study, (2022)

Model 1

RLi = Bo+P1MIC; + B2EFQ + B3ROA; + B4RCR + BsRMG; + [

RL; = 2.549 - 0.205MIC+ 0.567EF@® 0.220ROA+ 0.058RCR+ 0.112RMG+ |
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t-test = 16.452 - 2.362 +4.08-1435 +0.623+1.172

4.2.2 Test of Hypothesis Two

Research Hypothesis Two (He2): Internal audit function does not significantly affect faithfepresentation of
financial reporting of listed manufacturing companiehligeria.

Table4.2.2: Internal Audit Function and Faithful Representation of Financial Reporting

Dependent Variable: FR Model Two

Coefficient Std. Error | t-Stats Praob.
(Constant) 3.853 .181 21.245 .000
MIC -.193 .102 -1.899 .059
EFO .169 .163 1.041 .299
ROA .062 179 .343 732
RCR .610 .110 5.566 .000*
RMG -.668 112 -5.970 .000*
Adjusted R 0.159
F-Stat 11.444 (0.00)*

Dependent Variable: Faithful Representation (FR) *gignificant at 5%

Source: Researcher’s Study, (2022)

Model 2

FR = Bo+B1iMIC; + B:EFQ + fsROA + B4sRCR + BsRMG; + L

FR = 3.8530.193MIG + 0.169EF® 0.062ROA+ 0.610RCR0.668RMG + |;
t-test = 21.245 -1.899 + 1.041 + 0.343 + 5.566 - 5.970

I nter pretation

From the multiple linear regression estimate of mdgéhe signs of the coefficient of the independent vagtalil
table shows that monitoring of internal control havegative effect on relevance, with a coefficient of -0.208s
negative effect is statistically significant as thatdtistics significance level shows 0.019 which is lgn 0.05
significant levels chosen for this study. Examinatiofirancial and operating information has a negative effact
relevance, with a coefficient of 0.56. This positive dffecstatistically significant as the t-statistgignificance level
shows 0.000 which is less than 0.05. Conversely, review ohtipg activities has a negative effect on relevance,
with a coefficient of -0.220. This negative effect is hegrenot significant as the t-statistics significatmel shows
0.152 which is higher than 0.05. In opposite manner, reviewroptiance with laws and regulations has a positive
effect on relevance, with a coefficient of 0.058. This tpasieffect is however not statistically significa# the t-
statistics significance level shows 0.534 which istgrethan 0.05. Finally, risk management has a positive effiect o
relevance, with a coefficient of 0.112. This positive effischlso not statistically significant as the t-stids
significance level shows 0.242 which is greater than :B6. Adjusted R-square of the model showed that about
14.3% variation in relevance of financial reporting can{mained by all the measures of internal audit functioe, t
remaining 85.7% variation in relevance of financial repgrire caused by other factors outside of this model. Thus,
the coefficient of determination shows that the modelehasak explanatory power. However, the F-test showed a
probability value of 0.00 which is less than the 5% levaigiificance adopted for this study which indicates that th
explanatory variables are statistically significafttis means that the cumulative effect of the measureseshait
audit functions have a positive significant effect devance of financial reporting quality in listed manufactgrin
companies in Nigeria. Thus, at a level of significance of,Ql@bF-statistics is 10.240, the P-value of the Rstizt

is 0.000 which is less than 0.05 the study rejected thehgpbthesis and accept the alternate that internal audit
function significantly affect the relevance of finandiaporting in listed manufacturing companies in Nigeria. In
model 2, from table 4.2.2, the sign of the coefficienthe independent variables shows that monitoring of interna
control has a negative effect on faithful represemniatigth a coefficient of -0.193. This negative effect &istically

not significant as the t-statistics significance letmws 0.059 which is greater than 0.05 significant levedsen for
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this study. Examination of financial and operating infation also has a positive effect on faithful repregenta
with a coefficient of 0.169. This positive effect is howeret singularly significant as the t-statistics sigmifice
level shows 0.299 which is higher than 0.05. Also, reviewpgfrating activities has a positive effect on faithful
representation, with a coefficient of 0.062. This poskgiffect is however not significant as the t-statissigaificance
level shows 0.732 which is higher than 0.05. In like mamesiew of compliance with laws and regulations has a
positive effect on faithful representation, with a ca#éint of 0.610. This positive effect is however statidiyc
significant as the t-statistics significance lesiebws 0.00 which is less than 0.05. Finally, risk managehsna
negative effect on faithful representation, with a domfiit of -0.668. This negative effect is also statidfycal
significant as the t-statistics significance levebws 0.00 which is less than 0.05. The Adjusted R-square wfddel
showed that about 15.9% variation in faithful representafiinancial reporting can be explained by all the miessu
of internal audit function, the remaining 84.1% variatiofeithful representation of financial reporting are ealiby
other factors outside of this model. Thus, the coeffiadédetermination shows that the model has a weak exptgna
power. However, the F-statistics showed a probabilityevaf 0.00 which is less than the 5% level of significance
adopted for this study which indicates that the explanatanigbles are statistically significant. This means that
cumulative effect of the measures of internal audit funsti@ve a positive significant effect on faithful repregemia

of financial reporting quality in listed manufacturing comiga in Nigeria. Thus, at a level of significance of 0.05,
the F-statistics is 11.444, the P-value of the F-sizdiss 0.000 which is less than 0.05 the study rejecteduhe n
hypothesis and accept the alternate that internal auditidansignificantly affect the faithful representation of
financial reporting in listed manufacturing companies igeNa.

4.3 Discussion of Findings

The first hypothesis of the study examines the effenttefnal audit function on the relevance of financial répg

of listed manufacturing companies in Nigeria. This finding dmsrates the study conducted on the effects of internal
audit report disclosure on perceived financial reporting biditia by Holt and DeZoort (2006), they found that
investors (who are the respondents) agreed that thaydréte financial reports of companies that prepare idterna
audit reports to be more credible than those that do ndtipe the internal audit reports. Holt, DeZoort, and DCabor
(2008), while seeking corroborative evidence on the conclugiblolt and DeZoort (2006) carried out a study on the
need for an internal audit report for outside stakeholdeirapoove governance and transparency, it was concluded
that an internal audit report has the prospect of complementimgnt governance disclosures and improve
stakeholder confidence in governance quality. Accordirgpmos (2005), good corporate governance practices also
reduce investment risk for investors, attract financ#dital and improve corporate performance. This findarg c
also be explained by the theories of information asytmynsignaling stakeholders and agency. The disclosure of
internal audit report will make available to all stakeholders’ private information, thereby reduce information
asymmetry and agency cost, and signal to capital mpekttipant that disclosing companies are better foitadap
investment than non-disclosing companies. This finiingowever against the conclusion of Nashwa, (2003), that
financial scandals are evidences of the failure ofrttegnal audit function in producing financial statementsdha
reliable, of high quality which is relevant to the infation needs of users. However, in a more recent study by
Sitorus, Setiyawati and Mappanyuki (2019), on the effectiveaksise internal control system on the quality of
financial statements with the implementation of indéraudits as a moderation variable; they found that internal
control system is only effective and has an effect emgtiality of financial report after being moderated byrivete
audit. Wambui (2019) also states that improved financialtiegoguality results from ensuring the correctness and
reliability of accounting records which can only be dthweugh the continuous auditing by the internal audit function.
The second hypothesis of the study examines the effeteafial audit function on faithful representation of finil
reporting of listed manufacturing companies in Nigeria. Ifetdl®2.2, hypothesis two predicts a positively significant
relationship between internal audit function and the fidithepresentation of financial reporting, thus, the null
hypothesis is rejected and it is concluded that theresignéficant relationship between internal audit functiod a
faithful representation of financial reporting of listedmatacturing companies in Nigeria. This result upholds the
previous study ofAl-Fatlawi (2018) on the role of internal auditing and interratmol system on the financial
performance quality in the Indonesian banking sector. He foundbdtia the internal audit and the internal control
system have a significant positive effect on the préea of accounting fraud, which means, that the betténtamal
audit function and internal control system the better béllability of companies to prevent accounting fraud and
therefore the more faithfully represented the finan@pbrt will be. This study also substantiates the cororiusf
Prawitt, Smith and Wood (2008), who examined the relationstipeen internal audit function quality and earnings
management. They found that internal audit function quality isy@cted with a reasonable or moderate level of
earnings management. Rogers and Stocken (2005) in their reseaneltl $hat management forecasting are more
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biased when distortion is rather difficult to detect. While Schwartz and Young (2002) found that management’s
communications are more likedo be biased when they are not verified by a third party. This means that the presence

of an internal audit function on a continuous verificatiomafisactions may prevent distortions and biases indiabn
reports. Contrary to the findings of this study, Good&tawart, & Kent (2005) carried out an investigation on internal
governance structures and earnings management, using a sa@pleAaistralian companies, they found that the
presence of an internal audit function is not connectéd avreduced level of earnings management. Meanwhile,
contrary to this conclusion, some studies on internal auddtion provides that internal audit function enhances
corporate internal control environment which will beaaled in a better quality financial reporting in ternfis o
reduction in error reporting, decrease in financial reportiregjuilarities and increase the confidence of investors in
the effectiveness of internal control and the reliabditfinancial reporting (Gordon & Smith, 1992; Holt & DeZto
2009; Schneider Wilner, 1990)

4.4 Implication of Findings

The implication of these findings is that manufacturomgnpanies and their management and board should be
concerned about investing in the internal audit functioent@ance transparency, improved control environment and
disclosure of full information in their financial repgriThis will reduce reporting errors, prevent financialoréng
irregularity, improve investors’ confidence in the effectiveness of corporate oversight and enhance the reliability and
faithful presentation of financial reportingds it concern investors, the main beneficiaries andsusgfinancial
reporting, companies that operate a strong internal audtidarshould be seen as disclosing better quality financia
reports and increased capital allocation in terms of imast of higher resources should be directed towards them
while divesting from companies that do not operate stiatggnal audit function. For financial analysts and capita
market operators, since a significant positive effecevgaled to exist between internal audit function and fiahnc
reporting quality of listed manufacturing companies in N&yethey are provided with appropriate foundation for
dialogue and analysis of the performance and position afdhmpanies for capital investment or divestméihe
findings of this study have implication for internal auditerdernal auditors and other accounting practitioners. The
result of the study has revealed that the internal auditoa hmefessional significantly effect on the fundamental
gualitative characteristics of financial reporting qualithich are the vital features which govern the inforamat
contained in financial reports; they are therefore ebgokto assure the monitoring of internal control, examinaifon
financial and operating information, review of operating #@tis, review of compliance with laws and regulation as
well as risk management

5.0 Conclusion and Recommendation
5.1 Conclusion

The study concluded that a positive and sigmifirelationship exists between internal audit functionraletance as
well as faithful representation of financial of lidteanufacturing companies in Nigeria This means thatgbeation

of internal audit function in listed manufacturing companidsigeria and the disclosure of internal audit report will
improve financial reporting quality through the benefitsrahsparency, efficient internal management of companies,
better stakeholders’ confidence, near optimal allocation of financial capatadl other resources and improvement in
the efficiency of the Nigerian Stock Exchange. These ingmm@nts are experienced as a result of reduction in
information asymmetry, reduction in financial repagtiisks and enhanced economic information atmosphere in the
Nigerian corporate environment.

5.2 Recommendations

1. The tertiary institutions, accounting professional bedand professional accounting educators should
improve, upgrade and update their curriculum so as to beéat#ach and lecture accounting students and
professionals on internal auditing as a distinct and fiedigfed profession (as external auditing and taxation
is taught in full) and not as a “by the way addendum” to topics on auditing.

2. The regulatory authorities’ Financial Reporting Council of Nigeria (FRC) and the Security Exadhange

Commission (SEC) should enforce the disclosure of intenndit report and management response to it in
listed manufacturing companies in Nigeria.
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