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ABSTRACT
In this study the independence of auditors was critically evaluated and the importance of auditors’ independence in financial statement credibility was analyzed. In order to make informed decision it is important for the financial statement to be credible. The auditors are expected to audit the financial statement of companies in order to present a true and fair view or otherwise of the financial statement. The study adopted a survey research design. The data used for this work were collected from primary sources. The relevant data collected were analyzed using descriptive statistics of mean and standard deviation and inferential statistics of regression and correlation. The results of the analysis show that auditor’s independence affects the understandability, reliability and faithful representation of financial statement in the Nigerian Banking sector. The reason why audit exists is because investors and creditors can make use of financial statement to make their decisions. The study concluded that auditors’ independence and the credibility of financial statement are to be significantly impaired when non-audit services are conducted and that there is a positive relationship between independence of an auditor and the credibility of financial statement, therefore the independence of an auditor is fundamental to the credibility of financial statement. Finally, the study recommends that there should be rotation of auditors to improve the auditors’ independence, implementation of peer assessment in other to ensure that audit are carried out with outmost professionalism and mutual respect and that auditors should not be allowed to provide audit client with any other advisory services.

CHAPTER ONE
INTRODUCTION
I.1   Background to the Study
In present times, there has been much discussion about the Auditors independence; the leadership of the auditing standards board, the public oversight board, the independence standards board, and most recently the proposed independence rules promulgated by the Securities and Exchange Commission (SEC) have all attempted to clarify and strengthen auditor independence.  Also in the medieval era financial statements were not necessary and hence financial statements were not prepared neither used to make decisions. But with the recent development every firm are expected to prepare financial statement in order to know the financial position of the organization so that stakeholders can make decisions (Loveday, 2017).

Securities and exchange commission (SEC) require traded companies to make sure their statements are prepared and audited by certified public accounting firm who assume the responsibility for the fairness of the financial statements. This opinion adds to the credibility of the statements which is agreed by the lender and private investors who voluntarily allow company’s statement to be verified by independent body. The user of financial statement which include: shareholders, government, creditors, investors, etc. All rely on the audited financial statement in other to make informed decision. Therefore, the credibility and reliability of this statement is necessary (Eko, 2015).

The function of auditing is to lend credibility to the financial statement. The financial statements preparation is the responsibility of the management, while auditor responsibility is to lend credibility of the financial statements. The auditor also increases the credibility of other non-audited information which is released by the management. For an audit to be credible and reliable, it must be performed by someone who is independent and cannot be influence by position, power which will affect its own conclusion. The securities exchange commission approved new auditor independence regulation which requires that traded companies should disclose the level of fees that were paid to their external auditor for non-audit services (IAASB, 2015).

The auditor independence has long been recognized as the cornerstone of the public accounting profession and that it is privileged to govern itself. Society grants power and privilege to the Accounting profession. Auditors are obligated to perform their duties for the public benefit in exchange for exclusive professional privilege. Traditional audit independence view regard as a moral perspective (Babatoolu, Osasrere and Emmanuel, 2016). As for a moral perspective, auditors are professionals, with professional obligations to the public. They should not engage in any activity that appears to impair their effectiveness as professionals, regardless of the totality of their incentives (Enofe, Okunega and Ediae, 2013).

Professionals are presumed to do things because of their professional duties, not because of their best interests. In incentives right or wrong is concentrated. Morally, some seem to believe that it is wrong for an auditor if "appear" not to be independent. Intrinsic ethical concentration is an influencing factor to consider on a moral view the nature of the moralistic analysis that support the enhancement of the audit independence and have significant to the auditor's role to play auditors' primary duty to protect the public interest and the necessity to use judgment in fulfilling this duty (Ilaboya and Ohiokha, 2014). The ideal of auditor independence has been clearly stated for a long time. 

The second general standard of generally accepted auditing standards states that “in all matters relating to the assignment, independence in mental attitude is to be maintained by the auditor or auditors.” Essentially, an auditor may function as an employee (internal auditor) or an independent professional (external auditor). Users of these entities' financial information, such as investors, government agencies, and the general public, rely on the external auditor to present an unbiased and independent evaluation on such entities.  In an ideal world this may be the case, but in reality auditors may be less independent than the other auditors (Nemit, 2015).

Safeguarding auditor’s independence is a key priority not only for auditors, but also for management and investors. In the global market of today, the government, creditors, institutional investors, lenders, regulator, stakeholder etc. rely on the information provided by the auditors on the credibility and reliability of the financial statements. From a theoretical perspective, one of the primary purposes of financial reporting is to facilitate capital allocation by increasing contracting efficiency and reducing information asymmetry among capital market participants (Gow, Larcker and Reiss, 2015). Improvements in reporting quality serve to provide investors with more accurate information and thus can reduce information asymmetry and increase contracting efficiency. Thus, improvements in reporting quality can increase a company’s access to external finance and ultimately lead to increases in investment and investment efficiency (Novie, 2013).

Companies establish the credibility of their financial statements by having an independent auditor to verify the accuracy of those disclosures. However, the effect of auditing on financial statement credibility depends on the independence of the auditor and the rigor with which the audit is performed (DeFond and Zhang, 2014). An increase in reporting credibility can increase the degree to which investors rely on financial statement information for both contracting and learning about companies’ operations and performance, which can increase the company’s access to external finance and investment/investment efficiency (Nwanyanwu, 2013).

One of the information used is the financial report is the product of a process of accounting. In this case the financial statements that can be trusted by investors absolutely necessary. In order for those statements to be believed, then the audit of financial statements is necessary especially for a company incorporated in the form of a limited liability company that is open. The management company appointed by the shareholders held accountable in the form of financial statements for the funds that have been submitted to the management of company (Wali, 2015)

I.2   Statement of the Problem
Recent reports of questionable accounting practices adopted by some companies in Nigeria have brought the issue of auditor’s independence to the forefront, and putting the auditing profession credibility in doubt (Otusanya and Lauwo, 2010). Financial reports are meant to be a formal record of business activities and these reports are meant to provide an overview of the financial position and profitability in both short and long term of companies to the users of these financial statements such as shareholders, managers, employees, tax analyst, banks, etc.

Recent misappropriation of financial statement such as by Enron, Worldcom, or Parmalat revealed that information provided by financial statements does not faithfully represent what its purports. Based on recent case of Parmalat, as well as in the cases of Comroad and FlowTex in Germany, management counterfeited documents and receipts for non-existent assets or transactions. These scandals clearly mean that it is not sufficient to rely on management representations to be what they seem at first instance. Rather, the auditor must go beyond the façade and question the truth of any information using professional skepticism. Responding to these developments, standard setters have tightened professional auditing standards. (AU 316, 2005).

Several researches (Adebayo, 2011; Wali, 2015; Loveday, 2017) have been carried out in developed and developing economies on how audit independence affects audit quality. To the best of the authors’ knowledge, none have researched on how audit independence affects financial reporting credibility. Any subsequent failure of firms due to mismanagement, fraudulent practices, etc., are viewed as failures in auditors’ independence in carrying out their duties (Adeniji, 2004). For instance, Enron and WorldCom in USA collapsed shortly after an unqualified (clean report) audit report was endorsed. From the above discussions, there is need to ensure credibility of financial statement of companies in order to increase users’ confidence and thereby affecting investors behavior.

This study seeks to investigate why corporate organizations fail and how it is occasioned by the independence of auditors. Therefore, the study tends to have solve these problems by determining the impact of auditors’ independence on credibility of financial reporting in the Nigerian Banking Sector.

 1.3  Objectives of the Study
The main objective of the study is to determine the impact of auditors’ independence on credibility of financial reporting in the Nigerian Banking Sector. There are specific objectives of the study which were to:

i.         Determine the impact of audit independence on the understandability of financial statement in the Nigerian Banking Sector.

ii.         Evaluate the effects of audit independence on relevance of financial statement in the Nigerian Banking Sector.

iii.         Determine the effects of audit independence on the faithful representation of financial statement in the Nigerian Banking Sector.

1.4  Research Questions
From the above objectives, the following questions were derived;

i.         What impact does audit independence have on understandability of financial statement in the Nigerian Banking Sector?

 ii.         What are the effects of audit independence on relevance of financial statement in the Nigerian Banking Sector?

iii.         What effects does audit independence have on faithful representation of financial statement in the Nigerian Banking Sector?

1.5   Statement of Hypotheses
Hypothesis I
H0: Audit independence does not have significant impact on understandability of financial statement in the Nigerian Banking Sector.

Hypothesis II
H0: There is no significant effect of audit independence on reliability of financial statement in the Nigerian Banking Sector.

Hypothesis III
H0:  There is no significant relationship between audit independence and faithful representation of financial statement in the Nigerian Banking Sector.
1.6    Significance of the Study
The focus of this study is to examine the impact of audit independence on credibility of financial reporting in the Nigerian Banking Sector. This study will be of importance to several stakeholders such as:

Shareholders: The study will assist shareholders to ensure that the financial statement is true and fair and also free from material misstatement in order to place their decisions on the report. The report serves as an assurance that the going concern principle is being followed.

Potential Investors: The outcome of this research will serve as an input to potential investors in decision making concerning investment and financial policies from the financial statement. That is, the research work will serve as a way to put their reliance on the financial statements audited by professional auditors.

Management: The study will help management in knowing matters that can and cannot affect the auditor independence and ensuring the credibility of the financial statement. This will also assist in taking responsibility of preparing and presentation of the financial statement and also ensure the going concern principle is met.

General Public: The research work will educate the general public on how the auditor independence has a positive impact on credibility of financial reporting in the Nigerian Banking Sector. It will also educate them on how auditor independence will help in eliminating creative accounting and window dressing.

Further Researchers: This research will also serve as a resource base to other scholars and researchers interested in carrying out further research in this field subsequently, if applied will go to an extent to provide new explanation to the topic.

1.7   Scope of study
The research work is on the determination of the impact of auditors’ independence on credibility of financial reporting in the Nigerian Banking Sector with the scope explained below;

The scope of the study is delimited to the Nigerian banking sector. There are 21 commercial banks as listed on the website of CBN. These banks will form the universe of the study. The study will be further delimited to selected banks: Guaranty Trust bank, First Bank, Polaris Bank Diamond and Zenith Bank Plc. The employees of these banks will be the focus of the study where data will be gathered. Specifically, the study will be carried out among the branches of these banks that are located in Lagos. 

1.8   Operationalization of Variables
Auditors’ independence is the independent variable which is represented with three proxy variables which are Audit tenure, Audit fees and Independence of audit committee. However, Financial reporting credibility is the dependent variable measured by free from understandability of financial statement, reliability of financial statement and faithful representation of financial statement.
Functional Equations
Y=f(X)

Y= Financial Reporting Credibility (FRC) Dependent Variable

X= Auditor Independence (AUI) Independent Variable

Hence FRC = f (AUI)

Where X = Audit Independence (AUI)

Then x1= Audit Tenure (AUT)

Then x2= Audit Fees (AUF)

Then x3= Independence of audit committee (IAC)

Where Y = Financial Statement Credibility (FRC)

Then y1= Understandability of financial statement (UDE)

Then y2=  relevance  of financial statement (RFS)

Then y3= Faithful representation of financial statement (FRS)

Functional Relationships

UDE = f (AUT, AUF, IAC) ………………………………………... F1

RFS = f (AUT, AUF, IAC) ………………………………………... F2

FRS = f (AUT, AUF, IAC) ………………………………………… F3

Therefore (UDE, RFS, FRS) = f (AUT, AUF, IAC)

F1, F2 and F3 are the working functional relationship in this study used to determine the relationship between the impact of auditor independence on credibility of financial reporting in the Nigerian Banking Sector.

1.9   Definition of Key Terms
Auditors’ Independence: This refers to the freedom of the auditor to act professionally. Independence requires integrity and objective approach to the audit process.

Audit Tenure: This refers to the length of the auditor-client relationship. Thus tenure includes the period that the predecessor audit firms (where there has been mergers/de-mergers or other combinations in the audit firm) issued audit reports on the entity.

Audit Fees: This is a fee a company pays an auditor in exchange for performing an audit.

Credibility: This refers to the objective and subjective components of the believability of a source or message. Traditionally, modern, credibility has two key components: trustworthiness and expertise, which both have objective and subjective components.

Financial Reporting: This is the process of producing statements that disclose an organization's financial status to management, investors and the government.

Independence of audit committee: This is a committee of the board of directors responsible for oversight of the financial reporting process, selection of the independent auditor, and receipt of audit results both internal and external.

Faithful Representation: This is the concepts that financial statements be produced that accurately reflect the condition of a business. The faithful representations extend to all parts of the financial statements, including the results of operations, financial position, and cash flows of the reporting entity.

Understandability: This is the concept that financial information should be presented so that a reader can easily comprehend it to adherence to a reasonable level of understandability would prevent an organization from deliberately obfuscating financial information in order to mislead users of its financial statements.

Relevance: This refers to whether financial information can be verified and used consistently by investors and creditors with the same results. Basically, relevance refers to the trustworthiness of the financial statements.

CHAPTER TWO

REVIEW OF RELATED LITERATURE

INTRODUCTION

Our focus in this chapter is to critically examine relevant literatures that would assist in explaining the research problem and furthermore recognize the efforts of scholars who had previously contributed immensely to similar research. The chapter intends to deepen the understanding of the study and close the perceived gaps.

Precisely, the chapter will be considered in three sub-headings:

Conceptual Framework

Theoretical Framework

Empirical Review and

Summary Gap

2.1 
CONCEPTUAL REVIEW 

Here, the focus is to study the concepts on which this topic is based. Such would be done by defining, listing and explaining roles, features, characteristics and functions of the concepts to be reviewed. As such the following concepts are reviewed: 

2.1.1 Auditing  

To audit is to fine-tune, to examine, to make clearer. The Merriam Webster Dictionary defines auditing variedly as a “complete and careful examination of the financial records of a business or a person; a careful check or review of something; a formal examination of an organization‟s or individuals accounts or financial situation; a methodical examination and review” (Merriam Webster Dictionary). The choice of words such as “examination, methodical, careful” in the above definitions connotes that auditing is process, it is usually carried out on a financial records, it is usually carried out to determine a financial situation, capacity or proceeds.   

The international audit and assurance Standard Board (IAASB) understands this factors and process when it defines auditing as “independent process of examining financial statements, and expressing opinion on the same financial statements relating to a company/firm; usually carried out by an independently appointed auditor in accordance with certain terms of appointment and in compliance with relevant statutory and performance requirement”.  

Zayol, Kukeng and Iortule (2017) quote Mautz (1964) who viewed auditing as “concerned with the process of verifying accounting data, determining the level of accuracy and level of reliability of accounting statements and reports." 

Particularly, auditing of financial any statements is about conducting an objective and accurate evaluation of financial statements of a firm by an independently appointed auditor (s). For example, Limited Liability Companies (LLC) are required by law to audit their annual accounts much as to ensure that the financial statements to be published presents a holistic, true and unbiased, balance and accurate financial situation of the firm to the shareholders, prospective investors and general public (European Commission, 2010).   

If shareholders and investors must rely on the auditor‟s opinion about the finances of the company, it is crucial that the auditor maintains a level of independence of the company, executive directors, management and all other influencers. Bahram (200) posits that carrying out an audit that fulfils reasonable expectations of stakeholders demands that such work is performed with due regard for audit integrity and credibility. The auditor must not in any way compromise job quality for some self-financial gratifications. 

2.1.2 Audit Quality and Credibility 

Researchers such as Myers, Myers and Omer (2003) made efforts to explain factors and variables for the state of audit quality with focus on the relationship between company specific and audit firm specific factors that could mediate audit quality. Today, efforts have not seized from all concerned areas on what makes audit quality and what does not make an audit to be quality. Auditing in the language of a layman is a complete and careful examination of the financial records of a business. Merriam Webster Dictionary defines 

“quality” as a high level of value or excellence. In essence, audit quality can be ordinarily described as the excellent and valued way of examining financial records of a business.  Basically, audit quality explains the procedures in ensuring that a financial report is relevant and reliable to members of a firm and the public.  

There are variations in definitions as to what audit quality means. Judging from the long time established knowledge, De Angelo (1981) sees audit quality as the probability that an auditor will discover a breach in the client‟s accounting system and as well report the breach. Similar to the view of De Angelo, Davidson and Neu (1993) describe audit quality as detection and elimination of material misstatements and manipulations in recorded net income. Palmrose (1988) cited in Zayol, et al, (2017) reason that audit quality is the assurance that financial reports contain no material misstatements. 

Nwanyanwu (2017) defines audit quality as established procedures which ensure that financial report is relevant, reliable and communicative to organization members and the general public. There are various documents as there are scholars presenting various benchmarks regarding what audit quality should mean/be. Saleh and Azary (2008) assess audit quality as determining how effectively auditing was able to detect and material misstatements, and effectively reduce information asymmetry between the management and shareholders, with the goal of protecting the interest of the shareholders.  

One thing is common to all the definitions, they all point to: 

i. 
Detection of financial inconsistencies 

ii. 
Reporting of the inconsistencies 

iii. 
Reducing information imbalance between management and shareholders 

iv. 
Protecting the interest of the shareholders   

Al -Khaddash, et al. (2013) note that all the definitions despite their divergence, emphasize that audit should be compliant with relevant audit procedures and standards. This is because stakeholders are in expectation of accurate, reliable and informative report that is instrumental for decision making.  

Truly, the process of determining and realizing audit quality is complex in nature, and more complex is the difficulty in identifying actual audit quality (IAASB, 2011). From the perspective of Chadegani (2011), measuring audit quality entails direct measures such as: 

“compliance of financial reporting with acceptable reporting standard, quality control review, bankruptcy, desk review and SEC performance”; while the indirect measures include “audit size, auditor tenure, industry expertise, audit fees, economic dependence, reputation and cost of capital”.  

Base on this, the reliability of audit quality is measureable by its ability to detect fraudulent financial records and earnings management. In other words, audit quality is hinged on the extent it exhumes elements that are in conflict with sincerity of the quality of earnings disclosed.  

In essence, though there are various views and position and counterviews on what constitutes audit quality or what elements qualifies a report, all the views however have a unified aim. The consensus is that audit quality is measurable in terms its compliance to standard financial reporting benchmark, quality control review, bankruptcy, desk review, SEC performance on the other hand, the audit quality is measured in audit size, auditor tenure, industry expertise, audit fees, economic dependence, reputation and cost of capital. Overall, audit quality is judged base on certain parameters such as:  detecting and reporting of financial fraud, reducing information asymmetry, and protecting shareholders interest.

2.1.3 Indicators of Credible and Quality Audit  
Primarily, shareholders, stakeholders, creditors, and the general public deserve the right of knowledge of the true financial situation of a company. This can only be made possible through audit report that presents accurate and reliable financial information found relevant for decision making. The only means to get such uncensored quality report is through quality service of independent auditors. 

There have been many definitions of audit quality, few of which have been presented above. However, what remains unexamined is the factors that point to a quality audit. The question is what parameters what yardstick, what indicators can one use to judge that a particular audit is quality or less?  Though DeAngelo (1981) previously judged that audit quality is identified with two factors: auditor competence and auditor independence. Knechel and Vanstraelen (2007) base further arguments on the position of DeAngelo- that, decline in audit quality in a 

“short tenure audit” may be due to either lack of competence or loss of independence, while a degeneration  in  a “long tenure audit is attributable to a loss of independence.  

Meanwhile, recent development and realities in years after DeAngelo has necessitated looking beyond auditor‟s independence and competence only as bases for quality and credible auditing. Perhaps that is why Moizer (1997) laments that measuring the quality of the audit service has its challenges since audit quality is typically unobservable. 

 To Hay and Knechel (2010), quality of auditing is measurable by auditor‟s expression of true and fair representation; however, the challenge as Moizer earlier viewed is that such quality is subjected to the view of stakeholders. Meaning that their perception of whether the auditor‟s opinion is valuable determines the level at which auditing is judged as quality, this becomes a challenge as stakeholders perceptions is determined by various sensitive and dynamic factors. 

Perhaps that why Hardies, Breesh and Branson (2010) believe that the quality of auditing is not defined by the linear function of auditor competence and independence, but equally on stakeholders‟ perception regarding the value of the auditor‟s report. This is usually the outcome of the perceived competence and independence of the auditor.  

From this point of view one will be tempted to judge audit quality as the level of credibility of audit being a measurement for the degree of confidence that users place on the information provided by the auditor. 

In another dimension, Turley and Willekens (2008) are of the view that audit quality is proportional to the auditor‟s ability to detect misstatement in financial statements, as well as willingness to issue a fair and unbiased audit report based the results.  

Boynton Raymon and Walter (2006) imply in their study that audit quality is the degree at which audit report measure up to what it is meant to measure.   

Meanwhile, considering the parameters of the International Auditing and Assurance Standard Board (IAASB) perspective, the indicators of a quality auditing is not as far from all that is being discussed. Accordingly, IAASB base audit quality on three basic pillars: “input, processes, and context factor”.  

The input is base on personal attributes of auditor and reliability of auditing method, the validity of audit tools and presence of technical support. Output on the hand is base on auditor report and communication. All this still relate back to expertise of auditors to detect and report significant misstatement in the client financial report.  

Away from the yardstick of DeAngelo (1981) and that of IAASB, scholars have variedly developed constructs and concepts to establish what and what qualifies auditing as credible  

Giroux and Jones (2011) outlined the following parameters:  

i. 
auditor type,  

ii. 
audit experience (industry and specialisation),  

iii. 
audit fee,  

iv. 
demographic.  

Earlier, in the reports of Hameed (1995) it was agreed that auditor‟s experience, honesty and knowledge of accounting and auditing standards as the major and principal factors that influence the quality of auditing. On the other hand, Salehi and Kangarlouei (2010) proposed the following as indicators of audit quality 

i. 
auditor size 

ii. 
auditor tenure  

iii. 
specialty in auditor industry  

iv. 
auditor authenticity risk and client legal claims  

v. 
auditor independence  

Largely, Anyanwu (2017) asserts that apart from the above, the reputation of the auditor equally have an impact on the quality of report produced. Therefore, the higher the reputation, the higher the perception that audit report is of high quality. Anyanwu (2017) continues that the indicators of quality auditing is inexhaustible and are difficult to quantify. Since audit quality is intangible, it depends to a large extent on the imagination and feelings of investors, scholars, analysts and market regulators.  

2.1.4 Overview of the Concept of “Auditor Independence”  

Ordinarily, independence means to have freedom from outside control or support; not requiring or relying on something else. Consultative Council of Accountancy Bodies (CCAB) views it from philosophical aspect that to be independent is to have the attitude of mind which is characterized by integrity as well as objective approach to professional duties.  

From ethics point of view Suseno (2013) sees independence as the state of being objective and unbiased in the cause of performing professional services. It demands that one should be independent “in fact and in appearance”. Arens, Elder and Beasley (2012) agree that professionals who are engaged should maintain independence “in fact and in appearance”. It is to carry out professional duties with a high level of integrity and objectivity. 

For the auditor, independence means to be free from undue censorship, control, and manipulation of executive directors. SEC (2000) asserts that independent auditors are principally regarded as the gate-keepers of the public securities markets; and whatever passes through their gates is considered as doubled filtered and pure. 

Zayol, et al. (2017) define auditor‟s independence as an unbiased mental attitude in making decisions throughout the audit and financial reporting process. What this implies is that lack of independence of an auditor proportionately increases the possibility of being perceived as bias; as the auditor has tendencies of not reporting a discovered breach. 

Auditor independence is as crucial as auditing itself in that it is the attribute qualifying an auditor to express opinion on matters of financial reporting without bias or undue pressure (Nwanyanwu, 2017).   In this regard, the independence of the auditor is the parameter at which to better judge the quality of a financial report. That is why Richard (2006) says that auditing as a profession is inalienable from auditor‟s independent attitude in dealing with the clients. Arens, Elder and Beasley (2012) also buttress that when the auditor is independent of the firm, the auditing process fulfills primary requirement of keeping public confidence in the reliability of the audit report.  

Unarguably, the independence of the auditor adds credibility to a financial report. The importance of this credibility is emphasized in that investors, creditors, employees, government and the general public heavily and solely depend on such report to make decisions about the organization in question. Perhaps, that is why Hayes (2005) says that the advantage of securing the independence of an auditor extends as far as the overall efficiency of the capital markets. Wright and Wright (1997) earlier posit that the significance of auditor‟s independence in financial reporting indicates that auditor independence is central to the integrity of audit process. As earlier pointed, the primary reason of advocating for the independence of an auditor is so that, auditors will uphold independence “in fact and in appearance in”, to perform all professional duties with integrity and remain objective in all professional obligations. Logically, auditor‟s independence assessed and judged in terms of integrity and objectivity. 

Meanwhile, there are environmental threats to auditor‟s independence. Zayol, et al. (2017) observe that the fees received by the auditor for audit and non audit services pose as threats to auditor independence. Apart from this, the tenure of the auditor – client relationship is another potential threats to auditor‟ independence since a lengthy relationship may grow from formal to informal where auditor will become loyal to the executive directors and the directors will feel responsible for the auditor‟s wellbeing even during the non-service times. Enofe, Nbgame, Okunega and Ediae (2013) support this view that the independence of an auditor becomes vulnerable by the tenure or length of time the auditor is retained in a particular company. The reason as given by Enofe, et al. (2013) is that the familiarity developed through long tenure and the wholesome of income the auditor gathers from a particular company has high tendencies to erode the independence of the auditor. Base on these threats, Okolie (2014) presumes that once the independence of an auditor is impaired, it usually result in poor audit quality and brings about greater earnings management and lower earnings quality.  

2.1.5 What Determines Auditor’s Independence  

Auditor‟s independence is not just a concept in vacuum, there are factors that promote auditor independence. The absence of these factors will not make an auditor to be independent.  

These factors as outlined by Adeyemi and Okpala (2011) include:  

i. 
the size of audit firm 

ii. 
level of competition in the audit services market 

iii. 
tenure of audit firms serving the needs of a given client 

iv. 
size of audit fees received by audit firms 

v. 
provision of managerial advisory services by audit firms to the audit clients 

vi. 
 and existence of audit committee.  

These are briefly examined below: 

Size of the Audit Firm: The size of an audit firm is likely to have influence on the independence of the auditor. This is because the larger the audit firm, the higher their prestige and ability withstand intimidation from managers and directors/client. It is often argued that certain features inherent in small audit firm are likely to impair of auditor‟s independence. This is because in a small firm, there is a tendency to initiate a personalized mode of service and closer relationship with a client.  

Competition in the Audit Services Market: The higher the competition the lower the guaranty for auditor‟s independence. This is because an intensely competitive audit market will provide many alternative audit firms to a client and therefore, clients can change auditors at will. And since securing another client will be hard for an auditor, he is likely to dance to the beat of the management and thereby reducing his level of independence. Shockley, 1981 as cited in Adeyemi and Okpala (2011) assert that the high competition in the audit firm results in less auditor independence.  

Audit Tenure with a Single Client: Audit tenure is the length of time an auditor or audit firm  has worked for single client. As earlier discussed, though controversial, longer audit tenure is believed to have a negative effects on auditor‟s independence. A long time relationship between a client and audit firm has the tendency to lead into informal embrace of the audit firm which makes it difficult for the audit firm to report the inadequacies of the client. 

Size of Audit Fees Received by Audit Firm: It is believed that high audit fees may become too fascinating to the auditor/audit firm to the extent that the auditor will rather prefer to loose his independence rather than loose the huge sum being generated through the client.  Certain empirical studies have established that large audit fee is a valid and important determinant of auditor independence.  

Provision of Management Advisory Services by Auditors: Advisory servicesmay be an investment planning, manpower planning, software installation, audit outsourcing, risk assessment and business performance management, etc. Studies have shown that the impact of Management advisory services on audit independence is somewhat complex because other factors such as cultural/individual differences apply. 

2.1.6 Audit Quality/Credibility and Financial Reporting  

Audit credibility and quality has been discussed extensively. The centre point is that audit quality measure when it discovers a breach in the client‟s accounting system and as well report the breach; when there is assurance that financial reports contain no material misstatements. 

However, financial report is different from audit report, though it is auditing that leads to financial report. Nwanyanwu (2013) describes financial report as the presentation of financial statements in a comprehensive form for the understanding of stakeholders/shareholders and the public. Obazee (2005) says it is the process of communicating financial information, and also a way of giving stewardship account.  Adebayo (2005) buttress tha it is the means by which the managers of an organisation give account of their stewardship to their owners and other stakeholders. Financial report is a communication tool that is used to reveal financial affairs and situation of organisations.  

Meanwhile, audit quality and financial reporting have a cause-effect relationship, i.e. the establishment of audit credibility leads to sound and credible financial reporting. The reason is clear, it is auditing process that culminates into financial reporting and once the audit process is faulty, it automatically affects the credibility of financial reporting. Kaklar, Kangarlouei, and Motavassel (2012) observe that the quality and credibility of auditing produces standard and accurate financial reports by default and, the produced financial reports in turn prevent financial crises. If auditing is credible, it gives assurances that a financial statement will contain no material misstatements.  

Inferentially, the credibility of financial report is rooted in the quality of audit process.  Al Khaddash, Al Nawas, and Ramadan (2013) add that the credibility of auditing along with auditor‟s independence increases the confidence of stakeholders in financial reports. 

As viewed by Nwanyanwu (2013), the objectives of financial reports vary from one organisation to another base on the nature of corporate activities. For example, the objective in the  public sector may be to ascertain how effectively resources are being used to provide social infrastructure, while the objective in private sector, may be base on reporting how shareholders funds are being applied to generate income and whether such application facilitate high return on investment or decreased their wealth.  

According to Adebayo (2005), major objectives of financial report include but not limited to the following: 

i. Providing useful details for making decisions on resource allocation 

ii. Providing information to evaluate organisations‟ stability and liquidity ratio and general performance 

iii. Providing information for make possible- the evaluation of effectiveness of resources management to achieve set goals,  

iv. Providing information to predict and to compare the status of an organisation in the industry and economy as a whole and the provision of relevant statements of financial activities of an organisation.  

In essence, the function of auditing is primarily designed to achieve a comprehensive, accurate and balance reports which will consequently lead to the achievements of the above outlined objectives of financial reports. What this interprets is that if financial reports must meet standard, it begins from the credibility rate of auditing process, while the credibility of auditing is equally determined by the level of audit independence.    

2.2 
THEORETICAL FRAMEWORK

Theory is a set of related concepts codified into a law/rule that can describe relationships among variables (Amos, 2015). Having this in mind, the theories that shall be adopted to back this study are: 

i. 
Agency Theory 

ii.
Resource Dependence Theory  

2.2.1 Agency Theory 

The study is hinged on agency theory. The theory assumes that an agency relationship occurs where we have one or more principals who engage another person as their agent to do a service under their directive. Principally, such arrangement often result in delegating accountability by the principal, through which the principal (s) place trust on the agent to act in the best interest  of the principal (Jensen and Meckling, 1993). 

The theory is particularly related to independence auditor as agent which is hired to disclose the managers‟ or directors‟ performance to the shareholders through auditing process. Smii (2016) perceived that within the principle of the agency theory, the leader is supposed to follow an opportunistic behavior to maximize his utility function. And that in order to cope with such behavior, the shareholders uses a third party (external auditor) to monitor the managers and check the quality of the disclosed information. Scoped around this theoretical framework the role of the external audit, as a means of controlling and reducing the agency costs, is twofold: “it helps, on the one hand, reduce the information asymmetry and, on the other hand, strengthen the mechanisms of corporate governance”. 

The emphasis of agency theory is on the need for shareholders to monitor the activities of the board. In this relationship, an independent auditor with core financial training and expertise will reduce the incidence of management irregularities or fraud, where the underlying assumption is that independent auditor without stake or a factor to be bias is likely to exhume inadequacies in the financial dealings of the executive directors/management without fear or favour. It is therefore on this assumption that evidences become clear that independent auditor have a symbiotic relationship the credibility of financial report. 

With reference to audit independence and its impact on financial report quality, the agency theory under review, provides a solid foundation explaining the experiences, skills, and capabilities i.e. qualifications as part of the corporate governance process to oversee management and protect shareholders‟ interests (Arthurs et al., 2009). This largely support the earlier study of Barney (1991) ascertain that human capital with firm‟s specific skills and capabilities have potential to turn intangible resources into sources of competitive advantage. The human capital as applicable to the current study is independent auditor in relations with robust analysis and quality financial reports in terms of credibility, understandability, relevance and integrity of financial reports. 

Basically, it is the assumption made in agency theory about individualistic utility motivations resulting in principal-agent interest divergence is the centre of focus in this study. In other words, professionalism in auditing handling and process by independent auditor adds in no small way to corporate performance, and credible outcome of financial report.  

Therefore, focusing on auditor‟s independence, the agency theory magnifies the influence of independence of auditor on the credibility of financial quality, serving as the watchdog on the management, and revealing financial strengths, deficiency and general performance of the company. 

2.2.2 Resource Dependence Theory.  
Resource Dependence Theory sees a corporate entity as an open system, which is dependent on contingencies in the external environment (Pfeffer & Salancik, 1978). The theory assumes that “to understand the behavior of a corporate entity, one must understand the context of such behavior. In other words, must understand the organization, system, circumstance and context. RDT assumes that an organization is largely influenced by external factors on organizational, and managers can in order to reduce environmental uncertainty and dependence.  

Base on this, it means that Nigerian firms operate under the Resource Dependence Theory since they depend on laws made by external regulatory bodies on company‟s financial auditing process; and they also depend on independent external auditor whose expertise and neutrality is needed to provide a reliable and quality report. 

2.3
EMPIRICAL REVIEW

Babatolu et al. (2016) conducted a research „Auditor‟s independence and audit quality: A study of selected deposit money banks in Nigeria‟, which has its objective as to examine the effect of auditor‟s independence on audit quality of selected deposit money banks in Nigeria and discovered there is a positive relationship between audit fee and audit quality. They also found out that a positive relationship exists between audit rotation and audit quality; and finally revealed that there exists a negative relationship between audit firm tenure and audit quality. The population used by the authors for the study comprised of twenty (20) listed deposit money banks in Nigeria and the purposive sampling technique was used to select sample size of seven (7) banks. Secondary data was explored sourced from the audited annual report of the sample banks over a period 14 years (2009-2013). A panel data analysis was carried out considering the fact that the study simultaneously combines cross sectional and time series data. The data analysis techniques that were adopted for the study consisted: descriptive statistics, correlation and ordinary least square. The authors discussed that the need to ensure dependable and high quality audit work has been largely focused on auditor‟s independence in order to ensure that an auditor is not too familiar with his client, because familiarity will jeopardise the integrity of the auditor and in turn impair their independent opinion as to the financial health of their client. They highlighted the major threats to auditor independence as the fees received by the auditor for audit, nonaudit services and the length of the auditor-client relationship. Based on their study, the authors recommended that accounting and auditing professional bodies regulate governmental actions and raise alarm on rules and policies that could impede the auditors from properly discharging their responsibilities during any audit assignment.  

In his own contribution, Odia (2015) examined a review on auditor tenure, auditor rotation and audit quality. The author discussed in this study that there have been great concerns for the preservation of the auditor‟s independence since audited financial statements are the joint product of auditor-client negotiation process. The author revealed shorter audit tenure tends to be linked to low audit quality while longer audit tenure provides for high audit quality. He reiterated that the rotation of audit firm does not have a better effect on audit quality as it may enable more frequent opinion shopping and low-balling. The author further stated that rotation of audit firm discourages accretion of audit expertise, downgrades the valuable signal of auditor change, and shifts even more resources from substantive verification and tests to marketing of audit services. After the conclusion, the author recommended that major accounting standards boards should appraise the effectiveness of existing requirements to enhance the independence of auditors and quality of audit, voluntary audit partner rotation within an audit firm as a safeguard to reduce the potential compromise of auditor independence and audit quality, independence and capacity of the audit committee should be enhanced to perform their oversight functions of the auditor‟s work effectively and efficiently and ensure auditors‟ independence.  

Mitrendu and Siddhartha (2016) analysed statutory auditors‟ independence in India: An empirical analysis from the stakeholders‟ interest perspective‟ and realised that the lack of implementing the regulatory framework, long audit tenure and provision of non-audit services could impair statutory auditors‟ independence. They highlighted that statutory auditors‟ independence is a matter of huge significance in ensuring consistency and validity of financial statements prepared by a company‟s management. The study is exploratory in nature and is based on both primary and secondary data. The convenience sampling technique was used to select respondents from different occupational groups. However, the study revealed that fixing a maximum limit on audit fees and remuneration would not have any impact in reducing statutory audit failure. The authors concluded that procedure of appointment, tenure of service, and close relationship with management are the major influencing factors of statutory auditor‟s independence. Rotation of auditors, strong disciplinary framework, external review of audit work, and all activities that improve the ethical orientation of the statutory auditors were considered to be important safeguards to statutory auditors‟ independence. They further stated that individual occupational categories are significantly different in their opinion for all other variables that positively or negatively influence statutory auditors‟ independence.   

Zayol et al. (2017) studied the effect of auditor independence on audit quality: A review of literature‟ which objective was to examine the relationship between auditor independence and audit quality established that there is a strong relationship between auditor independence and audit quality. The study also revealed four threats to auditor independence, namely: client importance, non-audit services, audit tenure and client‟s affiliation with Certified Public Accountants (CPA) firms. The ex post facto research design was employed for the purpose of this study. Secondary sources of data were employed to achieve the objective of the study. In the course of the research work, the authors highlighted that the auditor may develop close relationship with the client and become more likely to act in favour of the management if the relationship between the auditor and client lengthens. They further discussed that the more the auditor has at stake in its dealing with the client, particularly when the non-audit services relationship has the potential to generate significant revenues, the more the auditor‟s independence is threatened and certain types of non-audit services, when provided by the auditor, create inherent conflicts that are incompatible with objectivity. Based on the review, the authors concluded that there is a strong positive relationship between auditor independence and audit quality. Hence, it was recommended that more investigations should be conducted most especially in Nigeria taking into consideration the four major threats revealed and extend to other sectors like manufacturing, transport, media, education, etc.  

Olowookere and Oladejo (2014) investigated the influence of remuneration and tenure on auditors‟ independence in Nigeria‟ and concluded that since auditors‟ independence has an effect on public confidence in the reliability of audit report, rotation of external auditors should be mandatory after ten years. They also concluded that virtually all the listed companies in Nigeria strictly comply with the provisions contained in CAMA with respect to remuneration and tenure of external auditors, hence, fixing of auditors‟ remuneration of the listed companies by the audit committee can guarantee auditor independence; and audit firms that provide external auditing services should not be permitted to provide consulting services to the same client simultaneously.  For the purpose of the study, Lagos state was considered as a case study. Survey approach was adopted for data collection which allowed the researchers to administer questionnaires. The population of the study consisted 186 firms involving in various sectors of the Nigerian economy particularly listed on the Nigerian Stock Exchange Secondary data was gathered from published annual reports of some selected listed companies on Nigerian Stock Exchange and Fact Book for the relevant years (1999 – 2009). The authors further suggested that an independent body should be responsible for the fixing of auditors‟ remuneration instead of the directors to determine their remuneration as stipulated by the Companies and Allied Matters Act, 2004. The authors further recommended that there is the need for the Nigeria Financial Reporting Council and other regulatory bodies in line with best practices to look critically into the issue of auditor tenure and the impact on audit quality which in turn signifies that there should be a limit set on the number of years for which both auditors and the clients can be in a relationship.  

2.4                GAP ANALYSIS OF PREVIOUS RELATED STUDIES 

	S/ N 
	Author, year 
	Topic 
	Findings 
	Gap in the study 

	1 
	Nwanyanwu 

(2017) 
	Audit Quality Practices and Financial Reporting in Nigeria.   
	There was a relationship between the measures of audit quality (auditor independence, technical training and proficiency and engagement performance) and 

financial reporting 
	The study generalized on quality audit practices, with no specific search on auditor‟ independence  

	2 
	Enofe, 

Nbgame, 

Okunega and  

Ediae (2013) 
	Audit 
Quality 
and 

Auditors Independence in 

Nigeria 
	As auditors‟ independence increase, the quality of the audit also improves and as the independence of the board and the ownership structure increases, the quality of the audit reduces. 
	The study was needs to be validated with recent trend. 

	3 
	Suseno (2013) 
	Auditor Independence and Audit Fees on Audit Quality. 
	Auditor independence and fees influenced audit quality, Measures to enhance auditing quality can be taken by means of developing independent attitudes and determining sufficient audit fees. 
	Study carried out in Indonesia. 

	4 
	Babatolu, Aigienohuwa and 

Uniamikogbo 

(2016)  
	Auditor‟s Independence and Audit Quality: A Study of Selected Deposit Money Banks in Nigeria. 
	There is a positive relationship between audit fee, audit firm rotation and audit quality. There was negative relationship between audit firm tenure and audit quality. 
	The study was limited to secondary data.  

	5 
	Zayol, 

Kukeng 
and 

Iortule (2017) 
	Effect of Auditor Independence on Audit Quality: A Review of 

Literature”. 
	Findings show that there was a strong relationship between auditor independence and audit quality. 
	The study was not based on empirical data. 

	6 
	Adeyemi and 

Okpala (2011) 
	The Impact of Audit Independence on 

Financial 
Reporting: 

Evidence from Nigeria 
	There is a positive relationship between audit quality and quality of reporting.Results of showed a significant positive relationship between audit quality and the quality of reporting in Nigeria for Auditors, shareholders and Brokers, Analysts 

and Academic 
	Study has been long conducted. Findings may have become invalid base on time. 

	7 
	Rahmina and Agoes (2014) 
	Influence of Auditor Independence, Audit 

Tenure, and Audit Fee on 

Audit Quality of Members of Capital Market Accountant 

Forum in Indonesia.   
	Generally, auditor independence, audit tenure, and audit fee have a positive influence on audit quality. 
	The study was conducted in 

Indonesia  

	8 
	Fujia (2016) 
	Competition, Auditor Independence and Audit Quality. 
	Greater audit market competition significantly increased audit quality just as it has moderation effects on audit quality through auditor independence, indicated by the provision of non-audit services (NAS) and auditor-client tenure. 
	Emphasis was on market competition rather auditor‟s independence.  

	9 
	Imegi 
and 

Oladutire 

(2018) 
	Mandatory Auditor Rotation and Audit 

Quality in the Nigeria 

Financial Sector 
	There is a significant relationship between mandatory auditor rotation and audit quality. 
	The study did not cover specific 

auditor‟s independence factors.  

	10 
	Sorinel (2008)  
	Auditor Independence, Audit Committee Quality and Internal Control Weaknesses. 
	Firms were found to be more likely identified with an internal control weakness, if their audit committees have less financial expertise. 
	Study has been long conducted. Findings may have become invalid base on time, fail to include audit quality. 


Summary of Gaps 

Considering the scope, reach, time, and method of the above reviewed studies, these, there is one or more gaps to be filled by the current study. The gaps appear in terms of the limited scope of the studies, geographical location, structure of the study and concepts examined. Many of the study dwelled on auditor independence without establishing the factors of the that guarantee independence and how it impacts audit quality, while others did not appraise major factors that make audit quality. Some of the study were carried out in far countries where their findings and situations are not applicable in Nigeria, some of the study only focused on restricted sample size that are not adequate to represent all sectors of the economy, besides the time frame of some of the study seemed too long to apply their findings to current realities of tax compliance. These gaps that have been analyzed in these previous studies is what the current study will address so as to add to existing knowledge.  

CHAPTER THREE

RESEARCH METHODOLOGY

3.1 
Research Design 

Research design is a road map through which a study is planned to be achieved. A well articulated design is desirable to achieve the objectives of the study. The expos facto research design is used for the study. This kind of design is a systematic research design in which the researcher cannot control the independent variables because their manifestation have already occurred or because they cannot be manipulated, This means that the researcher reports the way the data are without manipulation. The choice of the research method is hinged on the nature of this study, which is social science.   

3.2 
Population of the Study 

According to Udoyen (2019), a study population is a group of elements or individuals as the case may be, who share similar characteristics. These similar features can include location, gender, age, sex or specific interest. The emphasis on study population is that it constitute of individuals or elements that are homogeneous in description.

The population of the Nigerian commercial bank is estimated at twenty one (21) thus:  

Access Bank, Citibank, Diamond Bank, Ecobank, Fidelity Bank, First Bank, First City Monument Bank, Guarantee Trust Bank Heritage Bank, Key Stone Bank, Polaris Bank, 

Providus Bank, Standard Chattered Bank, Sterlin  Bank, Sun Trust Bank, Union Bank United Bank for Africa, Unity Bank, Wema Bank and Zenith Bank. (www.cbn.gov.ng accessed on 10/12/18). 
3.3 
Sample and Sampling Technique 

The study will make use of the purposive sampling to determine the most appropriate sample size for the study. Purposive sampling will be used by the researcher because of shortage of time, convenience purpose and to enable the researcher select the particular characteristics of the population that are of interest, which will best enable the researcher to answer the research questions. 
The purposive sampling will be use to select 250 accounting and auditing department employees of 

Guarantee Trust Bank, First Bank of Nigeria, Polaris Bank, Zenith Bank, and Diamond Bank, Lagos State, Nigeria.  Fifty (50) respondents will be selected from each of the five banks to represent the sample size. This is presented in the table below: 

3.4 
Method of Data Collection 

A structured questionnaire will be distributed to the employees who are in the accounting and audit department of the selected banks. Thus questionnaire will serve as the major instrument of data gathering. Olajide, et al (2015) agrees that questionnaire is the main research instrument of survey research method. The questionnaire will have three parts. Part A will consist of personal information about respondents. Part B and C will consist of questions that provide answers to research questions. All the questions will be close-ended. This is to ensure easy coding and expression of the respondents‟ opinions. Questionnaire will be administered on respondents on face-to-face basis by the researcher and retrieved at spot so as to record high return rate. Secondary data will be gathered through textbooks, journals, official documents etc.  

3.5 
Pilot Study 

The pilot study of this research work will be done on partially, which will involve administering 10% of the selected sample of the questionnaire to check for the validity and reliability of the instrument. However, for the pilot study 10% of the sample size will be carried out using another population apart from the population chosen for the study. Therefore 25 accounting and audit department employees of Ecobank Plc were used for the pilot study representing 10% of 250. 

3.5.1 Validity of Research Instrument  

In ensuring that the instrument is valid for credible and truthful findings, it will be formulated hand-in-hand with the supervisor to ensure items on the questionnaire are appropriate to generate suitable responses from respondents.  

3.5.2 Reliability of Instrument  

The result of the pilot study was subjected to the test-retest method to ascertain the level of reliability of the instrument. The Cronbach alpha reliability test was adopted to ascertain the degree of internal consistency of the constructs. The reliability result is presented in the table below; 

Table 3.1:  Reliability Result 
	Construct 
	No. of items 
	Cronbach Coefficient 
	Alpha 

	Audit Tenure 
	5 
	0.741 
	

	Audit Fee 
	5 
	0.761 
	

	Independence of Audit Committee 
	5 
	0.727 
	

	Understandability 
	5 
	0.762 
	

	Relevance 
	5 
	0.726 
	

	Faithful Representation 
	5 
	0.712 
	


Source: Author’s extraction from SPSS 

3.6 
Method of Data Analysis 

In this study, the descriptive statistics were used to analyze the responses from the questionnaire. It will involve descriptive analysis such as frequencies, percentages, mean and standard deviation. The Statistical Package for Social Scientists (SPSS) will be used for the purpose of this research as it is a comprehensive and flexible statistical analysis and data management solution. SPSS will be used for analyzing the results on the questionnaires filled by the various respondents. To test the formulated hypothesis, regression analysis and correlation in SPSS statistical package will be used in this study.  

Regression analysis 
Regression analysis evaluates the relationship between the outcome variable (i.e. dependent variable) and one or more risk factors or confounding variables which are known as predictors or independent variables. In regression analysis, a single dependent variable Y is conceived to be a function of one or more independent variable. 

3.7 
Model Evaluation 
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Audit Quality  
 
 
 
 
Source: Author‟s Research Model 

The conceptual model of this study shows the relationship between audit independence which is a factor of audit quality; and credibility of financial statements which is the end result. In the model, audit independence factor form independent variable (IV) while credibility of financial statements is dependent variable (DV). As the model shows, audit independence is a factor of audit quality. Audit quality in this model is a channel which further leads to credibility of financial statements. 

Credibility of financial statements which represent the dependent variable comprises subvariables such as understandability of financial statement, relevance of financial statement and faithful representation of financial statement. Further, the model indicates that credibility of financial statements is dependent on audit quality output which is equally determined by audit independence. This was presented as hypothesized earlier that audit independence have significant relationship with financial statements in reference to its credibility. 

3.8 Ethical Considerations 

An informed consent will be obtained from the respondents before administering the questionnaire on them. To ensure positive responses from the respondents, a well explanatory presentation will be given to ensure they obtained detailed information about the main objective of the 

CHAPTER FOUR
DATA PRESENTATION, ANALYSIS AND INTERPRETATION
4.1 Result: Demographic Information and Table 
Table 4.1: Demographic Characteristics of the Respondents 

	Characteristics 
	Frequency (N=239) 
	Percentage 

	Gender of Respondents 
	 
	 

	Male 
	191 
	79.9 

	Female 
	48 
	20.1 

	Age of the Respondents 
	 
	 

	Below 25 years 
	48 
	20.1 

	25 – 35 years 
	70 
	29.3 

	36 – 45 years 
	34 
	14.2 

	46-55 years 
	35 
	14.6 

	56-65 years 
	38 
	15.9 

	Above 65 years 
	14 
	5.9 

	Length of Service 
	 
	 

	Below 10 years 
	38 
	15.9 

	10-20 years 
	147 
	65.5 

	Above 20 years 
	54 
	22.6 

	Position 
	 
	 

	Junior Staff 
	81 
	33.9 

	Middle Staff 
	112 
	46.9 

	Senior Staff 
	46 
	19.2 

	Educational Qualification 
	 
	 

	NCE/OND 
	81 
	33.9 

	HND/BSc 
	104 
	43.5 

	Postgraduate 
	43 
	18.0 

	others 
	11 
	4.6 


Source: Field Survey (2020) 

Results Hypothesis I 

H0: Audit independence does not have significant impact on understandability of financial statement in the Nigerian Banking Sector. 

Table 4.2: Impact of Audit Independence on Understandability 
	Model 
	
	Unstandardized Coefficients 
	Standardized 

Coefficients 
	t 
	Sig. 

	
	
	B 
	Std. Error 
	Beta 
	
	

	 
	(Constant) 
	.914 
	.221 
	 
	4.138 
	.000 

	
	AUT 
	.072 
	.053 
	.076 
	1.348 
	.179 

	
	AUF 
	.212 
	.058 
	.222 
	3.643 
	.000 

	
	IAC 
	.474 
	.060 
	.472 
	7.905 
	.000 


 R = 0.659, R-square = 0.434, Adjusted R-square = 0.427, p-value = 0.000 

Table 4.2 reveals a fairly positive correlation coefficients of 0.072, 0.212 and 0.474 between the dependent variable (understandability) and the independent variables (audit tenure, audit fee and independent of audit committee) respectively. The R-Square value of .434 implies that 43.3% of the variations in understandability can be explained by audit tenure, audit fee and independent of audit committee. The output also show the un-standardized β1=0.072,  β2 = 0.212 and β3 = 0.474; standardized β1=0.076, β2= 0.222 and β3 =0.472 and a p-value = 0.000. Therefore, by having P-value of <.0.05, the result reaches statistical significance. In other words, based on the outputs (R2 = 0.434 P < 0.000 & β1=0.076, β2= 0.222 and β3 =0.472), it can be concluded that audit independence has a significant effect on understandability of financial statement in the Nigerian Banking Sector. Hence, H1 which stated Audit independence has significant impact on understandability of financial statement in the Nigerian Banking Sector is accepted

Hypothesis II 

H0: There is no significant effect of audit independence on reliability of financial statement in the Nigerian Banking Sector. 

Table 4.3: Effects of Audit Independence on Relevance of Financial Statement 
	Model 
	
	Unstandardized Coefficients 
	Standardized 

Coefficients 
	T 
	Sig. 

	
	
	B 
	Std. Error 
	Beta 
	
	

	 
	(Constant) 
	.785 
	.233 
	 
	3.362 
	.001 

	
	AUT 
	.217 
	.057 
	.214 
	3.834 
	.000 

	
	AUF 
	.432 
	.062 
	.422 
	7.009 
	.000 

	
	IAC 
	.188 
	.063 
	.175 
	2.969 
	.003 


R = 0.667, R-square = 0.445, Adjusted R-square = 0.438, p-value = 0.000 
Table 4.3 shows a fairly positive correlation coefficients of 0.217, 0.432 and 0.188 between the dependent variable (relevance of financial statement) and the independent variables (audit tenure, audit fee and independent of audit committee) respectively. The R-Square value of 0.445 implies that 44.5% of the variations in dependent variable can be explained by audit tenure, audit fee and independent of audit committee. The output also show the unstandardized β1=0,217, β2 = 0.432 and β3 = 0.188; standardized β1=0.214, β2= 0.422 and β3 = 0.175 and a p-values < 0.05. Therefore, by having P-value of <.0.05, the result reaches statistical significance. Hence, it can be concluded that audit independence has a significant effect on reliability of financial statement in the Nigerian Banking Sector. Hence, the null hypothesis stand rejected. 

Hypothesis III 

H0:  There is no significant relationship between audit independence and faithful representation of financial statement in the Nigerian Banking Sector. 
Table 44: Relationship between Audit Independence and Faithful Representation of Financial Statement 

	 
	
	FRS 
	
	AI 

	FRS 
	Pearson Correlation 
	
	1 
	.687** 

	
	Sig. (2-tailed) 
	 
	
	.000 

	
	N 
	
	239 
	239 

	AI 
	Pearson Correlation 
	
	.687** 
	1 

	
	Sig. (2-tailed) 
	
	.000 
	 

	
	N 
	
	239 
	239 


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

Table 4.10 presents the correlation analysis between audit independence and faithful representation of financial statement in the Nigerian Banking Sector. It can be seen that there is positive correlation between audit independence and faithful representation of financial statement in the Nigerian Banking Sector (as represented by correlation coefficient of 0.687). Also, this positive relationship indicates that as the audit independence increases the faithful representation of financial statement increases too. 

In order to test hypothesis three using 2-tailed test, it can be seen from table 4.10 that the result is significant at 0.05 level of significant. Since p<0.05 (i.e. the alpha value), the null hypothesis stand rejected hence, it was concluded that there is significant relationship between audit independence and faithful representation of financial statement in the Nigerian Banking Sector. 
CHAPTER FIVE

SUMMARY, CONCLUSION AND RECOMMENDATIONS

5.1 Summary

From the results of the analysis of data in presented chapter four, the following 

findings were obtained. 

Auditor’s independence has significance impact on understandability of financial statement in the banking sectors in Nigeria. 
The study also reveals that auditor’s independence has positive and significant effects on the relevance of financial statement in the Nigerian Banking sector. 
The correlation analysis reveals that auditor’s independence is positively related with faithful representation of financial statement.  
5.2   Conclusion 

From the discussion presented in the preceding section of this study, the following conclusions were made:  

i. It is clear that auditors‟ independence is fundamental to the credibility of the financial statement. The opinion of the auditor is what the users of financial statement use in making their decisions.  ii. For appropriate decision to be made the auditor‟s report has to be one that is void of bias or manipulation. In order to be able to do this efficiently and effectively, the auditor should be discouraged from providing non audit services.  

iii. Auditors fee are influenced by various economic determinants including the size and complexity of the audit work. For example, Kinney and Libby (2002) argue that unexpected fees are a better measure of the auditor‟s economic bond because they reflect the excess profit derived from an audit client  

iv. According to the standard (IAS 24), an auditor does not have primary responsibility for the prevention of fraud, but provides an approach that an auditor should follow when conducting an audit. It state that when planning and performing an audit procedures, reporting and evaluating the procedure thereon, the auditor must consider the risk of material misstatement in the financial statement resulting from error and fraud.

5.3  Recommendations 

This study has investigated many issues, both empirically and in literature and based on the findings, certain conclusion have been drawn. This section further extends frontiers of the study by putting up some recommendations generally intended towards improving the independence of an auditor that will enhance the credibility of the financial statement. The following specific recommendations are deemed appropriate at this juncture.  

For auditors to remain strictly independent, they should not be allowed to provide audit clients with any other advisory services.  

There should be rotation of auditors to improve the auditors‟ independence. 

There should be an implementation of peer assessment in order to ensure that audits are carried out with utmost professionalism and mutual respect.  

An audit committee should be set up by every limited liability company to evaluate the audit work done.  

iv. The aspect of auditors providing consulting services to the client company should be properly examined. 
It is anticipated that when all these are done it help the auditor to be independent and also be able to present a true and fair view of the financial statements.
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APPENDIX 

AUDIT INDEPENDENCE AND CREDIBILITY OF FINANCIAL REPORTING IN THE NIGERIA BANKING SECTOR 
Section A:  Personal Details 

Gender 
: 

Male 
 
 
 
 
 
 
[                   ] 

Female 
 
 
 
 
 
[                   ] 
Age :  

Below 25year   
 
 
 
 
[                   ] 


25 - 35years   
 
 
 
 
[                   ] 


36 – 45years   
 
 
 
 
[                   ] 


46 – 55years   
 
 
 
 
[                   ] 


56 – 65years     
 
 
 
 
[                   ] 


Above 65years  
 
 
 
 
[                   ] 

Length of service: 

Below 10 years 
 
 
 
 
[                   ] 

10-20 years 
 
 
 
 
 
[                   ] 

Above 20 years 
 
 
 
 
[                   ] 
Position: 

Junior staff 
 
 
 
 
 
[                   ] 

Middle-level staff 
 
 
 
 
[                   ] 

Senior staff 
 
 
 
 
 
[                   ] 
Educational Qualification 

NCE/OND 
 
 
 
 
 
[                   ] 

HND/B.SC 
 
 
 
 
 
[                   ] 

Postgraduate  
 
 
 
 
[                   ] 

Others  
 
 
 
 
 
[                   ] 
Section B:   AUDIT INDEPENDENCE 

You are required to indicate your opinion by ticking one of out of the five boxes provided for each statement. SD= strongly disagree; D=disagree; U= undecided; A=agree and SA= strongly agree. 
	S/N 
	Audit Independence indices 
	SA 
	A 
	U 
	D 
	SD 

	 
	Audit Tenure 
	 
	 
	 
	 
	 

	1 
	Your organization replaces it auditors on a regular basis. 
	 
	 
	 
	 
	 

	2 
	The length of auditors‟ tenure enhances audit quality in your organization. 
	 
	 
	 
	 
	 

	3 
	Your organization sometimes considered the rotation of audit firm as a way of improving the quality of financial reporting.  
	 
	 
	 
	 
	 

	4 
	The longer the audit tenure the better for your organization. 
	 
	 
	 
	 
	 

	5 
	Your company auditor is allowed to build long-term relationship with your organization. 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 

	 
	Audit Fee 
	 
	 
	 
	 
	 

	6. 
	Your organization pays the auditor for the use of separate engagement teams. 
	 
	 
	 
	 
	 

	7. 
	Referral or commission charged or received for are not permitted by your organization auditors. 
	 
	 
	 
	 
	 

	8. 
	Contingent fee is not permitted by your organization auditors. 
	 
	 
	 
	 
	 

	9. 
	Undercutting is not allowed by your organization auditors. 
	 
	 
	 
	 
	 

	10. 
	Your organization gives loan to auditors of your firm when requested for. 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 

	 
	Independence of Audit Committee 
	 
	 
	 
	 
	 

	11. 
	Your organization audit committee comprises of the executive auditors and non-executive directors. 
	 
	 
	 
	 
	 

	12. 
	Your organization audit committee works with audit ddynamics. 
	 
	 
	 
	 
	 

	13. 
	In your organization audit committee processes audit evaluation. 
	 
	 
	 
	 
	 

	14. 
	Your organization audit committee commensurate compensation. 
	 
	 
	 
	 
	 

	15. 
	Your organization audit committee select there nominating and governance Committee. 
	 
	 
	 
	 
	 


Section C:   FINANCIAL REPORTING CREDIBILITY 

You are required to indicate your opinion by ticking one of out of the five boxes provided for each statement. SD= strongly disagree; D=disagree; U= undecided; A=agree and SA= strongly agree. 
	S/N 
	Financial 
Reporting 
Credibility indices 
	SA 
	A 
	U 
	D 
	SD 

	 
	Understandability 
	 
	 
	 
	 
	 

	1 
	Your organization has the understanding of rotation of audit firm as one of the way of improving the quality of financial reporting credibility in the firm.  
	 
	 
	 
	 
	 

	2 
	Your organization has the understanding of shareholder engagement as it improves the quality of financial reporting credibility in the firm. 
	 
	 
	 
	 
	 

	3 
	Your organization has the understanding of sustainability and social responsibility as it improves the quality of financial reporting credibility in the firm. 
	 
	 
	 
	 
	 

	4 
	Your organization has the understanding of risk oversight as it improves the quality of financial reporting credibility in the firm. 
	 
	 
	 
	 
	 

	5 
	Your organization has the understanding of CEO succession planning as it improves the quality of financial reporting credibility in the firm. 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 

	 
	Relevance 
	 
	 
	 
	 
	 

	6. 
	Your organization financial reporting has an accounting, academic, and 
	 
	 
	 
	 
	 


	
	national relevance. 
	
	
	
	
	

	7. 
	Your organization financial reporting helps government to see how audit tenure has influence the quality of financial reporting in your firm. 

 
	 
	 
	 
	 
	 

	8. 
	Your organization financial reporting encourages the profession increases credibility to financial statement. 
	 
	 
	 
	 
	 

	9. 
	Your organization financial reporting instills the sense of responsibility, the essence of professionalism, independence and confidentiality. 
	 
	 
	 
	 
	 

	10. 
	Your organization financial reporting encourages auditor standard in providing detailed guidance on risk factors. 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 

	 
	Faithful Representation 
	 
	 
	 
	 
	 

	11. 
	Your organization financial reporting produced accurate reflects of the condition of the firm. 
	 
	 
	 
	 
	 

	12. 
	Your organization financial statement has a faithful representation concept which extends to the results of operations of the reporting entity. 
	 
	 
	 
	 
	 

	13. 
	Your organization financial statement has a faithful representation concept which extends to the financial position of the reporting entity. 
	 
	 
	 
	 
	 

	14. 
	Your organization financial statement has a faithful representation concept which extends to the cash flows of the reporting entity. 
	 
	 
	 
	 
	 

	15. 
	You organization financial reporting faithfully represent the aspects of it business with the attributes of error free, complete, unbiased. 
	 
	 
	 
	 
	 


