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ABSTRACT 

he study assesses the determinants 
of audit quality of listed deposit 
money banks in Nigerian for 

period, 2010-2019. The study argues that 
although quite a number of variables have 
been used as potential determinants of 
audit quality, inclusion of auditor’s 
busyness in any conventional model has 
been relatively scanty most especially in the 
Nigeria’s case. The study which utilizes a 
sample of five deposit money banks 
employed the ordinary least square 
methodology on data culled from the annual 
financial statements of the sampled banks. 
Accordingly, the study found that the 
impact of audit fees, audit tenure and audit 
firm’s size on audit quality is significantly 
positive. Contrariwise, auditor’s busyness 
exalted significant negative impact on audit 
quality in Nigeria. The paper therefore 
recommended that the present level of 
audit fees, audit tenure and audit firm’s size 
should be consolidated upon by 
management to build on the gains already 
recorded for greater results so as to further 
enhance the quality audit reporting of 
DMBs in Nigeria. Finally, auditors are 
advised to consider a manageable number 
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Introduction: 
The fall of high profile giant 

multinational corporations 

at the start of the century 

such as WorldCom, Pamalet 

and Eron in western 

countries sparked off the 

debates on the desirability 

or otherwise of audit 

quality of financial 

reporting in an 

organization (Tamrat, 

2015). The roles played by 

auditors in these corporate 

failures led many to attack 

the audit profession as 

good number of them were 

implicated in many of the 

cases. There is no doubt 

that audit services play a 

key role for the success or 

failure of the firm and for 

this reason the literature is 

awash with countless  
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of clients at a time in order to reduce their level of busyness thereby attaining 
a high level of efficiency in the audit quality portfolios.  
 

Keyword: Audit Quality, Deposit Money Bank, OLS, Nigeria 

 

umbers of research seeking to assess the relationship between audit 

quality and the financial performance of the firms. According to 

International Accounting Standard Board (2008) cited in Kolawole 

(2019), financial reporting of high quality is vital to all stakeholders and 

investors when taking decisions relating to credits and investments. 

According to Nestor and Ezechukwu (2015), the Nigerian business 

environment is considered by investors as unattractive due to series of 

financial malfeasances. In the banking industry for instance, overbearing 

earning managements and other kind of frauds prevalence in the industry has 

affected the performance of financial statements thereby reducing the quality 

of audit reporting. The 2007/2008 financial and economic crisis reignited 

similar worry on the need for efficient and effective auditing profession. The 

worry is even more as transparency is lacking in many banks and if anything, 

it only existed on paper. In many cases, reported profits were based on under-

secured and reckless lending (Deloitte, 2012 cited in Tamrat, 2015).   

In this context, the quality of audit reporting is embedded on the external 

auditor to resist pressure from management and demonstrate sense of 

integrity and impartiality in performing his auditing functions (Akpom & 

Dimkpah, 2013). However, people have expressed fears as to whether the 

auditor has the ability to present audit opinions that is not been influenced by 

management. To this end, the case of Enron and their auditors quickly comes 

to mind. In 2000, Arthur Andersen was accused of receiving non-audit 

services worth about $27million against $25million that would have accrued 

for audit services (Ferdinard & Fung, 2014). Following the demise of Enron, 

the accounting firm was accused of been non-independent in its professional 

duty.  

Notably, corporate failures are not peculiar to western nations alone as 

emerging economies like Nigerian financial sector has had its own fare share 

in the 1990s and early 2000s leading to the banking sector been recapitalized 

in 2004. Thus, accounting scandals had occurred in several firms in Nigeria 

n 
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like Cadbury Nigeria Plc, Liver Brothers Nigeria, Plc, Intercontinental Bank, 

Savannah Bank, Spring Bank, Bank PHB, AfriBank Plc and Oceanic Bank Plc to 

mentioned but a few. Most of these companies were either acquired by 

stronger ones, merged or had their operations shut down by Assets 

Management Corporation of Nigeria (AMCON). A striking feature of these 

corporate failures is that most of the distressed firms had clean auditor’s 

reports before their eventual collapse (Dabor & Dabor, 2015). Kolawole 

(2019) submitted that cases of accounting scandals such as earnings 

manipulations and artificial transactions were responsible for untimely 

collapse of many corporate institutions. The corporate scandals perpetuated 

by these banks were not reported in their financial reports and even received 

the external auditor’s endorsement thereby destroying the quality of financial 

reporting. To cite the case of former Oceanic bank, the bank went to its 

untimely grave as CEO and management indulged in nondisclosure of non-

performing loan in the audited financial report of the bank.  This adversely 

affected earnings and financial reporting of the bank. Here lies the crux of the 

problems regarding reliability and quality of financial statements of quoted 

firms prepared by the external auditors. It is against this backdrop that the 

current study is germane.  

Some empirical studies exist in the literature seeking to ascertain the 

determinants of audit quality. Studies by Tamrat (2015), Ndubuisi and 

Ezechukwu (2017), Kolawole (2019) and Ezinando (2020) dwelt on the 

length of the audit tenure, audit independence, audit fees, auditor’s size, 

liquidity, loan growth as well as firms’ size as the key determinants of audit 

quality. Yet others such as Aliu, Okpanachi and Mohammed (2018) added 

leverage to the list of possible determinants of audit quality in their model. 

Accordingly, it has been argued that tenure of audit independent may result 

in an opportunity cost for the auditor thereby affecting audit quality 

(Babatolu, Aigienohuwa & Uniamikogbo, 2016). Yet some other authors see 

tenure of auditor independence from a different perspective as they opined 

that lengthy auditor tenure has the tendency to increase the quality of audit 

reporting as the auditors may require adequate time to gain expertise in audit 

duties to acquit themselves with client-specific knowledge over time 

(Tepalagul & Lin, 2015). In the case of audit fees, some writers have suggested 

that higher audit fees may strengthen the economic bond between the auditor 
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and management which may impair the auditor’s independence (Okolie, 

2014). Contrariwise, some other analysts emphasized that low fees paid the 

auditor might be influenced by management by way of offering higher amount 

with the intension to compromise the auditing report thereby interfering with 

the auditor’s independence (Aliu et al, 2018). Thus, the debate as to what 

constitute the determinants of audit quality is inconclusive and increasingly 

controversial most especially since after the Enron’s case.  

The current study is therefore an extension of larger research agenda aimed 

at contributing to the literature by including auditor’s busyness as among the 

determinants of audit quality in the Nigerian case going forward. The impact 

of auditor’s busyness on audit quality has been established to be negative in 

the case of Turkey (Murat, 2018). The theoretical underpinning the effect of 

auditor busyness is that it negatively affects audit quality. This is predicated 

on the fact that the auditor is too occupied as to give full attention to 

understand clients’ business and financial statements. Also, it is assumed that 

the auditor devotes inadequate time in collecting information regarding their 

clients. This may result in the auditor’s inability to detect earnings 

management practices in the company within the large numbers of client 

portfolio that must be attended to thereby leading to poor financial 

performance (Suzuki & Takada, 2016, Gul, Ma & Lai, 2017).  

To this end, the objective of the paper therefore is to assess the determinants 

of audit quality in Nigeria by considering some of the variables already 

identified. The rest of the paper is organized as follows. Section two presents 

brief review of relevant literature while section three contains the model. 

Section four presents the results of finding while conclusion and 

recommendations were presented in section five. 

 

LITERATURE REVIEW 

The literature is saddled with different definitions of audit quality which is at 

the heart of the International Auditing and Assurance Standards Board 

(IAASB). The duty of IAASB, as it were, is to work as a global auditing standard 

setter. The primary responsibility for ensuring quality audits with regards to 

financial statements rests on the auditors. However, achieving the best audit 

quality requires an environment where participants in the financial reporting 

supply chain provide appropriate support and interactions going forward 
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(IAASB, 2019). According to DeAngelo (1981), quality of audit services is 

defined as the market-assessed joint probability that an auditor (i) discover a 

breach in the client’s accounting system, and (ii) report the breach. However, 

the ability that an auditor discovers a breach depends on the auditor’s 

technological capabilities and the audit procedures employed including the 

depth of sampling and so on. Some authors see audit quality from another 

aspects. These include audit tenure, audit contract type, non-audit services on 

audit quality and audit fees (Carey & Simnett, 2006). Yet some conceptualize 

audit quality in terms of the variables that affect audit such as institutional 

ownership, company size, leverage and business complexity  (Mitra, Hossain, 

& Deis, 2007). Thus, audit quality is a process that evolves over time with the 

environment of continual improvements in its elements within which audit 

activities are undertaken. This implies that improvement in any one element 

of audit quality should not preclude efforts to seek further improvements in 

other elements. Accordingly, Wikipedia (2019) defines audit quality as a 

process involving systematic examination of a quality system by an internal 

or external quality auditor or an audit team. It encompasses the key elements 

that made up the environment with attendant likelihood of maximizing 

the quality of audit performed on a consistent basis. Essentially, the onus of a 

good quality audit of financial statements rests on the auditor.  

Theoretically, a number of theories exist in the accounting literature that 

explain the relationship between management and shareholders. One of such 

theories is the agency theory which anchors on the separation of management 

from ownership of most firms including banks. Notably, the agency 

relationship is seen as a contract whereby one party (owners) hires another 

party (agent) to undertake roles on their behalf. In this context, authority on 

decision making has been delegated to the agent (Omokhudu & Omoye, 2012).  

Essentially, the day-to-day operations of most companies are carried out on 

behalf of the owners. Other interest groups such as stock brokers, suppliers, 

government and lenders to mentioned but a few are all part of stakeholders 

who depended on the organization to realize their own respective goal. 

However, company’s reports of financial performance presented to the 

owners by management are sometimes considered doubtful. This is where the 

auditors comes in to allay fears expressed by shareholders by issuing  

confirmation report in the form of assurance by an independent party known 
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as the external auditor (Omokhudu & Omoye, 2012). Also, there is the 

stewardship theory which focuses on the essence of audit quality aligning 

with objectives of the company thereby promoting value and the 

organizational improvement (Trotman, 2013) cited in (Ndubuisi & 

Ezechukwu, 2017). The theory suggests that alternative behavioural 

principles should not conflict with the organization’s interests. Incidentally, 

the behavioural principles are premised on two condition namely, that the 

steward is seen as not only honest but naturally trustworthy and is expected 

to do his best for the company. Also, the steward should behave in a manner 

that suggest he is trustworthy so as not to jeopardize his reputation 

(Nicholson & Kiel, 2007). Aliu et al, (2018) noted that the auditor is expected 

to provide independent and expert opinion to company shareholders as well 

as stakeholders in respect of the annual financial statement of the company. 

Additionally, the financial statements should give a true and fair view of the 

company’s financial position in a manner that it can be relied upon for 

purposes of investment decision. This crucial task for the auditor can only be 

achieved if there is independence, has reasonable fee so as not to cut corners 

and guaranteed an acceptable audit size. 

From the domain of empirical literature there are quite a number of studies 

seeking to establish the determinants of audit quality of listed firms at the 

Nigerian Stock Exchange. Accordingly, studies raging from country specific to 

cross-country regarding the determinants of audit quality were undertaken in 

the literature. Thus, Boolaky, Krishnamurti and Hoque (2013) conducted a 

study to ascertain the role of environmental factors in influencing a country’s 

strength of auditing and reporting standards. Utilizing data from 133 

countries, the study found that institutional infrastructure, financial market 

development, higher education as well as training account for a country’s 

strength of auditing and reporting standards. Tamrat (2015) using a data 

spanning 2004-2012, assessed the determinants of audit fees in commercial 

banks in Ethiopian. Using a sample of eight commercial banks on a panel fixed 

effect regression, findings indicated that bank size, efficiency, liquidity, loan 

growth, auditor size as well as capital adequacy were key determinants of 

audit fees in Ethiopian commercial banks.  

In a related development, Ndubuisi and Ezechukwu (2017) using some 

quoted banks at the NSE try to establish the determinants of audit quality in 
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Nigeria. Utilizing the OLS technique on data spanning 2010-2015 the study 

found that changes in audit fees, audit tenure and audit firm size had positive 

significant impact on audit quality. A way forward suggested by the study 

include three years maximum for auditor-client relationship to prevent 

unholy alliance with management thereby impinging on the quality of the 

auditor report. Jayeola, Agbatogun and Akinrinlola (2017) investigated the 

extent at which audit quality responds to changes in earnings management in 

quoted numbers of DMBs in Nigeria. Using data from six DMBs covering 2005-

2014 on Pearson correlation and pooled OLS regression analysis, the study 

found a significant positive relationship between audit quality and earnings 

management. Also, the study observed a significant negative impact of 

earnings management on audit specialization. Febrianto, Dini, Audina, Yuskar 

and Juita (2017) argued that Indonesia had, between 2002 and 2008, 

legislation that mandated companies to rotate their auditor after serving six 

years in the companies. The study noted that rather than follow the process, 

auditors cut corners by maneuvering their way to deceive the mandatory 

regulation and instead used a tactic called “pseudo” mandatory rotation. The 

study evaluated the modalities by which companies change their auditors 

through voluntary or mandatory in order to ensure quality in their audit 

reporting. The study found that companies using auditor’s rotational policy 

based on mandatory principles had higher audit quality than that of 

companies voluntarily rotating auditors.  

In Turkey, Murat (2018) assessed how auditor busyness and education level 
affect audit quality of listed firms. The education level used in the study 
encapsulated less educated auditor. The estimation results indicated that 
auditor busyness had negative impact on audit quality contrarily to positive 
correlation existing between the latter and auditor’s education level. The 
study further affirmed that the negative relationship between auditor 
busyness and audit quality became relatively more pronounced when less 
educated auditors were considered in the model. Aliu et al, (2018) explored 
the relationship existing between auditor’s independence and audit quality 
for nine quoted oil and gas companies at Nigeria Stock Exchange. Employing 
a combination of descriptive statistics, correlation matrix and binary logit 
regression technique, the study found a positive significant response of audit 
quality to changes in auditor’s independence. Also, it was discovered by the 
study that whilst company size impacted positively on audit quality, leverage 
exhibited significant negative impact. Emuze, Emuze and Ogbole (2018) 
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examined the determinants of accounting quality using listed banks in the 
Nigerian Stock Exchange. The study uses audit quality as a function of 
performance, leverage, bank size and audit size covering 2011-2015. Utilizing 
a panel regression analysis, the study found that performance, bank size and 
audit size were key determinants of accounting quality in Nigerian deposit 
money Banks. Kolawole (2019) employed data from 2009-2017 to assess the 
determinants of financial reporting quality of deposit money banks in Nigeria. 
Essentially, the explanatory variables for the model included audit fee, audit 
firm independence and auditor’s tenure. Exploring the model with a 
Generalized Least Square (GLS) panel regression technique, the study found 
that all three independent variables were statistically significant in explaining 
financial reporting quality in DMBs in Nigeria. 
In a more recent study on Nigeria, Ezinando (2020) scrutinized the 
determinants of external audit fees for the deposit money banks in Nigeria. 
Adopting corporate governance characteristics on a sample of fifteen DMBs 
listed on the floor of NSE, the study observed that audit size, audit committee 
independence and client complexity had positive and statistical significant 
impact on audit fees of DMBs in Nigeria. The study which employed OLS 
technique covered the period, 2009-2018. The importance of timeliness and 
age of financial institution have also been captured as factor affecting audit 
quality. Thus, Trimisiu, Wasiu, Peter and Festus (2020) opined that an 
untimely but relevant financial reporting has the tendency to cause market 
imperfection. The authors utilized ten DMBs with data covering 2008-2017 to 
examine the effect of firms’ attributes on auditors’ reporting lag in Nigeria. 
Employing dynamic generalized method of moment (GMM), the study found 
that whilst age had positive significant impact on auditors’ reporting lag the 
same could not be said of size. Also, the study found that profitability had 
insignificant negative impact on auditors’ reporting lag. The study concluded 
that the older a firm is the more delay he encountered in its audited report.  
 

METHODOLOGY 

Research Design  

This study utilizes ex-post facto research technique by using panel time series 

data sourced from annual financial reports of five listed banks in the Nigerian 

Stock Exchange. These data cover the period, 2010-2019.  

 

Population and Sample Size of the Study  

The study’s population encompasses all deposit money banks quoted on the 

floor of the Nigerian Stock Exchange while a sample of five 
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DMBs namely, GT Bank, UBA, First Bank, Fidelity Bank and Skye Bank was 

employed for the study.  

 

Method of Data Analysis 

The Ordinary Least Square method was utilized for the study. This technique 

enables me to assess the effect of each of the determining variable on audit 

quality. 

 

Model Specification 

The study adopts an OLS technique as follows: 

)1....(..................................................).........,,,( AUDBAUDFSAUDTAUDFfAUDQ =   
In long stochastic form, equation 1 becomes: 

)2.........(..........443210  +++++= InAUDBAUDFSInAUDTInAUDFAUDQ  
Where: 

AUDQ = Audit quality, AUDF = Audit fees, AUDT= Audit tenure, AUDFS = 
Audit firm size, AUDB = Auditor’s busyness, α0, α1-α4 are constant and 
parameters to be estimated respectively while μ is white noise error term. A 
positive relationship is expected between α1-α3 and audit quality while the 
impact of auditor’s busyness is expected to be negative. 
 

Definition and Measurement of variables 

Audit quality: This refers to an accurate accounting information of a 

company‘s current operating performance carried out by an auditor. It is 

measured as dummy variable using 0 and 1. It is 1 if the firm is audited by any 

of the big audit firm and 0 otherwise (Ilaboya & Ohiokha, 2014). 

Audit Fees: It refers to the fees paid to the bank’s external auditor. It is 

measured as the natural logarithms of audit fees of the banks (Ndubuisi & 

Ezechukwu, 2017).  

Audit Tenure: This covers the period within which an external auditor is hired 

to undertake his professional assignment. It is measured using a dummy 

variable in terms of number of years spent as auditor. It is 1 if the time exceed 

3 years and 0 otherwise (Ndubuisi & Ezechukwu, 2017).  

Audit Firm Size: This refers to the size of the company. It is measured using a 

dummy variable. It is 1 if the company is audited by one of the Big 4 audit 

firms (i.e. Akintola Williams Deliotte, Ernst and Young, 
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PricewaterhouseCoopers, KPMG) and 0 otherwise (Ndubuisi & Ezechukwu, 

2017).   

Auditor’s Busyness: This refers to auditor with multiple clients with the 

tendency to be more prone in faulty audit views thereby impairing the quality 

of audit opinion (Gul et al. (2017). In this study and in line with prior studies, 

I measured auditor’s busyness, using the logarithmic form, as the total 

number of clients of an auditor for each year (Goodwin & Wu, 2016, Murat, 

2018).  

 

RESULTS AND DIISCUSSION 

AUDQ = 1.45 + 3.06AUDF + 0.14AUDT + 1.34AUDFS – 0.52AUDB 

               (2.2)      (3.4)                (3.1)               (2.4)               (-3.5) 

                R2 = 0.87, DW = 2.2, F-Stat = 4.6 

 

From the results, it can be observed that the independent variables explained 

87% of variation of audit quality. Further, it can be seen that the model depicts 

absence of serial correlation as the DW statistic falls within the region of 1.59 

– 2.41 of no auto-correlation. Also, the model is statistically significant as 

shown by the F-Stat. It must be emphasized here that the t-statistic which is 

presented in parenthesis measures the statistical significant impact of 

individual variable. Accordingly, the results reveal that audit fees (AUDF), 

audit tenure (AUDT) and audit firm size (AUDFS) exalt significant positive 

impact on audit quality (AUDQ) contrary to the negative impact of audit 

busyness (AUDB). What this implies is that a 1% increase in AUDF, AUDT and 

AUDFS increases audit quality by 3.06%, 0.14% and 1.34% respectively in the 

period under review. The fact that it is statistically significant shows that audit 

quality appropriately responded to the changes in the explanatory variables. 

The results give credence to the findings of prior studies such as Ndubuisi and 

Ezechukwu (2017), Aliu et al, (2018), Kolawole (2019) and Ezinando (2020). 

On the other hand the impact of AUDB on audit quality is significantly 

negative. This shows that a 1% increase in auditor’s busyness led to 0.52% 

reduction in audit quality. Earlier, Murat (2018) had reached similar finding 

in Turkey. 

  

CONCLUSION AND RECOMMENDATION 
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The study examines the determinants of audit quality of quoted deposit money banks 
listed at the Nigerian Stock Exchange covering the period of 2010-2019. The study 
observes that although quite a number of variables, majority of whom belongs to the 
family of audit characteristics, have been used as potential determinants of audit 
quality, inclusion of auditor’s busyness in models has been relatively scanty most 
especially in the Nigeria’s case. The model was estimated using the ordinary least 
square methodology on data culled from the annual financial statements of the 
sampled banks. The study found that the impact of audit fees, audit tenure and audit 
firm’s size on audit quality is significantly positive. Contrariwise, auditor’s busyness 
exalted significant negative impact on audit quality. In Nigeria, there are quite a large 
numbers of audit firms with some small and other large in terms of staff and 
structures. Among the large ones, there are the ones particularly referred to as the 
Big 4 made up of Akintola Williams Deliotte, KPMG, Ernst and Young and 
PricewaterhouseCoopers. In a world when people are not always satisfied, most of 
these auditors have several clients at the same time and the result is poor quality of 
audit reporting which does not reflects a true and fair view of the company’s financial 
position.  
For instance, cases of corporate and accounting scandals abound in Nigeria such as 
Savannah Bank, Finbank, Wema Bank, Intercontinental Bank, Bank PHB and Oceanic 
Bank Plc to mention but a few. A common concerns of these corporate failures were 
that these banks had clean auditors’ reports prior to their eventual collapse (Dabor 
& Dabor, 2015). These, therefore, reignited the calls for a truly and a fair views of 
financial statements prepared by corporations and authenticated by external 
auditors. In light of the findings, it is therefore recommended that the present level 
of audit fees, audit tenure and audit firm’s size is good but consented effort is 
required by management in order to consolidate on the gains already recorded for 
greater results so as to further enhance on quality audit reporting of DMBs in Nigeria. 
Finally, auditors are advised to consider a manageable number of clients at a time in 
order to reduce their level of busyness thereby attaining a high level of efficiency in 
the audit quality chain.  
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