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Abstrct
This study examined the effect of IFRS adoption on the audit quality of firms quoted in the Nigerian
Stock Exchange. IFRS adoption was indicated by identifiable areas of implementation like asset
tangibility, leverage, reported earnings per share and cash flow; audit industry specialization was
captured by statutory audit fees and the presence of the big-4 audit firms. Audit quality was estimated
by Dechow and Dichev (2002) model for reporting quality. The longitudinal research design was
adopted using a sample of 20 quoted manufacturing firms with an equal mix of ten consumer goods
and ten industrial goods firms. Secondary data were obtained from the annual reports of the selected
firms for a period of 16 years spread into 8 years of pre-IFRS adoption and 8 years of post-IFRS
adoption. The Data were analyzed using the ordinary least square (OLS) regression estimation
technique. The results indicate that the adoption of IFRS has improved the quality of audit of quoted
manufacturing firms in Nigeria during the post IFRS period. The result also revealed that the
coefficient of regression for all indicators of IFRS adoption during the post-IFRS period were positive.
The implication is that the adoption of IFRS has a significant positive influence on the audit quality of
quoted manufacturing firms in Nigeria. The study recommends that regulations and monitoring should
be strengthened in the manufacturing sector in order to sustain improved institutional transformation
and financial reporting in keeping with the Financial Reporting Council of Nigeria requirements
alongside with requirements of IFRS.
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1.0 INTRODUCTION
Audit quality has been reported to be influenced
by a variety of determinants including audit fees
and non-audit services (Zaman, Hudaib, and
Haniffa, 2018), internal control system, auditor
independence, audit firm reputation, auditor
industry specialization (Al-Khaddash, Al-Nawas
and Ramadan 2016), audit committee expertise
and social ties with auditors (Ghafran and
O'Sullivan, 2017).

In recent years, the industry specialization of
auditors has become prominent among the
determining variables for audit quality
(Willenborg, 2015; De Fuentes and Sierra, 2015;
Garcia-Blandon and Argles-Bosch, 2018;
Cassell, Huntn Narayanamoorthy and Rowe,
2019). The attainment of prominence by auditor

industry specialization might be predicated on
commonplace ‘audit mistakes' (or failures)
among celebrated audit firms like Earnst and
Young complicity in the defunct Thomas Cook
case of in 2017 in UK; overstatement of Ted
Baker's £25 Million Stock that was not
discovered by KMPG in 2018 (Accounting Age,
2019); FRC's review of KPMG's audit of Stanbic
IBTC holding in Nigeria in 2015 detailed in the
regulatory decision in the matter of financial
statements of Stanbic IBTC Holding in Nigeria.

Auditors’ risk of errors may be minimized if the
audit is exclusively conducted in industries in
which the audit firm has adequate level of
competence, expertise and experience. A firm
with industry knowledge therefore can capitalize
on its expertise by designing and marketing
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audit-related services that are tailored towards
industry clients and provide a higher level of
assurance. As a result of its extensive knowledge
in the business, such a firm is likely to produce
high-quality audit reports. However, if financial
reporting regulators do not assess such industry
competence, it may just be a claim with bad
consequences.

The International Federation of Accountants
(IFAC, 2014) specifies firms' possession of

personnel with knowledge of the relevant
industry and experience with the regulatory and
reporting requirements of the specific industry as
a driver of audit quality in the International
Standards on Quality Control (ISQC). Larger
audit firms, on the other hand, are frequently
thought to have more competent audit staff
based on these criteria, as they may have
sufficient resources to create the necessary
capabilities by bringing in industry specialists
(ACCA, 2020).

Although the discussion of auditor specialty
appears to be limited to large audit firms, the
situation in Nigeria, where international,
networked firms handle the audit of most of the
listed companies, may take on a new twist
(World Bank, 2011). The regulatory perception
in Nigeria describes the situation as one that
could erode audit quality in the country, as small
and medium-sized practices (audit firms) are
hampered by a lack of access to current literature
on applicable accounting and auditing standards,
negatively impacting audit quality in the country
(World Bank, 2011).

Meanwhile, the adoption of International
Financial Reporting Standards (IFRS) in Nigeria
in 2012 has increased the market presence of
larger firms in Nigeria, particularly the Big 4
audit firms, as evidenced by reviews of audited
financial reports and an N6.8 billion cumulative
increase in audit fee in the accounting period
following IFRS adoption (John, 2019).

Extant studies on audit quality (Scott and Gist,
2018; Garcia-Blandon and Argles-Bosch, 2018)
have shown that the “big audit” firms have
greater probability to specialize in specific
industries. This study examines whether such
specialization has been influenced by IFRS
adoption, with an unintended consequence on
audit quality. Previous audit quality studies have
either isolated specific industries for research
evaluation (Farouk and Hassan, 2016; Alao and
Gbolagade, 2019; Etuka, Anichebe, and Etuka,
2019) or have ignored the conditioning effect of
auditor industry specialization on audit quality
(Ahmed and Madobi, 2019). Thus, there is an
apparent need to address the problem of IFRS
adoption and audit quality. The study is
therefore set to investigate the effects of IFRS
adoption on audit quality of quoted firms in
Nigeria.

1.2 Statement of Problem
Extant empirical studies have indicated the
presence of financial reporting issues in some
companies like Cadbury Nigeria Plc connected
to one of the Big 4 accounting firms in Nigeria

(Otusanya and Lauwo, 2015). The World Bank
(2011) observed that accounting issues coupled
with other developments as in the cases of
Stanbic IBTC Holdings VS KPMG (2015);
Oando Financial Crisis (2019) and following the
adoption of IFRS in Nigeria, indicate the
existence of audit quality pitfalls across all
industries in Nigeria.

The World Bank (2011) noted also that the
nature of audit practice in Nigeria is positively
skewed towards the Big-4 audit firms. Thus,
auditor industry specialization may require extra
consideration because of the character of audit
practice which is tilted towards the favour of the
Big 4 audit firms in Nigeria. Scott and Gist
(2018), Hoelscher and Seavey (2016), Dao and
Pham (2017), Nagy (2017), and De Fuentes and
Sierra (2015) have examined auditor
specialization in specific industries, and agree
that industry expertise gained through
experience could promote unreasonable thought
of 'perfection' in auditors and complacency in
audit firms. This, by implication means that
auditors may get contented because they
involuntarily consider that transmitting audit
services to clients would not be simple since
they possess the know-how in the particular
industry.

Available studies on auditor industry
specialization have pointed to a focus on
variables such as audit fees, audit quality,
disclosure quality, and market reaction of
microeconomic factors as key determinants (De
Fuentes and Sierra, 2015; Garcia-Blandon and
Argles-Bosch, 2018; Cassell, Huntn
Narayanamoorthy; and Rowe, 2019). Using
various techniques, Fung, Gul, and Krishnan
(2016), Scott and Gist (2018), Fleming, et al.,
(2016), Nagy (2017) investigated the association
between audit industry specialty and audit fees.
Fung, Gul, and Krishnan (2016) used panel
regression to evaluate 17,207 firm-year
observations from publicly traded companies in
the United States. During the study's sample
period, audit fees for industry-specialized



auditors increased, although prices for the post-
Sarbanes-Oxley Act period were lower.

Flemming et al., (2016) agreed with Fung et al.,
(2016) to observe that audit industry
specialization moderated the increase in audit
fee in the first year of the post- Sarbanes-Oxley
Act era and led to auditors' ability to implement
industry-specific expertise in improving audit
practice while enhancing audit cost efficiency.
Despite considering conditional influences, none
of the studies considered how audit quality
reacts to industry specialization and virtually all
the studies ignore the impact of IFRS adoption.
Scott and Gist (2018) examined the reaction of
audit fees to industry specialization along with
the extra condition of Arthur Anderson's forced
auditor failure.

Due to industry specialization and consistent
with Nagy (2017) submission on the study of
audit fee and auditor industry specialization,
without considering any other variables, it was
determined that audit fees paid by Arthur
Anderson's defunct clients were greater.
Furthermore, Bills, Jeter, and Stein (2015)
observed that firms audited by industry specialist
auditors in homogeneous industries pay lower
audit fees because they have more bargaining
power. This is in contrast with Wang, Sewon,
and Iqbal (2019) who found an increase in audit
fees for industry specialists, particularly the Big
4 firms. On the whole, these studies excluded the
IFRS adoption and its effects on audit quality.

Using panel analysis on a 12,253 firm-year
sample, Yuan, Cheng, and Ye (2016) explored
how auditor industry specialization affects
discretionary accruals in the Shangai and
Shenzhen Stock Exchanges. Audit quality was
shockingly highlighted in the study. The result
indicated that the association between industry
specialist auditors and discretionary accruals got
stronger for companies that drifted from industry
strategy norms. Despite these results, the study
indicated that the effect was not uniform
between clients. Equally, Balsam, Krishnan, and
Yang (2018) found that industry expert auditors
can improve audit quality, but the study
disaggregated the influence by audit firm size.
The conditioning effect of auditor industry
specialization on audit quality was neglected by
both studies.

Lowenshohn, Johnson, Elder, and Davies (2017)
observed audit quality improvements for public
sector clients audited by the Big 5 (now Big 4)
firms in a study of the effect of auditor
specialization on audit fee and quality. This
finding defeats the proxy of audit quality with

Big 4 firms because they do not have the
distinctiveness of quality across their client types.

In consideration for the strength of the political
environment, Jaggi, Gul, and Lau (2019) study
established that audit professionals improve
audit quality in nations with a poor legal
environment, but not in countries with a strong
legal environment. This study's conditioning
effect did not account for IFRS adoption; thus
leaving research void in the area of conditioning
effect of IFRS adoption on the connection
between audit quality and auditor industry
specialty. Gracia-Blandon and Argles-Bosch
(2017) found that industry specialization does
not improve audit quality when paired with both
discretionary accruals and amended audit
opinion, excluding the conditioning effect of
IFRS adoption.

Given the foregoing, this study is used to explore
the conditioning influence of audit industry
specialization on the linkage between IFRS
adoption and audit quality of Nigeria’s listed
firms. The study seeks a vital validity test for the
conflict theory's prediction because Nigeria's
adoption of IFRS was ignited by enormous
financial losses in the banking industry,
necessitating a verification of auditors' industry
specialty. This explanation is provided by the
conflict theory prediction that IFRS adoption in
Nigeria emanated from observed issues and
challenges in Nigeria and the resultant loss of
depositors' funds. Nevertheless, the continual
apprehension of domination, prompted by
assertions of specialization amid big companies,
in the midst of other variables, continues to
permit unwholesome rivalry and improved
revenue-driven attitude among audit firms.

Consequent upon the conflicting dilemma to the
degree of control gained by the Big 4 audit firms,
the study on the adoption of IFRS is designed to
explore the basis for building up industry unique
expertise and how it may have a changed impact
on audit quality. This study thus, is directed at
examining the effects of IFRS adoption on audit
quality of quoted firms in Nigeria, and to
specifically:
a) examine if there is any significant difference

between audit quality of quoted firms in the
Pre-IFRS and Post-IFRS period;

b) determine the effects of IFRS adoption on
the audit quality of quoted firms in Nigeria;
and

c) examine the effect of audit industry
specialization on the audit quality of quoted
firms in Nigeria

In order to achieve the objectives, the following
hypotheses are proposed for the study:



 H01: There is no significant difference
between the audit quality of quoted firms in
the Pre-IFRS period and Post-IFRS period
in Nigeria;

 H02: IFRS adoption has no significant effect
on the audit quality of quoted firms in
Nigeria; and

 H03: Audit industry specialization has no
any significant effect on the audit quality of
quoted firms in Nigeria

2.0 LITERATURE REVIEW
Literature in this study are reviewed majorly
provide an exposition of the concept of audit
quality, audit industry specialization, IFRS
adoption in Nigeria, and theoretical framework
of this study.

2.1 The Concept of Audit Quality
Audit quality is a complicated topic for which
there is no universally accepted definition or
analysis (IAASB, 2018). A periodic or serial
auditor views it as a declaration of truth and fair
view on the financial reports and accounts that
are free of limitations, qualifications, or
exemptions, and that is worthy of stakeholders’
trust. Frances (2015) says Audit quality is an
audit in which suitable report on the clients'
adherence to needed accounting GAAP is issued
(Francis, 2015). The audit profession views
expertise and experience as the application of
impartiality, integrity, and skepticism as
necessary components required for public
confidence in the auditors’ ability and capacity
to report the identification of serious
misrepresentations in financial statements
(Alhababsah, 2019).

DeAnglo (1981; 2014) had earlier authoritatively
posited that audit quality is the combined
likelihood or joint probability of identifying and
reporting breaches in a firm's accounting system,
hence improving the guarantee of quality
financial reporting. Zhang and Defond (2016),
Christensen, glover, Omer and Shelley (2016)
and Rajgopal, Srinivasan and Zheng (2018)
believe that audit quality is improved with the
assurance of high-quality financial reporting by
the auditor necessary to enable individual
investors value the competence of the auditor.

Audit quality may be quantified and calculated
across the continuum using financial statement
metrics since it allows for the linking of audit
characteristics to statistical aspects of client
financial statements. Lennox, Wu, and Zhang
(2016), Lawrence, Minutti-Meza (2017) Singh,
Kotha, Sultana, and Evans (2019) all recognized
that certain audit features are responsive to the
frequently used expected accrual model
developed by Jones (1991). Essentially, audit

quality is generally perceived as the result of
audit characteristics and other control variables.
Lawrence, Minutti-Meza, and Zhang (2015)
examined the audit quality difference between
the big 4 and non-big 4 audit firms using the
modified Jones (1991) model as adopted by
Kothari, Leone and Wasley (2015).

2.1.1 Audit Industry Specialization in Nigeria
Psychologists prefer to argue that domain-
specificity drives specialization in an area. That
is, the ability to achieve something creatively
using a set of talents, or aptitude in a particular
topic. Genuine domains are characterized by a
discrete set of core principles, leading to
conceptual change that involves the change in
core principles which define the things in a
domain and guide the reasoning about those
entities (Carey and Spelke, 1994). Gracia-
Blandon and Argiles-Bosch (2017) applied this
logic to audit specialization, using Craswell
Francis and Taylor's (1995) thesis that audit
quality can only be ensured if auditors have
some specific knowledge in addition to basic
accounting and audit knowledge. This supports
the International Auditing and Assurance
Standard Board's Audit Quality Framework
requirement (IAASB, 2018). As a result, an
audit firm with industry knowledge has
specialization in that area, which it uses to
develop and promote audit and assurance
services, tailored to industry clients (U.S.
Government Accountability Office, 2008).

Audit specialization is thought to be a result of
training and practical experience earned from
auditing in a specific industry, as information
gained from experiences increases the possibility
of being able to execute and conduct quality
audits (Gramling and Stone, 2015; Hammersley,
2016). Neal and Riley (2017) used 'market share'
and 'portfolio share' to operationalize audit
industry specialty. The market share strategy
holds that the firm with the largest share inside a
certain industry would have accumulated the
most expertise of that industry. It is anticipated
that such an auditor would have made
considerable investments in creating industry-
specific technologies while also establishing a
target for expected returns from such
investments in terms of audit quality. In contrast,
the portfolio share model views the highest
revenue-generating businesses among all of the
audit clients as the driver of specialization.

Minutti-Meza (2015) provided evidence that
market share within the audit sector has inherent
difficulties as proxies for audit specialty. The
audit market share model is criticized because of
disparities in customer characteristics amongst



auditor types, leading to the conclusion that
significant market share does not drive expertise.
Instead, expertise is driven by specialists. In
order to overcome this challenge, Fleming, Hee,
and Romanu (2016) proposed a product of the
two measures as a proxy for audit specialization
in order to capture both the firm-specific and
auditor-specific aspects of audit specialization.

2.1.2 IFRS Adoption in Nigeria and the
Aftermath
The Federal Government of Nigeria issued a
mandate to the now-defunct Nigerian
Accounting Standards Board (NASB) to
commence the process of IFRS adoption in
Nigeria a few years prior to the changes,
following which it published the implementation
plan in 2010. The roadmap divided Nigerian
enterprises into three categories: listed and major
public entities, other public listed entities, and
Small and Medium Enterprises (SMEs) for
reporting their financial activities in the years
2012, 2013 and 2014 respectively (NASB, 2010).
The implementation of the International
Financial Reporting Standards was thought to
have a number of ramifications for the quality of
accounting figures produced by firms in Nigeria,
as well as the services provided by external
auditors and other professional services
providers. NASB (2010) recommended the
formation of a technical partners' forum of
accounting firms as a proactive attempt to
mitigate the audit concerns that may arise as a
result of the adoption.

According to a poll done by Price-Waterhouse-
Coopers (2011), finance leaders of Nigeria's
publicly traded companies lamented the high
cost of implementing IFRS, notwithstanding
their skepticism about its supposed benefits.
Although Anao (2018) considers the adoption of
the IFRS to be timely because it broadened the
scope of financial regulation beyond traditional
spheres by encompassing auditing and corporate
governance, NASB (2010) emphasizes its
implications for quality indices of accounting
figures such as loan loss provisioning, securities
investments, and regulation of public accounting
services, among other issues. The Financial
Reporting Council of Nigeria (FRCN) Act
(2011), which established the Financial
Reporting Council of Nigeria, requires published
financial reporting professionals in Nigeria to
adopt IFRS. The council was also given
increased responsibilities for the oversight of
Nigeria's financial reporting practices (FRCN,
2011).

2.2 Theoretical Framework
The study examines the relationship between
audit quality and IFRS adoption as moderated by
auditors' industry specialization, locating the
explanation of this study within the canon of the
conflict theory. The conflict thesis is based on
the belief that conflicts can only emerge if there
has been prior agreement, but that agreement is
the result of compulsion or an enforced
constraint intended to keep society together
(Dahrendorf, 1958). This theory explains the
silent disagreement that emerged from the audit
market's dominance by focusing on the
colonization of the audit market.

The conflict is explained by the Big 4 audit
firms' ability to amass resources and 'specialize'
in industries as a result of their long-standing
relationships and connections with globally-
connected firms. Stanga and Williams (1979)
suggest that credibility, professional control,
leadership, trust, and moral tone are consistent
with the interpretation of conflict, given the
spontaneous outplay of conflict in the social
order. In response to the allegations of Stanga
and Williams (1979), Hines (1989) proposes the
major audit firms' conceptual frameworks of
accounting function as a safeguard for corporate
capitalists. Consequently, the claim of industry
specialty, or the perception of a lack thereof,
causes conflict in the audit market, with both
classes competing for the retention and
acquisition of new audit clients. The conflict will
have an impact on audit quality, which is
something they all set out to protect.

This explanation is provided by the conflict
theory prediction that IFRS adoption in Nigeria
emanated from observed issues and challenges
such as the implosion of banks' going concerns
in Nigeria and the resultant loss of depositors'
funds. Nevertheless, the continual apprehension
of domination, prompted by assertions of
specialization amid big companies, in the midst
of other variables, continues to permit
unwholesome rivalry and improved revenue-
driven attitude among audit firms.

3.0 RESEARCH METHODOLOGY
In order to investigate the impact of IFRS
adoption and audit industry specialization on the
audit quality of listed companies in Nigeria, this
study uses a longitudinal research methodology.
The study evaluated data from firms quoted on
the Nigerian Stock Exchange during a 16-year
period, with 8 years prior to the implementation
of the International Financial Reporting
Standards (2003-2011) and 8 years following the
regulatory reform (2012-2020).



Due to the availability of data for the selected
firms, the research interval between the two
periods was extended. The study's population
includes all publicly traded enterprises in
Nigeria. As of the end of 2020, the population of
quoted businesses on the Nigerian Stock
Exchange was 188. Data were collected and
computed from the financial statements of 20

conveniently selected manufacturing firms. For
the purpose of this study, selected manufacturing
firms were divided into ten (10) consumer goods
firms and ten (10) industrial goods firms. Data
collected were analyzed using the Panel Least
Square (PLS) regression estimation technique.

3.1 Model Specification:
This study adopted the model of Jung, Kim and Chung (2016) specified below as follows:

DA = ƒ (IFRS ADOPTION, AUDIT SPECIALIZATION)…………………………….Eqn.
(i)

‘AQ’ is used as proxy for audit quality and ‘IFRS’ adoption is measured by significant items in
financial statements that are affected by IFRS. The significant items include asset tangibility (AST),
earnings per share (EPS), leverage (LEV), cash flow from operations (CFO). Auditor Specialization
was captured by audit fee (SAF) and the presence of the big-4. When all variables are finally entered,
the model translates to:

Audit Quality= ƒ(Asset Tangibility, Earnings per Share, Leverage, Cash Flow to Earnings, Audit
Specialization, Big-4) ………………………………….. Eqn. (ii)

Then the variables are coded into the main regression model as shown below;

AQ = α0 + β1ASTi,t + β 2EPSi,t + β 3LEVi,t + β 4CFOi,t + + β 5SAFi,t+ β 4BIG4i,t+ᶓ ………… Eqn. (iii)
Where:
AQ: Audit quality as measured by Dechow and Dichev model which states that:

TACi,t/(REVi,t-CFOi,t-1)
TACi,t = (1/Ai,t-1) + (∆REVi,t/n) + (PPEi,t/Ai,t-1)

AST: Asset Tangibility which is measured by the natural logarithm of total assets
EPS: Earnings per Share is the outcome of net income divided by total unit of shares
LEV: Leverage as captured by the debt to asset ratio
CFO: Cash flow from operations as a ratio of net total revenue
SAF: Fee paid to statutory external auditors of firm i in year t
BIG4: Audit specialization as rated by 1 for the big-4 and 0 for others
α0: a constant, equals the value of Y when the value of X = 0
β: coefficient of the independent variables
ᶓ: the error term

4.0 DATA ANALYSIS
4.1 Descriptive Analysis
Table 4.1: Descriptive Analysis

Both Periods Pre-IFRS Period Post-IFRS Period
Variable Obs Mean Std. Dev Obs Mean Std. Dev Obs Mean Std. Dev

AQ 180 0.860059 8.737503 90 0.740011 4.058442 90 0.962466 11.29772
AST 180 0.539652 0.598908 90 0.63521 2.356211 90 0.486232 3.254692
EPS 180 0.062128 0.068419 90 0.055042 0.064243 90 0.068172 0.071348
LEV 180 0.682785 0.465843 90 0.773109 0.419704 90 0.605735 0.489557
CFO 180 1.820928 6.70281 90 1.313109 2.123973 90 2.254122 8.895834
SAF 180 0.670019 2.050107 90 0.378698 0.913579 90 0.918531 2.637227
BIG4 180 0.071663 0.962372 90 0.04937 0.176513 90 0.090681 1.300657

Source: Statistical Output of Eviews: 9.0

As shown on Table 4.1, the average level of
audit quality (AQ) for all selected manufacturing

firms is 0.86, while an average of 0.74 was
recorded for the pre-IFRS period while average



of 0.962466 for the post-IFRS period
respectively. Asset tangibility (AST) for the pre-
IFRS period has a mean value of 0.63521, and
the post-IFRS period has a 0.486232; while the
average for the study period is 0.539652. For
earnings per share as denoted by (EPS), the
average EPS for the selected period is 0.068419;
while average EPS is 0.055042 for the pre-IFRS
period and 0.068172 for the post-IFRS period.

Leverage as denoted by (LEV) shows an average
of 0.465843 for the selected period, 0.773109 for

the pre-IFRS period and 0.605735 for the pre-
IFRS period. Cash flow to revenue (CFO) shows
an average of 1.820928 for the selected period,
1.313109 for the pre-IFRS period and 2.254122
for the post-IFRS period. The average statutory
audit fee (SAF) for the pre-IFRS period is
0.378698 and 0.918531 for the post-IFRS period.
Finally, BIG4 showed an average of 0.071663
for the selected period, 0.04937 for the pre-IFRS
period and 0.090681 for the post-IFRS period.



4.2 Tests for Multi-Collinearity
Table 4.2: Correlation Matrix
Correlation AQ AST EPS LEV CFO SAF BIG4

AQ 1
AST 0.26382 1
EPS 0.11906 -0.24374 1
LEV 0.27342 0.48472 0.20345 1
CFO 0.31243 0.37963 0.19737 0.35065 1
SAF 0.25431 0.22136 0.13256 0.25133 0.32152 1
BIG4 0.12543 0.32156 0.21363 0.21362 0.21456 0.21458 1

Source: Statistical Output of Eviews 9.0

The correlation matrix using the Pearson correlation coefficients for the predictor variables are
presented (Table 4.2) to check for multi-collinearity. The largest coefficient is between leverage and
asset tangibility at 48% which is less that 70%. This is followed by the correlation between cash flow
to revenue and asset tangibility at approximately 38%. Furthermore, the correlation between statutory
audit fee and cash flow to revenue is 32%. The correlation between other variables in the matrix isless
than 50%. This means that these variables pose multi-collinearity threat to the model of the study.

4.3 Tests for Unit Root
Table 4.3: Unit Root Test Result
Data
Series

Augmented Dicker-
Fuller (ADF)

Test Critical Values @ 5% (TCV) Probability of ADF

AQ 4.453986 2.890926 0.0004
AST 3.950767 2.890926 0.0025
EPS 3.936679 2.890926 0.0121
LEV 4.112039 2.890926 0.0015
CFO 8.652268 2.890926 0.0000
SAF 4.910310 2.452136 0.0001
BIG4 3.957198 2.452136 0.0018

Source: Statistical Output of Eviews 9.0

The table above reveals the summary of the unit root test carried out. The null hypothesis states that
there is a unit root, and so the data is stationary. Using the Augmented Dickey-Fuller Test, the result
must show a probability value that is lower than the critical value at any level of significance, in order
to reject the null hypothesis.

From table 4.3 the augmented dicker-fuller (ADF) test statistics are greater than the test critical values
(TCV) at 5% level of significance for all the data series (see also, appendix). Therefore, we hereby
reject the null hypothesis which states that the data has a unit root.

4.4 Summary of Regression Results
Table 4.4: Regression Estimation for Model (iii)
AQ = α0 + β1AST i,t + β 2EPS i,t + β 3LEV i,t + β 4CFO i,t + + β 5SAF i,t + β 4BIG4i,t+ ᶓ
Independent Pre-IFRS Post-IFRS
variables 2003-2011 2012-2020

Coeff. p-value Coeff. p-value
Intercept 1.257017 0.0000 1.520577 0.0000
AST -0.023200 0.0585 0.156698 0.0329
EPS -0.084442 0.0006 0.125577 0.0198
LEV 0.008621 0.1264 0.121462 0.0255
CFO -0.713269 0.0620 0.104134 0.0062
SAF 0.018761 0.0411 0.198712 0.0115
BIG4 0.293711 0.0654 0.187912 0.0011

N 90 90
Adjusted R-
squared

0.571773 0.889137

F-test 0.000000 0.002363
Significant at 5% level (two-tailed)



4.5 Discussion
4.5.1 IFRS Adoption and Audit Quality in the
Pre-IFRS and Post-IFRS Periods
From Table 4.4 above, the coefficient of
regression for all indicators of IFRS during the
pre-IFRS period have increased in the post-IFRS
period. The implication is that the adoption of
IFRS has improved the quality of audit of quoted

manufacturing firms during the post IFRS period
as reported by the increase in the coefficient for
Asset Tangibility (AST) from 2.3% negative to
approximately 16% positive; EPS from 8.4%
negative to 13% positive; LEV from 0.8% to
12%; and CFO from 71% negative to 10%
positive.

Furthermore, from the results shown in Table 4.4,
the explanatory power of the determinants of
IFRS adoption was tested using adjusted R-
squared which shows the degree at which the
independent variable is a strong predictor of the
dependent variable. In this result, the adjusted R-
squared in the post-IFRS period shows a
stronger explanatory power (i.e. approximately
89%) compared to the pre-IFRS period (i.e.
57%). Hence, the null hypothesis which states
that there is no significant difference between
the audit quality of quoted firms in the pre-IFRS
period and post-IFRS period in Nigeria is refuted
by the analysis results and therefore rejected..

4.5.2 Impact of IFRS Adoption on Audit
Quality in the Post-IFRS Period

From Table 4 above, the coefficient of
regression for all indicators of IFRSadoption
during the post-IFRS period were positive. The
implication is that the adoption of IFRS has a
positive and significant impact on the audit
quality of quoted manufacturing firms in Nigeria.
The implication is that, the adoption of IFRS has
improved assets tangibility, reported earnings,
leverage level and real cash flow in the post
IFRS period. Furthermore, the P-value for the
selected indicators were all less than 0.05;
indicating that the adoption of IFRS has a
significant impact on the audit quality of quote
manufacturing firms in Nigeria, thereby leading
to the rejection of the null hypothesis which
states that IFRS adoption has no significant
impact on the audit quality of quoted firms in
Nigeria.

4.5.3 Impact of Audit Industry Specialization
on Audit Quality in the Post-IFRS
Period

From Table 4 above, the coefficient of
regression for all indicators of audit industry
specialization during the post-IFRS period were
positive. SAF showed a coefficient of 0.198712,
while BIG4 showed a coefficient of 0.187912.
The implication is that the audit industry
specialization has positive impact on the audit
quality of quoted manufacturing firms in Nigeria.
The implication is that, post adoption of IFRS
has improved the audit quality of manufacturing
firms in Nigeria by increasing the audit industry
specialization. Furthermore, the P-value for the

selected indicators of audit industry
specialization were all less than 0.05 (i.e. SAF-
0.0115; BIG4-0.0011); indicating that the audit
industry specialization has a significant impact
on the audit quality of quote manufacturing
firms in Nigeria, thereby leading to the rejection
of the null hypothesis which states that
auditindustry specialization has any significant
impact on the audit quality of quoted firms in
Nigeria IFRS adoption has no significant impact
on the audit quality of quoted firms in Nigeria.

5.1 Summary of Findings
a) The results revealed that the adoption of

IFRS has improved the quality of audit for
quoted manufacturing firms during the post
IFRS period as reported by the increase in
the coefficient for asset tangibility from
2.3% negative to approximately 16%
positive; EPS from 8.4% negative to 13%
positive; LEV from 0.8% to 12%; and CFO
from 71% negative to 10% positive. Also,
the adjusted R-squared in the post-IFRS
period shows a stronger explanatory power
(i.e. approximately 89%) compared to the
pre-IFRS period (i.e. 57%);

b) The result also revealed that the coefficient
of regression for all indicators of IFRS
adoption during the post-IFRS period were
positive. The implication is that the
adoption of IFRS has a positive and
significant impact on the audit quality of
quoted manufacturing firms in Nigeria.

c) Furthermore, the adoption of IFRS has
improved the audit quality of manufacturing
firms in Nigeria by increasing the audit
industry specialization, and with p-values
less than 0.05, the audit industry
specialization has a significant impact on
the audit quality of quote manufacturing
firms in Nigeria

5.2 Conclusion
This study examined the impact of IFRS
adoption and audit industry specialization on the
audit quality of quoted manufacturing firms in
Nigeria. The adoption of IFRS was used as
proxy by adjustments in assets tangibility, EPS
reporting, leverage level and cash flow to



revenue; while audit industry specialization was
captured by statutory audit fee and the presence
of a big4 audit firm. To this end, the study aimed
at comparing the predictive power of the
indicators of IFRS adoption in the
manufacturing industry of Nigeria during the
pre-IFRS period and the post-IFRS period.

The longitudinal research design was employed
with a focused on manufacturing firms quoted
on the NSE. The study was conducted over the
period of 16 years divided into 9 years pre-IFRS
adoption (2003-2011) and 9 years post-IFRS
adoption (2012-2020). Data were collected and
computed from the financial statements of 20
conveniently selected manufacturing firms. The
selected manufacturing firms were divided into
10 consumer goods firms and 10 industrial
goods firms. Data were analyzed using the Panel
Least Square (PLS) regression estimation
technique.

The results obtained in this study as well as prior
studies on the subject matter, it is concluded that
the adoption of IFRS has a positive and
significant impact on the audit quality of quoted
manufacturing firms in Nigeria. Furthermore, the
adoption of IFRS and audit industry
specialization has a positive and significant
impact on the audit quality of quoted
manufacturing firms in Nigeria.

5.3 Recommendations
The study recommends that:

1. To avert a second wave of business
collapse, the Nigerian government
should tighten regulatory monitoring in
the manufacturing sector, which,
among other things, compelled
institutional transformation and forced
the emergence of Financial Reporting
Council of Nigeria to strengthen
financial reporting regulation and
control in Nigeria;

2. Consequent upon the improvements in
audit quality during the post-IFRS
period as a wake-up call for financial
regulators across all sectors of the
Nigerian economy, there is a pressing
need for increased oversight in the
adoption of IFRS and the preparation of
financial reports in Nigeria;

3. The statutory auditors should stick to
specific areas of expertise as indicated
by the variant of hypothesis two to the
effect that “specialization promotes
quality”; as evident among the top four
audit firms instead of allowing audit
firms to conduct audit for every
industry across all sectors.
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APPENDIX

PRE-IFRS
Dependent Variable: AQ
Method: Least Squares
Date: 10/21/21 Time: 10:15
Sample: 1 90
Included observations: 90

Variable Coefficient Std. Error

C 1.257017 0.216007
AST -0.023200 0.012113
EPS -0.084442 0.788421
LEV 0.008621 0.845857
CFO -0.713269 0.223937
SAF 0.018761 0.012311
BIG4 0.293711 0.113141

R-squared 0.588350 Mean dependent var
Adjusted R-squared 0.571773 S.D. dependent var
S.E. of regression 0.254363 Akaike info criterion
Sum squared resid 6.081848 Schwarz criterion
Log likelihood -1.900772 Hannan-Quinn criter.
F-statistic 41.52412 Durbin-Watson stat
Prob(F-statistic) 0.000000

POST-IFRS
Dependent Variable: AQ
Method: Least Squares
Date: 10/21/21 Time: 11:49
Sample: 1 90
Included observations: 90

Variable Coefficient Std. Error

C 0.520577 0.086691
AST 0.156698 0.032463
EPS 0.125577 0.010786
LEV 0.121462 0.271429
CFO 0.104134 0.810178
SAF 0.198712 0.147619
BIG4 0.187912 0.138161

R-squared 0.897161 Mean dependent var
Adjusted R-squared 0.889137 S.D. dependent var
S.E. of regression 0.173002 Akaike info criterion
Sum squared resid 2.813392 Schwarz criterion
Log likelihood 36.64511 Hannan-Quinn criter.
F-statistic 2.023198 Durbin-Watson stat
Prob(F-statistic) 0.002363

Null Hypothesis: AQ has a unit root
Exogenous: Constant
Lag Length: 0 (Automatic - based on SIC, maxlag=12)

Augmented Dickey-Fuller test statistic

Test critical values: 1% level -3.497727
5% level -2.890926
10% level -2.582514

*MacKinnon (1996) one-sided p-values.

Null Hypothesis: AST has a unit root
Exogenous: Constant
Lag Length: 0 (Automatic - based on SIC, maxlag=12)

t-Statistic Prob.*

Augmented Dickey-Fuller test statistic -3.950767 0.0025
Test critical values: 1% level -3.497727

5% level -2.890926
10% level -2.582514

*MacKinnon (1996) one-sided p-values.

Null Hypothesis: EPS has a unit root
Exogenous: Constant
Lag Length: 0 (Automatic - based on SIC, maxlag=12)

t-Statistic Prob.*

Augmented Dickey-Fuller test statistic -3.936679 0.0121
Test critical values: 1% level -3.497727

5% level -2.890926
10% level -2.582514

*MacKinnon (1996) one-sided p-values.

Null Hypothesis: LEV has a unit root
Exogenous: Constant
Lag Length: 0 (Automatic - based on SIC, maxlag=12)

t-Statistic Prob.*

Augmented Dickey-Fuller test statistic -4.112039 0.0015
Test critical values: 1% level -3.497727

5% level -2.890926
10% level -2.582514

*MacKinnon (1996) one-sided p-values.

Null Hypothesis: CFO has a unit root
Exogenous: Constant
Lag Length: 0 (Automatic - based on SIC, maxlag=12)

t-Statistic Prob.*

Augmented Dickey-Fuller test statistic -8.652268 0.0000
Test critical values: 1% level -3.497727

5% level -2.890926
10% level -2.582514



*MacKinnon (1996) one-sided p-values.

Null Hypothesis: SAF has a unit root
Exogenous: Constant
Lag Length: 0 (Automatic - based on SIC, maxlag=12)

Augmented Dickey-Fuller test statistic
Test critical values: 1% level

5% level
10% level

*MacKinnon (1996) one-sided p-values.

Null Hypothesis: BIG4 has a unit root
Exogenous: Constant
Lag Length: 6 (Automatic - based on SIC, maxlag=12)

Augmented Dickey-Fuller test statistic
Test critical values: 1% level

5% level
10% level

*MacKinnon (1996) one-sided p-values.


