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ABSTRACT  

This study determined the extent to which managerial ownership affect the audit quality of quoted 

companies in Nigeria. Ex-post facto research design was employed by the study. The appropriateness of 

this design to this study is based on its core objective of examining the relationship between one or more 

variable and another in which the variables involved are not subject to manipulation by the researcher. A 

total of sixty four (64) companies form the sample size of the study from a population of one hundred and 

seventy (170) companies quoted on the Nigerian Exchange Group. The data were analyzed using 

descriptive statistics. Hypothesis was tested with regression analysis with aid of E-view 9.0. The result 

shows that a significant and negative effect exists between managerial ownership and audit quality of 

quoted companies in Nigeria. The study suggests that ownership structure disclosure be presented in the 

form of a pyramid to facilitate understanding of ownership structure for the benefit of all stakeholders. 

Even researchers may easily determine who the true controllers of the business are based on the 

percentage of shares they possess. 

Keywords: Audit quality, Managerial ownership and Audit firm reputation  

 

INTRODUCTION 

DeAngelo (1981) popularized the term "audit quality," which he defined as "the market-assessed joint 

probability that a specific auditor has the competence to find and report an abnormality in a client's 

financial statement to the users of such information." There is always possibility for mistakes and 

inaccuracies when the auditor gives a view on the financial statements based on available audit data, 

which might lower the audit quality (Person, 2011). This begs the topic of what defines good audit 

quality, as well as what factors may influence the audit assignment's final quality.  

The financial statement audit is a monitoring method that helps to reduce information asymmetry and 

protects the interests of diverse stakeholders by providing reasonable assurance that the financial 

statements are accurate (Ezejiofor and Erhirhie, 2018). Meanwhile, auditors' societal role is critical to 

financial performance in terms of reducing significant misstatements and ensuring that financial 

statements are prepared in accordance with fundamental rules and regulations. As a result, lower risks of 

misstatements increase confidence in capital markets, which lowers the firms' cost of capital (Heil, 2012; 

Watts and Zimmerman, 1986).  

The factors of audit quality can be studied from three viewpoints, according to the Dutch Foundation for 

Auditing Research (FAR, 2016): I Characteristics about the client firm, such as size, profitability, board 

of directors, audit committee presence, ownership, and capital structure. 2 Characteristics of auditors and 

audit firms, such as auditor independence, audit firm size, audit tenure, audit fees, and auditor reputation; 

and 3 External environmental factors such as: environmental context of the audit, audit quality from 

multiple stakeholder perspectives, external supervision and regulatory environment. The first two 

categories are the study's main focus, as the majority of the aforementioned business scandals can all be 

traced back to problems involving the client and the auditor. In light of this, the current study aims to 
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investigate the factors that influence audit quality among financial and non-financial organizations listed 

on the Nigerian Stock Exchange (NSE).  

The papers were evaluated based on their title, scope, methodology, and outcomes, which revealed the 

research deficit. The majority of prior researches on audit quality determinants are either inconclusive or 

conflicting, as evidenced in the review of empirical studies, with some studies indicating positive 

significant connections between auditor attributes and audit quality (Olabisi, Kajola, Abioro and Oworu 

(2020); Ezejiofofr and Erhirhie, 2018; Ogoun and Owota, 2017; Akhidime (2015), Others found negative 

or negligible associations between audit quality and various customer and auditor-related variables. 

(Omoye and Aronmwan, 2013; Bassey, Omini, Aminu, Etore and Archibong (2020). Overall, the 

contradictions found in the analysis indicate that concerns in this field of study have yet to be 

experimentally resolved, necessitating the need for more research. Furthermore, previous attempts to 

investigate the determinants of audit quality, as evidenced by literature, have largely been based on 

empirical and theoretical arguments ranging from those who believe that audit quality is determined by 

the auditor/audit firm's prowess, to those who believe that external factors such as regulatory policies are 

major impediments to audit quality, and finally, those who believe that audit quality is determined by 

client (firm)-related factors. The study thereby determines the extent to which managerial ownership 

affect the audit quality of quoted companies in Nigeria. 

 

LITERATURE REVIEW  

Audit quality  

In addition, another set of definitions focuses on the extent to which the audit adheres to appropriate 

auditing standards. A high-quality audit is defined by the Government Accountability Office [GAO] 

(2003), as cited in Bedard et al. (2010), as an audit conducted in accordance with generally accepted 

auditing standards to provide reasonable assurance that the audited financial statements and related 

disclosures are presented in accordance with generally accepted accounting principles and are not 

materially misstated due to errors or fraud. Elas (2012) further suggests that audit quality is defined as the 

likelihood of identifying audit failure, disciplining auditors, and encouraging them to limit managerial 

opportunism, all of which are directly tied to auditing standards. Audit quality, according to Okaro, 

Okafor, and Ofoegbu (2015), is the market-assessed joint probability that an auditor will both discover 

and report a breach in a client accounting system. This means that the auditor has both the technical 

competence to detect any material errors during the audit process, as well as the independence to ensure 

that material errors and omissions are corrected or disclosed in the auditor's report. Similarly, Jackson, 

Moldrich, and Roebuck (2008) distinguish between real and perceived audit quality.  

There is a large corpus of research on audit quality and how to measure it. Despite the breadth of the 

research, no single universally accepted definition or measure of audit quality has developed. Audit 

quality is defined in a variety of ways by different academics. According to the literature, the lack of a 

widely accepted definition of audit quality is attributable to the existence of disparities in the financial 

reporting process and audit market environment. These audit market participants can be classified into 

three groups: external financial information users, audit customers, and auditors (Sutton, 1993). The lens 

through which an audit is seen can have a big impact on how good it is. Users, auditors, regulators, and 

other financial reporting stakeholders may have very diverse perspectives on what constitutes audit 

quality, which influences the types of indicators that might be used to assess audit quality.  

The many accounting, financial reporting, and auditing modifications were all planned (Adeyemi & 

Fagbemi, 2010). This is being achieved by imposing a duty of accountability upon the managers of a 

company (Crowther & Jatana, 2005). Essentially, auditing is utilized to give investors with the necessary 

certainty when relying on audited financial accounts. To be more specific, auditing's purpose is to lessen 

information asymmetry on accounting numbers and to minimize the residual cost caused by managers' 

financial reporting opportunism. Effective and perceived characteristics (commonly referred to as 

apparent quality) are required for auditing to create benefit effects as a monitoring method, according to 

Adeyemi & Fagbemi (2010). The effect of audit quality is at least as important as the perceived audit 

quality by financial statement consumers. Auditing is one of the key monitoring techniques for regulating 
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conflicts of interest and reducing agency costs between stakeholders and drivers, according to agency 

theory.  Assuming that the monitoring policy is in a contracting equilibrium, a change in the severity of 

agency disputes should also result in a change in the acceptable quality of auditing.  

Different patterns of corporate ownership exist in modern firms. Institutional ownership, foreign 

ownership, block-holder ownership, and management ownership are some of the features of firm 

ownership. The last entry in the log is the main focus of this investigation. Managerial ownership is 

defined by Jensen and Meckling (1976) as ownership by directors, management, the commissioner, or 

anybody actively involved in company decision-making, because the separation of ownership and control 

incentivizes managers to increase their personal fortune at the expense of shareholders (Jensen & 

Meckling 1976). 

The Board of Directors plays an important role in the day-to-day operations of the company. They 

participate in corporate arrangements and have the authority to control and make decisions on behalf of 

the shareholders. In businesses, there is a separation of ownership and control. The separation would 

result in major dispute between the firm's owner (shareholders) and the board of directors, as well as the 

manager transferring money at the owner's expense. The manager would not handle the company in a 

transparent manner since they believe it is not ours. One option for motivating them to manage the firm 

efficiently and effectively is to give them a share of the company's ownership. On the other side, based on 

existing literature, it is thought that increasing managers' ownership proportion by reducing information 

asymmetry will reduce the conflict of interest between managers and shareholders (Mahdavi, 

Mohammed, Fahime & Mehdi, 2011). In a similar vein, Niskanen, Karjalainen, and Niskanen (2009) used 

data from 478 Finnish enterprises from 2000 to 2006 to study the association between ownership structure 

and audit quality demand. The findings demonstrate that increasing managerial ownership reduces the 

likelihood of a Big4 auditor being hired, but has no effect on the demand for certified auditors. In terms of 

Big4 audits, their findings also point to a nonlinear relationship between managerial ownership and desire 

for audit quality. They also discovered that the likelihood of hiring a Big4 auditor rises with the size of 

the company and the existence of international sales. According to Mahdavi, Mohammed, Fahime, and 

Mehdi (2011), raising the amount of managerial ownership reduces the chances of selecting a larger audit 

firm. In this study, management ownership is employed as a proxy for ownership structure. It is indicated 

by the percentage of a company's directors' holdings to the total number of outstanding shares. 

 

Empirical Review  

The relationship between auditor independence and audit quality in Nigeria was investigated by Bassey, 

Omini, Aminu, Etore, and Archibong (2020). They discovered that audit fees had a negative and 

substantial impact on audit quality, while audit firm rotation had a negative and non-significant impact on 

audit quality, using secondary data from selected banks from 2010 to 2019. Their findings also found that 

auditor tenure had a negative and non-significant impact on audit quality in the Nigerian institutions 

studied. Ezejiofor and Okolocha (2020) investigated the impact of internal auditing on the financial 

performance of Nigerian commercial banks. The survey research design was used in this study. The 

researchers used frequency counts, mean score, and standard deviation to examine the data acquired for 

the study. At a 5% level of significance, the two hypotheses were tested using a basic regression statistical 

tool using SPSS version 20.0. Internal audit control and procedures have a beneficial effect on 

commercial banks' financial performance in Nigeria, according to the analysis, and this effect is 

statistically significant at the 5% level of significance. For a ten-year period from 2009 to 2018, Olabisi, 

Kajola, Abioro, and Oworu (2020) investigated the factors of audit quality among 15 insurance 

companies out of the 25 listed on the Nigerian Stock Exchange. They used a panel data regression 

technique to conduct an ex-post facto study, and their findings revealed that there is a strong association 

between audit firm size, audit tenure, audit fee, cash flow, and audit quality (p 0.05). Nwakoby, Ezejiofor, 

and Ajike (2018) investigated the association between board traits and directors tunneling in Nigerian 

conglomerates. Time series data and an ex post fact study design were used. With the help of SPSS 

Version 20.0, hypotheses were tested using multiple regression and Pearson Coefficient Correlation. 

According to the findings, board size has a negative significant link with related party transactions in 
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Nigerian conglomerates. Another finding is that board independence has a considerable favorable impact 

on related party transactions in Nigerian conglomerates. For a period of six financial years, Oyedokun, 

Yunusa, and Adeyemo (2018) investigated the drivers of audit quality using 12 of the 17 businesses listed 

in the Nigerian Stock Exchange's Industrial Goods sector (2012-2017). They used STATA to conduct 

panel regression analysis and discovered that auditor tenure had a positive but insignificant connection 

with audit quality. Their findings also revealed that audit size and audit fees have negative correlations 

with audit quality, but only the former was statistically significant. Ezejiofor and Erhirhie (2018) looked 

into the impact of audit quality on deposit money bank financial performance in Nigeria. The data for the 

study was acquired from annual reports and accounts of listed Nigerian deposit money institutions, using 

an ex post facto research design. To examine the hypotheses, regression analysis and coefficient 

correlation were used. The findings revealed that audit quality has a substantial impact on the financial 

performance of Nigerian deposit money institutions. The impact of corporate particular factors on audit 

quality was investigated by Akhalumeh, Agweda, and Ogunkuade (2017). They investigated the impact of 

firm size, board size, board independence, leverage, and firm profitability on Big4 audit quality. The 

study's data came from annual reports and accounts of fifty-five (55) companies registered on the 

Nigerian Stock Exchange, with 2010 serving as the case study. They used multiple regression analysis 

and discovered that all of the explanatory variables and the dependent variable indicated above have a 

substantial positive association. Eriabie and Dabor (2017) looked at the impact of audit quality on 

earnings management in all eighteen banks that were listed on the stock exchange in December 2010. 

They based their findings on secondary data collected between 2005 and 2010. (representing the pre-IFRS 

era). They used multiple regression analyses, which were carried out year by year across the study's six-

year duration. They discovered that both the audit fee and the change in auditor are related to abnormal 

loan loss provision, which they utilized as a proxy for earnings management. Bogale (2016) identified the 

factors of external audit quality proxied by discretionary (abnormal) accrual based on audit firm specific 

and company relevant features that are considered critical by regulatory and professional organizations to 

properly in Ethiopian accounting. The findings of a panel least square regression analysis demonstrate 

that certified audit professionals' joint provision of audit and non-audit services has a statistically 

significant and positive link with the external audit quality of manufacturing share businesses. In Istanbul, 

Turkey, Gacar (2016) investigated the relationship between audit quality and corporate governance of 

industrial enterprises. The study used the logistic regression method to discover that the size of the firm, 

the rate of institutional ownership, and the duration of trading time in the stock exchange market is all 

important factors. Akhidime (2015) investigated how Nigerian banks' audit quality is influenced by their 

board structure and corporate characteristics. Over a five-year period, they tested a total of 19 banks from 

a population of 25 Nigerian banks. Their binary logistic regression study revealed that non-executive, 

independent directors and director share ownership had a beneficial impact on the audit quality of the 

sample banks. characteristics, as well as the company's history, as statistically favorable and substantial 

drivers of audit quality. Monye-Emina and Jeroh (2014) used secondary data on selected insurance 

companies quoted on the Nigerian stock Exchange's floor up to 2013 to assess the factors of audit report 

credibility (audit quality) in the Nigerian insurance sector. They used the Ordinary Least Square (OLS) 

regression technique and discovered that auditor independence, experience, and audit report lag all had 

positive relationships with audit report credibility, however auditor tenure has a negative association. 

Similarly, Adeniyi and Mieseigha (2013) used the Binary Logit Model estimation technique to analyze 

the link between audit tenure and audit quality in Nigeria. Although the variable was not significant, they 

discovered a negative association between auditor tenure and audit quality. For the years 2005-2011, 

Omoye and Aronmwan (2013) investigated the influence of audit firm rotation on the audit quality of 15 

Nigerian banks. It was discovered that audit firm rotation has a significant negative influence on audit 

quality using cross-sectional pool data and a binary logit regression model. The estimation did not contain 

any control variables. 
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METHODOLOGY 

The study employed the ex-post facto type of research. The appropriateness of this design to this study is 

based on its core objective of examining the relationship between one or more variable and another in 

which the variables involved are not subject to manipulation by the researcher.  

The population of the study consists of the entire 170 companies as at December 2019. A total of sixty 

four companies form the sample size of the study from a population of one hundred and seventy 

companies quoted on the Nigerian Exchange Group, justified by the Yamane formula adopted. The major 

criterion for selection was based on up-to-date availability for the entire financial years earmarked for 

evaluation.  

In order to ensure that the information obtained are reliable, the data were collected from the annual reports and 

accounts of the selected quoted companies.  

Method of Data Analysis 
For the purpose of the empirical analysis, the study employed descriptive statistics, and regression 

technique. A descriptive analysis of the data was conducted to obtain the sample characteristics among 

the companies.  

Model Speculation 

The models are specified below: 

Y1 = f (audit firm and managerial ownership)- - - - - Equ. (i) 

Where; Y1 is the dependent variable of audit quality proxied with Big4. The independent variables are 

audit-firm reputation and ownership structure. 

The functional form goes thus; 

BIG4 =ƒ (MGO, AUR)  - - - - - - - Equ (ii) 

While the explicit model is given as: 

BIG4
ίt  = βo + β1MGOίt + β2AURίt + µίt  - - - - - - -i 

Where: 

ϒO, β0, αO = Constants or Intercepts 

ϒ1 and ϒ2; β1 and β2; α1 and α2= Unknown coefficients or parameters to be estimated 

it = “ i” represents number of companies 1,...,64; and “t” represents period covered i.e. 1,...,6yrs 

BIG4 = 4 Big audit firms as a proxy for Audit quality for the periods (Dependent variable) 

MGO = Managerial ownership for the periods (Independent variable) 

AUR = Auditors reputation for the periods (control variable) 

µ = Stochastic error term 

 

DATA ANALYSIS AND RESULT 

Table 1: Descriptive Statistics  
 BIG4 MGO AUR 

 Mean  1.000000  0.406125  47.25000 

 Median  1.000000  0.456000  40.50000 

 Maximum  1.000000  0.502000  62.00000 

 Minimum  1.000000  0.211000  37.00000 

 Std. Dev.  0.000000  0.115473  11.46111 

 Skewness  NA -0.563468  0.489584 

 Kurtosis  NA  1.798364  1.294269 

 Jarque-Bera  NA  0.904639  1.289429 

 Probability  NA  0.636151  0.524812 

 Sum  8.000000  3.249000  378.0000 

 Sum Sq. Dev.  0.000000  0.093339  919.5000 

 Observations  8  8  8 

This study considered descriptive statistics (mean, standard deviation, minimum and maximum) for the 

panels for 512 observations (that is, 64 companies x 8 years). Table above depicts BIG4 to have an 

average mean of 100% with a minimum and a maximum of 100% and at a standard deviation of 0.00. 

MGO has an average mean of 41% with a standard deviation of 0.11, a minimum of 21% and a maximum 
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of 50%. On the average, AUR stood at 42.3%, the minimum stood at 37% while the maximum stood at 

62% of the companies under study.  

Test of Hypothesis 

HO1: There is no significant relationship between managerial ownership and audit quality of listed 

companies in Nigeria. 

Table 2: Regression Analysis between MGO, AUR and BID4 
Dependent Variable: BIG4 

Method: Least Squares 

Date: 05/04/22   Time: 09:00 
 

Sample: 2012 2019   

Included observations: 512   

Convergence achieved after 5 iterations  

Coefficient covariance computed using observed Hessian 

     
     Variable Coefficient Std. Error t-Statistic Prob.   

     
     C -9.299494 0.986836 -9.423543 0.0000 

MGO -0.576009 0.294156 -1.958174 0.0502 

AUR 0.011319 0.003941 2.871786 0.0041 

     
     R-squared 0.367610     Mean dependent var 0.630859 

S.D. dependent var 0.483044     S.E. of regression 0.376231 

Akaike info criterion 0.871915     Sum squared resid 71.05800 

Schwarz criterion 0.954695     Log likelihood -213.2104 

Hannan-Quinn criter. 0.904365     Deviance 426.4207 

Restr. deviance 674.3006     Restr. log likelihood -337.1503 

LR statistic 247.8799     Avg. log likelihood -0.416426 

Prob(LR statistic) 0.000000    

     
 

Table above shows the regression result of audit quality (BIG4), managerial ownership (MGO) and audit 

reputation (AUR). It shows that, given a unit increase in MGO will decrease by 58% approximately. The 

table shows that, the t-value for MGO is -1.958174 with a probability value of 0.0502, suggesting that 

managerial ownership exerts significant and negative influence on BIG4 at 5% significant level. The t-

value for AUR is 2.871786 with a probability value of 0.00, suggesting that audit reputation exerts 

significant and positive influence on BIG4 at 5% significant level. 

BIG4 = -9.299494 - -0.576009 MGO 

The implication of this model is that holding other factors constant, an increase in managerial ownership 

will cause BIG4 to reduce by 12% 

The R-squared of 0.368 suggests that variation in BIG4 is explained by MGO fluctuation by 37% while 

the remaining 63% is explained by other factors outside the model.  

Decision 

The value of t-calculated of -1.958174 with the associated probability of 0.000 is less than the 

significance level of 0.05; the alternate hypothesis (HI) is therefore accepted at 5% level of significance 

implying that a significant and negative effect exists between managerial ownership and audit quality of 

quoted companies in Nigeria. 

 

DISCUSSION AND CONCLUSION 

Managerial ownership (MGO) has a negative but significant effect on audit quality, according to the 

findings. The negative coefficient sign corresponds to the study's a priori expectation, implying that 

organizations with substantial proportions of shares owned by top directors are more likely to have poor 

audit quality. This result can be explained by the fact that the owners (principals) hand over control of the 

business to management (according to agency theory), giving the latter vast capabilities. Thus, if the 
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ownership structure is concentrated on management (i.e., management controls a considerable number of 

the shares), the agency problem will be exacerbated because the minority shareholder may not have the 

essential voting rights to implement board changes. However, none of the research described above 

showed it to be statistically significant in terms of audit quality improvement. As a result, this study 

shows that management ownership has a considerable impact on the audit quality of Nigerian publicly 

traded enterprises.  

Given the rigor necessary in extracting managerial ownership information from yearly financial reports, 

the study suggests that ownership structure disclosure be presented in the form of a pyramid to facilitate 

understanding of ownership structure for the benefit of all stakeholders. Even researchers may easily 

determine who the true controllers of the business are based on the percentage of shares they possess. 
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