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Abstract

Many countries' economies may not grow to their current levels without the banking sector's
function as financial mediators connecting surplus and deficit economic agents. Therefore, it
remains a significant global phenomenon for corporate organisations to continuously achieve
improvement in corporate performance. However, in Nigeria the ripple effect of the financial
crisis, economic recession and economy recovery policies both from the Federal government
and the CBN have created tougher times for many Nigerian business including banks and this
has negatively affected the performance of the banking sector in the country. To address
these issues in the Nigeria’s banking sector for the better, both the industry regulator and
banking experts suggested that the banks corporate parent needs to conduct audit assignment
with an assurance of the high audit quality can be used as a framework to address the many
challenges. Hence, on the strength of the signaling and agency theories, this study examined
the effects of audit quality on financial performance of DMBs in Lagos State. The study
adopted an ex-post facto research design by utilizing secondary data obtained from the
selected quoted banks annual reports, using time series data from 2016 to 2021. The study
adopted correlation analysis and ordinary least square regression analysis to test the
hypotheses formulated. The findings of the study revealed that all the dimensions of audit
quality have positive and significant relationship with the financial performance. Moreover,
audit quality has positive and significant effect on financial performance of DMBs in Lagos
State, Nigeria ((R’= 0.76, p= 0.000). The study concluded that audit quality do have effect on
financial performance of listed DMBs in Nigeria. Therefore, it is imperative for management
of DMBs to see that quality audit engagement is critical for the long-term sustainability of
their establishment.

Keywords: Audit quality, Deposit Money Banks, Financial Performance.

Word Count: 300
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Chapter One
Introduction

1.1 Background to the Study

Many countries' economies may not grow to their current levels without the(%nking
sector's function as financial mediators connecting surplus and deﬁcit.ec%&c agents.
Therefore, it remains a significant global phenomenon for corpow%’o\g isations to
continuously achieve improvement in corporate performance ind@m like return on asset
and return on equity. Bank management also fully ac@%\edges the importance of
maximising both return on asset and return on e ui. %cornerstones of sound financial
planning and reporting. For a bank to be efﬁc&nd sustainable over the long term, it
must have strong internal controls andq.jl% trategic direction, both of which can be
verified by a thorough audit conduct%y the bank's corporate parent. However, according
to industry report on banking, se review, the numbers of banks that have either been
acquired or taken over bysthe«sset management corporation of Nigeria between 2013 and

2022 have raised@%l ion what is the relevance of audit quality in addressing this

developme t16\¢

Glo IIche banking sector performance as experienced significant growth in terms of
ea&, size and resilience between 2008 and 2018. According to The Banker’s Top 1000
World Banks Ranking for 2018, total assets reached $124 trillion, while return on assets
(ROA) stood at 0.9 percent?. Similarly, tier 1 capital ratio as a proportion of assets rose to

6.7 percent, significantly higher than in 2008. However, the recovery since the financial

crisis has not been uniform across regions®. Global banking sector outlook suggest that US



banks, compared to their European, Asia-Pacific, South America and the Middle East and
Africa (MEA) counterparts, are ahead on multiple measures. Aggressive policy
interventions and forceful regulations helped propel US banks to health more quickly*. And
more recently, favourable GDP growth, tax cuts, and rising rates have further bolstered the
state of the industry. Total assets in the United States reached a peak of $17.5 trillion.
Capital levels are up as well, with average tier 1 capital ratio standing at 13.14\(Ncent.
Return on equity (ROE) for the industry is at a post-crisis high of 11.83 per%&fﬁciency
ratios also are at their best. Similarly, on other metrics, such as non‘%}ning loans and
number of failed institutions, the US banking industry is robusﬁ@"

The same cannot be said of the banking industry in o}h&@ﬁs. For example in Europe,
Structural deficiencies, overcapacity, low/negatiye\ t rates, and the absence of a pan-
European banking regulatory agency hgv@ likely contributed to European banks
experiencing persistent profitability ¢ ll}ges. Many European banks have become
smaller, retrenching from internati markets and exiting former profitable businesses.
Consider the fact that proﬁts\oyﬁe top five European banks dropped from $60 billion in

2007 to $17.5 billion 6’% ..\However, European banks are showing some improvement.

ROE for Western European banks in the top 1,000 world banks grew to 8.6 percent in 2017,

compared@S percent in 20169,

In@l Pacific (APAC) region, the growth of Chinese banks has been the most stunning
development in the last 10 years (2008-2018). The Chinese banking industry has surpassed
that of the European Union (EU) in terms of size. The world’s four largest banks in 2018
are Chinese; in 2007, none of the top 10 banks in the world were Chinese and they are also
doing well in terms of profitability’. However, the concern with economic growth and the

tarift war with the United States are already affecting prospects. Meanwhile, Japanese
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banks, which escaped the financial crisis, have long suffered the effects of slow domestic
growth and low/negative interest rates. Despite this overall optimistic picture for the global
banking industry, uncertainties loom on the horizon. Real GDP growth forecasts from the
International Monetary Fund (IMF) point to a deceleration in all regions, including China

and Emerging Asia.

Africa has emerged as the world’s second banking market in terms of ;Q% and
profitability, according to a study by management consulting firm McK'ﬂK%%ﬁ Company
in 2018. Low banking penetration and income levels, as well as economies that are largely
cash-based and viewed as a high credit risk, have long been c;ﬁ}de ?1 major obstacles to

the development of the continent’s banking sector. H.O@hat growth is by no means

evenly spread, either geographically or among ir@upss.

Only five countries South Africa, Nigerias @S, Angola and Morocco currently account
for 68 percent of Africa’s total banl(%@enue. And about 60 percent of the total retail
revenue growth of nearly $18 bil@kpected over the next five years will be concentrated
in South Africa, Egypt, Nmﬁi}&orocco and Ghana. In all of this PWC report pointed out

that the performa@

competitive enKir'o ent, audit engagement, political factors, economic indicators,

in Africa, is affected by factors such as, banks characteristic,

regulatioﬁ% legal environment, country risk were major issues surrounding the
pe@gce of banks in Africa’. Stressing that the issues surrounding the performance of
commercial banks is critical not only to the management of these commercial banks but
also to other stakeholders and interest groups such as the country‘s Central Bank, the
government as a whole, the banker‘s association as well as other financial authorities in the

region.
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In Nigeria the ripple effect of the financial crisis, economic recession and economy
recovery policies both from the Federal government and the CBN have created tougher
times for many Nigerian business including banks and this has negatively affected the
performance of the banking sector in the country. For example Between “2014-2022” the
sector have experienced about five bank failures (Skye bank, Diamond Bank, Oceanic bank,

Intercontinental bank, Mainstreet banks) which led to a further merger and acquis@o.

(@%) continue

In addition, proshare economy report stressed that Deposit money ba:%
hurd

to grapple with significant Non-Performing Loans (NPLs), regulatory les and unstable
economic environment!!. The huge non-performing loan portt:%%: :36 eroded the ability
of banks to effectively and efficiently function as cge%@ﬂtution& Empirical evidence
suggested that nonperforming loans have adverse %n firm growth, bank profitability,
efficiency, and often lead to bank failureslf. %ﬁding to the CBN’s economic report, asset
quality of the banking industry, me s@ the ratio of non-performing loans to total
loans (NPL ratio) fell to 12.45% e end of June 2018, compared with 14.80% and
15.02% at the end of Decembéﬂdﬁ and the end of June 2017, respectively'3. At this level,
the ratio, remained abov@r.e\gulatory threshold of 5.0%. Above-average NPL ratios were
reported at severa f%e Fitch-rated banks, and these will be difficult to resolve swiftly.
More so om the National Bureau of Statistics, revealed that the value of Non-
Pe@@ Loans (NPLs) in the third quarter of 2018, Q3°18, increased by NGN400 billion
or 21% to NGN2.3 trillion from NGN1.9 trillion in the second quarter of same year!4. This
corroborates the most recent report of global rating agency, Moody’s which warned that

losses to bad loans remain high in Nigeria’s banking industry with the potential negative

consequences for bank performance'”.
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Majority of the issues identified above especially that of NPL, bank failures with respect to
liquidity thresholds and slow growth have been attributed to the inability of the bank
operators to conduct comprehensive risk management for loan applications, engaging in
unethical practices which cloud due process (fairness and transparency) in the
administration of banking financial activities in loan application, board structure
irregularities, and weak control infrastructure!'®!”. To address these issues in the N@eria’s
banking sector for the better, both the industry regulator and banking expert ested that
the banks corporate parent needs to conduct audit assignment with an‘%}lce of the high
audit quality can be used as a framework to address the many & n'ges. This is because
audit quality ensures the accuracy and reliability of a ba%‘gﬁancial statements. This is

vital for investors, regulators, and stakeholders to m@n ormed decisions and assess the

bank's financial health. Reliable financial repo elps build trust and confidence in the

banking system, which is essential for s@l operations. Likewise, audit quality helps
identify and assess risks within a (,é‘%i's operations. Thorough auditing procedures can

detect potential irregularities@ent activities, or weaknesses in internal controls'®.

By addressing these ri«@g;nks can enhance their risk management practices, reduce
vulnerabilities, a %gate potential threats to their sustainability. Banks operate in a
highly re @environment, and adherence to regulatory guidelines is crucial for their
sustai @ity. High-quality audits ensure that banks comply with accounting standards,
legal Tequirements, and industry-specific regulations. Compliance failures can result in
penalties, reputational damage, and even regulatory interventions, which can significantly
impact a bank's sustainability. Moreover, Quality audits contribute to effective corporate
governance within banks. They provide an independent assessment of the bank's financial

reporting, internal controls, and risk management practices. This oversight helps foster
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accountability among management, board members, and other stakeholders, promoting
responsible decision-making and sustainable business practices and helps facilitate the early

detection of financial weaknesses or deteriorating financial performance'.

Scholarly works have been done to substantiate the effect of audit quality on organisational
performance in divers sectors; however scholars have recommended the need for more
studies on the performance effect of audit quality in the banking sector especia@br the

COVID-19 pandemic!®2%?!, It is important to stress that the sector is bagﬁ@ﬁ problems

ranging from inefficient service delivery, people’s distrust for the banking sector, rising bad
[ ﬂ
loans, and extreme poverty which makes it difficult for the %@ Nigerian to deposit

money in banks. It is against this backdrop of events Ih@tudy intends to evaluate the

effect of audit quality on the performance of dep@y banks in Ibadan.

1.2 Statement of the Problem . @

Evidence from the total asset base of'@banks revealed that banks growth was observed to
be on a continuous decline ae%%ema, FCMB, Polaris and Fidelity banks. The financial
report of Wema bank revealedya dip in total assets from ¥330.87bn (2013) to a borrowing
position of N385.@)®r7), inidcating a backward growth of the bank. Similar scenario
was observ d'@ MB, where a fluctuating trend was observed from ¥1,314.80bn (2013)
to a ne%ti position of ¥1,293.70 (2015) and then a slight improvement to ¥1,316.30
(2®This position is an aberration and a hug contrast from the trend in Zenith Bank plc
that has witnessed a healthy consistent growth of the firm from a ¥3,143.13bn (2013) to
N5,595.25bn (2017). This decline could possibly be attributed to the stiff competition
existing among the banks, however it is further aggravated by the perceived lack of

transparency of the borad members of the affected deposit money banks?2.
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The five year annual reports of Wema bank and First City Monument Bank (FCMB),
revealed a worrisome downward trend of profitability from 2013 to 2017. In the case of
FCMB, the bank recorded ¥6.03m in 2013, ¥5.59m (2014), ¥2.52m (2015) and although a
marginal increase was recorded in 2016 (3¥3.73m), a further drop to ¥1.52m was observed
in 2017. Similar trend was observed in Wema bank as profitability fluctuated across the
years from N1.59m (2013), ¥2.37m (2014), -N2.27m (2015), and N2.59m 62\ to a
major loss position in N2.3m (2017). This declining trend in profitabi %‘y&ﬁas been
perceived to be arising from weak audit engagement. According to Sg%’}, it has become
a common phenomenon in Nigerian banks to extend loans and a es to family relations,

XN\

friends and directors without due process??. This clearl@@ates the required internal

control protocols, risk management practices ar%@something internal audit would

have addressed), and has led to bad debts caused’ by inadequate recovery procedures.
Consequently, these banks have remain@jﬁ}ﬁ citated their ability to recover the loans
and advances extended to these c% ies of stakeholders ultimately leading to banking

distress and negatively affecﬁﬁ@%&‘r profitability.

Despite the theoretical @t?ons that the audit quality plays vital roles in determining a
firm financial pe rQance, the empirical outcomes to that effect have been largely
contradic iterature. There is a debate in the literature about the extent to which audit
quak @d financial performance are related. Some studies have found a positive
reﬁship between audit quality and financial performance, while others have found no
significant relationship. Further research is needed to better understand the nature of these
relationships and their implications for stakeholders. This creates a knowledge gap for this
study in order to understand how audit quality can influence financial performance of

deposit money bank. By understanding this relationship, researchers and practitioners may

15



be able to develop strategies for improving financial performance of deposit money banks

in Nigeria®’.

Further survey of extant studies, especially those by Nigerian authors, shows the dominant
use of financial-based measures of firm performance (ROE), in relation to board of
directors’ characteristics. Although ROE is germane performance indicators, recent studies

have argued that “ROE do not provide a detailed view of the firm performanch\ e it’s

&

imperative to include ROA to get a better picture of financial perfor Q%A recently
in%

published work aligned with the above recommendation and suggesting they are used as

[ ”
financial performance measures®®. Bearing in mind the gaps '@ed above in existing
literature and problems acknowledged concerning the D Qs‘)%ﬁ Nigeria, this study intends
to evaluate the effect of audit quality on ﬁnar%’@)rmance of DMBs in Oyo State,
Nigeria. . \4%
1.3 Aim and Objectives of the Stt%’cj
The study aims to evaluate t@t of audit quality (audit independence, audit fees, firm

size) and financial perforﬁleﬁ (earnings per share and return on asset) of listed deposit

money banks in \\@1)@ e specific objectives are to;

1. ass % relationship between audit independence and the financial performance of
@e deposit money banks in Nigeria.
il. examine the relationship of audit fees and the financial performance of listed
deposit money banks in Nigeria.
1ii. determine the relationship between audit firm size and the financial performance of

listed deposit money banks in Nigeria.
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v. examine the effect of audit quality on the financial performance of listed deposit
money banks in Nigeria.
1.4 Research Questions Q

Based on the stated objectives, the followi@earch questions will be answered in this

study: CJ\

3.

4,

. what is the relationship b % ud1t independence and the financial performance of

Nigeria?

listed deposit money %
. How does aud ldte to financial performance of listed deposit money banks in

Nigeria? \
QO

In wﬂ%&ys is audit firm size related to the financial performance of listed deposit

@Q banks in Nigeria?

To what extent can of audit quality affect financial performance of listed deposit money

banks in Nigeria?

1.5 Hypotheses

17



Hol: Audit independence has no significant relationship with the financial performance of

listed deposit money banks in Nigeria.

Ho2: There will be no significant relationship between audit fees and financial performance

of listed deposit money banks in Nigeria

Ho3: There will be no significant relationship between audit firm size and financial

performance of listed deposit money banks in Nigeria Q‘}\

Ho4: Auditquality has no significant effect on financial performzf%}?@ted deposit
money banks in Nigeria. . )ﬁﬂ

&
1.6 Significant of the Study C.J\\%

The research is significant to staléé‘@ders, management of DMBs, policy makers and
regulatory authorities in Ni% ke Financial Reporting Council of Nigeria (FRCN),

academic community as wS:

Q

Stakeholders who constantly looking for ways to promote audit quality in the country

will ﬁnd@dy useful. However, in general, understanding the significance of the

re%@p between audit quality, ownership structure, and financial performance of listed

deposit money banks can provide insight into the factors that impact the financial
performance of listed deposit money banks and may assist the management to develop

strategies for improving financial performance and increasing shareholder value.

18



The management of DMBs in Nigeria will be able to look for ways of making auditor and
Audit department a completely independent function from the management thus making it

more effective.

For the policy makers the finding of this study could suggest that investing in high-quality
audits may be a worthwhile strategy for improving financial performance. The study could

help to inform regulatory and policy-making decisions related to the banking in@‘ audit

practices are associated with better financial performance. * ,\Qg)

The study could provide regulatory authorities with valuable infogtig)n about the factors
that impact the financial performance of listed deposit m anks. This could help
regulatory authorities to identify potential risks to t‘he&ﬁglcial stability of the banking

industry and to take appropriate action to mitiga@isks.

For the academic community this st@rﬁ\l% extend and contribute to the body of
knowledge and adds to the growing y of literature by using Nigerian listed DMBs to
investigate the likely effect of audit<quality on financial performance. Likewise, provide an

opportunity into the preva&%gysituation of audit quality and financial performance of listed

deposit money ba@@eria.
1.7 Scope %t@ tudy
A

ity and financial performance of listed deposit money banks in Nigeria is the
focus of the study. However, it is confined to the audit quality and financial performance of
listed deposit money banks’ metrics between 2016 and 2021 in order to capture the latest
trend in the banking sector. The independent variable that is audit quality is to be measured

with audit fees, audit independence, audit firm size and audit tenure metrics. Also, financial

19



performanceof listed deposit money banks in Nigeria is measures with Return on Assets

and Earnings Per Share metric is used as the dependent variable.
1.8 Limitations of the Study
These were the limitations of this study:

1. One limitation inherent in this study stems from resource constraints‘,bwhich
unfortunately hindered the exploration of the long-term effects of: a ality on
financial performance beyond the specified time frame. However,‘@p ant to note
that I was able to research the period of ten years timeframe. \%'\

2. This study is constrained by its exclusive concentration &%\ed Deposit Money Banks,
leading to the exclusion of other sectors within ] $0ader economy. This limitation
arises from challenges related to both cost%time. However, future research with
additional resources and an extende@féﬂa e could remedy this limitation, allowing
for a more comprehensive examir@n across diverse sectors.

3. A limitation of this study{is nability to investigate the impact of audit quality on
financial performanceg%in,g both primary and secondary data, primarily due to the
substantial res@)@%uired for such an extensive data collection approach.

4. The las liémion of this study is the restricted choice of variables, encompassing audit
feesQa it independence, and audit firm size, stemming from the study's scope.

@ertheless, it is noteworthy that additional variables like audit tenure and value for

audit could offer valuable insights into their interplay with the financial performance of

Deposit Money Banks (DMBs), but they were not included in this analysis.

1.9 Operationalisation of the Research Variables

20



The functional model showing the relationship

performance is given is as follows:

Y=AX)

The functional relationship is estimated as:

Y (yre y3) =f[(Xi, X2]

X1 =[x11, x12,x13]; X2 =[x21, X22,X23,x24]

Dependent Variable

between audit quality and financial

QP

L&
=
&

Y= dependent variable — Financial Performance Q’Q\

y1= Return on Asset (ROA) .
Q\y&
\)%%‘

. °
Independent Variable %

S:JQSQ
X1= Audit Quq{itﬂ

Q

y>= Earnings per share (EPS)

x11 = Audit\Fees (AF)

xlgudit Independence (Al)

x13 = Audit Firm Size (Big4)

1.10 Operational Definition of Terms

The following concepts are defined in accordance with their literal and inferred meanings

and usage during the study:
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Audit Quality: Audit quality refers to the degree to which an audit is conducted in
accordance with professional standards and effectively detects material misstatements in

financial statements.

Audit Fees: Audit fees are the fees charged by an audit firm for conducting an audit of a
company's financial statements. These fees are typically based on the complexity and size

of the company, as well as the scope of the audit engagement. @

Audit Independence: Audit independence refers to the impartiality an b%ivity of the
auditors in conducting an audit. It means that auditors must be fr f;g)m any financial or

personal relationships that could compromise their judgment @bﬁte a conflict of interest.

Q

Audit Firm: An audit firm, also known as an accounti %rm or a public accounting firm,

is a professional services firm that specializes in@ding independent audit and assurance

[ ]
services to organizations. Cj\\ﬁ

Financial Performance: Financiabé;ébrmance refers to the assessment of a company's
profitability and efficiency ba n its financial statements. It involves analyzing various

financial metrics to evq@)ﬁ&w well a company has utilized its resources and generated

profits. C_)Q

A

Return @s (ROA): Return on Assets is a financial ratio that measures a company's
pr y relative to its total assets and it is calculated by dividing net income by average
total assets and is expressed as a percentage. A higher ROA indicates better utilization of

assets to generate profits.

Earnings Per Share (EPS): Earnings per Share is a financial ratio that represents the

portion of a company's profit allocated to each outstanding share of common stock and it is

22



calculated by dividing net income available to common shareholders by the weighted

average number of common shares outstanding
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Chapter Two
Literature Review

This chapter reviews relevant literature which also provides a detailed explanation of the
concepts used in this study, as well as theories and the empirical findings of past research
works. This will be done under the following subheadings including conceptual review,

theoretical review, empirical review, conceptual framework and summalﬁﬁa\gaps in
°

literature. ,%\QO
4%'»

2.1 Conceptual Review . \

The concepts to be reviewed include financial performaﬁ@%ﬁudit quality.

2.1.1 Financial Performance @

The correlation between the producti '@%igh-quality financial reports and the
performance of a corporation is of gr%importance. The favorable influence on confidence
levels within capital markets nd%g%ntial reduction in financing costs for enterprises can
be attributed to the reliabili asnd correctness of financial reports'. As a result, this has the
ability to improv }@Qrall performance of companies. In addition, the existence of
investor conﬁ%&: and dependence on the financial statements presented by management

has the ability to result in heightened investments in the organization, thereby bolstering the

ov@gformance of the firm?.

On the other hand, if financial reports contain misrepresentations or mistakes, there is a
possibility of negative impacts on a company's reputation and a consequent decrease in
investor confidence, ultimately leading to harmful outcomes for the organization's overall
effectiveness. Therefore, the guarantee of generating financial reports of exceptional quality

is a crucial factor in achieving and maintaining strong organizational performance. The
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primary objective of conducting a financial statement audit is to address the issue of
information asymmetry and protect the interests of various stakeholders®. This is achieved
by providing a reasonable level of assurance regarding the absence of serious misstatements
in the financial statements that are issued by management. The study posits that auditors
have a major impact on financial performance through their efforts to reduce the occurrence
of serious misstatements and ensure adherence to existing rules and regulations @g the

&>

compilation of financial statements*°. . QO

Financial performance can be characterized as the evaluation of s' efficacy and
efficiency in their internal and external operations®. The attairt.(%% .’a commercial entity
is regarded as the fundamental aspect of the organizat.io&%%dem society, as the success
of a firm relies on its capacity to improve its exp 'O@ﬁough favorable performance. The
company's degree of quality can be dedyge{a%om its thorough and insightful financial
statements. According to existing rese@kakeholders play a crucial role in providing
financial support for the quality ¢ efforts of an organization, with the condition that
the organization demonstrate%uate performance. In order to promote the development
of the organization, it @Eal to evaluate the present performance of the organization,

thereby uncovering,the degree of progress required to achieve the organization's goals. The

success is mostly determined by its outcomes, which are evaluated using various

me@@ld strategies’.

The implementation of corporate governance practices within a corporation exerts a
substantial influence on its overall success. The achievement or lack thereof of a company
is dependent on the efficient allocation and utilization of its resources. Hence, the adoption
of rigorous corporate governance practices, such as the formation of an audit committee,

empowers companies to improve their performance, optimize the allocation of resources,
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and ensure efficient management®. The primary empbhasis is placed on the performance of a
company, which comprises the total wealth generated prior to its allocation among various
stakeholders, rather than just on the accounting advantages obtained by shareholders’.
There exists a multitude of methodologies that can be employed to evaluate the financial
performance. Categorization can be classified into two distinct categories: accounting-
based metrics and market-based measures. The assessment of firm performancéBan be
conducted by considering seven unique dimensions, namely growth, profi %%, market
value, customer happiness, employee satisfaction, social performané%d environmental
performance>!®!!, Numerous academics employ a ranges &ﬁn’éﬂcial performance
assessment tools, whereas the predominant approach @% investors is relying on
accounting ratios such as Earnings Per Share, Re u@quity, and Return on Assets to
evaluate the financial success of a company. g’i

heless, this particular study utilized

profits per share (EPS) as an innovativ< me)\%\r to evaluate the financial performance of

companies'?2, (&6

The concept of financial perfﬁe refers to the extent to which a corporation is attaining
its financial goals by e@i}g various measurements and performance indicators, with
accounting ratios iche most commonly used. The evaluation of a company's financial
perform 1 cial in assessing its overall health and allows for comparisons to be made
acr ‘@ous sectors, industries, and even within the same organization. This analysis aids
in the”assessment of business lines. The focal point of the discussion revolves around the
influence of contributions on the financial performance. This pertains to the long-lasting
confidence of the market and the general public in the financial statements of publicly

traded corporations, which is established by the verification of their reliability by the

auditing firm!3.
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The deposit money banks industry in Nigeria requires a significant initial investment and
vast operational resources to effectively meet client responsibilities, like to other corporate
entities!*. Nevertheless, it is crucial to acknowledge that the lack of auditing inputs could
potentially signify inherent company risks that may result in financial losses. It can be
asserted with accuracy that the deposit money banks industry offers answers to the dangers
faced by participants in many industries. The act of distributing financial 1 Cross
several entities and persons who comply with the conditions of their contra; ‘%greement
assists to facilitate the management and reduction of risks. To %}n the optimal
functioning and sustainability of a firm, it is crucial for an or%"(;gﬁbn to undertake the
responsibility of accepting the transfer of distinct busin@%?d financial risks from its

NN

clients, alongside its own corporate hazards”.%vg@;, there is a scarcity of academic
it

research concerning the financial data of dep x ney banks organizations. The present

circumstances necessitate the undertakir@jf\}h

vestigation within its appropriate setting.

The evaluation of a company's ﬁn@ performance is a crucial statistic that assesses the
efficiency of its resource allow in creating profits. The aforementioned indicator carries
substantial signiﬁcanca@n?ultiple stakeholders within an organization'®. The group
comprises man¥< erlders, including trade creditors, bond holders, investors, employees,
and man Q Each collective entity has its own inherent stake in the surveillance of a
co financial performance. Analysts ascertain the financial performance by
scrutinizing publicly accessible yearly reports. The report is a mandatory legal document
that requires publishing by all companies listed on the stock exchange. The purpose of this
report is to provide stakeholders with accurate and reliable financial statements that present

a full representation of the organization's financial position!’.
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Financial performance pertains to the assessment of an entity's capacity to efficiently
deploy its assets obtained from its fundamental business activities for the purpose of
generating income'®. Financial performance is sometimes utilized as a comprehensive
measure of a company's overall financial health within a specified period of time!®.
Performing an empirical examination of performance is an essential prerequisite for
implementing subsequent policy improvements. Financial performance is the ass nt of
a company's ability to meet its established goals within a specified period %} Several
Nigerian enterprises have exhibited stability and resilience in respo‘\%’}the challenges
arising from the global financial crisis and the collapses O@Slahthorized domestic
organizations. Financial statements provide a comprehens@% of information pertaining

to the financial performance of an organi%%{he evaluation of a company's
f

performance should begin with an assessment

by stakeholders??-21-22, ( ‘\\'

capacity to achieve the objectives set

The concept of "firm performance'@ comprehensive and subjective word that refers to
the efficiency with which a fi ploys its many assets to generate profits or revenue. The
evaluation of a firm m@ I?compass its financial performance, comprising accounting
measurements, aan)Qmarket performance?. Financial performance can be defined as the
degree t Qﬁnancial goals are accomplished. The indicator measures the financial
per e and operational efficiency of a corporation using monetary units, allowing for
an evaluation of its total fiscal health within a designated period. Financial performance is
an evaluative measure that gauges a company's capacity to efficiently utilize its assets

obtained from its core business operations to generate revenue?*.

The word described above is frequently used as a comprehensive measure of a company's

financial health within a certain period, and can be applied for comparisons across different
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industries. The evaluation of a company entity's profitability and financial strength often
relies on the critical criterion of financial performance. Financial performance pertains to
the assessment of a company's strategies and activities in relation to monetary results, as
evidenced by the firm's return on investment and assets®®. Financial performance refers to
the assessment of a company's strategies, initiatives, and operational results in terms of
monetary value. The aforementioned conclusions are apparent in the comparny's metrics
such as return on investment, assets, capital employed, and proﬁtalgili@e of the
noteworthy advantages linked to the utilization of financial measures r \[o their ease of
calculation, as well as their universally recognized deﬁni@"‘fhe assessment of
financial performance is inherently subjective, making Q’j@llenging to rely only on
profitability as a metric. This is because profit do&@arantee or necessarily align with

robust liquidity. This requires the examination of-organizations' performance evaluation

across multiple dimensions, such as efﬁelenﬁ‘}'s lvency, growth, liquidity, capital utilized,
asset base, and market values, amor@er factors?’.

Performance can be defined as the’final result that is attained after participating in a specific
undertaking. The assess@? performance within the corporate sector is dependent on the
particular type o %zation being evaluated and the fundamental objectives that guide
the evaluati roedure. This serves as a standard for determining the suitable metric for
ev % performance. Numerous models for the examination of financial performance
have been presented by scholars in the field of strategic management. The multidimensional
view on performance suggests that employing various models or patterns of linkages
between organizational performance and its determinants will result in unique associations

between dependent and independent variables in the estimated models®®.
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The evaluation of financial performance can be carried out by analyzing many indicators,
such as market premium, profitability, and productivity. Contrarily, it is argued that
profitability holds a pivotal position in augmenting the wealth of shareholders, hence
establishing it as a noteworthy objective in relation to financial performance9. The
evaluation of insurers' financial performance is best conducted through the analysis of
many key measures. These indicators include underwriting profits, premiums ear eturn
on assets, yearly income, turnover, and return on equity*>. The contentio &d is that
elevated profits offer a twofold benefit by facilitating more access ‘t%}mal resources
through retained earnings or the capital market, while also se ?%a's’ a catalyst for new
investments due to the potential for a substantial rate of ret%»cﬂ)e argument states that the
primary objective of financial success is to achigv, 1tab111ty Profitability, size, and
continuity are key performance indicators @ commonly employed to evaluate a
company's performance. The magnitude@@ration can be considered as a measure of
expansion, influenced by the reinve @t choices made in relation to retained earnings and
leverage35. In contrast, prof functlons as a quantitative measure used to evaluate a
company's ability to ffhancial gains from its investments and assets. Contrarily,
continuity pertach:)@e ility to maintain operations in the foreseeable future, even in

periods m e@'slow economic or industrial growth?’.

Th ation of an organization's success has predominantly been shaped by the
utilization of traditional accounting metrics as the principal measures of financial
performance’. Critique is aimed against the exclusive dependence on financial measures
owing to their retroactive nature, which constrains their capacity to effectively forecast the
future trajectory of an organization. In recent times, the subject of performance evaluation

in financial institutions has undergone significant changes from both internal and external
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viewpoints?!. The performance of financial institutions has been impacted by a range of
external factors, encompassing shifts in the business environment, technological
improvements, the involvement of commercial banks and financial institutions, and
intensified rivalry. Consequently, stakeholders currently exhibit a heightened expectation
for enhancements in both financial performance metrics and the attainment of equilibrium
between financial and non-financial metrics?2. . \(b,

N
Performance can be classified into two main categories: financial per @S)e and non-
financial performance. A common distinction is often made between the'sealms of financial

. "
or economic performance and inventive performance. Sales @)&n turnover, and stock
prices are often used indicators to assess the ﬁnaqci&%&conomic performance of a
company or organization40. In the realm of c g&lal understanding, the notion of

inventive success is commonly defined @uantiﬁable measures such as patents,
[ ]

innovation expenditures relative to saEes@f—repor‘[ed consequences of innovation??.

The evaluation of a company's p@wnce can be classified into two primary categories:

liquidity ratios and profitability” ratios. The profitability ratio is commonly utilized as a
.\
£

statistic for assesir:;&

commonly usedﬁq‘ ancial analysis, including Returns on Assets (ROA), Return on Equity

ance. There are several profitability measures that are

(ROE), n%?ﬂ margin, and gross profit margin. In this study, the researchers employed
Re@gt Assets (ROA) as a surrogate indicator for performance®*. The primary
performance parameter utilized in the majority of empirical studies investigating the

performance of deposit money banking organizations is return on assets (ROA)!*%610,

Financial performance pertains to the assessment of an entity's fiscal and economic
endeavors in relation to monetary metrics. When evaluating the fiscal performance of an

entity, it is crucial to take into account the cash flow statements, income statement, and
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financial position reports. The aforementioned reports function as dependable sources of
vital information, offering insights into the holistic state of the organization. Furthermore, it
provides a full justification to stakeholders, owners, and analysts on variations in a
company's cash balances throughout a specific accounting period. The recognition of the
significance of financial ratios is crucial in understanding their use as valuable instruments
for obtaining information that aids in evaluating the financial performance of b 3.In
addition, the evaluation of corporations' operational effectiveness ng&ﬁnancial
achievements can be carried out by means of financial ratio analysis.‘@we, it becomes
feasible to objectively evaluate facilitating aspects such as solve\ a’efﬁciency”.

It is imperative to recognize that the banking industly h&@%ﬁenced substantial effects
from the forces of globalization, macroeconomi @ces, technological breakthroughs,
intricate supervisory frameworks, fierce riya@ld a very unpredictable business climate3®.
The deposit money banks industry i @d to continually adapt and apply innovative
tactics in order to effectively addre demanding problems and improve its performance.
The function of deposit—tahg) institutions in promoting economic development is
significant, hence requi@w’greased attention towards their performance. In light of the

significant progi hieved by the deposit money banks sector in Nigeria, it remains

imperative_t Qntinue striving for alignment with domestic and global macroeconomic

tre%@mological improvements, and proactive regulatory and supervisory policies®’.

An independent study was undertaken to analyze the impact of audit quality on financial
performance, mostly utilizing secondary data obtained from financial statements!!. Return
on assets is commonly considered the dependent variable utilized for evaluating financial
success. The independent variables considered in this study include the size of the audit

committee, the level of audit independence, the extent of audit activity, the quality of the
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external audit, the number of shares owned by different shareholders, the age of the
company, the presence of independent board members and institutional investors, the audit
fees, the rotation of audit firms, the size of the audit, the audit fee, and the growth rate3®.
Previous research on the impact of internal audit quality on financial performance has
predominantly utilized the method of administering individual surveys to collect data from
participants®!'!. The present investigations investigated the impact of internal au@pality
on the financial performance of the organization. This was accomplished b Inistering

questionnaires to a significant number of participants, resulting in a blgﬁ%}[e size.

[ ﬂ
Within the scope of this study, the evaluation of firm g@nce encompasses a

comprehensive analysis of the extent to which a comgar&%‘%ﬁently employs its resources
to carry out its operational activities, create income) maintain a competitive standing
within the market. Based on the provided d w,)%)n, the assessment of a company's success
can be carried out by employing either @ing—based measures, such as financial ratios,
or market-based measures, such a e price, earnings per share (EPS), Tobin's q, and
similar indicators. This study loys the accounting measure of performance, namely
return on assets, as we.Qs Be market-based measure of firm performance, specifically

Tobin's q, to evaltate the influence of different board composition variations on the sub-

sector of @ money banks.
Z.X@Qﬁngs Per Share

Earnings per share, abbreviated EPS, is a financial term that is used to assess the
profitability of a firm on a per-share basis. EPS is also known as earnings per share.
Earnings per share, or EPS for short, is a financial metric that measures the proportion of
net income that is assigned to each outstanding share of common stock. It is also known as

the earnings ratio. An increase in the firm's earnings per share (EPS) is typically a solid
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sign of the company's enhanced financial success. This is because an increase in EPS
demonstrates that the company is able to create higher profits per unit of its outstanding
shares. Analysts and investors place a high level of importance on the metric known as
earnings per share (EPS) due to the fact that it has the potential to provide valuable insights
into the profitability of a firm. The process of determining the value of a company's shares
frequently makes use of it. In the examination of the factors that influence stoek prices in

W\

the Nigerian banking sector, it was found that the impact of earnings per %&EPS) on
stock prices was significant. EPS is short for earnings per share. %rs say that
investors typically place a high level of emphasis on the earning@gﬁére (EPS) indication
because it delivers significant information regarding the pé@ility associated with each
individual piece of stock. This assertion is suppo e@e fact that investors commonly

place a high level of value on the earnings per, s (EPS) indicator. Additionally, it has

been underlined that businesses that h:‘ve'&ﬁ earnings per share (EPS) often display

larger market capitalization and sto?%‘%aes”.

Q

The researchers decided to in gate the effect that firm-specific factors have on stock
returns within the Jord@{%anking industry by carrying out a study. Their research
showed that there' ?neaningful connection between earnings per share (EPS) and stock
returns, a@this connection is favorable. The authors underlined that one of the most
cow@asons for an increase in stock prices is that investors are providing incentives to
businesses that have raised earnings per share (EPS). When analyzing the performance of a
company in the market, however, investors take into consideration various variables in
addition to profits per share (EPS). Additional crucial variables include the sales growth of
the corporation, the profit margins of the company, the return on equity, and the debt-to-

equity ratio®.
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Before the official publication of accounting numbers, around 85-90 percent of the
essential accounting data was made available to investors. This was proven by net income
and earnings per share (EPS), both of which were reported by the company. In the twelve
months leading up to the official earnings reports, the average cumulative abnormal return
showed a good trajectory. This trajectory coincided with the accounting department's
presentation of favorable information, therefore it is likely that the two are m@ The
dissemination of interim reports and statements, which have the cap '@‘)&(o supply
investors with more current information in contrast to yearly reports,‘%belp to elucidate
this phenomenon to some degree. Interim reports and sta&@ “are also known as
quarterly reports. It was shown that there was a positive r%ig?ship between the presence
of pay increases and an average excess return of 7 5°t®¥hen it comes to unpleasant news,
a pattern quite similar to this one was observe gious research has uncovered findings
that are comparable to those that were r@i}{bﬁsented by Ball and Brown (year). During
the course of this particular inqui?é‘%.was discovered that the cumulative mean excess
return had a value that wéédnd 10% below zero (citation), as indicated by an
observation. In order t Vvide accurate projections regarding future stock returns, an
exhaustive investi@t@w s carried out. This study required the consolidation of numerous
components d¢tiyed from the financial statements into a single, unified summary statistic*!.
The re %s carried out a study making use of a complete collection of 68 accounting
desctiptors, which led to the discovery of a major finding. Based on this conclusion, it

appears that financial statements include vital information that is not fully captured by the

various pricing mechanisms that are currently in place*.

Profits and dividends, according to one researcher's hypothesis in an academic study titled

"The Correlation between Wages and Expected Returns," have the ability to forecast future
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returns. In addition, wages are thought to be informative because of the association that
they have with the situation that the economy is in*}. When compared to Western markets,
Chinese stock markets have a far higher degree of positive autocorrelation in return on
investment. In addition, when compared with the volatility of stock returns in developed
markets, China's market is markedly different in a number of important ways. In addition,
the researcher came to the conclusion that the many initiatives taken by the gov nt in

relation to the stock market lead to an increase in the volatility of the marketég‘)&

Y

One of the most prevalent ideas that can be found within academic discourse proposes that
the primary financial objective of a corporation should be the ré%{;%;ion of the wealth of
its shareholders, which can be measured by the value th %'y&company's shares command
on the open market. A company has the abilit !@eate capital through two distinct
channels: equity funds, which require the Kx%nce of ownership shares, and borrowed
money, which is more often know aQe'ﬁ Both of these channels are referred to as
funding mechanisms. A corporati 1 begin the process of issuing and selling equity
shares after it has determinedwt needs to secure financial resources through equity. The
right of an individual to@jrg ownership is represented by their holding of shares. People
who buy into a c@phny by purchasing shares are frequently referred to as shareholders
since they, .t n the role of legitimate owners of the company. People commit their
avai Q”mancial resources to the purchase of stocks in a company in the hope that they

will s€e a return on the initial capital investment they made**.

Dividends and capital gains are the two components that make up shareholder returns.
Specifically, they are the two components. The procedure of selling off their shares results
in the shareholders realizing capital gains as a result of the transaction. Since the

distribution of dividends to shareholders is not a requirement that is specified by the
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Companies Act 55 as a legally obligatory provision, this responsibility falls under the
purview of the company's Board of Directors. When there is a gain in the market valuation
of a firm's shares, shareholders have the opportunity to realize a profit on their initial
investment in the company. The earnings per share of a corporation are an important factor
in determining how much market value should be assigned to its shares. As a consequence
of this, the corporation is able to maximize its profits per share, which in turn all it to
maximize the price of its shares. In this particular scenario, it is predicted t l%}%reholders
will enjoy significant benefits as a result of their ownership of a greé%’g?er of shares,
which may result in a significant increase in capital gain. In b@&i&n, it is essential to
recognize that an increase in profits does not necessarilq'}g espond to an increase in
earnings per share. This relationship is not always h@c. As a result, the metric known as
earnings per share (EPS), which measures a company's profitability on a per-share basis,
carries a great deal of weight when dc(rlzg}}'a alysis of the financial performance of a
business. It is a common observatienythat an increase in earnings per share (EPS) is
correlated with an improverﬁ@)a company's financial wellbeing. When assessing the

market performance of pany, however, it is essential for investors and analysts to take

into account supp@l spects®.
N
<8
; Q

2.1.3 Return on Assets
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The Return on Assets (ROA) statistic is a measurement of a company's profitability in
relation to its total assets. It is calculated as the ratio of net income to total assets. Return on
assets, often known as ROA, is a measure that may be used to evaluate how effectively a
company's management utilizes its assets in order to generate profits. Return on assets, also
known as ROA, is a type of financial indicator that is calculated by dividing the annual
earnings of a company by the sum of all of its assets. Typically, this ratio is prese in the
form of a percentage. There are some instances in which the phrase "Retyrn estment"
(ROI) is used for "Return on Assets." Return on assets (ROA) is‘%}mal term that
quantifies a company's profitability by assessing the earningss @'ﬁom the company's
invested capital, specifically its assets. This metric is also @@as "return on investment."

Return on assets (ROA) can exhibit significant Vir@igy for publicly traded companies,

with the magnitude of this variability being highlyNdetermined by the particular industry in
S

which the company works. The Return @

profitable a firm is in comparison t '@total value of its assets*. Return on assets (ROA)

ROA) indicator is used to determine how

is a metric that managers, inv@and analysts use to gain insight into the efficiency with
which a company's man ehit utilizes its assets to generate profits. When performing this
calculation, some@r opt to include interest expenditure in net income. This allows
them to m e@“of operating returns before the cost of borrowing is included in. Return
on asse %‘\) is a financial term that quantifies a company's profitability by assessing
the earnings earned from the company's invested capital, specifically its assets. This metric
is also known as "return on investment." Firm performance is the all-encompassing
evaluation of an organization's policies and operations, which is then measured in financial
terms by making use of a variety of performance measures**. Accounting measures and
market performance metrics are the two basic approaches that can be used to evaluate a

company's or individual's level of success. The accounting measures that are utilized in the
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process of performance evaluation include a wide range of indicators, some of which
include return on assets, return on equity, and return on investment, amongst others. In the
field of accounting, one of the most common performance metrics used is called return on
assets (ROA), which stands for return on investment. It is commonly believed that Return
on Assets (ROA) demonstrates higher efficacy as a measure of performance when
compared to other accounting-based performance indicators*. This is one of %more

&

widely held beliefs. . QO

Y

The ratio of a company's profit to its total assets is referred to as the rﬁ)n assets (ROA)
ratio, and it is an important indication of a company's pro.%g'l' " This statistic was
developed to serve as a measurement of a company's va@et base in comparison to its
profitability. The income-to-total-asset ratio is ﬂ@ that is being referred to in this
context. This indicator is used to assess ho.w@cient the leadership of the organization is
in creating revenue by making effici nt@ the assets that are available to the company
in question®. In its most basic fél it is a measurement of the extent to which the
company's resources are put good use in the process of earning revenue'!. This
profitability ratio can er .\as an indicator of both the efficacy of management and the
rate of returns. This ¢onclusion gives additional evidence regarding the effectiveness of
manage Q corporation in creating a net income from all organizational resources that
are disposal. Return on assets, also known as ROA, is a type of profitability metric
that evaluates a firm based on how profitable it is in comparison to the total value of its
assets?’. This offers some insight into how well the management of the company is able to
capitalize on the company's resources in order to achieve financial success. It is generally

agreed that the return on assets (ROA) measure is the most appropriate indication to use

when assessing the success of a company. When compared to the financial success of other
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companies, a positive trend in the ROA ratio shows positive results, while a negative trend

suggests the opposite of the financial performance*.

Underwriting profits, investment profits, and net profit are the three primary metrics that
are utilized in the majority of situations when assessing the performance of a general
insurer. Underwriting profits are the returns that are created by the basic operations of an
insurer, which is the act of writing insurance policies. On the other hand, invest@roﬁts

are those that are made as a result of the operations involving investm;ﬂg@% are carried

out by the insurer. In conclusion, the net profit is a measurement of the entire returns on

[ ﬂ
total sales for the business. Despite the broad adoption and a(@vl dgment of returns on
assets (ROA) as a significant and extensively deploye@cial indicator in accounting
literature, the question of which metric is the mo riate for determining a company's

level of profitability remains a matter of jectivity and lack of consensus. Utilizing

&
metrics such as return on assets (:O@ operating profit ratios, as defined in prior

academic works, the research ev

Q

analyzing their returns at both\) operational level and the net income level. In doing so,

'\
the research determines@vell corporations are doing financially*°.

Q

The return on assets(ROA) for publicly traded companies can display large variations, with

s the monetary performance of corporations by

a notableﬂ%e of dependence on the particular industry in which the company operates'®.
Th@gnges can be caused by a number of factors. When utilizing Return on Assets
(ROA) as a comparison metric, it is best practice to compare it either with the historical
ROA numbers of a company or with the ROA of a company that is comparable to the
company being evaluated. It is essential to keep in mind that the total worth of a company's
assets is comparable to the sum total of the value of its liabilities and the equity that its

shareholders have invested in the company. Both of these methods of funding are utilized
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by the company in order to provide financial assistance for its operational activities. It is a
common observation in the field of corporate finance that the assets of a company can be
funded by either the firm's debt or its sharcholders' equity. As a result of this, some analysts
and investors choose to ignore the cost that is connected with acquiring these assets by
including interest expenditure in the calculation of Return on Assets (ROA)*’. When using
Return on Assets (ROA) as a comparative indicator, it is best practice to compa;{b,either
to the historical ROA numbers of a company or to the ROA of a c y that is
comparable!?. In order to fund its assets, a business will typically use‘a%’}jnation of debt
and equity as part of its capital structure. The Return on As@glfoA) statistic offers

investors valuable information regarding the effectiveness é@%ompany's utilization of its

N

capital resources in the production of net income. Et i@perally agreed that a higher return
i

on assets, also known as ROA, is a positive 1‘%‘

earning greater profits in relation to its i@e)%fb

is a metric that is used to evaluate pany's potential to make profits in the future by

r, since it shows that the company is

. Return on assets, often known as ROA,

making use of all of the asse@it currently possesses. A greater ROA implies that the
company is extremely i¢nt, which is a favorable indication for investors who are
wanting to inves@ ompany's shares. In addition, a higher ROA suggests that the
company i @ble. As a consequence of this, there is a possibility that the value of the

compar@ stock will go up on the stock market>°.

T(&t another way, the implications of carrying a higher level of debt are rendered moot
if the costs of borrowing are factored into the calculation of net income, and the average
value of the firm's assets for a given period of time is used as the denominator®!. As a result
of the fact that interest expense is not factored into net income, this line item on the income

statement is presented apart from the net income line item. If an analyst chooses to ignore
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the cost of debt, then the calculation that they will use is as follows: To determine the
Return on Assets (ROA), simply take the sum of the Net Income and Interest Expense and
divide it by the Average Total Assets®. This will give you the ROA. The Return on Assets
(ROA) measure gives investors an idea of how well a company generates net income from
its invested capital. This information can be useful in making investment decisions. A
higher Return on Assets (ROA) value is favorable since it implies that the e ny is
making greater profits in relation to its investment. This is the case when t ﬁ)& value is
greater than 1. In the following discussion, we will evaluate the Re@ Assets (ROA)
measure for three different businesses that are involved in the-r@n'dustryﬂ. The Return

on Assets (ROA) statistic is particularly useful for evaluati@ panies that operate within

the same industry. This is due to the fact that thi @assets varies significantly from
tu

industry to industry. As an illustration, the r n assets (ROA) for service-oriented
businesses such as banks is anticipate@éfn nstrate a significantly bigger magnitude
when compared to the ROA found éé‘@ital-in‘[ensive corporations such as construction or
utilities companies®*. This is due td"the fact that service-oriented businesses tend to generate
more revenue per custo Han capital-intensive organizations do. The Return on Assets
(ROA) metric giv@a ure of the effectiveness with which a company utilizes its assets
to generat r@‘ It does this by taking into account the value of those assets. Because the
degree Qw ich a company's capital is invested in assets is dependant on the particular

in@ that is being considered here, the applicability of this ratio differs depending on the

sector being considered here?>.

As a result of the fact that the fees paid to external auditors have a tendency to influence a
company's financial performance, a number of researchers in the field of literature have

come to the conclusion that there is at least some degree of correlation between audit fees
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and the financial performance of businesses. When the impact of managerial influence
overcomes the impacts of the breadth of activities or reputational incentives, there is a
possibility that there will be a drop in the product's overall quality. It is possible that there
may be a positive link between financial performance and the audit fee if these dynamics
were to ultimately reverse themselves. This would make the possibility more likely!?. There
is an inverse relationship between the audit fee and financial performance, WK as a
result, contributes to an improvement in the overall quality of financial %g%. The
writers contest the concept that audit fees have a negative impacf%n organization's
ability to remain independent. Audit fees are frequently used as@e@ure of audit quality
due to the fact that they are associated with increased aud%(%@?t, which ultimately results

Q

in a higher degree of audit quality®’. .®

It has been discovered that the size of an e‘u\aﬂﬁrm has a beneficial effect on the firm's
overall financial performance. This canQJhked to the widespread belief among multiple
stakeholders that companies whos cial statements are examined by the Big Four are
less likely to have major Mracies. As a direct consequence of this perception,
stakeholders' conﬁdenc@gsted, and as a result, they spend a bigger quantity of capital
in the companies tQave been audited. The participation of an audit company within the
group that i lly referred to as the "Big 4" is the predominant measure of audit quality
qu@nd it has been the subject of much research and analysis. There is a school of
thought among academics that suggests the hiring of joint auditors in a business has the
ability to improve that business's overall financial performance. When audits are carried out
by two well-known audit firms, the resulting quality of the financial report is of the greatest

possible standard; on the other hand, the quality of the report is of the lowest possible

standard when it is the responsibility of a single, less well-known audit business. The
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controversy surrounding joint audits: in the goal of protecting the general public, it has been
noticed that businesses who choose to participate in joint audits are more likely to rack up
much higher audit fees when compared to organizations that voluntarily choose to work
with a single auditor'3. In a similar spirit, the purpose of this study is to investigate the
impact that joint auditor pairs have in France on the accuracy of financial reporting, with a
particular emphasis on the degree to which earnings are conservatively repor@), The
author presents research that suggests there is no association betw.eeQ%j‘Sftor pairs
consisting of members of the Big 4 and earnings conservatism;ﬂ%ver, there is a
correlation between auditor pairings consisting of members 00@8’1@ 4 and non-Big 4
auditors and conservatism. On the other hand, market-b erformance measurements

refer to the practice of utilizing a company's marki ®Of shares as a tool to evaluate the

organization's overall success. The value that investors place on a company is reflected in
the market value of its shares when trade%ﬁ stock market. This rating is affected by a

number of factors, one of which is t @iber of the audit81 performed by the company>°.

2.1.4 Audit Quality \)
.\

When it comes t a@g the accuracy of financial reports and the efficiency of the
auditing proces\grole played by auditing companies is both crucial and challenging.
There he%en a discernible rise in the number of accounting scandals involving
cs in recent years, and this rise has been accompanied by a significant demand
for transparency and integrity in financial reporting’!. As a direct outcome, there have been
events and occurrences that have led to the creation of logical consequences. For an
effective response to the complex accounting manipulations that have hidden the truth and
transparency of financial statements, the acquisition of auditing skills has become an

absolute necessity as a prerequisite for effective action. Despite this, the increased
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economic instability that has arisen as a direct result of the global financial crisis has made
it abundantly clear that reliable, high-quality, and extraordinarily reliable financial
reporting mechanisms are an absolute must. It is envisaged that the function of external
audit will have a significant and critical impact on the development of high-quality
financial reporting within organizations and on the progress toward achieving this goal’2.
Without a shadow of a question, the relevance of maintaining a high level o ncial
reporting and audit quality has remained a crucial component of attempts &ﬂate and
supervise businesses over the course of time. The value of audited ’\1a information
extends much beyond the scope of individual consumers w@gﬁ: a wide range of
stakeholders, including organizations, governments, and r%%c%ry bodies!®. Auditing and
audit methods, in general, serve as monitorin @g with the goals of eliminating
informational disparity and preserving the intergsts‘ef a variety of stakeholders. Their major
goal is to ensure the accuracy and depéh}ﬁﬁt of a company's financial statements by
identifying and preventing signifi misstatements®®. This is accomplished by the
detection and prevention of ﬁ@ misstatements. Many stakeholders are of the opinion
that auditors fulfill a fid ‘Quty by making significant contributions to both the financial
reporting and the@a performance of an organization. This opinion is based on the
notion tha @s assist limit the danger of major deception by ensuring that financial
stateme& are prepared in compliance with established norms, regulations, and standards®'.
This“gelief originates from the fact that auditors help ensure that financial statements are

prepared in compliance with established norms, regulations, and standards™2.

The absence of a definition of audit quality that is universally accepted presents a barrier
when attempting to construct standardized criteria for measuring performance in the real

world 16. An audit does not involve the personnel who are responsible for preparing
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financial information; rather, an audit uses a team of accountants, who are referred to as
auditors, to prepare a report in line with the requirements set forth by the law. Audits are
conducted for the dual purposes of ensuring quality control and determining whether or not
financial statements are presented accurately. The degree to which an audit complies with
the applicable auditing principles and standards is one definition of audit quality that is
frequently seen in the academic literature®>34. However, a significant body of reseébh also
suggests that the quality of audits is typically associated with the c ‘gence and

\nt
y

(through independence) any material misstatements in the ﬁna@)aatements that were

independence of auditors in identifying (through competence) and su disclosing

prepared by management®>. This finding is consistent wi c??notion that the quality of
quality

audits is directly proportional to the level of comp tg@and independence of the auditors.
It is of the utmost importance to recognize that éﬁon of audit quality is frequently split
up into two unique components, nam y. &ﬂed audit quality and real audit quality,
throughout the body of academic re@h. This is a fact that must be acknowledged. There
are two aspects that can bé‘éﬂered when discussing audit quality: the actual audit
quality and the perceive ifquality. The actual quality of the audit is determined by the
auditor's ability tqQ de d report on major errors that have been made in the financial
statemenis%@ other hand, perceived audit quality is associated with the opinions and

subject'@e aluations of various stakeholders regarding the auditors' skill in discovering

and rting such misstatements>®.

The aggregate chance, as determined by the market, that an auditor will successfully find a
violation of Generally Accepted Auditing Standards (GAAS) inside a client's accounting
system and will then disclose this breach is one definition of audit quality. Another

definition of audit quality is the probability that an auditor will successfully identify a
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violation of GAAS within a client's accounting system and will then report this breach. The
capabilities of the auditing company and the particular audit technique used both play a role
in determining how likely it is that such a security breach would be found. On the other
hand, the degree of autonomy enjoyed by the auditing firm plays a significant role in

determining the chance of the found error being reported?’.

The study mentions various research that indicate the importance of auditg@bﬁncial
statements to investors in terms of making investment decisions. These h@momtrate
the varied definitions of audit quality as perceived by different stakei%ws. According to
what is found in the review, the viability of an audit enga;%%u ?s dependent on the
precision of the audit opinion. However, the meapir&%‘j&audit quality is interpreted
differently by different stakeholders®®. Users o ial accounts may describe a high-
quality audit as one that can withstand l.it@n, whereas audit firms and society may
define a high-quality audit as one that prevents severe inaccuracies. The investigation has
also revealed that there is no uni y accepted definition of audit quality that can be
utilized as a benchmark for Wting employee performance. As a result, academics and
regulators have collabo produce composite frameworks, which define broad areas of
audit quality and Qﬂight areas of overlap between academic frameworks and regulatory
frameworks. ddition to this, the paper presents a composite framework that identifies
three=i rtant determinants of audit quality: the input, the output, and the environment of
the audit, and it recommends measurements®®. The review comes to a conclusion by
pointing out that this study will concentrate on a select few measurements from the

framework.

Within the canon of previously published research, the idea of audit quality has been

investigated and appraised in a variety of settings and approaches. It is dependent on the
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chance of issues within an accounting system being identified as well as disclosed. To be
more specific, audit quality refers to the auditors' willingness to identify instances of major
manipulation or misstatements that may have the potential to lead to increasing
uncertainties or concerns with going concern. In addition, the possibility that an auditor
would withhold from releasing an unqualified report for financial statements that contain
serious errors also plays a role in the determination of this factor. A high degree(@ audit
quality is characterized by the absence of material misstatements or_ o '%&ﬁs in the
financial statements. In spite of the substantial amount of study that h&%n carried out on
the subject, there has not yet been an audit quality definition or @r’émen‘[ that is widely
accepted>. Researchers have utilized a variety of proxies i@&r to evaluate audit quality.
These proxies have included expected discretio@r&gruals, the likelihood of auditors

issuing a going concern opinion, non-audit fees,
° \
audit opinions®*33-%, ( \

The audit market has recently léj‘é%bjected to major change, which has led to the

d the predisposition to give changed

formation of a dual market stwe. This structure is made up of a relatively small number
of dominating firms tha@v?ell known for offering audits of a high quality, as well as a
larger number o 59 firms whose audits are regarded as being of a lower quality®’.
Empiric have suggested the use of the Big 4 classification as an indicator of audit
quak @rticularly in developing countries that have weak legislative frameworks'8. This
recommendation was made in light of the fact that the Big 4 designation was created. The
standards that have been established by the Public Company Accounting Oversight Board
are adhered to in the process of determining how audit fees should be calculated. These

standards stipulate that fees for professional services are required in order to carry out an
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audit or review, including services that are related to the examination of a company's

annual financial statements’’.

Audit quality can range from very poor audit quality on one end of the spectrum all the way
up to extremely high audit quality on the other. Poor audit quality indicates that the audit
was not successful; as a result, the audited financial statements may lead users of financials
in the wrong direction. This can occur in one of two scenarios: either the audit @%d not
enforce the Generally Accepted Accounting Principles or the audit fi @ot issue a
qualified audit report when it was required. Both scenarios have the potential to lead to this
result. When an auditor satisfies all of the audit's objectives gﬁw i';s out their work in
accordance with the established norms and standards, a @}y audit has been conducted.
The objective of an audit may be connected to tr. s or balances, or it may be related
to the presentation and disclosure of infol‘n%a\aq%l. Each of these purposes may be further
subdivided into completeness, correc ne@m‘rence, and classification?. Regulations and
standards are established by the le stem of a country in accordance with international
best practices and intematioWganizations that determine international policy, such as

'\
the International F ede@of Accountants (IFAC) and the International Standards on

N\
Auditing (ISA)*. C_)
N

The cono%( audit quality does not take into account institutional influences in any way,
wh%Qey be the legal environment or the intervention of the government, both of which

might change the obligation of the auditor?%>8

. The significance of auditing services extends
far beyond the independent and specialized expertise that they require. Those definitions,
given that many of the features that they try to characterize are inherently unobservable,

given that the ones that were just listed. Users of financial statements will be unable to

determine whether or not the audit report has any significant errors in its findings. Users
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won't be able to determine whether or not the accounts are a precise representation of the
company's actual, honest state of affairs?’. Also claims that the parties are not given the
opportunity to see the audit evidence throughout the process of the audit, and as a result,
they are not in a position to evaluate whether or not an audit is quality unless it fails. In the
absence of a direct measurement of genuine audit quality, numerous other proxies have
been developed in an effort to quantify the degree to which actual audit quality been
achieved®. The Understanding of a Quality Audit requires acquiring sufﬁci@ relevant

\

audit data to support the conclusions on which the audit report is base well as making

audit judgments that are both objective and appropriate®. . @"

"Audit quality is dynamic; the indicators and drivers of &&uality change over time." A

N

quality audit (also) involves appropriate and c reporting by the auditors, which
enables the Audit Committee and the Eo@o appropriately fulfill their obligations.
Therefore, the definition provided b tlQF)%mcial Reporting Council does not provide a
precise definition; however, it does 1de five primary drivers of audit quality, which are
as follows: (1) the traditionsM audit firm; (2) the individual qualities and expertise of
staff and audit partne% .\the efficiency of the audit process; (4) the worth and
dependability of aQiyreporting; and (5) factors that affect audit quality beyond the control
of the audi Q The concept of audit quality is an ongoing one that maps very strongly
on®oncept of financial reporting quality®%2. A higher audit quality as a larger
guarantee that the financial statements accurately depict pertinent information about the
company's important financial status as well as the company's fundamental features and
financial reporting culture. It is essential to keep in mind that the perspective from which

audit quality is defined varies greatly depending, to a considerable extent, on the eyes of the

person doing the defining. Users, auditors, regulators, and society are all considered to be
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stakeholders in the process of producing financial reports; nevertheless, their perspectives
on the components that make up quality audit may vary greatly from one another. That will

have a significant impact on the metric that is used to measure the quality of the audit®.

The association between the quality of audits and the size of audit firms is investigated in

depth across the academic literature. The idea that the size of an audit company might be

used as a proxy for audit quality is one that has gotten support from other re%b\ers“.

There is both theoretical and empirical evidence to show that larger au ﬁj@%l\s may be

able to offer audits of a higher quality®®. This can be linked to the fact thag larger audit firms
'3

°
require more fees as a result of their established reputation, W@a in turn, incentivizes

greater independence and a better degree of audit qual.it}&%‘)%ddition, as audit firms grow

in size, the possibility of incurring future losses ¢ wate them to improve the quality of
their audits. . \4%
In addition, a number of studies h red empirical data demonstrating that clients

audited by larger audit firms nstrate a higher inclination to voluntarily reveal
information. These resear r@ found that clients of larger audit companies are more
likely to submit i o@% freely. This can be ascribed to the larger audit companies'
increased resou e;{g well as their ability to attract people who are highly competent and
experienc%u%ch, in turn, enables them to better discover errors®’. The bulk of research
suis relationship, while there are a few studies that have not identified a significant
link between audit quality and the size of the audit company. Because of this preponderance
of data, the researchers behind this study have decided to use audit company size as a stand-

in for audit quality®®. According to their reasoning, larger audit companies are more likely

to offer superior auditing services. The factors that determine the quality of audits have
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been the subject of substantial research, with academics concentrating their attention on a

variety of factors connected to the auditing profession, auditors, and audit firms®’.

In the literature on audit quality, the significance of audit team and firm factors in
determining the level of audit quality has been examined at length on numerous occasions.
The question of whether the elements that pertain to the audit team or those that pertain to
the audit firm are more important in determining the quality of the audit is on (h’s still

being discussed. On the other hand, some people believe that audit tea§ @s should be

given more consideration in this regard. When it comes to determmmg dit quality, some
of the most important elements to look at include the experl t both the audit team
and the firm has had working with the client, as well as @nce in the relevant industry,
responsiveness to client demands, and adherenc @mally accepted auditing standards.
In addition, studies have been conducted t Aqxstlgate the effect that the supply of non-
audit services has on the quality o d1t and these studies have concluded that the

provision of non-audit services do t lower audit quality when the disclosure of non-

audit fees is made!’.

It is common kn @at the knowledge and experience of auditors significantly

contribute to th Q of an audit. Understanding of accounting and auditing concepts by
the audit@he single most important factor affecting the quality of the audit. In addition,
it v@%hasized as a key factor that auditors have the ability to communicate accounting
changes to customers, that they adhere to ethical rules, and that they have extensive
understanding of the industry. According to the findings of a study that was carried out in
Saudi Arabia, the criteria that have the most impact on the quality of an audit are the

auditor's level of expertise, objectivity, and academic credentials. In addition, it was noted

that the duration of an audit partnership was positively correlated with the quality of the
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audit. In a nutshell, the findings of these researches suggest that the quality of an audit is
determined by a number of parameters connected to the audit team, the audit business, as

well as the knowledge and competence of auditors™°.

In the body of research that has been done on audit quality, a wide variety of potential
factors that influence audit quality have been investigated. Competencies held by
professional auditors have been shown to have a favorable impact on the @l and

reputation of audits®. In a similar vein, audit independence has a posiéfv,i% with audit

quality, whereas audit quality also has a positive association with audit sredibility?4. It was
. "
determined that self-regulated peer review is an excellent Cﬁh‘n for determining the
quality of an auditing firm and can accurately predict &l@t}lér or not an audit would be
successful. The quality of the audit is determine umber of different characteristics
and circumstances. These factors are brokp@vn into two categories: those that directly
affect the quality of the audit (finan ia@ing in accordance with IAS, auditor quality
review, company performance, &) uality, etc.), and those that indirectly affect the
quality of the audit (audit firm $iz€ and characteristics of the audit company, audit mandate,
audit fees, auditor inde Aey::\e, auditor competencies, etc.). The former category includes
the factors that diQt_l)r affect the quality of the audit. Many of these qualities aren't entirely
evident, why different scholars have come up with different ways to quantify audit
quali @ indicators of audit quality, various studies have included factors such as the size
of the’audit firm, the experience of the auditors, the audit fees, auditor rotation, and auditor
independence!®?334. A number of studies have highlighted the impact that audit quality has
on the quality of corporate governance, while others have offered empirical evidence on the

effect that audit quality has on financial performance®'. Several of these researches can be

found in the references section of this article. On the subject of the role, function, and
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features of the internal auditor, as well as his position in the financial structure of various
firms, a number of other studies have been carried out. Other researchers have identified a
variety of indicators as being reflective of audit quality, and their findings suggest that

improved audit quality has an impact on financial performance®.

The relationship between the quality of the audit and some factors linked to the audit
company as well as other factors related to the firms that were being auditesz.&A&rding
to the findings, the quality of the audit is connected to the size of the au ﬂ,@%‘ﬁue number
of the clients, and the financial status of the clients. Rather than focusing on researching
financial indicators, the primary objective of this study is f@g the effect that the
ownership structure has on audited companies as a cl}ar&@;)%ﬁc of corporate governance.
Audit quality and found that factors associate 'ﬁ&e audit work team had the most
significant effect on audit quality, while V.ar;\ s concerning the organization of the audit
company had the lowest effect. Thi Vx@ed on the perspective of Jordanian auditors
using two questionnaires that wer: ulated to a sample of auditors in Jordan®®. Audit
quality and found that factochiated with the audit work team had the most significant
effect on audit quality. @?aken together, these studies provide evidence that a number
of characteristics,\including as professional audit competences, audit independence, peer
review, the si f the audit firm and its clients, financial situation, ownership structure, and

fa%@nected with the audit work team, can have an effect on audit quality®.

Audit quality practices are the procedures that are implemented by auditors to guarantee
that financial reports successfully communicate relevant and reliable information to both
internal stakeholders within an organization and external stakeholders in the public arena.
This information is communicated to both groups through the use of financial statements.

Depending on criteria such as their size, the nature of their operations, and the applicable
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legal regulations, the specific practices adopted by various audit organizations may differ
from one another®. The concept of audit quality refers to the amount to which an audit is
successful in finding and reporting serious misstatements, hence minimizing the
information imbalance that exists between management and shareholders and protecting the
interests of the latter group. The ability to discover misstatements and errors in financial
accounts, as well as the subsequent reporting of these major misstatements and , are
the two primary components that make up the essence of audit quality, R @ers have
used different variables, such as audit size, audit hours, audit fees, re‘p%kl, lawsuit rate,
and discretionary accruals, as proxies to quantify audit quakity®>: his is because these

qualities are sometimes difficult to directly examine. Q’)&%

However, the majority of the variables that were di \ in the research that looked at the
elements that influence audit quality Were.&‘o\d&%hat pertained to the clients of the auditors
as well as the institutions that they \7\@(5 for. The likelihood to issue updated audit
opinions, which serves as a measu audit quality, has been shown to have a negative
correlation with customer Mance, despite the findings of some of these studies
indicating that there is @y?mental influence of client significance on audit quality. The
quality of an audt 'sQetermined not so much by the size of an audit firm's portfolio but
rather by.the ities of other portfolios and clients, such as client visibility characteristics
an @cy characteristics®. In light of the fact that negotiations between auditors and
clients have the potential to have an impact on the auditing process, and that clients have
the power to push auditors to have a greater tendency to compromise their independence,
which in turn leads to a decline in the audit quality, many researchers have a tendency to
study factors that may affect auditor-client relationships?*>?7, This is due to the fact that

clients have the power to push auditors to have a greater tendency to compromise their
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independence. Taking into consideration the fact that the Jordanian Companies Law assigns
the process of choosing and employing an external auditor to the shareholders board, the
procedure for selecting competent auditors is contingent on the ownership structure of the
company. This structure can be broken down into three distinct categories: concentrated
ownership, which refers to shareholders who control more than 5% of the total shares;
institutional ownership, which refers to investments made by certain institu;i{@ and
foreign ownership, which refers to investments made by investors who are (Q‘J%rdanians.
As a result, the purpose of this study is to explore the effect of the‘%}?sgp structure,
specifically concentrated ownership, foreign ownership, and imt@n’él ownership, on the

degree of audit quality as defined by the size of the audit ﬁ]@&%

S

The personal desire and drive to arrive at a suitabl ion on a set of financial accounts is
the most crucial part of the motivation to q%audit quality. This desire and drive must
come from the auditor. The compan @ﬁre people who possess the personal values
that are necessary to be a professi nd these values need to be consistently reinforced
through clear communicatiorMitors often have to make challenging conclusions, often
under the potential inﬂ@g}' the client management®®. Audit partners need to know that
the company has tr?g consultation ethos and will listen to and back their judgment even
when it n losing the audit; partners should never feel as though their careers are
bas aintaining a big audit client relationship. Reward systems need to be put in place
to guarantee that the best people are drawn to and kept working in the auditing profession.
One component of these structures is the distribution of rewards for quality work.
connections with clients In order for businesses to achieve high audit quality, they need to

both manage their total client base and maintain close working connections with each of
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their particular clients. Auditors serve the best interests of the company's shareholders

while also taking into account the interests of the general public®.

The shareholders have delegated authority to govern the company to a separate group
known as the board of directors. The executive directors, senior management, and middle
management are the ones with whom the auditors typically interact on a day-to-day basis.
Due to the fact that the directors and shareholders of owner-managed enterpr@%e the
same people, the distinction between the two roles is not as stark. hgr\%a risk that
auditors will view the directors, and more specifically the senior management, as the key
stakeholder’. This is a problem for the auditing profession. Si@dﬂ D advances have been
made in corporate governance as a direct result of the .reﬁﬁ't)%’n of the inherent risks posed
by this position for publicly traded corporations“Thisyis especially true in regard to the
development of the function of oversight qu&)y audit committees, which are composed
of nonexecutives. Auditors have adj st@'}r practices in response to these changes and
now consider contact with the au mittee to be an essential component of efficient
client management’!. Leaders&e‘ obligated to back audit quality and foster a culture of
quality throughout the @)Qrganization. They have a responsibility to ensure that they
convey to their oyees, as well as to their current and potential customers, the
significa hey place on the matter. The success of an audit is heavily reliant on the
cali @the individuals conducting it. The Auditing Practices Board has compiled the
nine fundamental principles of independent auditing into the Auditors' Code, which was

released to the public. A number of the tenets of the Code, most notably judgment, integrity,

objectivity, and rigor, are, at their core, personal qualities’.

An audit is typically carried out by a group of people with varied levels of experience,

which frequently includes specialists. These individuals collaborate to acquire the audit
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evidence required by the partner in order to form the judgments that are the basis for the
audit opinion. Auditors are frequently required to exercise their professional judgment in
situations for which auditing and accounting principles, guidelines, or precedent do not
provide a definitive solution. A person's personal aptitude, knowledge, experience, and the
ability to consult with others can all contribute to their capacity to make sound judgments.
In particular, personal aptitude includes characteristics like honesty, objectivityNand a
healthy dose of skepticism. Competence and drive are two essential qualiti &r anyone
working in auditing’®. The user of financial reports may have th‘e%’}onception that
excellent audit quality means there are no substantial missm@\eﬂts included in the
financial statements. According to the auditor who carried Ql)@ audit procedure, a quality

audit is one that adequately completes all aspect%‘%\'u’m’s audit technique. The auditing

firm is also able to determine whether or not a‘§u it' is of sufficient quality to successfully

defend itself in the event that legal actioe 1s'§‘é

complies with the relevant profe@l requirements, according to the regulators. In

against it. A high quality audit is one that

conclusion, the public can c@ an audit to be of high quality if it does not pose any
potential economic risks company or the stock market. In light of this, one might reach
the conclusion t@ arious perspectives on audit quality require using different

metrics’4. 6\‘

Tw tial components that make up the quality of an audit are the professional
judgment of the auditor and the influence that independence has on both the third party and
other clients130. Professional judgment is a key component of auditing quality because it
significantly enhances the informational value of the audit report for the third party. This
makes professional judgment a vital component of auditing quality. However, if auditor

independence is compromised, auditors may decide not to conduct more audits that could
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lead to the discovery of financial misstatements that will only be revealed if there is an
audit failure. This is because the misstatements will only be discovered if the audit is
unsuccessful. Because of this, some people have arrived at the belief that the concepts of
audit quality, competence, and independence are all interrelated’>. The quality of the
auditing can be evaluated based on the inputs, outputs, and environmental factors, which
are the three fundamental components. In addition to auditing standards, there a& rious
other factors that contribute to auditing quality. An example of this kind of i %}would be
the distinctive and notable characteristics of the auditor, such as @er experience,
moral values, and tendencies. The auditing process is also consid\ﬂ‘ t0 be one of the other
essential aspects. This process encompasses auditing r@@ology, the extent of the

impacts of the auditing methods that have been i% ented, and the extent to which

access may be gained to the necessary auditing @s and evidences’s.

There are many different indicators th@)%‘ been established as proxies for true audit
quality despite the fact that eval audit quality is a complicated process. These
indications include the posm of issuing an opinion on the company's ability to
continue operations, th@ﬁof the auditing firm, the fees charged for the audit, and
measurements thatarg connected with earnings management. The likelihood of issuing a
going co inion is one of these proxies that is frequently used to evaluate audit
quak @ccording to the findings, the length of time an auditor has been employed does
not play a role in the determination of whether or not to offer a going concern opinion.
Similarly, the likelihood to issue a going concern opinion was used as a measure of audit
quality in a study that looked at the switching patterns of publicly traded Australian
companies between 1995 and 2003777%. This study examined the voluntary switching

patterns of these companies. According to the findings, the length of time an auditor has
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been practicing has a beneficial impact on the quality of the audit. However, the authors
stress the inherent limitations connected with this metric, as the chance of providing a going
concern opinion depends on the specific circumstances of the company in question’. This
means that the likelihood of issuing a going concern opinion varies significantly from

company to company.

The quality of audits can be affected by a number of factors, including audit fee?&*&(bfnents
for services other than audits, audit tenure, audit firm alumni, and a dK Q)mittees. In
general, a higher audit charge is associated with a higher quality au(;it@%:e it implies the
engagement proficiency, qualified human capital, and enhané%éa :2 effort. This is the
case because a higher audit price indicates these fa.ct@mpanies that participate in
earnings smoothing frequently pay higher non- f@s to the accounting firms that do
their audits. This is due to the fact that the K ision of both audit and non-audit services
creates an economic bond between the le;l\ﬁrm and the auditee. This, in turn, increases
the likelihood of the audit firm caﬂ&

Q

quality, thereby allowing theM to engage in earnings management®. In contrast, when

to management pressure and compromising audit

auditors provide serv1th t are not related to auditing, they become familiar with the

auditee's accounting system. This familiarity can have a beneficial effect on the quality of

the audit,%g

A% Qltors' tenure is lengthened - the auditee has the same external auditor year in and
year out without changing him — this can also lead to a decline in the quality of the audit.
This can cause auditors' independence to be compromised, and it also turns the auditor into
a puppet that the auditee controls. On the other hand, familiarity with the auditee through a
long-term relationship can be useful in certain situations rather than randomly switching

auditors. This is due to the fact that it takes time for a new auditor to become familiar with
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the accounting system. Alumni of audit firms are another important factor in determining
the quality of audits. This suggests that there are former employees of the audit company
who are currently working in management positions at the audit client. It's possible that this
will make the auditing company less skeptical and less objective. In addition, as a result of
the alumni's familiarity with the methodology utilized by the audit firm, it is simple for
them to deceive the auditor. Last but not least, the existence of a powerful anq\ artial
audit committee as well as a board of directors has a favorable effect on audi %‘y%"ity since
it is an essential mechanism that protects the integrity of the company%mcial statements.
Consequently, this factor contributes to a higher overall audit ratﬁ\(%‘&"

There are many different measures that have been uti}iz&@%évious literature to attempt
to capture the idea of audit quality®°. This is bec ) as mentioned, the nature of audit
quality is quite complicated, and it is (111“&1‘% to assess genuine audit quality. These
measurements include direct measurem@;}uch as "financial reporting compliance with
GAAP, quality control review, ban y, desk review and SEC performance" and indirect
measurements such as ”audiw auditor tenure, industry expertise, audit fees, economic
dependence, reputation@c%st of capital®?." The application of direct measures is not
very prevalent beeause of how difficult it might be. The most significant obstacle is the
difficulty.d ining data as a result of its private ownership; as a result, the use of
indj t@easuresl36 has been increasingly common. Nevertheless, in a separate study, the
au&of that study stated that the measures of audit quality might not capture actual audit
quality and, at best, would capture perceived audit quality®!. The justification offered arises
from an examination of the meaning of audit quality. The term "market assessed
probability" refers to the quality of the audit. This indicates that the evaluation is based on

information provided by a third party—the market or the public—that is not privy to the
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actual audit process. As a result, the best that can be said about their assessment is that it is
based on what they perceive, and this impression is founded on measures or proxies.
Because of this, audit quality cannot be easily detected; consequently, the measurements
utilized have to be a near and valid proxy in order to guarantee reliability. The auditor's size,
audit fees, auditor industry specialization, and accruals quality are among the most common
proxies that are used?$?72%32, On the other hand, the size of the auditing firm is @proxy
for audit quality that is employed the most frequently. On the other hand, purposes

of this study, audit quality is evaluated based on audit fees, audit indeﬁ%'}ce, and the size

of the auditing company. ‘ \%ﬂ
2.1.5 Audit Fee QQ)

The clients that the auditor works for are the o r'%\nsible for paying them in the form
of fees. Auditors typically choose the a m?{& money they will charge for their services
based on the amount of time and e%&h&y put into an engagement, in addition to any
inherent risks associated with the @‘ It is common practice to interpret high audit fees as
a sign of a comprehensive u%fé%. Several researchers have relied on audit fees as a factor
to consider when if&@'@ the quality of an audit3!32. There is a statistically significant
association between the size of the auditing firm and the audit fees that are charged when
compari@%dlt fees for Big Eight companies to those charged by non-Big Eight
032. Because of the broad acceptance of auditor size as an indicator of audit
quality, audit fees can be considered an appropriate proxy for audit quality. This is
especially true in view of the widespread acceptance of auditor size as an indicator of audit
quality. In a similar vein, it was demonstrated that using audit fees as a measure for audit

quality was more effective than using a Big Eight vs. non-Big FEight dichotomy in
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explaining fluctuations in the amount of local government transparency (the latter was the

topic of the section that came before this one).

When referring to the aggregate total of audit expenses, the term "audit fee" is used. The
audit fees that are paid by the audit client are the most accurate indicator of market share.
The larger the audit provider, the greater the amount of revenue that the auditing company
makes from audits. Audit fees are a stand-in for market allocation and serve t@pose.
The sum of all audit fees collected from Clients is the most reliable indi a,& the overall
size of the audit market. Due to the fact that the audit fee is highly s‘e§ive to the overall
population size, it is the surrogate that provides the highe@ .’Of accuracy. When
referring to the payment that an external auditor requgs@eir services, the term "audit
fees" is used®?. This information is readily availa t@ general public in Nigeria due to a
legal requirement that stipulates all publicly {Q‘%d companies must describe in their annual
reports the total sum that was paid to th@itors. The amount of money paid to auditors
is a significant component in dete the reliability of audits. Following this, the author

continues by providing furthplanation regarding the connection between greater

: : — : :
auditor compensation %Qn roved audit quality®?.

The word "audit fe¢"“1s used to indicate the cost of an audit, which can vary greatly based
on the e@ce and expertise of the auditor, in addition to other factors. The amount of
rn t the auditor invested (in the form of a salary) into the examination of the
company that was being audited. After a discussion of the extent, nature, and number of
persons who will be participating in the audit, auditors and their clients will typically come
to an agreement on the fees that will be charged. The audit fee is typically established in
advance the majority of the time. The risk of the assignment, the complexity of the services

provided, the knowledge required to carry out the services at a proficient level, the cost
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structure of the firm in question, and various other professional considerations are all
factors that go into determining audit costs. There is a cost associated with the official

assignment number of the audit®’.

The term "audit fee" refers to these associated expenditures. According to the SEC, these
charges include the cost of examining financial statements and performing an audit for the

current year. In the majority of instances, the price, which may include public e@ées, is

well as the level

sufficient to cover the overall cost of the audit. In any case, these expla a@%)uggest that
Z%

audit costs should vary according to the size of the entity being audit

[ ”
of difficulty associated with the auditing operation®’. 4%

N
w‘&&%)prefer that auditors maintain

\

their independence at all times, auditees have tk@) fire auditors if they consider that

Even while third parties and other kinds of auditees*

the audited financial reports' independence@en compromised. To answer the empirical
question of whether or not auditors’%il se their independence to a particular auditee,
auditors will need to evaluate the tial rewards and reputational costs of a botched audit.
Nevertheless, auditor inde eng ce is a relative concept that is difficult to quantify. By
doing regular revi @it plans, audit scope, and staff performance, management is
able to periodic%galuate the independence of the audit company®. Because they rely on
ﬁnancial%nents, investors and creditors do not have adequate access to measures of
a This results in a major information gap because the auditing business is the only
entity that has comprehensive knowledge of both its competence and its impartiality. Due
to the disparity between these two measurements, a corporation has the potential to reap the
benefits of what is in reality an illusion of great independence. There is a need for the

development of a robust indicator for actual audit quality. Existing research focuses at a
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variety of surrogates for determining audit quality, such as the size of the firm, the

reputation of the brand, and the specific area of expertise®.

There has been a significant amount of study conducted on the topic of independent factors
and firm performance, in addition to audit fees and firm performance. According to the
findings, there is a negative correlation between the costs of the audit and the results of the
finances of the company. The person who pays the audit fees is placed in a:@(bltially
advantageous position to make projections on the organization's fina Ci@thgé. As a
result of the risk-based structure of audit planning and pricing, audit™ees will often be
higher for clients that an auditor considers to provide an espe(éi3 ;1 level of risk. As a
consequence of this, audit expenses are considered .b@ to be an indicator of both
current and future performance®’. Auditor co é@on and financial outcomes for
Brazilian companies that are publicly trad.eq.\%y asserted that the market would have a
better understanding of which busine seQ@\quality audits conducted on them if they were
required to pay a higher fee for the ege. Tobin's q is the sole statistic that is used when
determining the performancewcompany; all other indicators are ignored. They found a

: ) .
connection between the@n‘[ of money spent on audits and a company's overall value®®.

G
2.1.6 Audit Fi e
Q

There is_a pesitive association between the size of the audit company and the quality of the
au@ is becoming increasingly common practice to use the size of the auditing company
as a stand-in for the quality of the audit®>. Larger audit firms have a greater motivation to
provide high-quality service delivery since they have a larger customer base and, as a result,
generate more money from auditing. Larger audit firms also have a higher reputation to

uphold, which adds another layer of responsibility. This assertion is supported by a
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substantial amount of empirical research, which has demonstrated that there is a positive

association between the size of audit firms and the quality of audits®.

According to the available research, there is a positive association between the number of
auditors and the performance of the company. Specifically, when compared to audit
companies that are not members of the big four, big-four auditors have a tendency to
improve corporate performance®. All of these factors, in addition to thei:&@eased

Q

experience auditing publicly traded companies, contribute to the majof %audit firms'
improved performance. They are better equipped to handle complex audits, have higher-
quality human resources, and have greater experience in the @uo :rall. A positive and
statistically significant link between auditing by the "big ;&accounting firms and overall
company success was discovered in a study of c ies who had their books audited by
one of the "big four" accounting firms. This conclusion is comparable to one that was made

previously. However, contrary to what @served in other studies, a negative link exists

between the size of the auditing fi the performance of the firm®!.

Audit corporations are pr e%gal, knowledge- and service-intensive organizations with
the primary missi @ng the honesty of public reporting. In previous research, the
size of auditing&ﬁg was used as a stand-in for audit quality as a result of the larger firms'
well-knoﬂ%&% records for maintaining and guaranteeing the objectivity and high-quality
stof their auditing services. Large audit firms are better equipped to withstand
management pressure and service a larger range of clients than their smaller counterparts®?,
This is because large audit firms have higher resources, research skills, and talent pools
than their smaller competitors. They are consequently less reliant on any certain client or
client group as a result of this. On the other hand, non-Big-Four audit companies, which

focus on delivering more individualized services due to their smaller customer bases, may
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feel forced to give in to management requests in more ubiquitous situations®. This is

because their primary focus is on catering to the specific needs of their clients.

The Connection between Audit Fees and the Achievements of the Accounting Firm The
accounting literature is in agreement that audit fees are representative of auditors' work.
This is due to the fact that the audit market is tightly regulated, which reduces the potential
for rents to be gained. Due to the increased amount of work that is demanded og&'ﬁrms
in the form of more extensive reviews and closer monitoring of staff, d@gﬁs typically
ask for a higher price in proportion to the amount of work that is involyed in the auditing
process. As a result, the payment of audit fees sends a me%%%”the market that the
company's financial information is more credible, this &@ increases the value of the
business. In relation to this subject, there has b ‘@ence that contradicts itself*. The
auditor's fees reflected the increased amou.n\ ork that was put in. Nevertheless, discord
arises when audit fees do not match t aQe;kr volume of auditing that is being performed.
These studies provide evidence th. ports the conclusions reached by another body of
research that audit fees are related to the establishment of a financial connection. When
there is an economic li@j\geen auditors and client audit, it is anticipated that the fees
will have a ne%{ %relation with the performance of the firm. However, the auditor-
client ec gwxus was widespread among auditing firms other than the Big 4, which
su, hat these companies prioritized the defense of their reputations over the
acquisition of financial gain. As a consequence of this, audit fees ought to should increase

in proportion to the level of success achieved by a firm®.

Previous research has examined the effect that the size of an audit firm has on the quality or
performance of audits, but it has paid less attention to how the size of an audit firm may

influence the reported financial performance indicators of audit clients®. In light of this, in
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order to determine whether or not there is a correlation between the size of audit firms and
ROA, the proxy for the financial performance of auditors' customers in the current
investigation, we gathered information about the size of audit firms using the same metrics
that were used in previous research. We did this in order to evaluate whether or not there is

a correlation between the two?°.
2.1.7 Audit Independence &

When discussing auditing and the reporting of financial data, the té . %ependence"
refers to the auditor's capacity to think and behave in an objectiﬁn}?nner at all times®,
Lack of independence is a significant factor that contributes‘&@vc\onsiderable decrease in
the quality of the audit service and the audit report*’. T @%?ence of influence, persuasion,
or bias is the definition of independence. If an a@% not completely independent, there

is a greater chance that they may be percirv being less than unbiased. Because of this,

N

it is less likely that the auditor will fepott-discovering a security problem. If it is required

that public disclosure of audit fee@(b'hon-audit fee be made, the auditor may be willing to

issue a qualified audit opi%}éardless of how financially significant the client is to them.
.\

An independent a i@

work (which W()Kl‘ against the norms of impartiality and honesty). An auditor who has a

e who does not have a vested interest in the outcome of their

vested in%in the outcome of their work would not be independent. Since the purpose of
an@%pinion is to enhance the credibility of financial accounts as a management
assertion, the lack of independence between a public accountant and their client renders the

view meaningless®’.

The public's trust in a company's financial accounts is predicated on the impartial opinion
of the company's external auditor. The mental condition of being objective and free from

bias is the essence of what we mean when we talk about independence. Because of this, the
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level of auditor independence is dependent on the policies and procedures of the audit
business as well as the attitudes of the personnel who are doing the audit's stated tasks*!.
The auditor's capacity for objectivity in the performance of his duties as an auditor is what
we understand by the term "independence." The most convincing evidence of auditors'
independence is the candor and objectivity with which they approach their work, along with
that of their audit teams. &

During every stage of the auditing and reporting process for ﬁnanciai%@)naintaining

audit independence is a crucial concern. It is the auditor's capacity toydevelop objective
evaluations that is being looked at here. If the auditors are t@m ;})endent, they won't
have to worry about being influenced, swayed, or bigse&@ﬁy way when they go about
their auditing duties. If an auditor is not comple @pendem, then they have a greater
propensity to be biased and a lower properlsi)t&be objective*'. A non-independent auditor
has a lower probability of reporting @n, which is a strong indication that a breach
has taken place. Auditors are ¢ d to uphold the standard of maintaining their
independence, which indicatMt they should not allow their own personal interests to
impact the manner 1-@% they carry out their duties. Because increasing the
dependability of aQ(_))h?[ing records is one of the primary purposes of an external audit, a
public ac Q's perspective may be subjective and misleading if the public accountant is

not 4 @ndent from the client. This is because one of the primary goals of an external

audit 18 to raise the trustworthiness of accounting records as a management claim®2.

When auditors and clients work together for extended periods of time, it is possible for
personal relationships and familiarity to develop between the parties, which could result in
the auditor's neutrality being compromised. If the audit appointment becomes routine, the

auditor's capacity to detect gaps in internal controls and new sources of risk is weakened.
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The case of Tesco, a well-known large firm in the retail business in England, lends support
to the arguments that a closer link between auditors and a company's senior management
over time may create fears over the predicted deterioration or loss of audit independence.
Tesco is a retailer with a substantial presence in the United Kingdom. Reports indicate that
Tesco's management overstated the firm's profits for 2015 by a total of 263 million British
pounds without informing the auditors of the company, who had worked for the @pany
for a total of 32 years159. The auditor's neutrality and credibility were put i &ardy as a
result of the connection between the auditing firm and Tesco's maﬁ%xent, which had
existed for a long time. This link undoubtedly played a role qn@b’ﬁsiness' reticence to

uncover misreporting on the company's side®>%. Q‘)&a

An independent audit provides assistance in buil t and confidence in a corporation.
The financial statements that are produced b L%dlrectors of a company are relied upon by
the shareholders of that company bec se e shareholders think that these statements
reflect an accurate and fair represe& of the financial condition and performance of the
firm. The purpose of the au to assuage any concerns that shareholders may have
regarding the state of b@yn by demonstrating that everything is in order. The proper
execution of an audi has the potential to increase investors' levels of confidence’®. The
auditing Q)n relies heavily on honesty and impartiality as its guiding principles. The
val @credibility of the assurance services that auditors provide are predicated, in large
paﬁ the auditors' ability to think and act independently. The majority of the research
that have been done in the past on auditor independence and objectivity have been
conducted in relation to external auditing. In recent years, there has been a rise in the

amount of focus placed on the greater inspection of the independence and objectivity of the

internal auditing function. The growing significance of internal auditing as both a tool for
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corporate governance and a consultation service has been a driving force behind the
expansion of research into this particular field. Internal auditors are in a unique position
since they provide corporate management with both assurance services and consultation.
This puts internal auditors in a special position. This dual role has the potential to put the
internal auditor in a conflicting position, and as a result, it has given rise to a great amount
of controversy®. Due to the fact that internal auditors are also employees of the c@;aﬁon,
their objectivity has been called into question. Both increased financial p ance and
smoother operations in the market are based on having faith in the Va‘@an integrity of
financial records, which can be backed by an independent quali dit%. External audits
that are carried out in accordance with high quality au@standards can be used to
accomplish a number of goals, including promoti @option of accounting standards

by reporting entities and contributing to the assuranee of the trustworthiness, transparency,

and usefulness of such entities' ﬁnancial‘statg}é s77.

A reliable audit can assist in rein@fg strong corporate governance, risk management,
and internal control, all of wm)contribute to the financial performance of a company*.

'\
The quality of the indi@ent audit (including the size of the audit committee, the

independence of t dit committee, and the size of the firm) has a considerable influence
on all thr se financial metrics: return on assets, return on equity, and profit margin.
Assuri at an auditor is not too familiar with a client so as not to risk their integrity and

weaken their independent opinion is fundamental to the function of an independent auditor
in boosting the quality of financial reporting®*. Maintaining investors' faith in the
dependability of audited financial accounts is dependent on the auditors' ability to perform
their duties objectively. If the auditor provides services to the client other than auditing or

has business ties to the client's company, this could affect the auditor's ability to maintain
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objectivity during the auditing process. In addition, if an auditor remains with a client for an
excessively lengthy period of time, their independence may be jeopardized. As a result, the
relevant authorities produced standards to structure the relationship between auditors and

clients.

It has been demonstrated that independent internal auditors contribute positively to their
organizations and earn the respect of their contemporaries. Due to the fact tz&x ernal
auditors are completely independent from the organization they % é%)diting, the
appropriate and correct audit reports significantly improved the qual‘ityﬁdecisions made
by the organization, which in turn promoted growth and perf ) C ."The significance of
putting one's attention on the improvement of an qrg&z;t&ron's performance is widely
acknowledged on a global scale. Unscrupulous é%l\nerest groups have a detrimental
effect on audit reports, which is the prima{y\ on why the vast majority of organizations
are unable to meet expectations. | isQe}%ssary for the audit reports to be compiled
separately. Internal auditing that ective will first carry out a comprehensive and
objective evaluation of all irant financial and operational data, as well as all relevant
systems and procedu@r?d will then make any required recommendations for
enhancements®®. ependence within auditing provides a number of benefits, both to
individu and to the practice of internal auditing as a whole. He also stated that the
audi Qldependence plays a role in the success of the audit as well as the organization.
This 1S because the auditor's independence assures the quality of the organization's internal
auditing, which in turn ensures the appropriateness of the auditor's techniques and
operations®. He said this plays a role in the success of the audit as well as the organization.

An independent auditor is able to evaluate the effectiveness of management's other controls

because they are free from the influence of any one person or group's prejudice. These
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controls ensure things like efficient operations, low costs, full utilization of available
resources, and maximum benefit extraction*. In order for an organization's management to
ensure that its auditors continue to keep their independence and generate credible reports
that would assist the company's financial condition, the auditors need be given the proper

support.

2.2 Theoretical Framework E'\QO

This study will use three theoretical frameworks to analyze g@mﬁtional relationship
between audit quality and financial performance of listed %@t money banks in Nigeria.
The three theories are Resource Dependence The QSngncy Theory, and Signaling
Theory. While Resource Dependence Theory w@used to explore audit quality, Agency
Theory will be used to examine affects a‘éﬂl erformance. Signaling Theory will serve
as the overall anchor for this study,@viding a broader perspective on the relationships

between the different variables. e theories will be used in a complementary manner to

provide a comprehensivag%dg:rstanding of the relationships between audit quality, and

financial performz{nc;eé%ted deposit money banks in Nigeria.

221 Sig@\’.eory

Sp Qgenerally regarded as the person who first put up this hypothesis. This strategy
makes it possible for the parties engaged in a transaction to have a conversation about how
trustworthy the transaction is. The main focus of the theory is on the ways in which reliable
knowledge can be used to make decisions. Within the framework of signaling theory, an
investigation was carried out to determine the level of quality and trustworthiness of the

financial information provided by corporations to their consumers of financial information
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for the purpose of making investment decisions. A company that has high performance
stands out from a company that has low performance in the perspective of the capital
markets and possible investors because the high-performing company sends a good signal
regarding its performance. The company will communicate with its shareholders through
the financial statement, which will also include information on the company's expected
future financial performance. In addition, according to signaling theory, it is cons@d that

managers have greater access to the financial information of a .c@ ion than

shareholders have®. ‘@

Researchers have made use of the notion of signaling to des@;’v corporations with
different boards demonstrate to its many stakeholder.s95Qth} dedication to social values.
Users of the financial statements are unable to di @rhich information is accurate and
which is not because of the way the auditir.lg&ess is designed. Regarding this matter, the
majority of the parties involved are desitQus jof having an impartial investigation carried out
and reporting on its findings. Beca was crafted by management and subjected to audit
by the auditor, the intendedMient of the financial statement figure believes that the
financial statement is @fﬁﬂaws and errors and that it can also be trusted to make
economic judgm S.QThiS belief stems from the fact that the financial statement was
prepared gﬁted by the auditor. The signaling theory offers an explanation that is
const @With this finding because audit quality has been found to have a positive
correlation with the ownership structure of financial reports. As a result of this, the research
depended on theoretical connections between board features and management stock
ownership and the audit quality of deposit money banks businesses as a route for signaling

the genuine position of the companies to the deposit money banks businesses. Businesses

use the "signalling" theory, which states that they should send out various signals in order
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to convince customers, investors, and lenders of the value of their products and services.
Some examples of signals that organizations may utilize include financial reporting,
corporate governance structures, and ownership arrangements. A company may make use
of its ownership structure in order to demonstrate to investors and lenders the level of risk
that it presents as well as its capacity for financial stability. In a similar vein, the auditor
that an organization chooses and the level of detail that is included in its aug'\ n be

indicators of the organization's openness to the public as well as its ﬁnanc.ia@oo.

Y

The thoroughness with which Nigerian deposit money banks firms conduct their audits is
one factor that may be used to evaluate the financial soundl.%si f t?lese firms. A firm's
ownership variety may be regarded as an indication of a &c@aﬁed risk profile by external
stakeholders, but the ownership concentration of Ny may be seen as an indication of
increased financial stability and improved.rig\ anagement by these same stakeholders. In

a similar vein, investors are more iik@ put their money into businesses that have

completed comprehensive audits

Q

transparency and accountabilitytd},
.\

By examining the i@ﬁp between audit quality and financial performance, this study

se it is viewed as a sign of enhanced financial

has the potent')% make a significant contribution to a better understanding of the
signalliné%hanisms that are in play within the Nigerian deposit money institutions
bn particular, the study can shed light on how various ownership arrangements
and audit quality levels affect the financial performance of deposit money banks firms and
how these characteristics can influence the views of these organizations' financial health
among external stakeholders. In addition, the study can shed light on how various
ownership arrangements and audit quality levels can influence the views of these

organizations' financial health among internal stakeholders. Both the firm's reputation and
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its capacity to attract investment are helped by an audit of high quality since it conveys to
stakeholders the extent to which the organization is committed to transparency and
accountability. Through research of the connection between audit quality, ownership
structure, and financial performance of deposit money banks companies in Nigeria, one
may gain a better understanding of signaling theory as well as the aspects that influence

external stakeholders' view of a company's performance!%.

XS
One of the most significant issues with signaling theory is that it makes hﬁ\ Q;nﬁption that
market participants have complete and accurate information. It is possiblg that investors and
. "
other outside parties might not have comprehensive access to (&31}\%% they require in order
to correctly evaluate the signals created by comppni&@nother criticism leveled at
signaling theory is that it fails to take into acco ﬂ@)ssibility of strategic behavior on
the part of companies in the context of the.ir‘{‘ aling efforts'®. It's possible for businesses
to purposefully mislead external sta eh@e)’}by sending signals that are inconsistent with
their true financial performance. A&

Q

an excessive amount of impow on external signals such as ownership and audit quality,

argument against signaling theory is that it places

: : N : .
while at the same tlm@ an inadequate amount of importance on internal factors that
have the capacity Qi_g)ﬂuence business success. In spite of the fact that it has been criticized
for the 1 pirical support it receives, signaling theory is still commonly utilized to

de%@)w firms communicate with their stakeholders regarding their financial health!%,

In light of the signalling theory, investigations into the audit quality, ownership structure,
and financial performance of enterprises operating as deposit money banks in Nigeria are
carried out. This concept has the potential to shed some light on the reasons why and the
methods by which businesses use their ownership structures and audit quality to

communicate their financial health to the general public. This is of utmost significance in
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Nigeria since there is a lack of openness and trust in the financial reporting that occurs
within the market for deposit money banks in that country. Deposit money banks
organizations can use the findings of this study to communicate their financial success to
external stakeholders by using the ideas of signaling theory to their ownership structures
and audit quality criteria. This can be done by using the findings of this study to
communicate their financial success to external stakeholders. Both deposit mok anks
enterprises and their external stakeholders can benefit from greater op and less
information asymmetry, both of which can improve the quality of @’i\al performance
and investment options. Deposit money banks firms can benefi 'higher transparency
because it can improve the quality of financial performar%%] investment decisions. In

addition, the study may contribute to the ex1st1ng§\!® iterature on signaling theory by

exploring the practicability of the theory i igerian market for deposit money

institutions. This may be helpful in acq@\ ghts on the generalizability of the theory

as well as in refining and developmgb‘%u‘ther105

This study placed a significant ha31s on signaling theory since it offers a framework for
determining how audit@? and ownership structure communicate information to the
public and other ihtergsted parties regarding the financial health of deposit money banking
enterprlsﬁ%@ena This study's objective is to evaluate whether or whether audit quality
an@ny size have an impact on the financial performance of Nigerian deposit money
banks’ firms as measured by accounting and market-based performance indicators. If they
do have such an impact, the study will also investigate how such an influence operates. The
findings of the study can be helpful to investors, regulators, and other parties in
understanding how these aspects interact to communicate information about the financial

performance of deposit money banks organizations to outside parties. By understanding
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how these factors communicate signals, stakeholders in Nigeria may be able to make more
informed decisions regarding their investments in enterprises dealing with deposit money'%.
Consequently, with the assistance of signaling theory, we are able to investigate the
relationship between audit quality and financial performance in the case of enterprises
operating as deposit money banks in Nigeria. The study focuses on signaling theory in

order to understand how audit quality can effectively indicate the financial perfo ce of

deposit money institutions. This is accomplished by analyzing the rel.atiaéé between

audit quality and financial performance'?’. ‘@

: 4%'»

2.2.2 Resource Dependence Theory %\

The resource dependence theory (RDT) asserts that c@ﬁ have a high risk of failing
due to the unpredictability of the settings in whi%%operate. Organizational theory is a
theoretical framework that clarifies the @which businesses use and are formed by
their external contexts. It does this %Qsing on the relationships between these two
factors. It gives the impression t@% order for businesses to be successful, they require
resources from outside t f}\ysuch as money, data, and knowledge. The Resource
Dependence Hyp&%@es that in order for a firm to have a lasting competitive
advantage, it ist tial for the organization to have the power to influence the external
environm%‘ which it operates. The organization's influence is dependent on things
ou@g it, such as its supply chain, customers, and board of directors. These are all

important to the organization. The corporation is able to deal with unforeseen events and

reduce its dependency on external factors by utilizing a variety of different strategies!®.

The Resource Dependence Theory is comprised on three primary ideas or principles. To
begin, one cannot ignore the importance of the wider world. Two things are abundantly

clear: (1) the social environment in which a company operates has the potential to have an
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impact on resource allocation, and (2) businesses are able to create strategies to strengthen
their autonomy in obtaining and distributing resources in order to improve their overall
performance. The pursuit of autonomy can reduce a company's dependency on other
sources of funding, and market domination is essential to understanding both the company's
internal and external actions. The resource dependence theory focuses on market power,
which distinguishes it from other theories that aim to explain the activity of the conﬁ@py, in

particular. There are 178 different theories that attempt to explain .thé%}n of the

corporation!?. ‘@

According to the concept of resource reliance, the success @;anization is largely
reliant on both the internal and external resources tba&&ganization possesses. Even
though the distribution of resources may be plan '@e are still unknowns regarding the
ease and expense of getting data on those r.e@s. This is the premise of the argument. As
a result, firms place a significant em, h@ their resource management. Internal as well
as external ecosystems of a com ay be able to supply it with helpful resources.
Customers, investors, supM competitors, regulators, the community, and the
environment are all ex le .z)f external resources. Internal resources, on the other hand,
can include thin u?as capital, labor, technology, management knowledge, production
and marki @abilities, board of directors, employees' morale and satisfaction, owners'
fami @works, and managers' networks'?’. As a consequence of this, it is not uncommon
for the resources that a particular organization needs to be owned by unrelated businesses.
These assets are the backbone of a company's market strength, making it feasible for

enterprises that would otherwise operate independently of one another to depend on one

another. The strength of a company's position in the market and the extent to which it is

81



dependent on its resources are closely intertwined. This authority is constrained by the

surrounding environment and may be jointly exercised by both of the parties engaged!'!’.

RDT recommends that companies collaborate with outside parties in order to lessen the
amount of dependency they have on limited inputs. It argues that those who are lacking
resources will develop partnerships with individuals who have more of what they require!!!.
In conclusion, RDT sheds light on the connection that exists between the uf{'& on of
external resources and the following organizational behavior, netwo @%tions, and

outcomes!!?

. The concept of power, which may be understood as command over necessary
means of production, is at the heart of these operations. Th ‘g» f organizations is to
weaken the authority of others while simultaneously znx& their own control over the
world. Even while managers may be constraine ‘%}Grs beyond their control, there are

still actions they may take to reduce tlz%degree of environmental reliance and

>
BQ

The Resource Dependence T eoq)%DT) focuses on the part that environmental factors

unpredictability.

play in determining the d ar.l;ll s of an organization's resources and how they are used.
According to RDT 'r@or organizations to ensure their own survival and success, it is
necessary for tiq’ncgo consciously control the interactions they have with the resources
found in‘%extemal environment. When RDT is used in the context of the study of
cgovemance, it enables us to conduct an in-depth investigation of the manner in
which companies manage their relationships with various stakeholders, including
shareholders, regulators, customers, and suppliers. It suggests that companies need to
develop strategies to win and maintain the support of various stakeholders in the form of
money, knowledge, and data in order to be successful. RDT can be helpful when illustrating

how companies may need to strike a balance between the expectations of shareholders for
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financial returns and the interests of other stakeholders, such as the environment and
society. RDT can also be useful when illustrating how firms may need to strike a balance
between the interests of shareholders and the interests of other stakeholders. In a similar
vein, RDT can throw light on the delicate interplay between the requirements of a company
to comply with laws and regulations and the demand to maintain operational efficiency''>.
Both of these obligations are placed on the organization. When the Resource D ence
Theory is applied to the way in which businesses engage with their external &olders, it

can provide light on the elements that contribute to or detract from the‘%}nance of those

businesses' 3. @"

The purpose of this research was to investigate the rgl@p between audit quality and
financial performance at listed deposit money ba geria. After that, an application of
the Resource Dependence Theory was ca.rr{%ut in order to evaluate the effects of the
environmental conditions. How s cc@y a firm handles its relationships with
shareholders, regulators, and oth akeholders who supply funds, knowledge, and

Q

information can have an imwon the decisions about ownership structure and audit
quality. Stakeholders i@o}hose who provide information. RDT might, for instance,
offer insight on rtain organizations choose for a more thorough audit in response to
regulato %Jre or legal requirements. RDT can also shed light on why certain
busi % choose to conduct RDT. The Resource Dependence Theory may complete
ex& theoretical frameworks, such as the Agency Theory and the Signalling Theory, by
explaining how corporations manage their stakeholder connections through thorough

auditing. Specifically, the theory focuses on explaining how these ties are maintained'!“.

It was also stated that not all resources have the same impact on the performance of a

company, despite the fact that they can all be limited in some way. This is despite the fact
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that all resources can be limited in some way. This encompasses human capital, financial
capital, raw materials, a company's board of directors, the personal networks of employees,
and the initiative of business owners. In addition, due to restricted resources and low
budgets for collecting resource-related information, organizations might not be able to
employ each resource contingent fairly. This is a potential problem. However, in order for
them to be successful, they need to have access to the necessary resources that'vg'\ able
them to contribute to the organization's primary business''>. Because of '@Sis of the
utmost importance for companies to identify the resources that are n‘m%valuable to them
and concentrate on ensuring that they remain in good conditione @"

The Resource Dependence Theory is a supplement to tl&&y Theory. It proposes that
the board of directors can be utilized to rein in th P@Ving behaviors of managers while
also offering an irreplaceable resource to .t}*&ganization. Candidates for the position of
director are judged based on a VarQyJ f characteristics, such as their technical,
interpersonal, conceptual, and man nt qualities, in addition to their links to the market
and, more specifically, to thewization's customers, suppliers, and financiers. Therefore,
the board of directors r%%:)e as a hub that connects the internal settings of the company
with the extemale%s of the company, so maximizing the efficiency of both sets of
resource g is a possibility that the corporation would benefit from the addition of
m@iduals from the outside world to its board of directors. Even if they don't have
much’of a say in the most important business decisions, an outsider's perspective can be
extremely helpful because of its credibility as an objective voice, its function as a
complementary source for learning about the wants and needs of customers, and its ability

to provide a balanced understanding of the potential social and economic impact of a
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business decision!'S. Even if they don't have much of a say in the most important business

decisions, an outsider's perspective can still be extremely valuable.

The Resource Dependence Theory has been criticized by a number of academics for being
overly simplistic since it fails to take into consideration the way in which internal and
external forces interact with one another to shape the dynamics of an organization. Some
people believe that RDT places an excessive amount of attention on t%(b‘temal
environment and not enough on the internal factors that might also h e@%ﬁect on the
behavior of employees and customers. In addition, some scholars have claimed that the
. "
deterministic view of organizations that is held by RDT impli%s\ﬁwt rganizations have no
agency and are entirely dependent on the environment ir&@i}i they find themselves. They
argue that this perspective fails to take into acc the” ability that organizational actors
have to shape the environment in Whi'CK ey operate and create opportunities for
themselves!!”. Another criticism leve e@st RDT is that it does not do enough to shed
light on the complicated power a&i&ﬂict dynamics that exist between an organization
and its external stakeholdersMis is one of the criticisms that has been leveled against
RDT. It has been sugges@g;} RDT fails to take into account the fluid nature of the power
dynamics and the te%ts of stakeholders that exist both within and between organizations.

Although.i %e that the Resource Dependence Theory gives light on how firms interact

wit %urrounds, this does not mean that the theory is without its critics!'!”.

Utilizing Resource Dependence Theory (RDT), one is able to study the degree of
correlation that exists between the quality of audits and the financial performance of the
banking industry in Nigeria. This concept may prove valuable in evaluating what factors
that are not under the control of the company affect the audit quality judgment. When the

company has a solid understanding of these external effects, it will be able to more
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effectively deploy its resources, which will ultimately lead to an increase in its bottom line.
In addition to this, RDT is able to shed light on the impact that interactions with
stakeholders have on the organization's financial outcomes. Examples of the former
category include decreased regulatory fees and greater access to credit, whereas examples

of the latter category include fines and penalties that harm the company's bottom line!'®.

In contrast, RDT's focus on resource reliance and management may pr@ fresh

perspectives on how DMBs might ensure a high level of audit quality i T@ext of this
1%

e ance of deposit
"

study on the relationship between audit quality and the financial
4% audit quality and the

money banks in Nigeria. The study examined the relationship @ee
performance of deposit money banks in Nigeria. RDT @ fer insight on how external
stakeholders such as regulators and sharehold @ffect a company's audit quality
decision. Examples of these stakeholders .ar)t&ulators and shareholders. If the company
needs money from these partners, it a@}e to go for a more stringent audit in order to
establish that it is credible an reduce the likelihood that it will make false
representations regarding its Mial situation. In addition, if the organization is subject to
regulatory responsibiliﬁQt ? mandate a particular degree of audit quality, it may be
necessary for the ization to make investments in audits of a higher level in order to
achieve t Qndards and maintain access to vital resources. When integrated with other

th frameworks, RDT has the potential to provide light on the myriad of ways in

which'a company's reliance on its resources can influence the quality of its decisions, audits,

and financial performance''°.
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2.2.3 Agency Theory

The Agency Cost Theory served as the foundation for this investigation. This inquiry is
based on an updated version of a previous concept, which serves as its theoretical
underpinning. According to the agency hypothesis, there is the potential for conflicts of
interest to arise between managers and the shareholders they represent. When managers

chase personal advantages at the expense of the long-term performance of the ﬁ% y run
the risk of acting in a manner that is detrimental to the interests of their r@ﬁs, who are
the shareholders. Agency theory is a well-researched subfield of econ‘(ﬁ that focuses on
. "
the relationships that form between principals and the agents t e}@loy. Agents are hired
by principals to act as their representatives, carry out }h@pals‘ instructions, and make
decisions on their behalf. Principals hire agent \Etion as their representatives and
make decisions on their behalf. On the.o@hand, as a result of this, there may be
competition between the interests of the@i)}pal and those of the agent. The theory seeks

to describe how these conflicts ma ddressed and how the agent's performance can be

monitored in order to guaranwt the agent is representing the principle in a manner that
. : . N ) .
is consistent with the @l’s interests!2’.

The theoretical welationship between ownership and business performance could be positive,
negative,‘%sve no statistical relationship at all depending on the choices between the
ali@g and entrenchment effects. Alternatively, the relationship could be statistically
insignificant. The standard principle agency problem is mitigated to some degree when a
greater number of firm insiders (management and/or directors) own equity in the company.
This is because the manager's financial interests are aligned with those of other
shareholders when this occurs. Maintain the position that controlling shareholders are better

prepared to oversee and control managers even when they are not personally participating
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in management'?!. The alignment hypothesis predicts that there will be a positive

correlation between them, thus this should be the case.

The conceptual framework of agency theory is utilized rather frequently in the business
discipline of corporate governance. It makes the assumption that there is a principal-agent
relationship between the shareholders (the principals) and the management (the agents) of a
corporation. Stockholders in a firm are not responsible for the operational mar;%i%ént of
the company on a day-to-day basis. Instead, they rely on the manage b@n to act as

their representatives and carry out the wishes that they have expressed. ©n the other hand,

[ ﬂ
there are instances in which the interests of management an@wr olders might not be

aligned. Investors want to make as much money as .th% , while managers may have

other interests, such as raising their own co ion or remaining in their existing

positions. The investors' goal is to make as money as they can. As a consequence of
[ ]

this, there is the potential for competitio@se between the two groups!'?2.

The theory of agency can she{g}%% how corporate governance systems like the board of
directors and executive re un%r tion can be organized to align the interests of shareholders
and management. )@i of such systems are the board of directors and executive
compensation. IQ ssible, for instance, to organize the board of directors in such a way
that it inﬁ@ people who do not participate in management. Because of this, there is a
grssibility that the board will put the interests of the shareholders ahead of the
interests of the management!?3. Through the implementation of strategic pay schemes for
senior executives, it is possible to bring the interests of management and shareholders
closer together. Receiving stock options as compensation could provide a financial
incentive for executives to work on increasing their company's stock price. Agency theory

offers a helpful framework when applied to the context of corporate governance, making it
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possible to better understand the relationship that exists between shareholders and
management. It is possible to identify any potential conflicts of interest and create

mitigation strategies after doing so'**.

When it comes to organizations that deal with depositing money, shareholders want to
ensure that their investments produce the highest potential return. On the other hand,
management might prioritize the interests of non-shareholders over those of sl?@%lders.
As a result, we might make use of agency theory to investigate b)@@ choice of
ownership structure and audit quality can help to better align managenient's interests with
: 4%'»
those of shareholders'?’. High-quality audits and a concentratcegéw ership structure have
the potential to reduce agency costs. These factors work t&@%r to reduce agency costs by
encouraging transparency and accountability, whi f&n drives management to act in the
best interests of sharcholders. It is possible ‘t{uﬁe executive compensation as an incentive
for management to act in the best 1 ter@ shareholders, and the agency theory can be
used to help explain how the boar irectors can exercise supervision and control over
management. The financial Mmance of deposit money banks firms in Nigeria can be
better understood throuQ%;eﬁperspective of agency theory, which investigates how the
interests of sharehelders and management can be better aligned!?. This theory studies how

the finangi ess of deposit money banks firms in Nigeria can be better understood

th@ lens of agency theory!?.

Other than placing an emphasis on one's own self-interest, agency theory is criticized for
not effectively addressing the ethical aspects of corporate governance, according to its
detractors. Some people argue that the theory is flawed because they believe that it does not
fully account for the role that ethics and social responsibility play in the process of making

business decisions. Buchanan contends that this approach ignores the fact that people's
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motivations can be impacted by factors such as social and environmental considerations,
and he claims that this approach is flawed. The relationship between principals and agents
is also oversimplified in agency theory, which has been criticized precisely because of this
reason'?’. The concept postulates that in order to exert control on the agent, the principal
will employ control mechanisms such as monitoring and incentive alignment. This
paradigm, on the other hand, does not take into consideration the complexities {&uman
behavior or the social elements that play a role in the principal-agent inte.racq'(g;%l spite of
the fact that agency theory is helpful in shaping our understanding of f:%’(\ate governance,
its detractors argue that it oversimplifies the relationship that exk@seﬁveen principals and

agents and disregards important ethical and social issuesmq'}%

S

In spite of the criticisms leveled against it, ag %ry continues to find widespread
application in research on corporate goverrlagl\a ue to the numerous benefits it has to offer.
This model can be utilized by organi at@s;} order to improve their comprehension of the
principal-agent dynamic and ide&tﬁ@%ﬁy potential agency problems. The theory offers
guidelines for the construc%q,)of acceptable governance procedures, in addition to
addressing agency issu@g.\making it easier for principals and agents to have interests
that are aligned ?e another. By analyzing the role of governance institutions like the
board of di Q and executive remuneration in ensuring that management acts in the best
int Qf shareholders, useful insights regarding corporate governance practices that
enhance business performance can be obtained from agency theory. These insights can be

used to develop corporate governance practices that boost business performance!'?’.

It is possible to use agency theory to analyze the dynamic between shareholders (the
principals) and management (the agents) in businesses involving deposit money banks in

Nigeria. This may be done by looking at the businesses in question. In particular, it can
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throw light on the ways in which the audit quality and ownership structure may affect the
financial performance of the company, and therefore how the interests of shareholders and
management may be aligned or misaligned. In addition, it can shed light on the ways in
which the audit quality and ownership structure may affect the financial performance of the
firm. According to the agency theory, management may choose a lower quality audit in
order to reduce costs and increase their personal reward, whereas shareholders m. fer a
higher quality audit because they want accurate financial reporting and the a‘&(y of their
investments. Both of these goals are addressed by the agency theory. @er of different
factors—some of which are explained by the theory, have thek ntial to influence the

A\

degree to which the interests of shareholders and managm@%re aligned'?®. Through the

Q

utilization of corporate governance mechanism as the board of directors and
N

executive remuneration, which can be studie%% agency theory, shareholders' interests

and management's interests can be brm@b

the board of directors of a firm can %an eye on management to ensure that the company

lignment with one another. For instance,

is looking out for the best“éﬁs of its shareholders. On the other hand, executive
remuneration can be st din such a way as to encourage alignment between the goals
of management a@e of shareholders by, for instance, basing pay increments on the
financial r u@f the firm. It is possible that agency theory will prove to be a useful
framew@ hen examining the dynamic relationship that exists between audit quality,
ov&ip structure, and financial performance in the context of enterprises operating as
deposit money banks in Nigeria. It can provide insight into the extent to which shareholder
and management interests may be aligned or misaligned, as well as clarify the purpose of
corporate governance processes in making sure that management prioritizes shareholder
returns. Moreover, it can clarify the function of corporate governance procedures in making

sure that management prioritizes shareholder returns'?’.
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Other theories, such as signaling theory, can be supplemented by agency theory when
attempting to explain the connection between ownership structure and financial
performance. While the focus of signalling theory is on how ownership structure
communicates the company's financial health to outside stakeholders, agency theory offers
insight into how ownership structure influences the alignment of interests between
shareholders and management, and thus how it can affect financial health.® is in
contrast to the focus of signalling theory, which is on how own %&structure
communicates the company's financial health to outside stake \ he agency
hypothesis provides an explanation for how the concentration of&\W}gr's’hip might influence
the behavior of management. In an ownership structure wit%@h degree of concentration,
it is possible for managers to prioritize the inter s@w controlling shareholder over
those of the minority shareholders. When oénip is held by a greater variety of
individuals, managers may have m e.ﬁ}[‘u e to make decisions that are to the
organization's overall advantage. T@ore, whereas signaling theory may shed light on
how ownership structure mig@nunicate a company's financial success, agency theory
can shed light on how rShip structure affects the behavior of management and how
this behavior mi@a t a company's financial performance. Additionally, signaling
theory ma @“light on how ownership structure might communicate a company's
ﬁnanci@es& Combining the two theories enables for a more comprehensive
un@anding of the connection between ownership structure and financial performance

when applied to the context of Nigeria's deposit money banks business!*.
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2.3 Review of Empirical Studies
Relevant studies on audit quality, ownership structure, and performance are reviewed.
2.3.1 Audit Quality and Financial Performance

In recent years, a significant amount of research has been devoted to examining the impact
of audit quality on the financial performance of organizations. As an example{B‘eposit
Money Banks (DMBs) in Nigeria as well as listed firms in Pakistan have.be %as case
studies. The relationship between audit quality and financial perfo@%small and
medium-sized businesses (DMBs) in Nigeria is examined us@'\dependent variable
(return on audited assets) and several independent factors %%}“ audit company, number
of auditors, and audit fee). The findings demonstrate. % collaborative audits and larger
audit firms led to an improvement in ROA, whil@dit fees led to the reverse effect!3!. In
order to improve the overall quality Qc&éﬂs the authors strongly advocated for the
obligatory implementation of joint a@s and supported the development of smaller audit
companies. How the cost of audi and the reputation of auditing firms affect the quality
of audits performed on ioly traded corporations*. The repute of the audit firm (Big 4
versus Non-Big C&D@o ) and the audit fees were included as study criteria, with
discretiona 6 irregular accruals serving as a surrogate for income manipulation.
Accordin the evidence that we have, audit fees have a negative effect on the quality of
au@nd smaller auditing firms do better than the "Big 4" when it comes to the quality of
audits in general. According to the findings of the analysis done by the authors, higher audit
costs lead to lower audit quality. Regulators and policymakers now have a better grasp of
how audit quality affects financial performance as a direct result of the research that was

conducted on the topic. The findings of the research conducted by scholars, which focused

on the banking industry in Nigeria, shed light on the quality of auditing in other developing
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nations, such as Pakistan'32, More research on this subject is necessary if one wants to
achieve a complete comprehension of the connection that exists between audit quality and

financial performance.

In Nigeria, a number of empirical studies have been conducted to investigate how the
quality of audits influences financial performance, the manipulation of income, and the
length of time it takes to release audit results. Listed Deposit Money Banks in @a and

the Impact of Audit Quality on Financial Performance®. Listed Deposit ,@g)y Banks in
Nigeria. Their research indicates that the audit fee does not inﬂuenc;%ROA of DMBs;
rather, the size of the audit firm and the presence of a joiré%x 1 20. Alternately, The
Effects of Audit Fees and the Reputation of Audit Iinm@ he Audit Quality of Listed
Firms in Pakistan3. According to the findings of théi stigation, non-Big 4 audit firms in
Pakistan generate audits of a higher quali.tx\ pared to audits produced by Big 4 audit
firms, and auditors create audits of a p re%uality in exchange for more audit fees. In a
study on an investigation of the o s of a selected group of Nigerian consumer goods
businesses, concerning the ich of audit fees on audit quality®>. The study found that
audit fees, client proﬁtd@) Qnd financial leverage all have a positive but moderate effect
on audit qualit){i& he consumer products sector of listed corporations in Nigeria. On the
other ha @tenure and client size both had a strong positive effect. Last but not least,
the@vce of audit quality on the tardiness of audit reports for Nigerian makers of
industrial goods'*®. It was discovered that audit quality had a positive and statistically
significant effect on audit report delay for industrial products companies in Nigeria,
however auditor independence does not have any such effect. The findings of these

empirical studies give light on the ways in which audit quality affects a variety of aspects of

financial reporting in Nigeria and Pakistan.
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The quality of earnings in the manufacturing sector of publicly traded companies is
impacted by a number of aspects linked to external auditing. These factors include audit
quality, audit size, auditors' fees, customer retention period, auditor's opinion, and auditor's
expertise in client's industry. It was discovered that the fees paid to auditors had the greatest
impact on the quality of earnings as well as the quality of the audit, which was used as a
proxy for the company's financial performance. Differences between the Big Four ﬁ@other
audit companies in Indonesia and how they affect audit quality®. It was @ered that
there is no association between the length of time an auditor has worlm‘%;\a company and
the quality of their audits. On the other hand, it was discovered @u’dit firm rotation had
a positive impact on audit quality, particularly for firms o%»t%an the Big 4. In the study,
there was found to be no association betweenﬂﬁﬁ@ﬁﬂy of audits and the ROA of

companies. How the level of audit effort migl% t the amount of anomalous audit fees
n

(AAF) charged by publicly traded ﬁn@ﬁ)}i titutions in Nigeria”’. According to the
findings of the study, there is a favo@relationship between joint audits and AAF. This is
in contrast to the findings th@ negative associations between AAF and IFRS, CPX,
and SIZ. It was found t efe was a significant association between AAF and client size,
however it was ft und@at joint audit had the biggest effect. This correlation was found to
be unfavo bowever, the effect of audit fees and other factors on the financial
perforn@ce of corporations was not investigated in this study. Those results are not
pr@d here. It has been demonstrated that several aspects of an external audit have a
major influence on a company's financial performance. These aspects include the auditor's
fees, the audit quality, the rotation of audit firms, and collaborative audits. To determine the

extent of the connection between audit fees and financial results, however, more research is

required®.
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The influence of audit independence, audit time, and audit firm size on the financial
performance of Nigerian consumer goods companies. The foundation of this descriptive
and cross-sectional analysis is secondary data taken from the annual reports of five
randomly chosen publicly traded businesses operating in the consumer products market
over the course of five years. According to the findings of the analysis, all of the other
independent criteria had a significant and combined effect on the financial perfo ce of
the selected firms, with the exception of the size of the audit firms. This s &f that the
quality of audits (in terms of audit independence, audit tenure, and @ of audit firm)
has a considerable effect on the financial performance of D@Sﬁh consumer goods
companies, and that this effect is positive. The analysis, hoége did not find a statistically
significant connection between the size of the au zation and the financial results®2.
The findings of the study are confirmed by t éovery that the quality of audits has a
substantial impact on the ﬁnan01a1 r o\in e of consumer products companies in
Q)‘b

An investigation on the correla between the size of the auditing company, the number

Nigeria®.

of audits performed joi@ygd the auditing charge for each of Nigeria's publicly traded
DMBs from 201 Nto)2017'5. When examining the data, we make use of a variety of
research ologies, including ex post facto research, multiple regressions, and

analysis. According to the findings of the study, larger audit businesses were
associated with higher financial performance. This shows that size mattered with regard to
both aspects of the equation. On the other hand, an inverse association that was judged to
be statistically significant between joint audit and financial performance 210 was
discovered. This indicates that a negative impact is felt on financial performance if two

audit firms work together on a single project. It was found that there is a negative
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association between audit fees and financial results, however this correlation is statistically
negligible. This suggests that the audit fee is not a significant component in the overall
financial success of the organization. According to the findings of the study, there is a
statistically significant negative correlation between joint audit and financial performance.
This finding lends credence to the hypothesis that joint audit may have a detrimental impact
on financial outcomes. As a consequence of this finding, the study recommends @ating
joint audit in order to improve financial performance. Given that the study ‘&a positive
and statistically significant association between audit firm size and bu@% performance, it
recommends that smaller audit firms be actively sought out for e{&%f?hent in order to take
advantage of the benefits that come with working with th@cause of this, it's feasible
that audits carried out by smaller organizations %@me comprehensive, which might

have a positive impact on the bottom linle% a result of this research, insightful

recommendations for improving audi@

organizations are presented. These r mendations may be found in the next paragraph®.

and financial performance in Nigerian

It is investigated how Variouwx;gs) in Nigeria fared as a consequence of the quality of the
audits. The study exami@bg impact that audit committees have on the profit margins of
Nigerian banks$\a‘ w% as the impact that the size of audit firms has on ROA and the
impact t gt committee independence has on ROE. The study applies regression
an @ the data collected from the financial accounts of sixteen deposit money banks
that were listed on the Nigerian Stock Exchange between the years of 2008 and 2017. This
study evaluated the impact of audit quality on the corporate performance of selected banks
in Nigeria. It was found that some independent variables had significant effects on several

measures of financial performance’®. Additionally, this study investigated the relationship

between audit quality and corporate performance. It was discovered that the size of the firm,
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the independence of the audit committee, and the number of members on the audit
committee each had a significant impact on the return on assets, return on equity, and size
of the audit committee, respectively. The findings of the study indicate that organizations
should employ auditing firms that have established track records of conducting high-quality
audits. This is due to the fact that higher-grade audits allow for the possibility of better
financial results being attained. The findings suggest that smaller audit organiza& may
be more devoted to executing entire audit assignments; as a result, regulato &es ought
to encourage the usage of these companies. According to the ﬁ%} of the study,
obligatory joint auditing should be implemented in order to i)@sv'é audit quality and,
therefore, financial performance. The research provides usé&%sights into the connection
between audit quality and financial success in Ni r@vell as ideas for how businesses

§> better serve investors'®. In addition,

and regulatory agencies may improve audit q%

the paper provides recommendations for sinesses and regulatory agencies might

improve audit quality to better serve%‘@stors.

The dependent variable wa&g&i)ngs per share, the independent factors were auditor
independence, audit ﬁr@ gudit committee size, and audit committee financial expertise,
and the total was eQﬁnancial performance of three Nigerian manufacturing enterprises
over the f 18 years. Earnings per share were used as the dependent variable. For
tw e three firms that were researched, it was discovered that the financial
understanding of the audit committee, the independence of the audit committee and the
independence of the audit had a substantial influence on earnings per share. The paper
recommends that companies engage auditors with a good reputation in order to improve the
quality of audits, and it recommends that regulators encourage the hiring of smaller audit

firms and demand collaborative audits?.
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Impact of the quality of internal audits on the profitability of deposit money banking
enterprises in Kosovo, determined by multiplying the ratio of firms' net profits to their total
assets by scholars. The study that examined data from six-month financial statements from
2015-2021 used internal audit standards, professional competence, independence of the
auditor, and effectiveness of the internal audit as independent variables. The study was
carried out in 2015. It was found that there is a correlation between pr ional
competence and financial performance, which is in a positive direction, %:)%here is a
correlation between the efficiency of internal auditing and financial ;@ance, which is
in a negative direction. The age of the deposit money banks k{';gﬁhy had a large and
unfavorable impact on the company's overall financial p%&ance although the size of

the company had a positive link. This study hlghhi £®¢ significance of regulatory bodies

encouraging companies to engage high-quality rs and making joint audit compulsory
in order to improve audit quality. Addl@%‘ it recommends that companies that deal in
deposit money pay particular atte @ to the efficiency and independence of internal
auditors in order to 1mpr0ve@al performance. The need of conducting an audit of a

high quality in order to ¢"efficient administration of financial resources, coupled with

some suggestions @ie ing this objective?.

This study! @%ive is to ascertain whether or not audit independence, audit tenure, and
audi @size have any influence whatsoever on the monetary performance of consumer
goods’companies in Nigeria. The theoretical underpinnings of the framework consist of the
stakeholder theory, agency theory, contingency theory, and the credibility theory of lending.
For the purpose of this descriptive, cross-sectional study, secondary data was collected over
the course of five years from the annual reports of five different publicly traded consumer

goods companies that were chosen at random. The investigation's findings demonstrated
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that every one of the independent criteria, with the sole exception of audit firm size, had a
significant influence on the analyzed companies' financial outcomes. According to the
findings, in order to conduct an audit of a high quality, it is necessary to have effective
internal control procedures and practices that address fundamental auditing procedures. As
a result, achieving high levels of audit quality calls for the implementation of internal
control procedures and practices that address fundamental auditing procedures.® @rding

to this piece of counsel, organizations should make the development and i @ﬁtaﬁon of

D

effective internal control systems and practices their top priority in 0 improve audit
quality, which, in turn, can improve financial results4. . @"

The influence of audit committee characteristics on the &@al performance of food and
beverage companies listed on the Nigeria Stock ﬁ@e. Earnings per share, also known
as EPS, were utilized as a proxy for ﬁp@ performance, whereas audit committee
independence, audit committee finan ia@standing, and audit committee meetings were
utilized in order to quantify audi mittee attributes. In this study, a retrospective
research methodology was adopted, and secondary data were compiled from the annual
reports of fourteen ty 'AQC ?npanies during the eight-year period of 2011-2018. On the
Nigerian Stock Bxchange, audit committee meetings had a positive and statistically
significant_i t on the earnings per share of publicly traded food and beverage

, Whereas audit committee independence and audit committee expertise had

positive but statistically insignificant impacts. To improve their overall performance,
companies should ensure that their audit committees continue to meet on a regular basis
and that their committee members are equipped with the necessary financial knowledge,

particularly in the area of accounting. In order to ensure that the audit committee is
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effective, it is imperative that regulatory bodies follow these principles and put them into

practice*.

OLS regression on panel data was used to investigate the effects of leverage, firm age, firm
size, firm capital, tangible assets, liquidity, firm growth, and audit variables (including the
size of the audit firm, the mandate/term of the audit, and the relationship between the audit
firm and the deposit money banks firm) on return on assets (ROA) for the years ‘@'2020
According to the findings of the research conducted, the audit m q\ s the only
significant predictor that had a positive and strong association Wlth performance of
audit firms in Kosovo*?. Company size, leverage, and growth ﬁ%@ ree other significant
elements to consider. In a separate piece of research, t é!tlonshlp between ROA and
other factors of audit quality (statutory audit se é&dit tenure, auditor independence,
and audit-firm size) is investigated. On the b%hand statutory audit service was found to
have a favorable impact on firm per (ROA) contrary to the findings on audit
independence, was determined to hﬁ;,% negative impact on ROA'®. The cumulative effect
of audit quality indicators Nen shown to have a significant bearing on return on
investment. However, f@ﬂaence of audit quality on the performance of publicly traded
financial and non cial firms in Botswana and Uganda over the five years 2014-2018
was inc @ This was the case for both countries. The firm's performance was
ev @)ased on Tobin's Q, return on assets, and audit fees, with audit size serving as a
proxy’for audit quality**. Although there was a negative link between financial performance
and audit quality, the statistical significance of this correlation could not be determined.
Therefore, audit quality qualities have a major impact on the performance of businesses;
however, the precise nature of this influence might change depending on the setting, the

method, and other factors. The findings point out how important it is for regulatory bodies
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to place a greater emphasis on audit quality in order to ensure that financial reporting is

compliant with existing regulations*®.

The purpose of this study is to carry out an empirical investigation into the connection that
exists between the quality of audits and the financial outcomes of publicly traded
companies in Nigeria. The purpose of this study is to evaluate how auditing financial
statements can help level the playing field by closing knowledge gaps and g@ aging
healthy competition. The data for this study originated from the annual ¢ p d accounts
that were made accessible to the public by four representative compani% hese reports and
accounts were acquired for this study utilizing a correlation %Qad x-post facto design.
Following the presentation of our hypotheses, we put th the test by doing a multiple
regression analysis with SPSS Version 15.0. Xg to the findings, the financial
performance of publicly traded cement busi s%s in Nigeria is significantly impacted not
only by the size of the auditing firm but'also)by the independence of the auditing firm, with
the latter having a more substant1ﬂ§'rmg on the outcome. Increases in auditor salaries
and the employment of au g firms with excellent reputations for honesty and
transparency should be @e .;1 publicly traded cement businesses in order to improve their
financial outcome$, It/has been hypothesized that businesses that hire larger audit firms as
well as Qwho work independently have higher overall financial performance. This
de@es that utilizing auditing firms that are reliable and independent is an effective

approach to guarantee high-quality audit services, which, in turn, may increase a company's

bottom line'“.

The empirical research offers light on the association between audit quality and the
financial success of organizations across different locations and different industries. A

number of proxy metrics, including audit firm size, tenure, independence, and fees, were
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utilized in the research projects. The studies make use of a number of different financial
ratios, including return on assets (ROA), Tobin's Q, and others; yet, they all reach the same
conclusion: audit quality has a significant impact on financial success. On the other hand,
the studies come to different conclusions regarding which particular variables are the most
relevant. According to the findings, businesses should pay close attention to audit quality
characteristics such as auditor size, tenure, independence, and fees because thes€pactors
might have an effect on financial performance!®. According to the ﬁndiqgsq%‘h% research
conducted on Kosovo deposit money banks organizations, compan‘%} leverage, and
growth were the most relevant or statistically significant Variab)\\‘g.&g&vever, the research
conducted on Nigerian listed corporations indicated that au@ independence had a greater
influence than auditor size. The studies also reveal L@Mcellent internal control methods
and practices that deal with significant auditin ;;sices are essential for achieving high-
quality audit results. This is one of th@\)}‘l portant takeaways from the studies. The
results of these studies can also be@zed by regulators and policymakers to inform the
formation of recommendatio@nt to check particularly for auditors' length of service,
adherence to existing r tory frameworks, and the hiring of audit firms with spotless
reputations and hese suggestions can be informed by the findings of these

research. 6\‘

Th @se of another piece of research is to investigate the influence that the quality of
auﬁ has on the connection that exists between the attributes of Nigerian manufacturing
companies and their financial performance. The authors found, through the use of a random
effect multiple regression analysis, that leverage greatly improves financial performance,
whereas liquidity and tangibility significantly decrease it. This was found to be the case

when comparing leverage to tangibility and liquidity. When audit quality is used as a
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moderator, the potentially detrimental effect of leverage on the financial performance of a
company is accentuated. The authors suggest that organizations increase their leverage,
focus on enhancing their liquidity and non-current asset management, and audit quality in

order to increase their bottom lines'®.

Another study analyzed the data from 12 different firms to determine the factors that
contributed to the performance of deposit money banks companies in Nigeria o%\%eriod
of nine years. This study looked at the association between compa ,@es and the
success of the companies. There was a direct connection that was statistically significant
. "
between the amount of time a company has been in business @he success of its deposit
money banks. However, there is a strong inverse co.rrﬁ%xbetween company size and
growth rate and the performance of deposit mon firms. This indicates that deposit
money banks firms have diseconomies of s.c@a result of their rapid expansion. Because
the majority of the firm-specific char, cthJI%s that were investigated for this study did not
have a significant positive impact ¢ performance of deposit money banks firms over
the course of the time perionas taken into consideration, the research suggests that
exogenous factors CO@?O the performance of deposit money banks companies in

Nigeria be taken i onsideration®.

The purp%f this study was to investigate the many facets of corporate governance and
ho@ relate to the quality of audits performed in publicly traded deposit money
institutions in Nigeria. Random selection was used to choose 25 publicly traded deposit
money bank providers from the total of 28 organizations that met the selection requirements.
The information was obtained from the annual reports of the companies, and a generalized
least squares regression model was utilized to conduct the analysis. According to the data,

there was a positive correlation that was statistically significant at the 0.01 level between
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the size of the board of directors, board independence, and audit quality. On the other hand,
a large and negative correlation exists between managerial ownership and audit quality. The
findings indicate that board size and independence, as well as managerial stock ownership,
are critical drivers of audit quality in publicly listed deposit money banks organizations in

Nigeria. Additionally, managerial stock ownership was found to be a significant driver of

'@;igate

executive compensation packages that enhance audit quality, and Nigeria &1 deposit

audit quality. According to the findings of the study, shareholders ought to®

money banks ought to comply with principles of corporate govema‘\%n order to boost
stakeholder confidence and encourage capital inflow to the indus\@)"

In one such study, researchers investigated how the [@Ence of Ghanaian publicly
traded companies was impacted by a variety of o ip structures as well as audit quality.
The study utilized a quantitative research @ach, collecting secondary data from the
annual and financial reports of twenty @entative companies that trade on the Ghana
Stock Exchange. For the study, res rs looked at a total of 160 yearly firm observations
collected between 2013 andM. Return on assets (ROA) and return on equity (ROE)
were used as indicators@eﬁcompany's profitability. It was discovered that institutional
and managerial o thip have a tangentially beneficial relationship with the performance
of busine %e performance of the company was enhanced by employing one of the Big
Fo firms; it was also enhanced by maintaining a big audit committee; nevertheless,
the performance of the company was diminished by maintaining an independent audit
committee. The number of directors on the board had a beneficial effect on the performance
of the company, while the independence of the directors had a positive influence on ROE

but a negative impact on ROA. The report recommended that companies diversify their

shareholdings to insulate company management from interference from major shareholders
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and to attract owners with a greater range of abilities and expertise. The report also
indicated that companies diversify their shareholdings to attract owners with a wider range

of talents and knowledge®’.

The significance of an audit's contribution to the enhancement of the credibility of financial
statements has resulted in a greater focus being placed on the quality of the audit.
Researchers, particularly those working in countries that have developed thef(@dstrial
sectors, have taken an interest in researching audit quality and the elem @nﬂuence it.
The fundamental purpose of this research is to gain knowledge of the connection that exists
. "
between the ownership structure of listed corporations in J(%éy d the quality of the
audits performed on those corporations. 198 companies @'a total of 262 that are listed
on the Amman Stock Exchange (ASE) were cho @ part of the sample for this study.
To determine whether or not there was a.cg)&tion between the two indicators of audit
quality, a logistic regression analysis Q@\carried out with the audit firm's size and
ownership structure serving as inde nt variables in the study. The findings suggest that
there is a statistically signiﬁWositive link between audit quality and both institutional
ownership of businesses% Qreign ownership of businesses. There was some evidence to
suggest that a higher concentration of ownership was related with lower quality, but the

correlati Qot very strong. According to these statistics, it would suggest that foreign

1 investors (FIIs) and financial institutions (FIs) from other nations hire qualified

auditors®’.

There have been empirical studies conducted to investigate the link between the features of
corporations and the quality of financial reporting, with a particular emphasis placed on the
manipulation of real earnings. It is essential to advocate for stricter managerial control and

higher-quality financial reporting due to the frequency with which businesses are unable to
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remain profitable. This study explores the impact of business characteristics such as firm
structure, board, performance, and ownership variables on the quality of financial reporting
in Nigerian industrial goods companies using a correlational design and multiple regression
analysis. These business characteristics include firm structure, board, and performance
variables. According to the findings, the presence of women directors, along with factors
such as firm size, leverage, and age, all have a detrimental impact on the quality © ncial
reporting. Board meetings and profitability, on the other hand, have a goed<unpact. The
association between the quality of financial reporting and proxies for‘@ , growth, and
ownership structure is only somewhat strong. According to t-hé@l'ﬁgs of the study, in
order to improve the reliability of financial reporting and 1“%9%3 prevalence of deceptive
accounting procedures, businesses that manufactuge @ial products should concentrate
their efforts on modernizing structures other th %

NN

Another empirical study investigates he@ ion of whether or not the quality of audits has

ership structure®.

an effect on the connection betwee ly ownership and the avoidance of corporate taxes
in Tunisian companies that are licly traded. GLS regression models are used to analyze
data from a sample of% ?ﬁsian listed firms from the years 2008 to 2013. The time
period covered by'the sample is from 2008 to 2013. The data indicate that family ownership
is positiy, Qlected with firm tax avoidance practices. On the other hand, the incidence
of ctices has decreased in Tunisia since the revolution in 2011, due to increased
pressure against corruption and unethical behavior. According to the findings of the study,
which reveal that audit quality moderates the link between family ownership and tax
avoidance, high-quality audits successfully lower the incentives for family businesses to
engage in aggressive tax positions. In other words, high-quality audits moderate the

association between family ownership and tax avoidance. The findings of the study can be
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used by policymakers and practitioners to strengthen governance in Tunisia. This can be
done by gaining a better understanding of the effects of family ownership and audit quality

on tax avoidance practices among Tunisian listed companies??.

In addition, empirical research has investigated the ways in which audit quality influences
the quality of financial reporting, with a particular focus on the ways in which it influences
actual earnings management and the ways in which it moderates the connectiZ{\ ween
financial reporting quality and corporate governance systems. It w, S,%yvered that
corporate governance mechanisms, such as independence members, ‘tﬁzial experts, and
audit committee size, have a significant relationship with rez{,%% i gs management in a
sample of 90 non-financial companies that were listed & AEX all-share index of the
Amsterdam stock exchange between the years of P@d 2017. According to the findings
of the study, another factor that factors.i@tablishing the nature of the connection
between the audit committee and the anﬁ}ent of real earnings is the quality of the audit
that was carried out. The studé) lights the importance of corporate governance
mechanisms, particularly ind dence members and financial experts, in preventing
financial misstatement romoting accurate financial reporting®’. It also highlights the

N

efficacy of improving audit quality in enhancing financial reporting quality and mitigating

real eam@agement practices.

Th@rical study's goal is to investigate the correlation between corporate social

responsibility (CSR) and the financial success of firms, as well as the part that audit quality
plays in reducing the significance of this correlation. Using a panel dataset consisting of
two hundred French companies that were listed between 2007 and 2018, multiple
regression analysis is utilized in order to investigate both the direct and moderating impacts.

Return on assets (ROA), return on equity (ROE), and Tobin's Q (TQ) are three metrics that
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can be utilized to determine whether or not an investment in social activities is profitable
for a company. The findings of the study also indicate that companies audited by the Big 4
had a stronger positive effect of CSR on financial performance. This indicates that high-
quality audits may further amplify the benefits of CSR engagement. According to the
findings of the study, in order to improve firm performance, progress sustainable growth,
and benefit society as a whole, managers should take social behavior into cm1s\ ation
when making policy. These findings have ramifications for both futur &uch and

practical application, and they add to the ongoing discussion regardﬁ%@ significance of

CSR in the decision-making process of businesses?’. . @"

Governance of firms, transparency in economic mat}er&@'ethical conduct in business
settings are all important. The first study, i F@estigated the effects of family
ownership and tax avoidance practices, fo.clgs\ag%)n listed enterprises in Tunisia, while the
second study investigated Nigerian an@g'}rers. Both studies looked at the consequences
of these factors. In the third piece o arch, the researchers investigated the influence that
the quality of audits had on\b) association between participation in corporate social
responsibility (CSR) an@r?cial performance in French companies. The findings of this
study highlight t %ortance of responsible business practices, transparent financial
reportin ective corporate governance. In addition, they imply that the quality of
audi @ considerably contribute to the process of maximizing the benefits that such
procedures can provide®’. The empirical findings presented here shed light on the intricate
interplay between a range of elements and their corresponding repercussions. These results
have significant ramifications for the promotion of sustainable business behavior among
legislators, regulators, and practitioners'*>. However, additional research is necessary to

uncover the underlying mechanisms and the chain of causality that underlies these
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associations. The emphasis of future research could be expanded to include additional
countries or industries, in addition to taking into account other variables or circumstances

that have the potential to have an effect on the outcomes of interest.
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2.4 Conceptual Model

Audit Quality Financial
Performance
Hol
Audit Independence > )
Earnings Per Share
- Ho2
Audit Fees .
Ho3 Return on Asset
Audit Firm Size >
Ho4d

Figure 2.1 Conceptual Model

Source: Researcher’s Conceptual Model 2023

The conceptual model of this sttdy» will examine the link between audit quality and
financial performance of listed deposit money banks in Nigeria. The study will focus on
three determinants of alidit quality, namely, audit fees, audit independence, and audit firm
size, These factorSwwill be used to examine their impact on two measures of financial
performaneesReturn on Asset (ROA) and Earning per share. The study's conceptual model
suggcstsathat audit quality will affects the financial performance of listed deposit money
banks in Nigeria. The quality of audit can be measured by several metrics, including audit
fees, audit independence, and audit firm size. In this study, these metrics will be used to
determine the impact of audit quality on the financial performance of listed deposit money

banks, hence given rise to four hypothesis that will be examined.
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Summary of Gap in Literature Reviewed

The extent to which there is a correlation between the quality of audits and the financial
performance of banks in Nigeria is an issue that is causing the financial sector a great deal
of concern. It is essential, for the sake of sustaining investor trust and the stability of the
banking sector, to make certain that audits carried out by independent auditors
appropriately represent the current state of the financial health of banks. On the@cb'hand,
recent events and concerns have raised issues regarding the efficacy of @ in Nigeria
and their impact on the financial performance of banks. Within the context of Nigeria, there
. "
is an urgent requirement to explore and comprehend the CO%% ion that exists between

audit quality and the financial performance of banks. _ Qé

Integrity and dependability of financial audits aﬁ%.%\mely important factors that play a
significant part in determining how inye \Qr"%view a company, how regulators make
judgments, and how stable the banki gQJustry as a whole is. Issues have been raised,
however, about the possible i p%%ﬁt differing audit quality could have on the financial
health of banks in Nigeria. &sues have consequences for the banks' risk management,
profitability, and 1 @ability. As a result, it is absolutely necessary to investigate the
factors that in egaudit quality in the Nigerian banking industry and the effects such
factors I%n the financial performance of banks. This statement of the problem
hig@gthe critical importance of addressing the relationship between audit quality and
bank financial performance in Nigeria. It also emphasizes the need for comprehensive

research and analysis to better understand and potentially improve the audit practices and

regulatory framework in the Nigerian banking sector.

There is a major gap in the existing literature about the specific link between audit quality

and bank financial performance in the context of Nigeria. This is the case despite the fact
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that the relevance of audit quality in ensuring the transparency and dependability of
financial information is expanding. In spite of this, the gap in question exists. Although
research carried out in other nations has investigated the connection between audit quality
and company performance, there is a dearth of extensive study that explores the specific
dynamics at play within the Nigerian banking sector. Given the centrality of banks to the
economy of the nation, it is necessary for policymakers, regulators, investors; eﬁ%other
stakeholders to have a solid grasp of the ways in which the quality of their a ffects the
banks' financial performance in order to make informed decisioﬁ%} conducting a
comprehensive analysis of the functional relationship betwee)\(%??t quality and bank
financial performance in Nigeria, this research aims to br%%is gap. As a result, it will

contribute valuable insights to both the acade@@ﬁure and the practical sphere of

banking and finance in the context of Nigeria. Spe&etfically, this research will focus on the

Nigerian banking industry. ‘ )\\'
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Chapter Three
Methodology

In this chapter, the study's methodology, data sources, and model specifications are
expounded upon, with particular emphasis on data analysis techniques, econometrics, and
statistical standards.

The study adopted the ex-post facto design, which uses secondary data_to predict current

3.1 Research Design

trends and examines how audit quality affects financial perfor'm&% "'l)his design is quasi-

experimental, as it does not involve direct control over& ependent variables, whose
°

effects have already occurred and cannot be manisla@
3.2 Population of the Study . \‘%

This study's population will be comp#ised of deposit money banks that were listed on the
Nigerian Stock Exchange as of tk@‘st of December, 2016. In Nigeria, there would be 11
banks that are listed as de siL\money banks at the time of the study. The entire population
will be included i %& , although participation is contingent on the companies having
full data for tl@sriod between 2016 and 2021 available in their published annual reports.

If this need\is met, then the entire population will be considered for inclusion’.

Q
T&ual financial statements of the eleven deposit money banks that are listed on the
Nigerian stock exchange market will serve as the primary source of information for this
research project. Return on assets and earnings per share are the metrics that will be used to
evaluate the company's financial performance. From 2016 to 2021, the quality of audits will

be evaluated based on audit fees, audit independence, and the size of audit firms. The data
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that has been gathered will go through a thorough process of selection and verification to

verify that it is accurate and pertinent to the study topic and design?.
Model Specification

The functional model showing the relationship between Audit quality and Financial

performance is given is as follows:
V-1 &
The functional relationship is estimated as: ;

. "
Y (yrays) =f[(Xi] %ﬁ
&
X1 =[x11, x12,x13]; : Q

&
Dependent Variable

Y= dependent variable — Financial Pe%;ga} e
\)Q’%

y2= Earnings per share (E@q

Independent Valle}Qs

N
X= Audi@
Qi
x11 dit Fees (AF)

x12 = Audit Independence (Al)

y1= Return on Asset (ROA)

x13 ~Audit Firm Size (Big4)
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To build a regression model, we can use the following equations:

Based on the hypotheses provided, the regression model can be specified as follows:
HO1 and HO2:

ROA = ol + B1AF + B2AI + B3Big4 + ¢l

EPS = a2 + B1AF + B2AI + B3Big4 + £2 &
HO3 and HO4: . Qg)

ROA = a5 + BIAF + B2AI + B3Bigd + P4FSize + BS(.A%%@{ + P6(AIFSize) +

B7(Big4FSize) + &5 Qﬁ}%\

EPS= a6 + BIAF + R2AI + B3Bigd + ﬁz%@, S(AFFSize) + B6(AIFSize) +

p7(Big4FSize) + €6

Where: C’J@
ROA: Return on Asset Q)@
N

EPS: Earnings per share %O\

AF: Audit Fees < Q)

N
Al Audif%pgndence
Q

Bi@udit Firm Size (1 if Big 4, 0 otherwise)
€l-g6: Error terms for each equation
al-a6: Intercept terms for each equation

B1-B7: Coefficients of the independent variables and their interactions with Firm Size
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To test the hypotheses, statistical tests can be conducted on the coefficients of the
independent variables and the interaction terms with Firm Size. If the p-values for the
coefficients and interaction terms are less than the significance level (usually 0.05), the null
hypotheses can be rejected, and it can be concluded that the independent variable has a
significant effect on the dependent variable. If the p-value is greater than the significance

level, the null hypothesis cannot be rejected, and it can be concluded that t is no

significant effect. Q‘)&

Measurement of Variables E

.\;{%w

Dependent Variable — Financial Performance ‘&%
ROA: Measured, as earnings before interest and tax (@ by total assets

EPS: Measured, as earnings after interest @ ax divided by the total number of

outstanding common shares ‘ \)

\)(Z;b
1. Audit Quality %,\

Audit Fees (AF) Thgm;l be measured using Natural log of audit fees paid by thelisted

Independent Variables

deposit m @'ﬂ(s companies

A%@ependence (AI): This will be measured using Natural log of non-audit service

fees paid by the deposit money banks companies.

Audit Firm Size (AFS): This will be measured by the likelihood that a sampled company
employs the services of one of the big 4 audit firms in Nigeria. A dummy value of 1 is used

if a firm uses any of the big 4 audit firms and 0 if otherwise.
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3.3 Method of Data Analysis

Descriptive statistics and regression analysis will be employed as analysis techniques in this
investigation. To explain the trend of the obtained data, descriptive statist"&& ill be

employed, defining its central tendency, variability, and dispersion. . '\Qg)

The Ordinary Least Squares (OLS) regression approach will be utgi ed for inferential
statistics, which is widely used in economics and finance forc.%g aflalysis and regression
model estimate. Because it allows for the estimation of @%ctional relationship between
dependent and independent variables, OLS is@@ this investigation. Estimate the
coefficients of the independent variables to v@ne the impact of various metrics of audit
quality, ownership structure and fina igﬁ}formance. OLS also allows for the calculation
of residuals, which can be used Q)%Sess the regression model's quality of fit. The OLS
approach will be implementexgng the E-VIEW software program, which is widely used

d
%%
in economics and fin research’. These analytical tools will aid in providing a robust

examination o tg—)elationship between variables as well as testing the hypotheses

prgg%%mdy.
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Chapter Four

Results and Discussion of Findings

In this chapter, results are presented. Thus, in order to ensure that the panel and time
series data used for this analysis are in good structure, the estimation begins with the

descriptive analysis, correlation analysis, unit root/stationary test and the co-int@grég?n

analyses of the time series data. These processes enable the researcher to CEII%&SOHIG

predetermined operations, where applicable, on the variables, so@ inimize

estimation errors and achieve the unbiased estimator of the mode{@ ses.
4.1. Preliminary Tests &
Some preliminary tests are carried out to ensure é&y of results.

4.1.1. Descriptive Statistics < \)

This is done to summarize t@%atures of the data. The results of the descriptive

statistics are presented in %0\4 1.

>

QQ
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Table 4.1: Descriptive Statistics

FNP AUF AUl AFS
Mean 0.453 0.134 1.479 7.683
Median 0.337 0.067 0.367 7.464
Maximum 1.294 0.995 119.150 9.109

Minimum 0.156 2.855 0.019

Standard Deviation 0.308 0.633 10.770 ‘%&88
: ﬂ’»
Skewness 1.559 1.761 !@9

Kurtosis 4.857 8.447 QQJIS.737 2.296

Jarque Bera 66.992 2‘@ 704.17 12.361
Probability 0.000 ‘ ®

0
Sum 533 16.413 180.538 937.355
Source: Author’s Computatio%

0.695

0.000 0.002

This is done to summari Qk)e'i)asic features of the data. The results are presented in Table
4.1. From the su@ statistics presented above; it is evident that all the variables have
positive m @ues. Audit firm size has the highest mean value of 7.683, while audit fees
have th@ est mean value of 0.134. The table also shows that variables are exemplified by

a marked disparity, given their maximum and minimum values.

In terms of their disparity from the average points, the standard deviation value is relatively
low except for audit independence. The table also presents the result of other statistics like
the skewness, Kurtosis and Jarque—Bera tests. Skewness is a measure of asymmetry of the

distribution of the series around its mean. The skewness of a normal distribution is zero,
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while positive and negative skewness implies long right tails and long left tails respectively.
The skewness test shows that all the variables are positively skewed. For the kurtosis test, it
measures the presence of outliers in the dataset. The results indicate that most of the
variables are not normally distributed as they failed to comply with the benchmark of 3.0

for the Kurtosis statistic.

ALY
4.2 Test of Hypotheses \
L&

Table 4.2 Correlation Matrix for the relationship between audit ‘%‘y measures

and financial performance for listed Deposit Money Banks in‘@sr'i’a

A2
Variables FNP @4? AUI AFS
X

)~
Financial performance 1 : ° @

Audit fee Q)% 1621** 1

Audit independenc& - 0.718** 0.683%%* 1
Audit audi@ size -0.683** -0.576** -0.657** 1
L ON
N\

**Corr%i is significant at the 0.01 level (2-tailed)
Source: Author’s Computation (2023)
The result of the correlation analysis in Table 4.2 as dual implications. First it shows the

correlation between the individual measure of the independent variables on the

dependent variable hence presenting the result of hypotheses one to three. Second
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implication is that it helps to reveal the presence or absence of multicollinearity in the
estimated model for the analysis of the hypothesis four which examined the effect of
audit quality on financial performance of listed DMBs in Nigeria.

From the result in Table 4.2, the following findings are deduced

Hol: There is no significant relationship between audit fees and financial perf@ée

of listed DMBs in Nigeria. ° ,\Qg)

As indicated in Table 4.2 there was a positive relationshigbggween financial
performance and audit fees based on coefficient of correlat@ = 0.621. Therefore,
higher audit fees will lead to higher financial perfon@@ The association between
financial performance and audit fees showed a w@%y strong positive correlation.

Ho2: Audit independence has no signiﬁcin@onship with financial performance of

listed DMBs in Nigeria. 't

The analysis from the Table 4.2dndicates a positive relationship between financial
performance and audit inc%@gldence based on coefficient of correlation (r) = 0.718.
Therefore, higher@)@%ependence would lead to higher financial performance and
vice versa. T%\ssociation between financial performance and Audit independence
showed 65‘[ ng and positive correlation.

Hy3: ere is no significant association between audit firm size and financial

performance of listed DMBs in Nigeria.

As indicated in Table 4.2 above, there was a negative relationship between financial
performance and audit firm size based on coefficient of correlation (r) = -0.683.

Therefore, increase in audit firm size will lead to lower financial performance. The
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association between financial performance and audit firm size showed a fairly strong

negative correlation.

The second implication of the result in Table 4.2 suggested that since there was no issue

of high-correlation among the independent variables that is the model adopted does not

have multi-collinearity problem. Thus, the selected variables are properly suited for

conducting the regression estimations required to analyse hypothesis four.

Panel Analysis

s
N
&

Table 4.3. Regression results on the effect of audit quality ork@sn'éial performance of

listed DMBs in Nigeria

A\
&

£ Q\
Variables Pooled 6k§\ " Fixed Effect

Random Effect
Constant 2.552)7\% = 0.454 0.463
@({?}) (0.000) (0.000)
Audit fees @. 5 0.305 2.360
Q)%‘ (0.875) 0.011) (0.000)
Audit independence 0.006 0.206 2.481
%'\ 0.021) (0.001) (0.144)
Audit ﬁn@ -0.279 -0.734 -3.879
6\ (0.000) (0.000) (0.958)
R% 0.74 0.76 0.73
Qg 12.355 2.164 4359
Observations 122 122 122
Model POLS Fixed Random

Dependent variable: Financial performance
Independent variable: Audit quality

Source: Author’s Computation (2023)
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Table 4.4 : Hausman Test

Chi square: 10.791 Prob: 0.041

Source: Author’s Computation (2023)

The Hausman test probability (0.041< 0.05) value shows that the random effect .estimator is
less efficient than the fixed effect estimator and as such the null hypothesis is é&ccepted.
The fixed effect results presented in Table 4.3 reveals that audit quali .'&ositive and
significant influence of financial performance of DMBs in Nig?ria 2 §0.76).

According to the result, taking all factors constant at zero, &%Xial performance of listed
DMBs in Nigeria is 2.827. The result also indicaté;{%@taking all other independent
variables at zero, a unit change in audit fees ‘Will\Néad to a 0.305 increase in financial
performance of listed DMBs in Nigeri ‘g{&that all other factors are held constant.
Similarly, the results also revealed that a=unit change in audit independence will lead to
0.206 increase in financial rf(@%ce of listed DMBs in Nigeria given that all other
factors are held constant. %ewise, the results also revealed that a unit change in audit firm
size personality wi @%o 0.734 decrease in financial performance of listed DMBs in
Nigeria given tk%a other factors are held constant. Based on the results, this study can
conclude t Qdi‘[ quality significantly influences financial performance of listed DMBs in
N@Qn the strength of this result (R’= 0.76, p= 0.000), this study rejects the null
hypothesis four (Ho4) which states that audit quality has no significant effects on financial

performance of listed DMBs in Nigeria.
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4.3 Discussion of Findings

According to the findings of the first hypothesis, which investigated the link between audit
fees and the financial performance of chosen listed DMBs in Nigeria, audit fees have a
positive and substantial relationship with financial performance for those selected listed
DMBs in Nigeria. This conclusion was reached as a consequence of the examination of the
first hypothesis. Despite this, the strength of the relationship is somewhere in @}:lee of
moderate and strong. As a result, we came to the conclusion that ther i @@ng positive

n
*

link between audit fees and financial performance after rejecting tl}aull ypothesis, which
ecs by listed DMBs in

is denoted by the symbol Hol. Therefore, an increase in @
Nigeria will almost certainly have a comparable resukan&@nge in financial performance.
This is a very high probability. This conclusiow%h&istent with a study that revealed a
favorable association between audit feese a\q‘&&nancial success in a variety of research
contexts, and it is supported by the thAt the study was conducted'. Nevertheless, the
findings of this study contradic@ﬁe of other investigations, which found a negative
correlation between the twq, factofs?.
§-\
Audit independe@&hown to have a positive and substantial link with financial
performanc @)\he selected listed DMBs in Nigeria, according to the findings of the
second@p hesis's test, which assessed the connection between audit independence and
the@ncial performance of selected DMBs in the Nigerian stock market that are publicly
traded. In addition to this, the power of the relationship is quite robust. As a result, we
rejected the alternative hypothesis, Ho2, and came to the realization that there is a
considerable and positive correlation between audit independence and financial
performance. As a result, a growth in the experience of audit independence by the listed

selected listed DMBs in Nigeria will have similar subsequent improvements in the
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companies' financial performance. Studies have revealed a positive and significant
association between audit independence and share prices, which is consistent with the
findings of our study’. Nevertheless, the findings of this study contradict those of other
studies, which found a negative correlation between audit independence and financial

performance?.

The findings of the fourth hypothesis, which investigated the relationship bg& audit
firm size and the financial performance of chosen listed DMBs in Ni i Q@gested that

1
*

the size of audit firms had a significantly inverse association with f%nci performance for
the selected listed DMBs in Nigeria. This finding was suppo@ tHe findings of the third

hypothesis. On the other hand, the strength of the relatia@ is somewhere in the middle.
As a result, we came to the realization that the n@hesis, HO5, could not be supported,
and we came to the conclusion that there is ‘ﬂ%tantial association, but it is a negative one,
between audit firm size and ﬁnancial‘& ance. As a result, a growth in the size of audit
firms and the number of listed D@‘ in Nigeria will both have a comparable subsequent
decline in their financial p rfoxgance. This conclusion is consistent with the findings of
"
some research, w icb’% d a strong and negative inverse correlation between the
(.

variables. This c& ion, however, differs from those found in previous research 2, 3, and

” ‘%Q

QO
Thegrth goal of this study is to determine the impact that the audit quality measure has
had on the financial performance of a number of selected listed DMBs in Nigeria. In order
to test the ensuing hypothesis five, the objective five was first formulated. The conclusion
that can be drawn from these findings is that the quality of audits has a positive and
discernible impact on the financial performance of publicly traded DMBs in Nigeria.

Additional research on the audit quality measures that were investigated (which included
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audit fees, audit independence, and audit firm size) suggests that while audit fees and audit
independence had positive and significantly relative influences on financial performance,
audit firm size had a negative and significantly adverse effect on the financial performance
of all of the listed DMBs in Nigeria that were investigated. This indicates that an increase in
the size of an audit firm will result in a reduction in financial resources, which runs counter

to the conclusions of 2, 3, and others. The conclusions of 4,5,6, and 8 are suppor@y this
evidence. . Qg‘)&

For a long time, academics have been interested in studying the rg%cgl ip between audit
c

quality and a variety of criteria, including audit fees, audit in @5§ ce, and the size of the
audit firm. This is particularly the case when considerin%%e impact these characteristics
have on the financial performance of deposit @mitution& This nexus is of great
importance due to the fact that deposit-r&rky banks are essential institutions in the
financial sector. It is of the utmos& ance to maintain public trust and financial
stability by assuring the inte it}@% correctness of the financial statements that deposit
money banks publish. The 1& of the audit is, first and foremost, inextricably linked to
"
the fees that are ch r@u it fees are the payment made to audit companies in exchange
for their sewic&i& it is a generally accepted fact that higher audit fees are typically
connecte%hq‘igher audit quality. This is due to the fact that auditing firms might be
in d by greater fees to devote more resources, experience, and time to the auditing
process, which ultimately results in a more in-depth analysis of a bank's financial
statements. As a consequence, the presence of a favorable correlation between audit quality
and audit fees has the potential to improve the financial performance of deposit money

institutions by lowering the risk of fraudulent financial reporting and other types of

financial misstatement.
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Independence of audits is another essential criterion that has a significant impact on audit
quality and, indirectly, the financial performance of deposit money institutions. It is
anticipated of audit firms that they would preserve their independence from their clients in
order to guarantee impartial and objective evaluations. When a bank's auditors'
independence is called into question, there is a greater chance that they may fail to spot
errors or omissions in the institution's financial statements. It is absolutely neg{%gry to
conduct an audit that is rigorous and independent in order to guarantee th ctness of

financial reports. This, in turn, can increase investor trust and positive‘%ﬁect the financial

performance of deposit money institutions. . @"

The scale of the auditing company is an important co-ns&&gfion with regard to the quality
of the audit. Larger auditing firms typically posy%%%eater quantity of resources, as well
as greater levels of experience and a reput@o uphold, all of which can translate into
superior audit quality. It's possible ﬂ&@i)e companies are in a better position to entice
and keep the best employees, a@l as invest in cutting-edge auditing techniques and
technologies. Therefore, d Money banks that have their financial statements audited
"
by larger corporati n@% greater tendency to gain from the increased credibility and
reliability of gnancial statements, which ultimately leads to superior financial
perform =i[here is a clear connection between the overall influence that audit quality,
a@@ audit independence, and audit firm size have on the financial performance of
deposit money institutions, as well as each of these factors individually and collectively. In
most cases, increased audit costs are related with greater audit quality, which can reduce the
possibility of financial misstatements and improve financial performance. It is essential to

keep auditing independent in order to guarantee impartial judgments and maintain investor

confidence. In addition, the size of the audit firm can have a major influence on the extent
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to which the audit process is carried out, which further contributes to enhanced financial
performance. Both academics and regulatory bodies continue their research into these
connections and place a strong emphasis on them since they are aware of the vital role they

play in preserving the reliability and consistency of the banking sector®.

The effect of audit quality on the financial performance of organizations has been
researched extensively in recent years, with examples ranging from Deposit @%anks
(DMBs) in Nigeria to listed firms in Pakistan. In addition, this study fi .m»%rior studies
that explored the effect of audit quality on the financial performance % organizations. An
academic investigates the relationship between audit quality : %mancial outcomes of
small and medium-sized businesses (DMBs) in Nigeﬁ%gé a dependent variable (return
on audited assets) and many independent fac@e of Audit Company, number of
auditors, and audit fee). According to th@ings, the Return on Audit (ROA) was
improved by both larger audit firm ngaéllaborative audits, whereas audit fees had the
reverse effect. In order to impw%‘the overall quality of audits, the authors strongly
advocated for the obligatory implementation of joint audits and supported the development
of smaller audit co p@% ?1at role do audit fees and the reputation of audit firms play in
determining th qii{y of audits performed at publicly traded companies? A number of
parameta%rgeconsidered for this study, including the reputation of the audit company
ar@gs charged for the audit, with discretionary or irregular accruals acting as a proxy
for revenue manipulation. According to the evidence that we have, audit fees have a

negative effect on the quality of audits, and smaller auditing firms do better than the "Big

4" when it comes to the quality of audits in general.

According to the findings of the analysis done by the authors, higher audit costs lead to

lower audit quality. Regulators and policymakers now have a better knowledge of how the
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quality of the audit affects financial performance as a direct outcome of the research that
was conducted. A study that looked at the banking industry in Nigeria gives light on
auditing quality in other developing nations like Pakistan®. The study was conducted in
Nigeria. More research on this subject is necessary if one wants to achieve a complete
comprehension of the connection that exists between audit quality and financial
performance. &

In Nigeria, a number of empirical studies have been conducted to i .vbi?é:e how the
quality of audits influences financial performance, the manipulation of income, and the

W

\'ﬁ

length of time it takes to release audit results. The Influence ((.%u Quality on Financial
Performance of Listed Deposit Money Banks in Nigeria,&%}r research indicates that the
audit fee does not influence the ROA of DMBB@\ , the size of the audit firm and the
presence of a joint audit do. Alternately, T ‘&gects of Audit Fees and the Reputation of
Audit Firms on the Audit Quality of % }rms in Pakistan3. According to the findings of
their investigation, non-Big 4 au%%rms in Pakistan generate audits of a higher quality
compared to audits produced by’Big 4 audit firms, and auditors create audits of a poorer
quality in exchange @; audit fees. Analysis of a Selected Group of Nigerian
Consumer Gooy{‘gpanies' Perceptions on the Impact of Audit Fees on Audit Quality.
The stud%% that audit fees, client profitability, and financial leverage all have a
pO@Qﬂ moderate effect on audit quality in the consumer products sector of listed
corporations in Nigeria. On the other hand, audit tenure and client size both had a strong
positive effect. Lastly, the impact of audit quality on the tardiness of audit reports for
Nigerian manufacturers of industrial goods is going to be discussed. It was discovered that

audit quality had a positive and statistically significant effect on audit report delay for

industrial products companies in Nigeria, however auditor independence does not have any
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such effect. The findings of these empirical studies give light on the ways in which audit

quality affects a variety of aspects of financial reporting in Nigeria and Pakistan.

The quality of earnings in the manufacturing sector of publicly traded companies is
impacted by a number of aspects linked to external auditing. These factors include audit

quality, audit size, auditors' fees, customer retention period, auditor's opinion, and auditor's

expertise in client's industry. It was discovered that the fees paid to auditors ha%lj@sgreatest

impact on the quality of earnings as well as the quality of the audit,‘@k s used as a

"
other auditing firms operating in Indonesia, together with anz@of ow these distinctions

proxy for the company's financial performance. Comparisons be}x@n the Big Four and

impact audit quality’. It was discovered that there is -no;&géciation between the length of
time an auditor has worked for a company and th@% of their audits. On the other hand,
it was discovered that audit firm rotation ha@sitive impact on audit quality, particularly
for firms other than the Big 4. In th tgy) there was found to be no association between
the quality of audits and the ROA@%Ompanies. How the level of audit effort might affect
the amount of anomalous uMes (AAF) charged by Nigeria's publicly traded banking
institutions®. Acco di@@l findings of the study, there is a favorable relationship
between joint Kijand AAF. This is in contrast to the findings that found negative
associatiG%%veen AAF and IFRS, CPX, and SIZ. It was found that there was a
s association between AAF and client size, however it was found that joint audit
had the biggest effect. This correlation was found to be unfavorable. However, the effect of
audit fees and other factors on the financial performance of corporations was not
investigated in this study. Those results are not presented here. It has been demonstrated

that several aspects of an external audit have a major influence on a company's financial

performance. These aspects include the auditor's fees, the audit quality, the rotation of audit
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firms, and collaborative audits. However, additional research is required to discover

whether or not there is a correlation between audit fees and financial results.

The influence of audit independence, audit time, and audit firm size on the financial
performance of Nigerian consumer goods companies. The foundation of this descriptive
and cross-sectional analysis is secondary data taken from the annual reports of five

randomly chosen publicly traded businesses operating in the consumer pro%!}%market
f the other

over the course of five years. According to the findings of the anall%\%
ancial

independent criteria had a significant and combined effect on the fi performance of

. "
the selected firms, with the exception of the size of the aud}i&@gs. his suggests that the
quality of audits (in terms of audit independence, audiu@e, and the size of audit firm)
has a considerable effect on the financial p@ce of Nigerian consumer goods
companies, and that this effect is positive.-@er, the research did not find a statistically
significant connection between the %elcﬂthe audit organization and the results of the
financial audit. The findings of t}%%dy are confirmed by the discovery that the quality of

audits has a substantial @? on the financial performance of consumer products
'\

companies in Niger:f a?Q'Q

An investi ti@ the correlation between the size of the auditing company, the number
of audi@e ormed jointly, and the auditing charge for each of Nigeria's publicly traded
D@rom 2011 to 2017. When examining the data, we make use of a variety of research
methodologies, including ex post facto research, multiple regressions, and correlation
analysis. According to the findings of the study, larger audit businesses were associated
with higher financial performance. This shows that size mattered with regard to both
aspects of the equation. On the other hand, a negative and statistically significant

association was discovered between joint audit and financial performancel0. This indicates
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that the collaboration of two audit firms has a detrimental impact on the financial results. It
was found that there is a negative association between audit fees and financial results,
however this correlation is statistically negligible. This suggests that the audit fee is not a
significant component in the overall financial success of the organization. According to the
findings of the study, there is a statistically significant negative correlation between joint
audit and financial performance. This finding lends credence to the hypothests %p joint
audit may have a detrimental impact on financial outcomes. As a cons &&e of this
finding, the study recommends obligating joint audit in order ‘t%}ove financial
performance. Given that the study found a positive and statisﬁc@g@niﬁcant association
between audit firm size and business performance, it reco@&ds that smaller audit firms

be actively sought out for engagement in order to iak@dvantage of the benefits that come

with working with them. Because of this, it's.fedsible that audits carried out by smaller
organizations will be more comprehen@e;%h h might have a positive impact on the
bottom line. As a result of this res % insightful recommendations for improving audit

quality and financial per@ in Nigerian businesses are presented. These

recommendations can b Below.

N
It is investigate%gr)various banks in Nigeria fared as a consequence of the quality of the
audits. Tﬂ%@y examines the impact that audit committees have on the profit margins of
N'anks, as well as the impact that the size of audit firms has on ROA and the
impact that audit committee independence has on ROE. The study applies regression
analysis to the data collected from the financial accounts of sixteen deposit money banks
that were listed on the Nigerian Stock Exchange between the years of 2008 and 2017. This
study evaluated the impact of audit quality on the corporate performance of selected banks

in Nigeria. It was found that some independent variables had significant effects on several
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measures of financial performance !!. Additionally, this study investigated the relationship
between audit quality and corporate performance. It was discovered that the size of the firm,
the independence of the audit committee, and the number of members on the audit
committee each had a significant impact on the return on assets, return on equity, and size
of the audit committee, respectively. The findings of the study indicate that organizations
should employ auditing firms that have established track records of conducting hi@ality
audits. This is due to the fact that higher-grade audits allow for the possi of better
financial results being attained. The findings suggest that smaller au@gamzations may
be more devoted to executing entire audit assignments; as a rem&)@)gﬁlatory bodies ought
to encourage the usage of these companies. According&%e findings of the study,
obligatory joint auditing should be implemented ir{@i@r to improve audit quality and,
therefore, financial performance®. The paper provides useful insights on the connection
between audit quality and financial perfén})}‘%n Nigeria, as well as ideas for how firms
and regulatory agencies may impro dit quality to better serve investors. Additionally,

the report provides recomm%s for how audit quality might be improved in other

countries. :%'\

N
The dependent&gﬂgle was earnings per share, the independent factors were auditor
independ%audit firm size, audit committee size, and audit committee financial expertise,
a Qtal was the financial performance of three Nigerian manufacturing enterprises
over the course of 18 years. Earnings per share were used as the dependent variable. For
two of the three firms that were researched, it was discovered that the financial
understanding of the audit committee, the independence of the audit committee and the
independence of the audit had a substantial influence on earnings per share. In order to

improve the quality of audits, the paper recommends that businesses seek out auditors with
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a solid reputation, and that government agencies encourage the hiring of smaller audit

companies and mandate collaborative audits.

The effect of the quality of the internal audit on the profitability of insurance companies in
Kosovo, determined by multiplying the ratio of net profit to total assets by 40. The study
that examined data from six-month financial statements from 2015-2021 used internal audit
standards, professional competence, independence of the auditor, and effectiée)@s of the
internal audit as independent variables. The study was carried out in 20 ..‘I& found that
there is a correlation between professional competence and financial performance, which is

o

in a positive direction, while there is a correlation betwsig:\he fficiency of internal
auditing and financial performance, which is in a neg&% direction'®. The size of the
insurance company showed a favorable correlaﬁ@) the age of the insurance company
had a significant negative impact on the cen\\(%s‘s financial success. This study highlights
the significance of regulatory bod&& ouraging companies to engage high-quality
auditors and making joint audit c@%ory in order to improve audit quality. Additionally,
it recommends that insurance ¢ompanies pay particular attention to the efficiency and
"
independence of i te@%itors in order to boost financial performance. The need of
conducting an Qijof a high-quality to ensure efficient administration of financial
resource!,%sg with some suggestions for achieving this objective in practice.
QO

Thi&dy’s objective is to ascertain whether or not audit independence, audit tenure, and
audit firm size have any influence whatsoever on the monetary performance of consumer
goods companies in Nigeria. The theoretical underpinnings of the framework consist of the
stakeholder theory, agency theory, contingency theory, and the credibility theory of lending.
For the purpose of this descriptive, cross-sectional study, secondary data was collected over

the course of five years from the annual reports of five different publicly traded consumer
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goods companies that were chosen at random. The investigation's findings demonstrated
that every one of the independent criteria, with the sole exception of audit firm size, had a
significant influence on the analyzed companies' financial outcomes®. According to the
findings, in order to conduct an audit of a high quality, it is necessary to have effective
internal control procedures and practices that address fundamental auditing procedures. As
a result, achieving high levels of audit quality calls for the implementation* ernal
control procedures and practices that address fundamental auditing proc.ed@ccording
to this piece of guidance, firms should make the development aﬁﬁ%}[ementation of
effective internal control systems and practices their top priori{& otder to improve the
quality of audits, which can then lead to improved ﬁnanci&\é&wmance.

The influence of audit committee characteristicsion \ﬁnancial performance of food and
beverage companies listed on the Nigeria S%A?)ichange. Earnings per share, also known
as EPS, were utilized as a proxy for ncial performance, whereas audit committee
independence, audit committee ﬁ%%al understanding, and audit committee meetings were
utilized in order to quant'fyyiit committee attributes. In this study, a retrospective

'\
research methodol @ opted, and secondary data were compiled from the annual
ié

reports of fourlsQ

Nigerian%gxchange, audit committee meeting had a positive and significant effect on
o

the dmgs per share of listed food and beverage companies, whereas audit committee

ical companies during the eight-year period of 2011-2018. On the

independence and audit committee expertise had positive but small effects!!. To improve
their overall performance, companies should ensure that their audit committees continue to
meet on a regular basis and that their committee members are equipped with the necessary

financial knowledge, particularly in the area of accounting. In order to ensure that the audit

148



committee is operating at its full potential, these standards ought to be enforced by

regulatory bodies as well.

For the years 2015-2020, an OLS regression on panel data was used to investigate the
effects of leverage, firm age, firm size, firm capital, tangible assets, liquidity, firm growth,
and audit variables (including the size of the audit firm, the mandate/term of the audit, and
the relationship between the audit firm and the insurance firm) on return on a&)&&OA).
According to the findings of the research conducted, the audit ma .&Q@s the only

significant predictor that had a positive and strong association ‘\%1‘11 '\t e performance of
¢

audit firms in Kosovo!2. Company size, leverage, and growt ree other significant
elements to consider. In a separate piece of research, m&%ationship between ROA and

other factors of audit quality (statutory audit ss@udit tenure, auditor independence,

and audit-firm size) is investigated. . @

On the other hand, statutory audit @ee was found to have a favorable impact on firm
performance (ROA), contrar@e findings on audit independence, was determined to
have a negative impact . The cumulative effect of audit quality indicators has been
shown to have a@g@ca t bearing on return on investment. However, the influence of
audit quali é\he performance of publicly traded financial and non-financial firms in
Botswa@a Uganda over the five years 2014-2018 was inconsistent. This was the case
for beth countries. Tobin's Q, return on assets, and audit fees were utilized as metrics to
evaluate the performance of the company, with audit size functioning as a stand-in for audit
quality. Although there was a negative link between financial performance and audit quality,
the statistical significance of this correlation could not be determined. Therefore, audit
quality qualities have a major impact on the performance of businesses; however, the

precise nature of this influence might change depending on the setting, the method, and

149



other factors. The findings underscore the necessity for governing bodies to place a greater
emphasis on audit quality in order to guarantee that financial reporting is in accordance

with the legislation that are currently in place.

The purpose of this study is to conduct an empirical investigation of the connection that
exists between the quality of audits and the financial performance of publicly traded
companies in Nigeria. The purpose of this study is to evaluate how audi%\(kbngmcial
statements can help level the playing field by closing knowledge ga . ncouraging
healthy competition. The data for this study originated from the annual reports and accounts

.\'\

that were made accessible to the public by four representative arfies. These reports and

accounts were acquired for this study utilizing a cma@&l and ex-post facto design.

Following the presentation of our hypotheses, w@%em to the test by doing a multiple

regression analysis with SPSS Version «l &%ccording to the findings, the financial

performance of publicly traded cement Businesses in Nigeria is significantly impacted not

only by the size of the auditir{}%%t also by the independence of the auditing firm, with
"

the latter having a more s%ta 1al bearing on the outcome. Increases in auditor salaries
auditing firms with excellent reputations for honesty and

and the employ
transparency sh‘Ql‘ made by publicly traded cement businesses in order to improve their
ﬁnancial‘&%mes. It has been hypothesized that businesses that hire larger audit firms as
we gditors who work independently have higher overall financial performance. This
demonstrates that using trustworthy and independent auditing firms is a good approach to
assure high-quality audit services, which in turn can increase a company's bottom line.

Another way to look at it is that this is a good way to ensure high-quality audit services.

The empirical research offers light on the association between audit quality and the

financial success of organizations across different locations and different industries. A
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number of proxy metrics, including audit firm size, tenure, independence, and fees, were
utilized in the research projects. The studies make use of a number of different financial
ratios, including return on assets (ROA), Tobin's Q, and others; yet, they all reach the same
conclusion: audit quality has a significant impact on financial success. On the other hand,
the studies come to different conclusions regarding which particular variables are the most
relevant. The findings suggest that companies should pay attention to auqi\fvpality
attributes such as auditor size, tenure, independence, and fees as they can i financial
performance. The study on Kosovo insurance companies discovered tl%n\ size, leverage,
and growth were the most important or statistically significa 1ables; the study on
Nigerian quoted firms discovered that auditor independem’é@%more of an influence than
auditor size'?. The studies also reveal that excellent jt@mal control methods and practices
that deal with significant auditing practlces ar éntial for achieving high-quality audit
results. This is one of the most importafit ta ‘%ys from the studies. The results of these
studies can also be utilized by regé;@rs and policymakers to inform the formation of
recommendations meant to v@mculaﬂy for auditors' length of service, conformity to

existing regulatory fram K8, and the hiring of audit firms with flawless reputations and

ethics. These sug@ can be informed by the findings of these research'?.

A

The pur@nother piece of research is to investigate the influence that the quality of

a s on the connection that exists between the attributes of Nigerian manufacturing
companies and their financial performance. The authors found, through the use of a random
effect multiple regression analysis, that leverage greatly improves financial performance,
whereas liquidity and tangibility significantly decrease it. This was found to be the case
when comparing leverage to tangibility and liquidity. When audit quality is used as a

moderator, the potentially detrimental effect of leverage on the financial performance of a
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company is accentuated. The authors suggest that businesses increase their leverage, work
on improving their management of their liquidity and non-current assets, and place more

emphasis on the quality of their audits in order to improve their bottom lines!*.

In a second piece of research, researchers analyzed data from 12 different Nigerian

insurance businesses over the course of nine years to investigate the relationship between

certain aspects of a company's operations and its level of profitability. There Q\f@& direct

link that was statistically significant between the age of the comp&%ﬁ@@s insurance

performance, and this link existed between the two variables. H(‘)%Y? , there is a strong

inverse correlation between company size and growth rate ar@ura ce firm performance.

This indicates that insurance companies experience dise@gﬂﬁes of scale as a direct result
of their rapid expansion. Because the majority o@%—speciﬁc characteristics that were
investigated for this study did not have a si@fnt positive impact on the performance of
insurance firms over the course of the& r period that was taken into consideration, the

research suggests that exogeno@ctors connected to the performance of insurance

companies in Nigeria be ta@ consideration'?,

N
The purpose of t@@%ms to investigate the many facets of corporate governance and
how they 1@ the quality of audits performed in publicly traded deposit money
instituti@s in Nigeria. 25 publicly traded insurance companies were chosen at random as
the sample out of a total of 28 organizations that met the selection criteria. The information
was obtained from the annual reports of the companies, and a generalized least squares
regression model was utilized to conduct the analysis. According to the data, there was a
positive correlation that was statistically significant at the 0.01 level between the size of the
board of directors, board independence, and audit quality. On the other hand, a large and

negative correlation exists between managerial ownership and audit quality. The findings

152



indicate that board size and independence, as well as managerial stock ownership, are
critical drivers of audit quality in publicly listed insurance businesses in Nigeria.
Additionally, the findings reveal that managerial stock ownership is a significant driver of
audit quality. According to the findings of the study, shareholders ought to investigate
executive compensation packages that enhance audit quality, and Nigerian listed deposit
money banks ought to comply with corporate governance standards in order to then
stakeholder confidence and encourage capital inflow into the market. %‘\& of these

recommendations are based on the findings of the study!é. ‘@

. "

In one such study, researchers investigated how the perfo %&f Ghanaian publicly
traded companies was impacted by a variety of ownershi;&gactures as well as audit quality.
The study utilized a quantitative research app@%llecting secondary data from the
annual and financial reports of twenty rep@ative companies that trade on the Ghana
Stock Exchange. For the study, resear&g.%oked at a total of 160 yearly firm observations
collected between 2013 and 201%%6tum on assets (ROA) and return on equity (ROE)
were used as indicators of thmpany‘s profitability. It was discovered that institutional
and managerial ow e@; a tangentially beneficial relationship with the performance
of businesses. %@

Four audf%\s; it was also enhanced by maintaining a big audit committee; nevertheless,

formance of the company was enhanced by employing one of the Big

th ance of the company was diminished by maintaining an independent audit
committee. The number of directors on the board had a beneficial effect on the performance
of the company, while the independence of the directors had a positive influence on ROE
but a negative impact on ROA. According to the paper, businesses should consider

diversifying their shareholdings in order to shield firm managers from interference from
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major shareholders, as well as to attract owners who possess a wider range of skills and

areas of expertise!”.

The significance of an audit's contribution to the enhancement of the credibility of financial
statements has resulted in a greater focus being placed on the quality of the audit.
Researchers, particularly those working in countries that have developed their industrial
sectors, have taken an interest in researching audit quality and the elements th '{@‘hwnce it.
The fundamental purpose of this research is to gain a knowledge of .t\%ection that

0’

exists between the ownership structure of listed corporations in {%an and the quality of
total of 262 that are

the audits performed on those corporations. 198 companies @
listed on the Amman Stock Exchange (ASE) were chos&&%)be part of the sample for this
study. To determine whether or not there was a@ tion between the two indicators of
audit quality, a logistic regression analysis@:arried out with the audit firm's size and
ownership structure serving as indepe&gvéariables in the study. The findings suggest that
there is a statistically significant @%ﬁve link between audit quality and both institutional
ownership of businesses a %{gn ownership of businesses. There was some evidence to
suggest that a hig er@ﬁ!:ation of ownership was related with lower quality, but the
correlation Waswiéry strong. According to these statistics, it would suggest that foreign
institutiof%vestors (FIIs) and financial institutions (FIs) from other nations hire qualified

aud{ONE)
.

There have been empirical studies conducted to investigate the link between the features of
corporations and the quality of financial reporting, with a particular emphasis placed on the
manipulation of real earnings. It is essential to advocate for stricter managerial control and
higher-quality financial reporting due to the frequency with which businesses are unable to

remain profitable. This study explores the impact of business characteristics such as firm
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structure, board, performance, and ownership variables on the quality of financial reporting
in Nigerian industrial goods companies using a correlational design and multiple regression
analysis. These business characteristics include firm structure, board, and performance
variables. According to the findings, the presence of women directors, along with factors
such as firm size, leverage, and age, all have a detrimental impact on the quality of financial
reporting. Board meetings and profitability, on the other hand, have a good ir@ The
association between the quality of financial reporting and proxies for liquidjtygrowth, and
ownership structure is only somewhat strong. According to the ﬁnﬁ%'}f the study, in
order to improve the reliability of financial reporting and lessen ﬁ@e'\)alence of deceptive

accounting procedures, businesses that deal in industrial @cts should concentrate on

modernizing structures other than ownership stru%m%\

Another empirical study investigates the que of whether or not the quality of audits has
an effect on the connection between iA

wnership and the avoidance of corporate taxes
in Tunisian companies that are p%fby traded. GLS regression models are used to analyze
data from a sample of 55 Twm listed firms from the years 2008 to 2013. The time
period covered by e@g from 2008 to 2013. The data indicate that family ownership
is positively con{‘ia with firm tax avoidance practices. On the other hand, the incidence
of such %es has decreased in Tunisia since the revolution in 2011, due to increased
pr ainst corruption and unethical behavior. According to the findings of the study,
which reveal that audit quality moderates the link between family ownership and tax
avoidance, high-quality audits successfully lower the incentives for family businesses to
engage in aggressive tax positions. In other words, high-quality audits moderate the

association between family ownership and tax avoidance. The findings of the study can be

used by policymakers and practitioners too?’.
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Chapter Five

Conclusion

This chapter discusses the summary of the findings, conclusions and recommendations of
the study. The findings of this study concisely summarize the contributions of the study to
knowledge whilst also emphasizing respective implication of findings, limitations to study

as well as suggestions to further studies. &

5.1 Summary of Findings QO

This study evaluated the effect of audit quality on financial pezfor§ge of listed DMBs in
Nigeria. It precisely examined the relationship between @Measure of audit quality
(audit fees, audit independence, and audit firm sizey %ancial performance of listed
DMBs in Nigeria. Secondary data were sourcé@&he annual reports of the selected
listed DMBs from 2016 and 2021to achieye @?jectives of this study. Following from the

interpretation of analyses of data col c&nd findings of the study, the following can be

summed up as the major emp%a@ings of this study:

1.  Audit quality exhib&%pqsitive and significant relationship with the financial
performance (QJS% posit Money Banks in Nigeria.

2. Audit i d@dence has a positive and significant relationship with the financial
performance of listed Deposit Money Banks in Nigeria.

3. @it firm size has negative and significant relationship with the financial performance
of listed Deposit Money Banks in Nigeria.

4.  Audit quality has positive and significant effect on financial performance of listed

Deposit Money Banks in Nigeria.
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5.2 Conclusion

Conclusions drawn from this study's empirical findings indicate that audit quality do have
effect on financial performance of listed Deposit Money Banks in Nigeria. Therefore, it is
imperative for management of DMBs to see that quality audit engagement is critical for the

long-term sustainability of their establishment. The theoretical foundations for this study

came from the signalling theory. Signaling theory is a valuable frame for
understanding the relationship between audit quality and financial performa 1s theory
suggests that organizations engage in various actions and disclosures f% ey information

to external stakeholders, particularly investors and creditors. In ﬂ\‘%ﬁ‘text of audit quality
and financial performance, signaling theory can shed hglé“)gg%)ow companies use audit-
related signals to convey the reliability and of their financial statements,

ultimately affecting their financial performance n Several ways.

Firstly, high audit quality serves as a 0@ ignal to external stakeholders, indicating that
a company's financial statements trustworthy and less likely to be misstated or
misleading. This signal can&l)ance investors' confidence in the company's financial
information, making th%%o.re willing to invest or lend capital. As a result, companies
with a reputation igh audit quality may find it easier and more cost-effective to raise
capital i ncial markets, which can lead to improved financial performance through
inc @access to funds for investment and growth. Furthermore, signaling theory

x& that the choice of audit firm can itself be a signal of a company's commitment to
transparency and quality financial reporting. When a company hires a reputable audit firm
known for its rigorous standards and independence, it sends a strong signal that it is

committed to maintaining the integrity of its financial reporting. This can lead to a positive

159



perception among investors and creditors, potentially resulting in a lower cost of capital and

better financial performance.

Moreover, the credibility and trust established through high-quality audits can positively
impact a company's relationships with other stakeholders, including customers, suppliers,
and business partners. These stakeholders may be more inclined to engage in long-term
relationships with a company they perceive as reliable and transparent, which .@ ad to
various strategic advantages and improved financial performance in th 19\1%&111 all the
signaling theory provides a framework for understanding how audit quality and financial
performance are interconnected. High-quality audits can act as positiv ';ignals, improving a
company's reputation, enhancing access to capital, resiu@e cost of debt, and building
trust with stakeholders. This research adds to literature by offering empirical
evidence to support the ripple effect of au&ii{{q%ity on financial performance of DMBs in
Nigeria. The study provides the Man gegg\of listed DMBs with the strategic information

it needs to make evidence-based es concerning the audit quality and the resultant

financial performance.

'\
5.2 Recommendati SQ'@
g

Based on the ﬁr.%

Q

1. The dings of hypotheses one, two, and three posit that audit fees, audit

of this study, the following recommendations are made;

Qlependence, and audit firm size have a significant relationship with the financial
performance of listed DMBs in Nigeria. The extent of the relationship, especially
concerning audit firm size, needs improvement for DMBs' financial sustainability.

2. The study calls for stringent measures in monitoring the process leading to audit
engagement for listed DMBs. This should ensure that audit fees, audit independence,

and audit firm size are in alignment with the bank's financial resources.
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3. The findings of hypothesis four suggest that audit quality is a positive predictor of
financial performance for listed DMBs. However, efforts should be directed at
addressing the negative effect induced by the firm size of the audit firm on financial
performance of listed DMBs can be reversed.

4. This study recommends that the management of DMBs must ensure audit fees, audit

independence and the audit firm size does not cost the bank so much th&' takes

e
%
4%'»

5.4 Contributions to Knowledge ) )\\a

away the financial performance.

This study made important contributions to knowle.d{ﬂ%l&eptually, theoretically, and
empirically in the following ways: '®

1. This study makes substantial contril.al.x‘[i\aq% regarding conceptual understanding in

number of ways. The research fo n@%lled in gaps in the existing literature on audit

quality and financial performa f DMBs in Nigeria given data from 2016-2022.

Previous studies were carwut with older data set compared to this study. This thesis

also made conceptu@nQribution in terms of conceptual model which explain the

interactions b e?audit quality and financial performance an effort that future studies

can take g/antage of. Thus, contributing to models that explain the connection

@n audit quality vis-a-vis audit fees, audit independence, and audit firm size, and

their interactions with financial performance vis-a-vis return on asset and earning per

share.
2. This study’s findings are consistent with the signaling theory which serve as the overall

anchor for this study, providing a broader perspective on the relationships between the
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audit quality and financial performance. different variables. Hence, the finding provides
support for the tenet of the signaling theory.

3.  This study's empirical findings provide a useful addition to the current auditing
literature on how audit quality induce financial performance within in Nigeria’s banking
industry, and they can also be used as a reference for future studies in the field. In
particular, this research's first aim was to investigate the effect of audit® ity on
financial performance of listed DMBs in Nigeria. The study found that a@ality has

D

significant effect on financial performance of listed DMBs in Nigerid:

5.5 Suggestions for Further Studies . @"

The limitations of this study offer opportunities and sgg@or future study as discussed

below: Q’Q\
1. Future studies may consider a longitil){%ﬂgudy. This will help in understanding the
1

long-term effect of audit quality o‘g’ cial performance.

2. Future study may consid% g the research context to other industries. This will

help in generalizing thﬁlm g of this study.
'\
t

3 This study e)@ effect of audit quality and financial performance using
secondary d&te:, ture study my consider collecting primary data in addition to the

study‘%e whether the findings can be generalized.

4. @Q studies may consider other variables like an intervening variable to see its effect

on the interaction between audit quality and financial performance.
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