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                                                             ABSTRACT 

This study basically examined the influence of auditor attributes on earnings quality in the 

Nigerian banking sector. A sample of thirteen banks was selected employing simple random sampling 

technique. Data were obtained from the annual reports of the selected banks for a period of nine years, 

2004-2014 .Ordinary least square multivariate regression was employed to analyse the data collected. Our 

results reveal that audit tenure has a negative impact on earnings quality while audit independence has a 

positive impact on earnings quality at 5% level of significance. However the control variables firms age 

and firm size do not have significant relationship with earnings quality. We recommended that uniform 

audit tenure for audit contract should be discouraged because it is likely to influence the audit effort and 
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will make earning quality to dingle toward the tail end of the auditor’s tenure. We also recommended that 

uniform audit fee model should formulated by apex bank to enhance auditor independence. 

Key words: Earnings quality, auditor independence, auditor tenure 

 

 

1.0 INTRODUCTION  

The recent audit failures that swept across the globe in the last decade made users of audited financial 

reports to cast doubt on the veracity of earnings reported by firms and the ability of auditors to effectively 

curtail the management excesses (Badawi, 2008).The reported cases of collapse of financial institutions 

have made earnings quality a major concern amongst financial experts in recent times. Daris, Soo and 

Trompeter (2003) argue that the length of the auditor-client relationship could impair auditor 

independence and lower the quality of earnings. A lot of arguments have emanated from various quarters 

on the roles of auditors in producing a credible financial report. The most pertinent argument of these 

arguments is that auditors have roles to play in improving earnings quality. Some have also argued that 

audit process has the ability of checkmating opportunistic behaviour of management (Watts and 

Zimmerman, 1986; Johnson et al, 2002; Mansi et al, 2004). Their argument is on the premise that audit 

exercise adds credibility to financial report because it is an exercise that independently verifies the 

information provided by management thereby reducing investors’ information risk. 

However, it is worthwhile to know that regulatory authorities and accounting standard formulators believe 

that earnings quality is lowered when auditor tenure is elongated. To buttress this, Arrunada and Paz-Ares 

(1997) and Morrill (2008) opine that longer audit tenure will impair audit quality and auditor independence 

because a longer auditor-client contract will result to over-familiarity and in the process of time the auditor 
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gradually losses his “honest disinterestedness”. Arrunada and Paz-Morril (2008) further stressed that there 

is the tendency that in the long run the auditor will align himself with the interest of the client and go 

ahead to abet management in account smoothing and reporting choices in order to retain his job.  

 Some scholars consider audit rotation as a way of improving earnings quality and the quality of 

financial report. This is because over-familiarity with the client has a way of reducing the fresh point view 

the auditors have at on set.  

Basically, there is an unending argument that longer auditor tenure will to result an opportunity 

cost of auditor independence (Beasley, Carcello, Hermanson & Lapides, 2000).Contrary to 

aforementioned, other studies (like;Azizkhani, Monroe & Shailer, 2006) also argue that longer auditor 

tenure improves earnings  quality because a enough time is  required for auditor to gain mastery of audit 

business and acquire client-specific knowledge . This implies that long auditor-client relationship boost 

earnings quality.  

The objective of the study is to ascertain the relationship between auditor attributes and earnings 

quality in the Nigerian banking sector. To the best of our knowledge there no published work on the 

relationship between auditor attributes and earning quality in the Nigerian context.  

                                                              2.0 LITERATURE REVIEW 

EARNINGS QUALITY  

Earnings quality has numerous definitions because it consists of multiple attributes. An unambiguous, 

generally accepted definition of earnings quality and measurement do not exist, making it an elusive 

concept (Revsine et al., 2001, Penman and Zhang, 2002). Many studies on earnings quality use different 

earnings quality measures.  Schipper and Vincent (2003) deduce earnings quality from the theory of 
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economic income. Dechow and Schrand (2004) define earnings quality as a measure of how well 

earnings reflect the actual performance of a firm 

The American Financial Accounting Standards Board built a model with three vital variables that 

define high earnings quality and these include: relevance, reliability and comparability. Francis et al. 

(2004) also argue that there are seven attributes of earnings, such as accruals quality, persistence, 

predictability, smoothness, value relevance, timeliness, and conservatism, and examine their relationship 

with the cost of equity capital. Langberg and Shivaramakrishnan (2008) stressed that preciseness is key 

for high earnings. Audit quality can be inferred from earnings quality because high quality of audit 

alleviates the degree of earnings management and enhances financial reporting quality.  Balsam et al. 

(2003) documented that quality audit reporting can be measured with earnings quality. This makes recent 

stream of literature to argue that audit quality is synonymous with reported earnings (Francis et al. 2011). 

Many research works used earnings quality as a substitute for audit quality (Chen et al. 2008; Asthana 

& Boone 2012; Koh et al. 2013). Bricker, Previts, Robinson and Yound (1995) and Mikhail, Walther 

and Willis (2003) see earnings quality as the extent that earnings from the past are related to future cash 

flows. The higher this predictability, the higher earnings quality. 

AUDITOR INDEPENDENCE AND EARNINGS QUALITY  

DeAngelo (1981) relates the probability of detection to auditor competence and probability of revelation 

is associated with auditor independence. Large accounting firms have created trade mark to keep their 

reputations and have also maintained their reputations by delivery of high-quality audit. Jeong and Rho, 

(2004) opine that lack of financial affiliation with clients makes bigger auditors more independent. Nelson, 

Elliott and Tarpley (2002) observe that this independence provides large auditors with stronger negotiation 

stance compared with smaller audit firms. Other prior studies have shown that auditor independence 
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affects earnings quality positively. The quality of earning reported is a basic ingredient that enhances the 

acceptability of financial statements by stakeholders. However, this will only be possible if the auditor 

acts independent of management. Without independence, the process of auditing would result in 

expression bias opinion (Rahami, Wan, Mohd & Hairi, 2009). 

 Brown, Falaschetti and Orlando (2008) investigated the relationship between earnings quality and auditor 

independence relaxing a priori data-restrictions that ignore the potential for auditors’ dependence on 

consulting fees to enhance earnings quality. The results offer some support for auditor independence 

improving earnings quality. 

 

AUDITOR TENURE AND EARNINGS QUALITY  

Auditor tenure is commonly measured in two ways. The first is a dummy variable that reflects a recent 

change in auditor. This change in auditor is sometimes defined as auditor tenure of one year or less but 

also cutoffs of two or three years are used (Hay et al., 2006). The second measure is the actual duration of 

the current auditor tenure. Prior research works show that one of the factors that adversely influence 

auditor independence in expressing their opinion is over-familiarity of auditor with clients. 

Adeniyi and Mieseigha (2013) investigated the relationship between audit partners tenure and earnings 

quality. Their result reveals that there is a negative relationship between auditor tenure and earnings 

quality. Summer (1998) reported that audit tenure will improve earnings quality and concluded that tenure 

rotation will have a negative impact audit quality for firms reporting in short term rather than long term 

engagements as the incentives for building a reputation for honesty.  

   Myers, Myers and Omar (2003) investigated the relationship between earnings quality and auditor 

tenure. The result shows that there is a positive relationship between earnings quality and audit tenure. 
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Barbadillo and Aguilar (2000) find out the relationship between auditor tenure and audit quality. They 

reported that auditors are likely to be more dependent in the first years of the auditing engagement. 

Watts and Zimmerman (1983) found that the longer the auditor tenure, the more they depend on clients. 

Auditor’s objectivity and independence will be destroyed and hence, audit quality is reduced. Copley and 

Doucet (1993) documented that the longer the period of engagement, the higher the risk of lower earnings 

quality. Walker, Lewis and Casterella (2001) find out the association between the length of the audit 

engagement and audit failures and found that auditor rotation may not necessarily improve earnings 

quality. Carcello and Nagy (2004) explored the association of changing the auditor and earnings quality 

from the point of view of fraudulent reporting. They found no significant relationships intended of the 

long-term tenure of the auditors. They concluded that mandatory changes of auditors might have a 

negative impact on earnings quality. 

Deis and Giroux (1992) report that the longer audit tenure consequently decreases earnings quality.  

Barbadillo and Aguilar (2008) find the relationship between earnings quality and audit tenure using a 

sample of non-financial Spanish companies quoted on Madrid Stock Exchange. The study shows that 

there is an inverse relationship between auditor tenure and earnings quality. The result suggested that 

auditors tend to be more dependent in the first years of the auditing engagement.  

Dopuch, King and Schwartz (2001) examine the impact of auditor tenure on earnings quality. The 

result shows that auditor compromises his independence most often in a long term auditor contract and 

suggests that after all auditor tenure may have significant influence on earnings quality.  

Hussey and Lan (2001) investigated the impact of the duration of the auditor-client relationship on 

earning quality. The results show that the earnings quality would be improved if rotation of audit tenure 

was most improbable.  
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METHODOLOGY   

The population of the study comprises all 18 quoted banks in Nigeria. A sample of thirteen banks was 

selected by employing random simple sampling technique. Information was extracted from the financial 

statements of the selected banks for nine years, that is, 2006-2014.  

The study used longitudinal balanced panel data from secondary sources only because it is a 

quantitative study with positivism paradigm and the core of the data needed for analysis can be adequately 

and conveniently extracted from the audited financial reports of the selected firms within the period of the 

study. Multivariate regression technique is adopted to examine the model of the study with the aid of E-

view statistical software.  

 To examine the impact of auditor attributes on the earning quality of the Nigerian bank .The model 

below was formulated: 

Earnings quality = f (AUDINDP AUDTEN, FSIZE, FAGE ) 

Operationally the model is: 

ALLP= β0 + 𝛽1AUDTEN + β2AUDINDP + β3 SIZE + β4AGE + β5 LEV + Ut……………….(1) 

Where;  

 

ALLP = Abnormal loan loss provision = used as proxy for earnings quality 

AUDTEN = Auditor tenure .The number of years spent that by auditor  

AUDINDP= Auditor independence (Log of audit fee) 

SIZE = Firm size (log of total assets) 
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AGE = Firms Age.  Number of date of establishment till date     

Ut  = Stochastic error term 

A priori expectation: 

β0, β1, β2, β3, β4, β5, > 0 

 Choi,Kim and Zang(2006) used discretionary accruals as proxy for earnings quality however, 

because this study is restricted to banks  ALLP was used as proxy for earnings quality as adopted from  

Kanagaretnam et al. (2010) as shown below: 

ALLP= 𝛽0 + 𝛽1LLP + 𝛽2NPLAB + 𝛽3ΔNPL + 𝛽4NBLW + 𝛽5ΔTOTL +  µ…….. ………………..(2) 

Where, 
 PLAB = Non-performing loan at beginning  

LLP = loan loss provision .  

ΔNPL = change in non-performing loan, 

TOTL = and total loans  

NBLW =Net bad loans written off  

DATA PRESENTATION AND ANALYSIS 

  4.2.2 Correlation Analysis 

This subsection examines correlations among variables as displayed in the table below 

Table 1 Pearson Correlation result   

  
ALLP AUDIND AUDTEN FSIZE FAGE 

ALLP 
 1.000000 -    

AUDIND 
0.181135  1.000000    

AUDTEN 
-0.069553  0.097450  1.000000   

FSIZE 
-0.010500 0.065108  0.117701 1.00000  

FAGE 
 0.134168  0.218769 -0.022939  0.021980 1.0000 

Source: Researcher’s computation (2015) 
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Table 1 above presents the Pearson correlation coefficient result for the variables. As observed, 

ALLP and AUIND appear to be positively associated as depicted by the correlation coefficient (0.1811).  

FSIZE also shows positive correlation with ALLP (0.134) and with AUDIND (0.218). ALLP is observed 

to be negatively correlated with AUDTEN (-0.069) and with FSIZE (0.01). Finally, FAGE is observed to 

be positively correlated with AUDIND (0.218), positively with FSIZE (0.022), positively related with 

ALLP (0.134) and negatively correlated with AUDTEN (-0.023). The correlation coefficient results show 

that none of the variables are strongly correlated and this indicates that the problem of multicollinearity is 

unlikely and hence the variables are suitable for conducting regression analysis.  

Table 2 Regression Result 

Dependent Variable: ALLP    

Method: Least Squares    

Convergence achieved after 8 iterations   

Variable Coefficient Std. Error t-Statistic Prob.   

C 19744105 30063902 0.656730 0.5120 

AUDINDEP -108.5254 45.34186 -2.39492 0.0184 

AUDTEN -1166683 1947242 -3.59914 0.0063 

FSIZE  0.028471 0.015063 1.887406 0.0600 

FAGE 114975.4 90353.87 1.272501 0.2059 

AR(1) -0.3133 0.199895 -1.567 0.131 

R-squared 0.79941       

Adjusted R-squared 0.68049       

S.E. of regression 327044      

 F-statistic 1.9288       

 Prob(F-statistic) 0.0095       

Durbin-Watson stat 2.0159       

Source: Researcher’s Computation (2015). 

 

Analysis of Result    
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 A close examination of the ordinary least square regression result in table 2 shows that the 

coefficient determination (R. squared) stood at 0.80 indicating that 5% of the systematic variations in 

earnings quality  is explained by the variations in the explanatory variables in the model. This indicates 

good predictive capacity of the model.  

 The adjusted R (squared- bar) i.e. after adjusting for the loss in the degrees of freedom stood at 

0.68. This shows that 68% of the systematic variation in dependent variable is explained by the variation 

in the explanatory variables. 20% of total systematic change in auditor attributes and earnings quality 

could not be explained by the model, hence captured by the stochastic error term.  

 On the basis of the overall statistical significant of the model as indicated by the f-statistic value it 

shows that the model is statistically significant since the calculated f-statistic value of approximately 2.% 

though not encouraging but significant at 1% level of significance. This means that there is a significant 

relationship between the dependent variable and all the independent variables taken together since at two 

of the parameter estimate is significant. 

 On the individual statistical significance of the independent variables is indicated by the t-

statistics. From the result it was observed that  auditor independence (AUDIND) is positively related to 

earnings quality (ALLP) .The result shows that audit independence passed the significant test with the t 

static value of -2.3 and passed at 5% level of significance with the probability value of 0.018. This implies 

that AUDIND significantly and positively influence the earnings quality. The indication of this is that 

auditor independence improves earnings quality because when auditor is independence management is 

compelled to eschew manipulation of earnings. 

The result further shows that   audit tenure (AUTEN) also passed the significant test with t statistics value 

of -3.6 at 5% level of significance with probability value of 0.006. This implies that as auditor tenure 
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increases, earnings quality on the other hand reduces. This suggests that that elongated auditor tenure leads 

to over-familiarity of auditor with client hence auditor opinion is influenced by the client.      

The control variable FSIZE and FAGE both failed the significant test at 5% level of significance with  

t-values of 1.88 and 1.2 respectively and p values of 0.06 and 0.21 respectively. This indicates that firm 

size and firm age do not have significant impact on earnings quality.  

   The Durbin – Watson statistics value of 2.01 which can be approximated to 2.0 reveals or indicates 

the absent of serial or auto – correlation which implies that the findings of the model is reliable and can 

be used for policy recommendation without further re specification. 

 

DISCUSSION OF FINDINGS  

The study focuses on the relationship between earnings quality and auditor attributes. Our first finding 

posits that Audit tenure (AUTEN) has a negative and significant relationship with earnings quality of the 

Nigerian banking sector. This suggests that as the auditor-client relationship lengthens, the auditor may 

develop close relationship with the client and become more likely to act in favor of management, thus 

lowering earnings quality. This result corroborates the report by Adeniyi and Mieseigha (2013) who also 

found a negative relationship between earnings quality and audit tenure. It however deviates from positive 

relationship established by Summer (1998).   

The result further shows that auditor independence has a positive relationship with earnings quality. This 

suggests that when auditor is independence in mind and in appearance the tendencies for earnings 

smoothing is slim. This result is in line with Brown, Falaschetti and Orlando(2008) that show that there is 

positive relationship between audit independence and earnings quality.    
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Finally, our result reveals a positive and insignificant relationship between firm size and earnings quality 

and also indicated a positive and insignificant relationship between firm age and earnings  

 

5.3 CONCLUSION AND RECOMMENDATION  

This study basically examined the impact of auditor attributes on earning quality in the Nigerian banking 

sector. Based on the result we concluded that auditor attributes is are factors that determine earnings 

quality in the Nigerian banking sector. In other words it implies that auditors have a vital role to play in 

reducing earnings smoothing in the Nigerian banking sector.   

We recommended that long auditor tenure should be discouraged because it results to over 

familiarity of auditor with client thereby giving room for earnings smoothing. We further, recommended 

that uniform audit tenure for audit contract should be discouraged because it will likely influence the audit 

effort and make earnings quality to dingle toward the tail end of auditor tenure. Uniform audit fee model 

should be formulated by apex to enhance auditor independence.  

Finally, future researchers could improve upon this result by finding the influence of auditor 

attributes on the relationship between abnormal audit fee and earnings quality in the Nigerian banking 

sector. 
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Appendix 1 

Dependent Variable: ALLP   

Method: Panel Least Squares   

Date: 09/26/15   Time: 19:43   

Sample: 2006 2014   

Periods included: 9   

Cross-sections included: 13   

Total panel (balanced) observations: 117  
     

     

Variable Coefficient Std. Error t-Statistic Prob.   
     

     

C 19744105 30063902 0.656738 0.5127 

AUDIND -108.5254 45.34186 -2.393492 0.0184 

AUDTEN -1166683. 1947242. -0.599146 0.5503 

FSIZE 0.028430 0.015063 1.887406 0.0617 

FAGE 114975.4 90353.87 1.272501 0.2059 
     

     

R-squared 0.799401     Mean dependent var 6890193. 

Adjusted R-squared 0.680497     S.D. dependent var 33352698 

S.E. of regression 32704411     Akaike info criterion 37.49384 

Sum squared resid 1.19E+17     Schwarz criterion 37.63549 

Log likelihood -2187.390     Hannan-Quinn criter. 37.55135 

F-statistic 1.928885     Durbin-Watson stat 2.025554 

Prob(F-statistic) 0.009512    
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                                                             Appendix 2 

 
 
 
                                              CORRELATION 
 

 
 
 
 ALLP AUDIND AUDTEN FSIZE FIRMAGE 

ALLP  1.000000 -    

AUDIND -0.181135  1.000000    

AUDTEN -0.069553  0.097450  1.000000   

LEV -0.010500 -0.065108  0.117701   

SER01  0.134168  0.218769 -0.022939  1.000000  

FIRMAGE  0.096377  0.086555  0.119806  0.037657  1.000000 
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