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 Abstract 
The study examines the impact of auditor independence on the credibility of 
financial statements in deposit money banks in Nigeria spanning 2015-2019. It 
argues that the independence of the auditor has been compromised due to 
questionable accounting practices by some external auditors. In many of the 
collapsed banks, the balance sheets have been satisfied okay by external 
auditor. Therefore, the objective of the study is to examine the impact of 
auditor’s independence on the credibility of financial statements of deposit 
money banks. Earnings per share was used as a proxy for financial statements 
whilst audit characteristics as independent variable was disaggregated into 
audit fee, audit independence, audit size and audit tenure. The study utilizes 
econometric approach to examine the data. The study finds that earnings per 
share had a positive and significant response to changes in audit fees (0.56%), 
audit independence (0.06%) and audit size (0.76%) contrary to its 0.64% 
insignificant response to audit tenure. It is recommended therefore that 
supervising authority should ensure mandatory rotation of auditors as a 
significant factor in safeguarding auditor independence Also, firms in Nigeria 
should endeavour to pay the right audit fee required in other to facilitate the 
engagement of audit firm that is independent from any influence. Finally, 
managers should corporate with auditors in an independent manner so as to 
ensure the publication of financial reports of the firm on time which will 
enhance and facilitate prompt investment decision.  
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In the banking sector in Nigeria and indeed in many countries around the world, 
the independence of the auditor is facing serious credibility crises occasioned by 
questionable accounting practices perpetuated by some external auditors. According to 
Ilaboya and Ohiokha (2014), firm seeks advice from auditor before taking accounting 
decision on financial statements. This implies that the roles of the auditors indirectly 
affect the financial statement. Egbunike and Abiahu (2017) aver that independent 
examination of financial reports of companies is mandatory so as to improve the quality 
of information disclosed therefrom thereby safeguarding the interests of shareholders. 
This independent examination is undertaken by the external auditor who is normally 
appointed by board of directors. Our effort in this study is to situate auditors within the 
broader dynamics of professionalism that ensures the pursuit of profits by registered 
companies against the backdrop of major accounting firms that are becoming more and 
more willing to increase their profits by indulging in anti-social practices that show 
scant regard for social norms, legal rules and regulations.  

Olaoye, Aguguom, Safiriyu and Abiola (2019) observe that financial statements 
of companies would lack credibility in the absence of auditing functions. They argue 
that the recent audit failures around the world account for the skeptical minds about 
auditors’ independence that enable companies to manipulate their taxable obligation to 
their own benefit. Essentially, auditing practice has not be fully developed in Nigeria. 
Currently, there are two accounting bodies, Institute of Chartered Accountants of 
Nigeria (ICAN) and Association of National Accountants of Nigeria (ANAN), 
recognized in the country to regulate the practice of accounting, However, ICAN is the 
oldest and most dominant accounting body in Nigeria. The National Assembly approved 
a bill to set up a third accounting body (Certified Public Accountants of Nigeria) in 
1998, but the bill was not signed by President Obasanjo before he left office, and his 
predecessors are yet to sign the bill into law. While both bodies have witnessed great 
improvements in their regulation of the practice of accounting in the country, they have 
not done much in the area of auditing. The result is erosion of auditor’s independence 
which affects financial statements of listed firms. Contrary to their claims of protecting 
the public interest, accountants and auditors may be partly responsible for cases of 
distress and the collapse of banks in Nigeria, as they failed to qualify their reports when 
there were indications of financial difficulties in the banks (Musa, Success and Iyaji, 
2014). There is also evidence to show that auditors have collected large sums in audit 
and non-audit fees. Such events raise questions about the value of company audits, 
auditor independence and the quality of audit work (Musa et al, 2014).  

In a developing country like Nigeria, there have been little or no efforts at 
positively addressing the challenges posed by non-adherence to corporate governance 
principles and ethical guidelines. For example, Nigeria is yet to review its Companies 
and Allied Matters Act 1990 (as amended) which has become more or less anachronistic 
in view of dynamic corporate events, globalization and the impact of information 
technology (Adeyemi & Fagbemi, 2011). This has affected operation performance of 
most firms listed at the Nigerian Stock Exchange (NSE). This is why Bakre (2007) 
reports that investors in Nigeria have lost several billions of dollars through the 
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collusion of accountants and external auditors with companies’ management and 
directors to falsify and deliberately overstate companies’ accounts. The result is poor 
performance of many companies and subsequent closure and de-enlistment from NSE 
thereby leading to scarcity and rising prices of products as well as unemployment. 
Investigations launched by the financial regulators and other stakeholders into the 
Nigerian banking industry revealed that accountants and auditors have not done their 
work properly. This is because the nature of qualified audit report practice in Nigeria 
does not conform to qualified audit report theory. For instance, while the banking sector 
was saddled with distress between 2008 and 2009, some banks opened new branches 
while others ceased operations and changed names as was seen in Keystone bank, 
Mainstreet bank, Enterprise bank and yet some were acquired. For example, Oceanic 
Bank as well as All State Trust Bank were acquired by Ecobank Plc and Intercontinental 
Bank acquired by Access Bank Plc.  More recently, Access Bank acquired Diamond 
Bank and Skye Bank by Polaris Bank.  
 

The lack of reliable audit report predicated on non independence of most 
auditors has negative consequences on financial statements of most banks and this partly 
caused the global recession of 2008. Likewise, the Nigerian economy entered into 
recession by the third quarter of 2016. In both instances, the federal government through 
the Central Bank of Nigeria (CBN) rolls out a number of bailouts to banks and state 
governments with the aim of bringing the economy out of recession. In regard to the 
2008 recession, the audit conducted by the CBN into the activities of the 24 registered 
banks in 2009 revealed that they were experiencing huge financial difficulties in their 
operations. As a consequence, CBN injected N420 billion ($2.8 billion) into five banks 
(Afribank, Finbank, Intercontinental Bank, Oceanic Bank and Union Bank) which had 
failed the CBN audit in August 2009. Two months later, an additional N200 billion 
($1.33 billion) was injected to stimulate the liquidity of four other banks namely Bank 
PHB, Equitorial Trust Bank, Spring Bank and Wema Bank (Musa et al. 2014). This 
injection of money was done in order to stabilize the banks and to ensure that they 
remained going concerns after their former managers had been sacked for reckless 
lending and for poor corporate governance which had rendered the institutions 
undercapitalized. This notwithstanding, corporate governance issues remains a challenge 
which has always undermined credibility of financial statements of listed companies at 
the NSE.  It is against this backdrop the study is undertaken. 
The objective of the paper therefore is to assess the relationship between auditor’s 
independence and the credibility of financial statements in deposit money banks in 
Nigeria. Expectedly, the structure of the paper is clear. Following the introduction, 
section two contains brief review of related literature. The model is presented in section 
three whilst section four unveils results of findings. Section five concludes the paper 
with policy remarks. 
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Review of Related Literature 
A number of attempt has been made to conceptualize auditor independence. 

Audit independence refers to the ability of the external auditor to act with integrity and 
impartiality during his/her auditing functions. According to Olaoye et al, (2019), auditor 
independence is the absence of interest by the auditor in the auditing assignment thereby 
avoiding material bias that could affect the reliability and credibility of the financial 
statements. Auditor independence should guarantee a situation which allows the 
individual a state of mind that permits the provision of an opinion without being affected 
by influences that compromise professional judgment. The auditor is expected to act 
with integrity and exercise objectivity and professional skepticism. Two types of auditor 
independence exist according to Nieschwietz and Woolley (2009). They are practitioner-
independence or independence in fact and profession independence or independence in 
appearance. An auditor does not only have independent in fact but also independent in 
appearance. The independence of auditors in Nigeria has been frequently questioned. 
The ways in which Nigerian auditors secure their audit assignments and the rate at 
which they lobby for auditing job put their independence in jeopardy (Abubakar, 2010). 
Provision of non-audit services has attracted much interest as a determinant of audit 
independence. Non-audit services are services other than audit provided to an audit 
client by an incumbent auditor (Erah and Izedonmi, 2012). In the case of audit, Kantudu 
(2004) defines it as an exercise that involves evaluation of the relevance, reliability and 
adequacy of evidence in support of verifiable information. The general definition of an 
audit is an evaluation of a person, organization, system, process, enterprise, project or 
product. There are two types of audit namely internal and external audits. The internal 
audit is an independent appraisal activity within the organization for the review of 
operations as a service to management. It is carried out by specially assigned staff of an 
enterprise and is appointed by management. External audit on the other hand is carried 
out by an independent person who is not an employee of the enterprise.   
 

From the empirical corridor, a number of studies that have examined the 
independence of the auditor with regards to creditability of financial statements exist in 
the literature. Thus, Farouk and Hassan (2014) assess impact of audit quality on 
financial performance of quoted firms in Nigeria. The study employs regression analysis 
in testing the hypotheses. The results show that auditor size and auditor independence 
have significant impacts on the financial performance of quoted companies in Nigeria. 
The study however reveals that auditor independence has more influence on financial 
performance than auditor size. In Iran, Ziaee (2014) examines the relationship between 
audit quality and financial performance of companies listed in Tehran Stock Exchange 
for the period, 2008-2012. The study finds that audit quality accounts for reasonable 
variation in financial performance of companies. Onyekwelu and Ugwuanyi (2014) 
appraise the effects of external auditing in the growth of banking business in Nigeria 
laying emphasis on deposit mobilization. Using questionnaire data based on stratified 
random sampling with Chi- square and Z-test, the study finds that external auditors 
contribute significantly to the growth of deposits and this encourage depositors and other 

Academic Excellence  



5 

 

 

Multidisciplinary Journal of Academic Excellence, Volume 20 No 1, July, 2020. ISSN 2141 - 3215 

stakeholders to grow their deposits in the banking sector. It argues that any negative 
report usually triggers off panic among depositors. The paper recommends that auditors 
should maintain a high degree of independence to guarantee quality assurance that could 
provide the much needed protection of depositors’ funds and other stakeholders’ interest 
in the banking sector. Musa et al. (2014) assess the role of accountants and auditing 
firms in banks collapse in Nigeria. This paper argues that the basic auditing model is 
flawed since it makes auditors financially dependent on companies. The study uses case 
study approach for its analysis and concludes that the conventional approach to ‘audit 
quality’ is inadequate as it pays little attention to the organizational pursuit of profits and 
the context of auditing.  
  

Okoye, Okaro and Okafor (2015) utilizing a sample of 104 companies randomly 
selected from a population of 134 non-bank companies listed in the Nigerian Stock 
Exchange finds that small board size and greater board diligence positively affects audit 
quality in Nigeria. Mitrendu and Siddhartha (2016) analyze statutory auditors’ 
independence in India. The study which was exploratory in nature was based on both 
primary and secondary data. The study uses the convenience sampling technique to 
select respondents from different occupational groups. The study reveals that fixing a 
maximum limit on audit fees and remuneration would not have any impact in reducing 
statutory audit failure. Babatolu, Aigienohuwa and Uniamikogbo (2016) examine the 
effect of auditor’s independence on audit quality of selected deposit money banks in 
Nigeria for the period, 2009-2013. The study employs a sample size of seven out of a 
population of 20 listed deposit money banks. The study finds a positive relationship 
between audit fee and audit quality. It also found a positive relationship between audit 
rotation and audit quality. However, the study reveals a negative relationship between 
audit firm tenure and audit quality. The study utilizes a panel data analysis on 
correlation and ordinary least square technique. Abdul-Malik and Ahmad (2016) explore 
the impact of audit fees on financial reporting quality in Nigeria covering a data period 
of 2008-2013. Taking a sample of eighty nine companies listed on the Nigerian Stock 
Exchange, the study finds a statistical insignificant negative impact of audit fees on 
discretionary accruals. On the other hand, Abdul-Rahman, Benjamin and Olayinka 
(2017) who assess the relationship between audit fees and quality of audit in Nigeria 
finds a positive significant impact of audit fee on audit quality. Zayol, Kukeng and 
Iortule (2017) scrutinize the effect of auditor independence on audit quality and found a 
strong relationship between auditor independence and audit quality. Egbunike and 
Abiahu (2017) assess the effect of audit firm characteristics on financial performance of 
deposit money banks in Nigeria. The study which has three models made return on 
assets, earning per share and net profit margin as dependent variables respectively. 
However, the explanatory variables for all three models were audit quality, audit fee and 
audit report lag. Using ex post facto and correlational research design, the study finds 
that audit quality has a significant effect on return on assets while audit fee and audit 
report lag had no effect on return on assets, earnings per share and net profit margin of 
deposit money banks. The study recommended mandatory rotation of auditors as a 
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means of safeguarding the auditor independence and improving the quality of audit in 
the banking sector. 
 

In the United States, Asthana, Khurana and Raman (2018) examine fees 
competition among Big 4 auditors and audit quality and found fees competitions as 
valued essential mechanism for enhancing audit quality in the vastly concentrated US 
audit market. Knechel, Krishnan, Pevzner, Shefchik and Velury (2018) assess impact of 
widespread trust and community cooperation on audit fees among several countries. 
Their findings reveal that countries with higher trust and community cooperation have 
the tendency to request for higher auditing services to ensure thorough audit job. The 
study argues that countries with greater trust and community cooperation spend large 
sum on audit fees to guarantee greater assurance. Al-Dhamari (2018) cited in Okezie and 
Egeolu (2019) examine the extent of linkage between related party transactions and 
audit fees in Malaysia. The study indicates that audit fees are high for firms that engage 
in related party transactions such as acquisition and sale of assets, goods and services. 
However, Okezie and Egeolu (2019) assess the effect of audit independence on 
reliability of financial reports in the banking sector in Nigeria covering the period, 2014-
2018. Using a multivariate linear regression, the study finds that audit independence had 
a significant effect on the value relevance of the financial reports of banks in Nigeria. 
The study went further to support its findings by indicating how the amount spent on 
audit fee had no significant effect on the reported earnings per share. Finally, the study 
reveals that audit independence had insignificant effect on the timeliness of financial 
reports.   
 

Olaoye et al, (2019) document a study that examines the impact of the 
independence of statutory auditor on the reliability of financial statements (RFS) of 
manufacturing companies in Nigeria. The study retrieved 137 respondents out of 150 
randomly distributed questionnaires. Using descriptive and inferential statistics on 
Cronbach alpha approach, the study finds that independence of statutory auditors had a 
positive significant effect on reliability of financial statements. Likewise, non-financial 
interest had a positive insignificant effect on RFS. It was also discovered by the study 
that audit tenure had a positive significant effect on RFS. However, non- audit services 
exhibited a positive significant effect on RFS. The study recommends that audit firms 
should regulate the number and length of non-audit services rendered to companies.  
Ikpantan and Daferighe (2019) argues that despite clean audit reports, corporate 
collapses and failures were common experiences in the banking sector in Nigeria. The 
study investigates the impact of audit quality on financial reports of deposit money 
banks in Nigeria. A sample of 10 banks was selected for a period of 14 years leading to 
140 data points. The study finds that audit fee and auditor tenure exert a statistical 
significant impact on the amount of discretionary accruals of deposit money banks. It 
was discovered by the study that 85.8% positive joint relationship existed between audit 
quality and financial reports. Likewise, auditor tenure has more influence on 
discretionary accruals than audit fees. However, the study could not established 
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relationship between audit fee, auditor tenure and financial reporting of DMBs as they 
were statistically insignificant. The study recommends a fixing of optimal non-
discretional accrual levels as a measure to strengthen the quality of financial reports.  
 
Methodology   

The study adopts ex post facto research design that allows the application of 
multi-variant model on historical data sourced from financial reports of deposit money 
banks in Nigeria covering the period, 2015-2019. 
 
Population and Sample Size  

All deposit money banks listed on the floor of Nigerian Stock Exchange 
constitute the population of the study. A sample of five banks namely, First Bank Plc, 
Access Bank Plc, Zenith Bank Plc, GT Bank Plc and Fidelity Bank Plc were used for the 
study. 

  
Technique of Data Analysis  

An Ordinary Least Square (OLS) technique encompassing a linear regression 
model is adopted for the study. The used of OLS is to allow for individual assessment of 
the impact of audit characteristics (i.e, audit fees, audit independence, audit size and 
audit tenure) on earning per share (a proxy for financial statements) of the banking 
sector in Nigeria. 
 
Model Specification 

)1..(............................................................).........,,,( ADTADSADIADFfERN=
 
In log stochastic form, equation 1 becomes: 

)2.....(....................43210 εβββββ +++++= InADTInADSInADIInADFInERN
 
Where: 
ERN = earnings per share, ADF = audit fees, ADI = audit independence, ADS = audit 
size and ADT = audit tenure. β0 is intercept while β1-β4 are parameters to be estimated. 
  
Definition and Measurement of Variables 
Audit Fee: This is a fee charged by an auditor for auditing a company’s accounts. In 
order words, it is an economic remuneration for auditors who provide audit services, 
which are an agency fee according to certain standards. The fee includes total cost 
of audit through the overall audit work, risk compensation and the profit demand. The 
nature of audit work makes it more complex. In Nigeria, audit fees have increased 
significantly in recent times. Audit fee is measured using natural log of audit fees paid 
by the company. The variable is transformed to natural log to achieve normality in order 
to prevent the largest banks from unduly influencing the findings.  
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Audit Independence: Auditor independence refers to the independence of the 
internal auditor or of the external auditor from parties that may have a financial interest 
in the business being audited. Independence requires integrity and an objective approach 
to the audit process. The auditor should be independent from the client company so that 
the audit opinion will not be influenced by any relationship between them.  
 
Audit Size: Auditor size is defined by three criteria: the wealth of the audit partners, 
the size of the partners’ client portfolios and the number of audit partners in the firm. 
Generally, audit size refers to the numbers of auditors in audit firm hired to carry out an 
independence examination of and the expression of opinion on the financial statement of 
an enterprise by an appointed auditor in pursuance of that appointment and in 
compliance with relevant law and regulation. 
 
Audit Tenure:  Audit-firm tenure is the length of the audit-firm-client relationship as of 
the fiscal year-end covered by the audited financial statements. Audit tenure is defined 
as short when the same auditor has audited the financial statements of a company for 
two or three years. Audit tenure is defined as long when the same auditor has audited the 
financial statements of a company for nine or more years. On the basis of definition of 
short and long term tenure, we define audit tenure as medium when the same auditor has 
audited the financial statements for four to eight years. 
 
Presentation of Results 
ERN = 2.33 + 0.56ADF + 0.06ADI + 0.76ADS – 0.64ADT 
           (2.1)      (4.2)            (2.3)           (2.2)          (-1.4) 
           F-Stat = 4.5, DW = 2.0, R2 = 0.87  
 
The results reveal that apart from audit tenure which carries negative sign, all the 
variables conform to a priori signs. The t-statistics which depict the significance of 
individual variable is presented in parenthesis. A t-statistic value of 2 and above 
indicates the statistical significance of a variable. Thus, audit fees (ADF), audit 
independence (ADI) and audit size (ADS) are statistically significant meaning that an 
increase in any of the variable increases earning per share of the banking sector. For 
instance, a unit increase in ADF increases earnings per share by 0.56% and vice versa. 
Likewise, a 1% increase in ADI led to 0.06% increase in earnings per share. On the 
other hand, audit tenure is negative and statistically insignificant. This means, ADT has 
no effect on earnings per share even though it is negatively signed. The F-stat reveals 
that the model is significant while the DW stat depicts absence of serial correlation. 
Finally, the R2 which encompasses goodness of fit shows that the model is robust. It 
further shows that the independent variables explained 87% variation in earning per 
share of the sampled banks in the period under review.  
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Conclusions and Recommendations 
The study focuses on the impact of auditor independence on the credibility of 

financial statement in deposit money banks in Nigeria. It was argued that the collapse of 
many banks in Nigeria were due to the auditor negligence. This is against the backdrop 
that the balance sheets of the affected banks have been satisfied okay by external 
auditor. The study uses econometric approach to examine the data and found that audit 
fees, audit independence and audit size had statistical significant impact on earnings per 
share in the banking sector.  
 

It is recommended therefore that supervising authority should ensure mandatory 
rotation of auditors as a significant factor in safeguarding auditor independence and 
improving the quality of audit. Also, firms in Nigeria should endeavour to pay the right 
audit fee required in other to enable the engagement of audit firm that is independent 
from influence thereby enhancing the degree of confidence in the reported financial 
statements. Furthermore, managers should corporate with auditors in an independent 
manner so as to ensure the publication of financial reports of the firm on time which will 
enhance and facilitate prompt investment decision as these investors look at timely 
reports which should be reliable. Finally, banks are encouraged to employ audit firms in 
the provision of non-audit services such as risk assessment and other feasibility studies.  
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