CONFLICT OF INTEREST AND THE AUDITOR INDEPENDENCE 

(A CASE STUDY OF PRICE WATER HOUSE COOPERS)

ABSTRACT
This project work titled “the impact of conflicts of interest on the auditor’s independence” using a price water house coopers as a case study, examines specifically the concepts of independence and conflicts that may arise when it is lacking. Independence are identified and discussed on how to manage threats. The primary and secondary sources of data were used in gathering information for the success of the project work. It was discovered that auditor’s conflict of interest greatly influence the auditor’s independence. It was concluded that the conflicts of interest exists from the auditor to the structures that govern the industry, the institutions and legislation. Finally, it was recommended that auditors should be chosen not by management of the company, but by the committee which should comprise of the Board of Directors (BODs).

CHAPTER ONE

INTRODUCTION

1.1   Background to the Study

Conflict of interest and auditor’s independence are two concepts that must be considered properly in this project work. If there is any way auditors’ conflict of interest affects his independence.

To start with auditor’s conflict of interest according to Andrew (2004) is a setting where an auditor trade off the influence and been biased of his report. There are two types of conflicts of interest in this regard. They are conflict where auditor earns reward from a third party between form and clients interest and conflict between the interests of two or more client e.g. where an auditor or audit team has a long term relationship.

While auditor’s independence refers to as the independence of the auditor from parties that have an interest in the financial statement of an entity.

This usually safeguard the auditor’s integrity and also an objective approach to the audit process.

It is obvious that there is auditor’s conflict of interest i.e. either of the two types of conflict of interest, there is usually auditor trade of the influence and been based that could make auditor not given accurate report, and then affect auditor independence.

The definition of auditor and auditor’s independence over the decades, have evolved along with accounting profession itself the concept independence was considered of great importance, and the focus was am elimination of conflict of interest that arose from financial relationships between auditors and their clients.

The twin sides of a coin are the concept of audit and the concept of independence. The auditor who has lost his independence has lost his reason, he has become a dependent auditor and will be in conflict of interest with his clients. Independence remains as crucial an issue as it was in the nineteenth century, and is still required to be demonstrated.

1.2   Statement of Problem

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. But in recent times, the financial manipulations, weak internal control systems, ignorance on the part of the board of directors and audit committee, manipulation on the part of the reporting auditor and other fraudulent activities that occur within companies, creating a negative goodwill to the general public.

A typical example of a financial statement malfunction is the popular case of Enron. Enron was one of the largest energy companies in the US.

By fraud and bribery, Enron executives avoided income taxes, and this lead to the downfall of this multi-billion dollar firm. Importantly, this wasn’t the first, a similar case appeared in 1973, when equity funding an insurance firm located in Los Angeles went bankrupt (Don, 2006).

In fact every year, a new business fraud is unraveled, often with similar components, corporate instability, uniformed accountants, high-level connections, and broke investors (Knapp, 2005). Enron started in July 1985 when Omaha-based inter-north merged with Houston natural gas.

Kenneth Lay, who had originally held positions in academic and the government, became chief executive and chairman. By 2001, Enron had grown to one of the of the largest energy companies in the world. However, the company sudden by unraveled and collapsed. Some other examples of corporate failure on the local scene are Lever Plc now Unilever in (1998) and African Petroleum (2000). 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 behaviour.

This study seeks to investigate why corporate organizations fail and how it is occasioned by the independence of auditors.

1.3   Objectives of the Study

The main objective of this research is to examine specifically the impact of conflict of interest on auditors’ independence.

The specific research objectives are:

To assess the impact of interest influences on the auditors’ independence.

To evaluate whether the conflict of interest can cause bias judgment and decisions by an auditor.

1.4  Statement of Hypothesis

A research hypothesis is an assumption of statement, which may not be true concerning one or more population.

There are two types of hypothesis, the null hypothesis (Ho) and the alternative hypothesis (Hi). The null hypothesis is a negative type of proposition of the research hypothesis. The alternative hypothesis is accepted once the wall hypothesis is rejected. Below is the formulated hypothesis.

Hypothesis One

HO:   Conflicts of interest does not influence the auditors independence

HI:    Conflict of interest influences the auditors independence.

Hypothesis Two

HO:   Conflicts of interest does not cause bias judgment and decisions by an auditor

HI:    Conflict of interest can cause bias judgment and decisions by an auditor.

1.5   Significance of the Study

This study will help reveal the conflicts of interest of auditors, its impact on auditors’ independence and its findings and recommendations will be of benefit to:

a.  Auditors: The auditors will benefit from this study in the sense that it reveals the conflicts of interest which will be an advantage to them in carrying out their audit work.

b. Individuals who may wish to be auditors in future. This study will serve as guidelines for them in the course of carrying out their audit exercise.

c.     Organizations that hire auditors high-lightening them on the rules governing the independence of auditors.

1.6  Scope of Study

The scope of this research was limited to price Water House Coopers, which is one of the largest professional service providers globally.

1.7   Limitations of the Study

So many limitations were met during the process of this research work. The first among others was getting information relevant to the research combining and relating the research work. Another limitation are:

Finance: There was also the challenge of inadequate finance faced by the researcher to carry on adequate research in respect of the aforementioned topic.

Time: There was often time consuming in sourcing for research materials and other relevant information. This, in addition to the above mentioned was a great challenge to the researcher.

1.8   Definition of Terms

Accountability: It is the obligation stewards or agents to provide relevant and reliable information relating to resources over which they have control and which have effects on others.

Accounting Principles: These are principles according to which the amounts of all items in a company’s account are to be determined.

Audit Opinion: This is an opinion expressed by an auditor upon financial statements,

Statement of Financial Position: This shows the assets, liabilities and capital of an organization at a particular data.

Statement of Comprehensive Income: This is a financial statement of an enterprises or income and expenditure.
Auditors Attitude: It is a combination of education, experience and judgement which provides a frame of mind, a point of view toward his work, that enables and auditor to appraise his problems accurately.

Audit Services: Fee based services provided by the qualities to provide reasonable assurance that the company’s financial statements are fairly presented.

Auditor: The external professional charged with the task of attesting to the fair presentation of company financial statements.

Auditor Independence: The expected relationship between the auditor and client in order to receive reasonable assurance that the judgement made by the auditor are free age any influence by the client or other parties.

Conflict of Interest: The perceived or actual state of an individual where the judgements and opinions are developed to promote the interests of the individual rather than the other interested stakeholders.

Non-Audit Services: Free based services performed by the auditing firm which are not related to the audit engagement.

Auditors Report: A report made by an auditor upon financial statements.

Financial Statements: The statement of financial position, statement of comprehensive income, statement of cash flows or total recognized gains and losses, notes and other statements and explanatory material all of which are identified in the auditors reports as being part of the financial statement.

Fraud: The use of deception to obtain an unjust illegal financial advantage or intentional misinterpretation by one or more individuals among management, employees, auditors or other parties.  

True and Fair View: The accounting standards obtained a legal opinion that stated true and fair view which is to be adhered to by auditors.

Low-Balling: The reduction in audit fees by an auditor, so as to protect or establish the relationship between the auditor and clients and to build the relationship that could become profitable later.

Objectives Assessment: An opinion or a judgement about the financial statements of a company, that is made by an auditor, and is free from influence of personal feelings, from clients and other parties.

Audit Evidence: The information obtained in arriving on the condition on which he bases his opinion about the financial statements of a company.

Audit Fees: The combined and total fees generated by the auditor for providing service to the client.

Institution Provisions: This include auditing standard and auditing guidelines, the statements issued by profession accounting bodies setting up basic principles, procedures and ethics to be adopted by members in the conduct of audit and how they should be applied. 

CHAPTER TWO

LITERATURE REVIEW

INTRODUCTION
Our focus in this chapter is to critically examine relevant literature 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 two sub-headings:

Conceptual Framework
Chapter Summary
2.1
CONCEPTUAL FRAMEWORK

Auditor
The term “audit” as defined by Woolf (1997:1) is

a process (carried out by suitably qualified auditors) whereby the accounts of business entities, including limited companies, charities, trusts and professional firms, are subjected to scrutiny in such detail as will enable the auditors to form an opinion as to their truth and fairness. This opinion is then embodied in an ‘audit report’, addressed to those parties who commissioned the audit, or to whom the auditors are responsible under statute.

Similarly, Adeniji (2004:1) described audit as “the independent examination of, and expression of opinion on, the financial statements of an enterprise by an appointed auditor in pursuance of that appointment and in compliance with any relevant statutory obligation”. The opinion formed by an auditor in relation to the truth and fairness of the financial statement is embodied in what is called audit report. This report by the auditor is addressed to the company’s stakeholders who have devoted their material, financial and other resources to the care of the managers. Even though there are many types of audit, this study is concerned with financial audit. Financial audit is an ex post verification process having to do with a policing role which requires the independence of the auditor (Power, 1996:4).

A person who is a professionally qualified accountant who has been given a license to carry out public practice is an auditor. An auditor is an independent person appointed by the owners of a company to examine the financial statements prepared by management (Izedonmi, 2000:1). Even though the primary duty of an auditor is to express a professional opinion on the financial statements, other services that an auditor can provide are accountancy, taxation, liquidation and receivership, investigation, management advisory services, financial advice and secretarial services. However, the fees for these other services do not form part of the audit fee.

The auditor is supposed to have integrity, be independent and objective, conform to confidentiality principles, maintain technical competence and conform to technical standard (Adeniji, 2004:6). Auditing is regulated by statutes (Company and Allied Matters Act, 1990 as amended), professional regulations in form of accounting standards and auditing standards issued by Institute of Chartered Accountants of Nigeria (ICAN) and in some cases adapted from those of some more developed countries. The Institute of Chartered Accountants in England and Wales (2005:8) noted that the mid nineteenth century company audits were carried out by persons (principals or otherwise) whose independence from the managers of the company was no issue. However, due to information asymmetries and general lack of trust as depicted by the agency theory, principals began to appoint expert auditors and rely upon their work.

Information asymmetry as described by Scott (2003:7-8) is a situation whereby some parties to a business transaction may have an information advantage over others. In addition, there are two types of information asymmetry which are adverse selection and moral hazard. Adverse selection occurs when management and other insiders know more about the current condition and future prospects of the firm than outside investors. Secondly, moral hazard occurs because of the separation of ownership from management in large companies. In this study, our concern is adverse selection whereby investors have a dearth of information than company insiders. Auditing is therefore a tool to control adverse selection by reporting on the inside information to outsiders.

Objectives Of Auditing in an Organization

The primary objective of an auditor under CAMA 1990, is for an appointed auditor to express a professional opinion on the financial statement of an enterprise prepared by the management so that any person reading and using them may have faith in them. The appointed auditor is to express an opinion:

Whether or not the financial statements show a true and fair view of the enterprise’s financial positions; and 

Whether the accounts have been properly prepared in accordance with the company and allied matter act (CAMA) 1990 and other statutory regulations.

Other secondary objectives include:

To prevent errors and fraud by the deterrent and moral effect of the audit;

To detect any form of irregularities;

To evaluate the effectiveness or otherwise, of the internal control system within the enterprise;

To provide spin-off effects. The auditor will be able to assist his clients with accounting systems, taxation, receivership, and other problems.

To advice on financial matters for efficient decision making by the management.

To ascertain and ensure that an enterprise conform to statutory and professional requirements.

Status Of Auditor

According to McMullen (1996) there are two types of audit:
External Audit: This is independent examination of the financial statements of an organization by an auditor who is appointed by the shareholders. The report goes to the shareholders.
Internal Audit: This is the review of the transactions of a business which may be in many respects, similar to the statutory audit, but which is carried out by employees of the business who are responsible to the management.

Responsibilities of Auditors

If echoes from the Failed Banks Tribunal set up by the Federal Government are anything to go by, those agitating for the crucifixion of auditors consequent upon the failed banks saga should have a re-think over their stand (Archibong, 1996:14). This is because the inadequacy of auditors was not confirmed at the Failed Banks Tribunals (Asein, 1999:12). Like any other profession, there are rules and regulations guiding auditors. The Company and Allied Matters Act (1990) as amended specifies in Section 360(1) that:

It shall be the duty of the company’s auditor’s, in preparing their report to carry out such investigations as may enable them to form an opinion as to the following matters whether- (a) proper accounting records have been kept by the company and proper returns adequate for their audit have been received from branches not visited by them; (b) the company’s balance sheet and (if not consolidated) its profit and loss account are in agreement with the accounting records and returns.

This reveals that the primary duty of the auditor is not to detect fraud and other irregularities but this is what existing shareholders and potential investors expect from them (Archibong, 1996:15). This conflict between the statutory role and the expectation of the present and potential users of financial statement is what has led to the audit expectation gap. Asein (1999:12) affirmed that the lack of understanding of the statutory roles of the auditor in corporate governance (often referred to as the expectation gap) is the reason why persons call for the arrest and prosecution of auditors. In addition, Lee and Ali (2008:5) sounded that the public’s perception of the present role of auditors remains at the ‘traditional conformance’ stage because of the public’s refusal to recognize the shift in the auditing paradigm.
In 1896, Lord Lopes stated that the auditor is not a bloodhound but a watchdog. This judgment was given as a result of an event where an auditor relied upon managers’ certificates without the auditor conducting a physical observation of the inventory or taking steps to confirm valuation. Subsequently, Vaughan Williams J found that auditors and directors were liable for dividends paid from non-existent profits. Any damages sought against them in respect of subsequent insolvency on the basis of tort were denied. This judgment raised concern by the audit profession and the validity of managers’ certificates was also questioned. In the Appeal Court, Lopes LJ stated that ‘an auditor is not bound to be a detective or as was said to approach his work with suspicion or with a foregone conclusion that there is something wrong. He is justified in believing tried servants of the company in whom confidence is placed by the company. This has been the source of the fraud detection and prevention debate in auditing (Ojo, 2006:6).

However, Lord Lopes asserted that it is the duty of an auditor to bring to bear on the work ha has to perform that skill, care and caution which a reasonable competent, careful and cautious auditor would use. The definition of reasonable care however rests on the particular circumstances of each case (Ojo, 2006:6). Fraud detection moved from being a primary to a secondary objective for audit during this period. Abroad, fraud detection became an issue subsequent to the criticisms as a result of the collapse of Johnson Matthey Bankers in 1984, triggering the establishment of a working party of the Institute of Chartered Accountants in England and Wales to consider matters relating to auditors’ responsibilities in relation to fraud. In addition, the government wanted to impose a duty to report fraud to the Bank of England upon auditors without the knowledge of the client organization. The ICAEW argued that this was an imposition of statutory duty and suggested that instead, companies should be required to maintain an adequate system of internal control (Ojo, 2006:6).

In recent times, regulators have come to accept the need for professional audit since auditors provide investors with an assurance that the information in the financial statements is not materially inaccurate, and follows established accounting conventions (Ogidan, 1999:30). The aim of which is to ensure that the financial statements show a true and fair view of the state of affairs of a company. Though some persons have argued that audit is not crucial in the present day corporate market, Ng (1978) pointed that if managers are penalized when they use non-GAAP reporting methods, with effective audit technology the probability that a manager would select non-GAAP reporting methods would decrease as compared to a situation in which no audit were to take place (Ogidan, 1999:31). More so Archibong (1996:16) argued that auditors have prevented countless disasters but these were done in secret.

Interestingly, it has been argued by law and the accounting profession that management cannot be prevented from acting in their self-interest. But to ensure the credibility of financial reports there is need for external verification (Adams and Evans, 2004:98). In other words, external verification is a rationale for regulating accounting information. Self-interest is a characteristic of information asymmetry where insiders of a company may have more information than outsiders. By way of protecting the stakeholders in companies from unscrupulous activities of insiders and third parties, statutory audit is a mechanism through which the financial records are matched with the prevailing financial position of a company. In the words of Bricker and Chandar (1998:486) accounting is concerned with information flows and their organization, which are central to business operations, managerial decision-making, and the nature and efficiency of capital markets. In this light, the very nature of accounting deals with ensuring the integrity of information produced in companies because the auditor is an independent agent.

The combinations and merger movement of the late nineteenth century resulted in the formation of several publicly held corporations (Bricker and Chandar, 1998:492). However, Hawkins (1963) noted that before that time financial information was inadequate, investors bought their securities primarily on the basis of confidence and trust in the investment firms marketing the securities. This period was the childhood of the accounting profession and auditing practices were still considered unusual. The function of public accountants and their reports was grossly misunderstood (Bricker and Chandar, 1998:492).

Presently, times have changed for the auditing profession as there is increased demand for auditors to detect and prevent fraud and errors in companies due to the corporate failures that have taken place especially in the financial sector worldwide (Asein, 1999:12). Some of these failures have been traced to fraud perpetrated by employees and management that were not escalated by the external auditor. Bologna and Lindquist (1995:9) argued that fraud has many definitions. It could be in form of a crime, tort,corporate or management fraud. However, fraud can simply be described as dishonesty and willful misrepresentation of a material fact.

It was to reduce the misunderstanding of users that the Auditing Practices Board (APB) recommended that the audit report should contain some text outlining the auditors’ duties in respect of fraud and error. Irregularities in form of material misstatements in financial reports are of particular interest to auditors because of their legal duty to report them (Krambia-Kapardis, 2002:266). Misstatement in form of misapplication of accounting principles was identified in the case of Enron (an energy company that failed in 2002) after taking advantage of the United States accounting rules which enable companies to set up Special Purpose Entities (SPEs) to manage assets off balance sheet and in essence spread the business risk. Aguolu (2003:34) observed that no single event brought about the fall of both Enron and Arthur Andersen (the auditors) but many events happened so close together, one leading to the other, hence resulting in the exit of the two organizations. Even though the rules for creating SPEs were different from the normal principle of consolidation, Enron’s auditors Arthur Andersen approved of the transactions. When the company was made to restate its financial statements using the normal accounting principles, they ran into heavy loss. These events and many others that were revealed in the course of time led to the gradual loss of confidence in Enron’s stakeholders (Deakin and Konzelmann, 2004:136).

Independence in Auditing Theory and Practice
Independence is one of the most discussed subjects in the auditing literature (GueninParacini, Malsch, & Tremblay, 2015). The importance of this concept has been identified in a number of ways. For example, independence has been recognised as a cornerstone of auditing practice (Mautz & Sharaf, 1961) with a ‘special meaning’ within the accounting and auditing profession since it builds trust in those who rely on and use audit results (Carey & Doherty, 1966). It is claimed that independence is sine qua non or raison d’etre of auditing practice (Wolnizer, 1987). Several authors have identified two main reasons as to why independence is important. First, independence gives significance and meaning to auditing outcomes. As argued by Flint (1988) and Shockley (1981), the importance of independence is described as building the value of audit work and results. In other words, without independence audit work has practically no value (Power, 1997). The second reason is that independence is an instrument to build the legitimacy, as well as the credibility, of the auditing profession (Gendron, Cooper, & Townley, 2001). Both reasons are built on the same requirement of trust from the users of audit opinions, expressed in the form of written reports. To further understand why independence is perceived as being indispensable in auditing practice, it is necessary to understand how academics and practitioners have described its nature. Efforts have been made to understand the nature of auditor independence along with the threats that can impair it. However, auditor independence has been an elusive concept to define, as was made evident 60 years ago in the work of Sharaf and Mautz (1960). They argue that it is difficult to breakdown independence into an easily understood meanings (Sharaf & Mautz, 1960). One possible reason is that it is principally a condition of the personal state of mind and character of the individuals that perform audits (Carey & Doherty, 1966). In general, the discussion on independence has focused on the personal aspect of independence comprised of items such as mental state and attitude, freedom of investigation, and relationship with the audited persons which can raise conflict of interest issues for the auditors. Having the proper mental state and attitude, freedom of investigation and freedom from conflict of interests are aspects of independence that are closely related to objective notions of independence at a collective or personal level (hereafter referred to as “independence in fact”). Nevertheless, relying on the personal aspect of independence is not sufficient. Besides being independent in an objectively verifiable way, the audit literature identify to be of vital concern that auditors and audit institutions be free of perceived conflicts of interest (hereafter referred to as “independence in appearance”) by avoiding any actions or relationship that may impair auditor judgement in the eyes of audit report users (Carey & Doherty, 1966; Fearnley & Beattie, 2004; IESBA, 2016). Independence in appearance creates user confidence in the auditor as well as overcoming any user scepticism of the auditors’ reputations (Flint, 1988). In particular, given the difficulty of observing auditor independence in fact, as it is in the auditor’s state of mind, audit report users may choose to judge auditor independence based on the absence of potential conflicts of interest (Pott, Mock, & Watrin, 2009). Hence, independence, considered in terms of both objective criteria and absence of perceived conflicts of interest, is integral to providing value to users of audit work. The existence of these aspects of independence provides the foundation on which the auditors can work to provide their objective and unbiased opinions on the audited accounts and in reports or any other audit objects (Porter, Simon, & Hatherly, 2009; Arens, Elder, & Beasley, 2014). The dual aspect of independence in fact and independence in appearance is also prominent in the international auditing standard and code of professional conduct (IAASB, 2012; IESBA, 2016). There are two key reasons why auditor independence is difficult to define. First is that it is a social practice, and the output of audit practice “does not have a single unambiguous meaning but rather, numerous competing meanings that exist side by side.” (Sikka, Puxty, Willmott, & Cooper, 1998, p. 303). For example, De Zoort & Taylor (2015) argue for a more comprehensive view of auditor independence based on the inclusion of other profession-based concepts such as integrity, competence and objectivity. On the other hand, Kalchelmeier & Van Landuyt (2017) propose a focus on social relations. In contrast to both, Church, Jenkins & Stanley (2018) suggest that auditor independence may be the problem rather than the solution. This is a strong indication that audit independence can be understood in multiple ways and thus have different aspects to consider. Second, it is argued that independence is a complex concept because it is the combination of personal and organisational factors (Flint, 1988). Auditor independence thus depends on multiple influences (Austin & Herath, 2014). Hence, we must consider the multifaceted nature of independence to grasp the full scope of the meaning of independence for auditors. These multidimensional aspects are explored next, starting with characteristics of independence in fact. Independence in fact focuses on the minds and the attitudes of auditors. To be recognised as independent, the auditors must have the required mind and attitudes. Here, independence is “a combination of personal and organisational factors” (Flint, 1988, p. 54). On the personal aspect, independence depends on the mental condition of the auditor and the freedom of investigation. However, the ability of the auditors to maintain independence will be frustrated if institutional arrangements do not provide sufficient support to auditors for this (Flint, 1988). For example, a problem concerning institutional arrangements could occur if the auditors are not from a different organisation than the audited entity. In addition, there may be conflicts of interest with regards to the audit fee. If the audit institution relies too much on an audit fee from the audited entity, there will be a point where the independence of the auditors will be impaired in the pursuit of more audit fees or other income from the same business entity. Here, we can see that both personal and institutional arrangement are essential for maintaining independence. The independence of the auditor will not occur if one aspect of independence, personal or organisational, is neglected. An earlier mode of this dual perception of auditor independence appears in the work of Mautz and Sharaf (1966) which claims that there are two senses of independence - practitioner independence and professional independence. The former deals with the attitudes that the auditors should adopt while doing their work while the latter is more about the image of the auditing profession and the credibility of the auditor in the eyes of the stakeholder or public in general. A dual dimensions model of independence also exists in the work of Power (1997). He argues that there are two senses of independence, namely, organisational independence and operational independence. Organisational independence focuses on the organisational arrangement of the auditors including the way they are appointed, ethical issues and whether providing other management services would impair their judgements (Power, 1997). Appropriate institutional arrangement will provide auditors with credibility and legitimacy, and build an image of a trusted and objective institution. This aspect of organisational independence is similar to the views of Flint (1988). They both cover the importance of having the right organisational arrangement so that the auditor independence can be recognised. Operational independence deals more with the audit process. Power (1997) claimed that there was a lack of attention on this aspect of independence in the auditing literature. Similar to Sharaf and Mautz (1966), emphasis in the literature continues to be on the freedom of investigation although their approach to achieving freedom of investigation differs from that of Power (1997). Freedom of investigation means that the auditors have full and unrestricted access to all information related to the audited accounts or issues arising so that they can make objective and informed opinions or conclusions (Flint, 1988). Being independent means that the auditors provide objective opinions on the audited accounts or issues arising, and it would be impossible for the auditor to exhibit operational or practitioner independence if they do not have full and unrestricted access to information related to the accounts or issues. In identifying freedom of investigation as a part of operational independence, Power (1997) emphasised two related aspects namely, informational independence and epistemic independence. Informational independence is the ability of the auditor to find independent information to corroborate or validate the audited accounts and provide an opinion and a conclusion from the process. Despite the effort made by the auditor to be informationally independent, they still need to rely or depend on information from the audited persons, and they need to trust at least some of the information presented by the auditee management during the audit process (Power, 1997). In this situation, although the auditors depend on the auditee for the provision of information, the auditor still can be independent in the process of reaching the audit results through epistemic independence (Power, 1997). Epistemic independence is identified as “the extent to which the auditor is dependent on the auditee for knowledge or can develop an independent knowledge” (Power, 1997, p. 134). Here we can see that maintaining independence is not just a matter of the ability to complete all required steps in the audit process. Being independent is also about the ability of the auditors to use their professional expertise and judgement in analysing the information provided by the management. The information may come from the management but, being independent, auditors conduct the analysis on their own and provide audit results based on their professional expertise. By contrast, independence in appearance is about the ability of the auditors to avoid any situation that could cause the interested party to consider that the auditor's independence has been compromised (Porter, Simon, & Hatherly, 2009). Independence in appearance deals more with the view of the third parties or the stakeholders. Compared to other approaches, this approach does not seem to recognise the importance of organisational factors and the freedom of investigation. However, these two factors, that we will learn about later in this chapter, do appear to have significant effect on auditor independence. 

In summary, conceptualisations of auditor independence that define it dualistically and identify different aspects of independence are the gateways to understanding auditor independence and point to the fact that auditor independence is influenced by several factors. For example, independence can be about the auditors’ minds and attitudes, reflected in fact or appearance. We can also see different discourses of independence, providing a reason to accept that the way to understand independence is to recognise its complexity through its multifaceted nature. With this very broad understanding in mind, the use of this concept in theory is discussed next.

Auditor Understanding of Independence 

As highlighted above, one of the purposes of studying auditor independence has been to understand, and to some extent define, auditor independence. Such concerns also appear in the work of Mautz and Sharaf (1961), Carey & Doherty (1966), and Antle (1981), Power (1994), Flint (1988) and Wolnizer (1987). Those studies have focused on identifying the various aspects of auditor independence and have attempted to provide a practice-oriented definition of independence informed by relevant theory. Recent studies, however, focus more on the effect of particular aspects of audit practice, such as audit fees, non-audit services, mandatory rotation and auditor-client relationship on auditor independence. Examples can be found in the works of Ashbaugh, LaFond, & Mayhew (2003), Carcello & Nagy (2004), Bell, Causholli, & Knechel (2015), Tepalagul & Lin (2015), and others whose work will be discussed later in this chapter. These studies explore whether a specific aspect, sometimes even two or three, have a significant negative aspect on auditor independence. This shift in focus from defining auditor independence to analysing whether certain aspects could impair auditor judgement is perhaps in response to accounting scandals despite the institutionalisation of auditor independence.

The past focus on auditors having good character and freedom of investigation is important for promoting independence, but other factors may impair independence. One of these factors is the auditor-client relationship. This relationship may have a damaging impact on auditor independence if it is not managed carefully as it can create conflicts of interests, conflicts of loyalties and emotional conflict for the auditor (Flint, 1988). It may cause “unrecognised prejudices” (Mautz & Sharaf, 1961, p. 208) that can damage the independence and objectivity of the auditors. Problems with an auditor-client relationship can be attributed to a couple of key phenomena. The first is when the auditors already have an established relationship with the principals and/or agents of the audited entity, such as kinship. Auditors can find it difficult to maintain their independence when members of their families, spouses, parents or children have an interest in the outcome of audit results (Flint, 1988). Such condition should disqualify the auditors from conducting the audit. Second, a long and continuous client relationship may create interpersonal familiarity and even sympathy or empathy, weakening the objectivity of the auditor (IESBA, 2016). The long and lasting relationship through working together for many years will raise the risk that the client will have a strong influence on the auditor, and it could weaken the auditor’s professional judgement and raise scepticism among other stakeholders and observers (Ference, 2013a). The familiarity can lead the auditor to trust the client despite independent information suggesting otherwise, leading to the auditor’s acceptance of client explanations without adequate investigation or analysis (Church B. K., Jenkins, McCracken, Roush, & Stanley, 2015). The more the auditor trusts the client, the less they may pay attention to evidence of the client’s inaccurate or misleading reporting of financial performance, impairing their ability to identify intentional misstatements (Rose, 2007). Therefore, it is important for auditors to limit close relationships with clients or if the relationship already exists, such as kinship, auditors must declare themselves not independent and recuse themselves from the specific audit duty. Apart from a family or other close personal relationship with the client, auditors are considered to have a relationship with the audited institution if they have a financial interest in the audited organisation. The interest becomes a conflict of interest (Flint, 1988) which can impair the auditor’s professional judgement and independence (IESBA, 2016). The financial interests of auditors in the client can be found in many situations such as auditor investment, auditor loan, auditor remuneration, other financial benefits and fee dependence (Moore, Tetlock, Tanlu, & Bazerman, 2006), which in turn could compromise their professional judgement and objectivity. In fact, after the accounting scandals of the early 2000s, there is a concern, at least in the United States, that auditors are failing to maintain their independence to the desired level (Church B. K., Jenkins, McCracken, Roush, & Stanley, 2015). For this aspect of auditor independence, Church et al. (2015) identify four significant factors, namely: client preferences; ongoing auditor-client relationship; auditor fees; and auditor tenure Both client preferences and ongoing auditor-client relationship are the product of auditors working for a client over a long period, and are related to the problem of auditor tenure. Problems associated with auditors’ fees are also related to problems with non-audit services given by audit firms for the same client for whom they provide their audit service. Further discussion below will focus on these two issues, the auditor tenure and non-audit service.
Determinants of Auditor Independence 

Literature has identified a number of factors which influence audit independence. These factors include: size of audit firm; level of competition in the audit services market; tenure of audit firms serving the needs of a given client; size of audit fees received by audit firms; provision of managerial advisory services by audit firms to the audit clients; and existence of audit committee. 

Size of Audit Firm

Larger audit firms are often considered to be more able to resist pressures from management (i.e. higher auditor’s independence). Abu Baker and Ahmad, 2009 proved in their empirical study that there is a positive relationship between audit firm size and audit independence. They argued that certain characteristics inherent in small audit practices may increase the danger of impairment of independence, for example, the tendency towards a more personalized mode of service and close relationship with client. However, it should not be assumed that firms act independently because the use of large audit firm is no guarantee of its ability to resist pressures from clients, as happened with Arthur Andersen and Enron. 

Level of Competition in the Audit Services 

Market Competition has been identified as the most important environmental change or external factor affecting auditor independence (Shockley, 1981). Firms operating in an intensely competitive environment may have difficulty remaining independent since the client can easily obtain the services of another auditor. Shockley, 1981 proved that the high level of competition in the audit firm has resulted in less auditor independence. However, Gul (1989) found the opposite. He argued that the existence of competition caused auditors to be more independent and create a favourable image in order to maintain their clients. 

Tenure of an Audit Firm Serving the Needs of a Given Client 

An audit firm’s tenure, which is the length of time it has been filling the audit needs of a given client, has been mentioned as having an influence on the risk of losing an auditor’s independence. A long association between a company and an accounting firm may lead to such close identification of the accounting firm with the interests of its client’s management that truly independent action by the accounting firm becomes difficult pointed out that complacency, lack of innovation, less rigorous audit procedures and a learned confidence in the client may arise after a long association. The United States Congressional Subcommittee on Reports, Accounting and Management considered that the above dangers are serious enough to recommend the mandatory rotation of auditors as a possible remedy. Rotation ensures that the auditor remains independent since tenure will be limited and any vested interest will no longer be relevant. Nevertheless, this suggestion has been opposed, in studies conducted by Shockley, 1981, tenure was not found to have a significant impact on perception on independence.

Size of Audit Fees Received by Audit Firm (in relation to total percentage of audit revenue) 

Large size of audit fees is normally associated with a higher risk of losing the auditor’s independence. The IFAC’s Code of ethics for professional Accountants suggests that client size (measured from size of fees) could raise doubts as to independence. In Malaysia, the MIS By Law (Section B-1.98 on Professional Independence) has emphasized that “if the total fees (arising from assurance and non-assurance services) generated by one assurance client or its related entities exceed 15% of the firm’s total fees in each year over two consecutive financial periods, financial dependency shall be considered to exist, in which case, a self-interest threat to independence is created. In such event, the only course of action is to refuse to perform or withdraw from the assurance engagement.” Most empirical studies conducted on size of audit fees do not look at the factor above, instead they inter-relate it with other factors. For example, Shockley, 1981 suggests that the adverse effects of Management Advisory Services, the size of the audit firm and competitive on a third party’s audit independence actually arise because of the link of these variables to audit fees. Nevertheless, there is a study that proves otherwise. Gul, 1989 proved that each independence related variable namely Management Advisory Services, competition and audit firm size, after audit independence in its own right. He also found size of audit fees to be an important determinant of audit fee (measured as a percentage of office revenues to the audit firm), though do not show any significant impact on audit independence, have influenced respondents to feel less Confidence In The Auditor’s Independence. 

Provision of Management Advisory Services (MAS) by Auditors 

MAS may include investment banking strategic management planning, human resource planning, computer hardware and software installation internal audit outsourcing, risk assessment and business performance management. An extensive debate is raging in the literature about the compatibility of consulting and audit service. In line with this, several empirical surveys were conducted in order to find how third parties, auditors and firms view this issue. The results are, however, inconclusive, suggesting that the effect of Management advisory services on perceptions of audit independence is complex and other factors such as cultural differences of the subjects may also be a significant factor in the way management advisory services are viewed in the context of auditor independence. Shockley, believed that collateral services create a working relationship between the auditor and the client that is too close and that the provision of management advisory services negatively affected audit independence. 

Audit Committees 

An audit committee is a selected number of members of a company’s board of directors whose responsibilities include helping the auditors remain independent of management. For that reason, there is much support to suggest a positive relationship between audit committees and auditor independence. According to SOX section 301, the audit committee carries out its responsibility over the financial reporting process by;

appointing, overseeing and compensating the independent and compensating the independent auditor; 

establishing procedures for handling complaints about accounting, auditing and internal control; and 

establishing procedures for the submission of concerns about questionable accounting and auditing matters.

Identification And Evaluation Of Conflicts Of Interest 

The Audit Office and its staff have an obligation to identify and evaluate circumstances and relationships that may create a conflict of interest and take reasonable steps to avoid or manage them. Both qualitative as well as quantitative factors must be considered. The key test in assessing if a conflict of interest exists is whether a reasonable and informed person would perceive that a staff member could be influenced or perceived to be influenced, by any interest that is incompatible with objectivity when carrying out their official duties as a member of the Audit Office. A conflict of interest can arise from several situations. This may involve:

• Personal Interests - conflicts could arise through financial interests, personal beliefs, personal relationships, (which can involve the interests of the individual’s immediate or close family members) or political activities. 

• Secondary Employment (including voluntary work) - the Audit Office must be the primary employer for all staff. Any secondary employment, including voluntary work, must be approved by the Deputy Auditor-General or delegate 

• temporary staff assignments - temporary staff assignments may include staff secondments to government agencies, Audit Service Providers or other external organisations which the Audit Office may have an affiliation with 

• inducements or intimidation - acceptance of a gift, benefit or hospitality can create a sense of obligation that may compromise impartial and honest decision making, and may be perceived as a bribe. Such inducements are not to be accepted. Refer to the Audit Office’s Gifts, Benefits and Hospitality Policy for further guidance. 

Intimidation occurs when a staff member may be deterred from acting objectively because of pressure or threats being made. If a staff member feels intimidated, they must promptly report it to their manager and the Deputy Auditor-General.

If staff are unsure if a conflict of interest exists they should consult with their manager, Director, the Quality and Innovation Group, the Executive Manager, Governance, professional body or legal advisors where necessary. Refer to the Procedure for more examples of how a conflict may arise, the procedure for managing applications for secondary employment and the procedure for managing temporary staff assignments.(Conflict of Interest and Professional Independence Policy 2019).

Declaring Conflicts Of Interest 

Annual Declarations 

All staff need to complete a Conflict of Interest and Professional Independence declaration form in MiCareer when appointed and annually thereafter. This acts as a regular reminder to staff to identify and report any conflicts of interest or threats to professional independence. Staff must consider the range of clients audited by the Audit Office when making their declaration.

Change in circumstances 

If circumstances change throughout the year, staff must not wait for the annual declarations to report a conflict of interest, or threat to professional independence. As soon as you become aware of an actual, perceived or potential conflict of interest or threat to professional independence, it must be reported. Refer to the Procedure for details on how to report a change in circumstances.

Activity Specific Declarations 

Conflicts of interests and threats to professional independence are particularly relevant in high risk function areas or where staff have a decision-making role or can directly influence a decision. This includes procurement and recruitment activities. When assigning staff to such activities and during the assignment, staff must evaluate circumstances or relationships that may identify a conflict of interest or threat to professional independence. Where an actual, perceived or potential conflict of interest or threat to professional independence is found to exist, it must be declared and suitable action taken to reduce or eliminate it. 

Committee Declarations 

Audit Office Committee members must declare conflicts of interest in accordance with the respective charters. These committees include the Office Executive, Audit and Risk Committee, Quality Audit Review Committee and Remuneration Committee. Staff on Procurement Committees and those on Recruitment Panels must also declare any conflict of interest in relation to those specific activities. .(Conflict of Interest and Professional Independence Policy 2019).

2.2 THEORETICAL FRAMEWORK

Whilst there have been a range of theories adopted in audit research, two are more widely utilised namely, agency theory (Messier, Glover, & Prawitt, 2006) and, in a broader sense, theories of accountability (Gray & Jenkins, 1993). They are discussed below.

The main idea of the agency theory is stated as follow:

The domain of agency theory is relationships that mirror the basic agency structure of a principal and an agent who are engaged in cooperative behaviour but have differing goals and differing attitudes towards risk. (Eisendhardt, 1989, p. 59).

It is argued that accounting and auditing have a significant role in the principal and agent relationship (Messier, Glover, & Prawitt, 2006). In a business organisation, the principal–agent relationship is reflected in one or several investors (the principals) in the business which is managed by the professional managers (the agents). The need for auditing services coincides with the increasing complexity and public status of the business organisation where the owner of the business is becoming more separate from the persons who run the business.

Accountability, on the other hand, is a multidimensional and contested construct (Joannides, 2012). However, for the purpose of this thesis, accountability is referred to as:

… a relationship, driven by social, contractual, hierarchical, or other factors, between the sources (e.g. the principal) and the accountable person (e.g. the agent) in which the latter has incentives to behave as the former wishes. (Gibbins & Newton, 1994, p. 166).

Power among organisational actors plays an important role in the institutionalisation process of accountability (Argento, Grossi, Tagesson, & Collin, 2010; Liguori, 2012) and in accountability mechanisms (Diggs & Roman, 2012). In these studies, power is regarded as the capacity of a person or organisation to influence the thoughts and actions of another person or organisation in a way that they would not otherwise think or act (Lukes, 2005). The most common way for the managers to demonstrate accountability is through their accounting tools and financial reports. However, the stakeholders still need assurance that the accounts in the financial reports are presented fairly and accurately, therefore leading to the demand for auditing service (Porter, Simon, & Hatherly, 2009). The reason why the stakeholders require assurance of the reliability of the financial reports is because there is asymmetric information between the managers and the stakeholders. The information asymmetry happens when the managers have a more comprehensive and real information on the financial transactions and position compared to the stakeholders (Messier, Glover, & Prawitt, 2006). The information asymmetry will mean that the stakeholders do not have all available information to corroborate the information presented in the financial reports to know their reliability. Therefore, the stakeholders require the third-party service, the auditor, to provide assurance on the reliability of the financial reports by investigating whether the accounts presented in the financial reports are based on the real transaction and condition.

Based on these two definitions, we can see that both theories are built on a similar premise. There are two parties (the principal or the source, and the accountable person or the agent) that agree to form a relationship to work together to achieve each other’s purposes. The major difference is that agency focuses on the economic relationship between principal and agents whereas accountability focuses on an obligation of the individual or organisation to explain its actions and to disclose the explanation to a range of stakeholders beyond the principal–agent relationship. In addition to the information asymmetry construct relevant to both theories, there are other reasons why stakeholders require assurance on the reliability of financial reports. Porter, Simon, & Hatherly (2008) identify four distinct reasons which, in turn, create demand for auditing services. These are: conflict of interests between the managers and the investors; the consequences of error; the remoteness of stakeholders from business operations; and the complexity of the business organisations. Here, the focus is on two of these reasons, namely, conflicts of interests and remoteness from business operations. Overall, the other two constructs are self-explanatory. Firstly, for business activities where the principal and the agent (or manager) are different entities, each will have its own economic interest. Where the principal and the agent have different interests, a resulting conflict of interest encourages the agent to withhold information and thereby may not always work for the best interest of other stakeholders (Messier, Glover, & Prawitt, 2006). In preparing financial reports, it is also possible that the agent presents them in favour of their own economic interests (Porter, Simon, & Hatherly, 2009). In this situation, audit plays a significant role in providing assurance that the financial reports represent the real financial position of the business entity.

The second reason is the remoteness of the owner to access information regarding business activities and financial transactions. Remoteness can be a consequence of legal, physical and economic factors which make the owner unable to attest to the accounts presented in the financial reports (Porter, Simon, & Hatherly, 2009). Moreover, it may be difficult for current or future investors to know the business based on theory rather than on first-hand experience. They require reliable information (Arens, Elder, & Beasley, 2014). Thus, investors and other stakeholders may not sure of the accuracy and validity of accounts presented in the financial reports. The best way to bridge this information gap is to use an audit service providing professional opinion on the validity of the financial statements audited financial reports in making business decisions. Based on an auditor opinion document, stakeholders should have greater confidence in the information from the management. Since owners often rely on auditor opinion, it is vital that the auditors provide them objectively and in a manner that is not biased as a result of conflicts of interest. To be able to do that, it is imperative that the auditors are independent from the audited entity. The independence of the auditor is a key to provide assurance that the information in the financial reports is valid. If it is evident that the auditors are not independent from the audited entity, its management and other interested parties, the auditors’ opinion will provide little value or even none at all in assuring the truth and fairness of the financial statements (Porter, Simon, & Hatherly, 2009). Hence, independence should be evident rather than simply depending on the auditor to act independently. It is important that the independence of the auditors is seen by those who rely on their reports. Based on an auditor opinion document, stakeholders should have greater confidence in the information from the audited financial reports in making business decisions.

Since owners often rely on auditor opinion, it is vital that the auditors provide them objectively and in a manner that is not biased as a result of conflicts of interest. To be able to do that, it is imperative that the auditors are independent from the audited entity. The independence of the auditor is a key to provide assurance that the information in the financial reports is valid. If it is evident that the auditors are not independent from the audited entity, its management and other interested parties, the auditors’ opinion will provide little value or even none at all in assuring the truth and fairness of the financial statements (Porter, Simon, & Hatherly, 2009). Hence, independence should be evident rather than simply depending on the auditor to act independently. It is important that the independence of the auditors is seen by those who rely on their reports. Expressed in a different way, auditor opinion can provide assurance to the principal that the party who managed its resources, the agent, can be held accountable for its actions. However, although the financial reports are instrumental to the agent’s accountability, the information in the reports is prepared by the agents themselves. Since the agent has its own economic interests, there is a risk that the reports might not be presented fairly and accurately. One of the purposes of an auditor opinion is to assure that the financial reports are free from any misstatement so that the principal can confidently use the financial reports to hold the agent accountable, using information in the financial reports in its decision-making process. Furthermore, independence has become a legal and formal requirement in auditing practice as it is regulated in corporate law and legally binding auditing standards (Gendron, Suddaby, & Lam, 2006). However, whilst legally mandated, independence has not always been the focus of the ethical discourses (Everett, 2005). Before it became the object of accounting standardisation and regulation, the foundation of auditor opinion lay in the moral schema of individual auditors and the audit professional code of ethics (Preston, Cooper, Scarbrough, & Chilton, 1995). The subsequent institutionalisation of auditor ethical discourses in the form of standards and regulations was a way for the accounting and auditing profession to legitimise its practices in the social realm (Preston, Cooper, Scarbrough, & Chilton, 1995). Following this discussion of the nature of auditing and why independence is important, we move on to auditors’ interpretation of independence in the next section.

CHAPTER SUMMARY

In this review the researcher has sampled the opinions and views of several authors and scholars on financial Management. The works of scholars who conducted empirical studies have been reviewed also. The chapter has made clear the relevant literature.

CHAPTER THREE

RESEARCH METHODOLOGY

3.1
INTRODUCTION

In this chapter, we described the research procedure for this study. A research methodology is a research process adopted or employed to systematically and scientifically present the results of a study to the research audience viz. a vis, the study beneficiaries.
3.2
RESEARCH DESIGN

Research designs are perceived to be an overall strategy adopted by the researcher whereby different components of the study are integrated in a logical manner to effectively address a research problem. In this study, the researcher employed the survey research design. This is due to the nature of the study whereby the opinion and views of people are sampled. According to Singleton & Straits, (2009), Survey research can use quantitative research strategies (e.g., using questionnaires with numerically rated items), qualitative research strategies (e.g., using open-ended questions), or both strategies (i.e., mixed methods). As it is often used to describe and explore human behaviour, surveys are therefore frequently used in social and psychological research.
3.3 POPULATION SAMPLING SIZE

The population for the study will consist of executives and their subordinates in the organization which is charged with the application of management by objectives to attain organizational goals in the organization.

This study was carried out on the impact of conflicts of interest on the auditor’s independence” using a price water house coopers as a case study. Hence, the population of this study comprises of staff of price water house coopers FCT, Abuja.
3.4
SAMPLE SIZE DETERMINATION

A study sample is simply a systematic selected part of a population that infers its result on the population. In essence, it is that part of a whole that represents the whole and its members share characteristics in like similitude (Udoyen, 2019). In this study, the researcher adopted the convenient sampling method to determine the sample size. 
3.5
SAMPLE SIZE SELECTION TECHNIQUE AND PROCEDURE

According to Nwana (2005), sampling techniques are procedures adopted to systematically select the chosen sample in a specified away under controls. This research work adopted the convenience sampling technique in selecting the respondents from the total population.   
In this study, the researcher adopted the convenient sampling method to determine the sample size. Out of the entire staff of price water house coopers FCT, Abuja, the researcher conveniently selected 59 participants as sample size for this study. According to Torty (2021), a sample of convenience is the terminology used to describe a sample in which elements have been selected from the target population on the basis of their accessibility or convenience to the researcher.
3.6 
RESEARCH INSTRUMENT AND ADMINISTRATION

The research instrument used in this study is the questionnaire. A survey containing series of questions were administered to the enrolled participants. The questionnaire was divided into two sections, the first section enquired about the responses demographic or personal data while the second sections were in line with the study objectives, aimed at providing answers to the research questions. Participants were required to respond by placing a tick at the appropriate column. The questionnaire was personally administered by the researcher.
3.7
METHOD OF DATA COLLECTION

Two methods of data collection which are primary source and secondary source were used to collect data. The primary sources was the use of questionnaires, while the secondary sources include textbooks, internet, journals, published and unpublished articles and government publications.
3.8
METHOD OF DATA ANALYSIS

The responses were analyzed using the frequency tables, which provided answers to the research questions. While the hypotheses were tested using Chi-square statistical tool.

3.9
VALIDITY OF THE STUDY

Validity referred here is the degree or extent to which an instrument actually measures what is intended to measure. An instrument is valid to the extent that is tailored to achieve the research objectives. The researcher constructed the questionnaire for the study and submitted to the project supervisor who used his intellectual knowledge to critically, analytically and logically examine the instruments relevance of the contents and statements and then made the instrument valid for the study.
3.10
RELIABILITY OF THE STUDY

The reliability of the research instrument was determined. The Pearson Correlation Coefficient was used to determine the reliability of the instrument. A co-efficient value of 0.68 indicated that the research instrument was relatively reliable. According to (Taber, 2017) the range of a reasonable reliability is between 0.67 and 0.87.
3.11
ETHICAL CONSIDERATION

he study was approved by the Project Committee of the Department.  Informed consent was obtained from all study participants before they were enrolled in the study. Permission was sought from the relevant authorities to carry out the study. Date to visit the place of study for questionnaire distribution was put in place in advance.

CHAPTER FOUR

DATA PRESENTATION AND ANALYSIS

1 INTRODUCTION

This chapter presents the analysis of data derived through the questionnaire and key informant interview administered on the respondents in the study area. The analysis and interpretation were derived from the findings of the study. The data analysis depicts the simple frequency and percentage of the respondents as well as interpretation of the information gathered. A total of fifty nine (59) questionnaires were administered to respondents of which fifty fifty (55) were returned while 50 were validated. This was due to irregular, incomplete and inappropriate responses to some questionnaire. For this study a total of  50 was validated for the analysis.

4.2
DATA PRESENTATION

The table below shows the summary of the survey. A sample of 59 was calculated for this study. A total of 55 responses were received whiles 50 was validated. For this study a total of 50 was used for the analysis.

Table 4.1: Distribution of Questionnaire

	Questionnaire 
	Frequency
	Percentage 

	Sample size
	59
	100

	Received  
	55
	93

	Validated
	50
	85


Source: Field Survey, 2021

Table 4.2: Demographic data of respondents

	Demographic information
	Frequency
	percent

	Gender
Male
	
	

	
	20
	40%

	Female
	30
	60%

	Age
	
	

	20-30
	24
	48%

	30-40
	18
	36%

	41-50
	08
	16%

	51+
	0
	0%

	Education
	
	

	HND/BSC
	18
	36%

	MASTERS
	22
	44%

	PHD
	10
	20%

	Marital Status
	
	

	Single
	21
	42%

	Married
	26
	52%

	Separated
	3
	6%

	Divorced
	0
	0%

	Widowed
	0
	0%

	Work Experience
	
	

	1-5 years
	30
	60%

	6-10 years
	14
	28%

	11 years and above
	06
	12


Source: Field Survey, 2021

4.3
TEST OF HYPOTHESES

H01:   Conflicts of interest does not influence the auditors independence.

H02:   Conflicts of interest does not cause bias judgment and decisions by an auditor.
HYPOTHESIS ONE

Table 4.3:  Conflicts of interest does not influence the auditors independence.
	Options
	Fo
	Fe
	Fo - Fe
	(Fo - Fe)2
	(Fo˗-Fe)2/Fe

	Yes
	25
	16.66
	8.34
	69.56
	4.18

	No
	10
	16.66
	-6.66
	44.36
	2.66

	Undecided
	15
	16.66
	-1.66
	2.76
	0.17

	Total
	50
	50
	
	
	7.01


Source: Extract from Contingency Table




Degree of freedom = (r-1) (c-1)






(3-1) (2-1)






(2)  (1)






 = 2

At 0.05 significant level and at a calculated degree of freedom, the critical table value is 5.991.

Findings

The calculated X2 = 7.01 and is greater than the table value of X2 at 0.05 significant level which is 5.991.
Decision

Since the X2 calculated value is greater than the critical table value that is 7.01 is greater than 5.991, the Null hypothesis is rejected and the alternative hypothesis which states that conflict of interest influences the auditors independence is accepted.

HYPOTHESIS TWO

Table 4.4: Conflicts of interest does not cause bias judgment and decisions by an auditor.
	Options
	Fo
	Fe
	Fo - Fe
	(Fo - Fe)2
	(Fo˗-Fe)2/Fe

	Yes
	24
	16.66
	7.34
	53.88
	3.43

	No
	16
	16.66
	-0.66
	0.44
	0.03

	Undecided
	10
	16.66
	-6.66
	44.36
	2.66

	Total
	50
	50
	
	
	6.12


Source: Extract from Contingency Table




Degree of freedom = (r-1) (c-1)






(3-1) (2-1)






(2)  (1)






 = 2

At 0.05 significant level and at a calculated degree of freedom, the critical table value is 5.991.

Findings

The calculated X2 = 6.12 and is greater than the table value of X2 at 0.05 significant level which is 5.991.
Decision

Since the X2 calculated value is greater than the critical table value that is 6.12 is greater than 5.991, the Null hypothesis is rejected and the alternative hypothesis which states that conflict of interest can cause bias judgment and decisions by an auditor is accepted.

CHAPTER FIVE

SUMMARY, CONCLUSIONS AND RECOMMENDATIONS:

5.1 Introduction

This chapter summarizes the findings on the impact of conflicts of interest on the auditor’s independence” using a price water house coopers as a case study. The chapter consists of summary of the study, conclusions, and recommendations. 
5.2 Summary of the Study

In this study, our focus was on the impact of conflicts of interest on the auditor’s independence” using a price water house coopers as a case study. The study is was specifically set to ssess the impact of interest influences on the auditors’ independence. And evaluate whether the conflict of interest can cause bias judgment and decisions by an auditor.

The study adopted the survey research design and randomly enrolled participants in the study. A total of 50 responses were validated from the enrolled participants where all respondent are staff of price water house coopers FCT, Abuja.

5.3 Conclusions

In the light of the analysis carried out, the following conclusions were drawn.

Conflict of interest can cause bias judgment and decisions by an auditor.

Auditor’s conflict of interest greatly influence the auditor’s independence. 

5.4 Recommendation

Based on the findings the researcher recommends;

Auditors should be chosen not by management of the company, but by the committee which should comprise of the Board of Directors (BODs).

Since it has been proven that conflict interest influences the integrity of auditing profession, it is therefore recommended that prospective auditors should hold strong to the ethics of the profession and follow due processes in declaring any and all forms of conflicts interest that may arise in the course of rendering their services.
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APPENDIXE

QUESTIONNAIRE

PLEASE TICK [√] YOUR MOST PREFERRED CHOICE(S) ON A QUESTION.

SECTION A

PERSONAL INFORMATION

Gender

Male [  ]
Female [  ]

Age 

20-30
[  ]

31-40
[  ]

41-50   [  ]
51 and above [  ]

Education

WAEC

[  ]
HND/BSC
[  ]
MASTERS
[  ]
PHD

[  ]
Marital Status

Single

[  ]
Married
[  ]
Separated
[  ]
Divorced
[  ]
Widowed
[  ]
Work Experience

1-5 years

[  ]
6-10 years

[  ]
11 years and above
[  ]

SECTION B

Question 1: Does conflicts of interest  influence the auditors independence?
	Options
	Please Tick

	Yes
	

	No
	

	Undecided
	


Question 2: Does conflicts of interest cause bias judgment and decisions by an auditor?

	Options
	Please Tick

	Yes
	

	No
	

	Undecided
	


