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Abstract 

The study examines the effect of audit quality on earnings management of listed consumer goods 

companies in Nigeria. Ex-post facto research design and correlational research design was used for the 

study. Population of the study comprises of the 21 listed consumer goods firm on the Nigerian Exchange 
Group (NGX), and a sample of 17 firms was selected based on purposive sampling technique. Secondary 

data were extracted from the annual report and accounts of the 17 sampled firms. The study employed 
descriptive and inferential statistics to analyse data. Findings reveal that audit fee and audit industrial 

specialization have negative effect on earnings management. However, audit fee effect is significant while 

audit industrial specialization effect is insignificant. On the other hand, audit firm size has a positive but 
significant effect on earnings management. The implication of the findings is that firms should be more 

mindful of their audit fee budgets; as higher fees may incentivize auditors to perform more rigorous audits. 
Management teams should avoid seeing audit fees as a mere cost but as an investment in financial 

transparency and integrity. The insignificant effect of audit firm size and industry specialization suggests 

that firms should not rely solely on the size or specialization of audit firms when selecting auditors. 
Instead, focus should be placed on the auditor's independence and the quality of the audit process. The 

study recommended that financial managers and audit committees during the annual audit planning and 

budget allocation should allocate sufficient budget for audit fees to engage high-quality auditors.  

____________________________________________________________________________________ 
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Introduction 

Earnings management refers to the deliberate manipulation of financial statements by company 
management to achieve specific financial results. This practice can be employed to meet internal targets, 

influence stock prices, or achieve other strategic objectives (Nyikyaa et al., 2019). It involves the use of 

accounting methods and practices to present an overly positive view of a company's financial position and 
performance. While not necessarily illegal, earnings management can mislead stakeholders about the true 

financial health of a company, thereby compromising the reliability of financial information (Orbunde et 
al., 2022). In addition, earnings management has been a critical issue in the corporate world, particularly 

in developing economies like Nigeria. It involves the manipulation of financial statements by company 

management to either meet certain financial targets or to present a favourable view of the company’s 
financial health. This practice can undermine the integrity of financial reporting, leading to a loss of 

investor confidence and potentially disastrous economic consequences (Orbunde et al., 2022). 

Additionally, in Nigeria, the consumer goods sector is one of the most vibrant segments of the economy, 

contributing significantly to the country’s GDP and employment. However, the sector has also been 
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plagued by cases of financial misstatements and earnings management, which raises concerns about the 

effectiveness of corporate governance and audit practices (Adeyemi & Fagbemi, 2010). The role of audit 
quality in mitigating earnings management is crucial, as high-quality audits are expected to provide 

reasonable assurance that the financial statements are free from material misstatements, whether due to 

fraud or error (Kurawa & Ahmed, 2020). 

In a similar manner, audit quality is a crucial factor in the integrity of financial reporting in consumer 

goods firms. High-quality audits provide reasonable assurance that financial statements are free from 
material misstatement, whether due to fraud or error (Nyikyaa et al., 2019). The quality of an audit depends 

on various factors, including the auditor's competence, independence, and adherence to auditing standards 

(Alu et al., 2022). Auditors play a critical role in detecting and deterring earnings management, thereby 
enhancing the reliability of financial reports. Audit quality is often assessed by the auditor's competence, 

independence, and adherence to professional standards, which are supposed to curb earnings management 

practices.  

However, the effectiveness of audits in the Nigerian context has been questioned due to various 

challenges, including regulatory inefficiencies, low auditor independence, and the pressure to retain clients 
in a competitive market (Nwanyanwu, 2017). Recent scandals involving prominent firms in Nigeria have 

brought to light the pervasive nature of earnings management, despite the presence of supposedly stringent 
audit practices. This has led to calls for a reassessment of the role and effectiveness of audit quality in 

curbing earnings management within the Nigerian corporate environment (Enofe et al., 2015). 

Additionally, despite the importance of audit quality in ensuring the reliability of financial statements, 
there is growing evidence that earnings management remains prevalent among listed consumer goods 

firms in Nigeria (Ojo, 2019). This situation raises critical questions about the efficacy of audits in detecting 
and preventing financial manipulations. The persistence of earnings management practices, even in the 

face of audits, suggests that there may be significant gaps in audit quality or that external auditors may 

not be exercising sufficient rigour in their examination of financial statements (Ijeoma, 2014). 

One of the key problems is the potential conflict of interest that auditors face, especially when they are 

hired and paid by the firms they audit. This relationship can compromise auditor independence, making it 
difficult for auditors to objectively report financial irregularities (Ijeoma, 2014). Moreover, the 

competitive pressures within the audit industry may lead auditors to overlook or underreport earnings 

management in order to retain clients, particularly in a market like Nigeria where there is intense 

competition among audit firms (Okolie, 2014). 

Despite the importance of audit quality in mitigating earnings management, there are few empirical 
researches focusing specifically on consumer goods firms in Nigeria (Alu et al., 2022; Sirajo et al., 2024; 

Yusufu, 2020). Existing studies on earnings management and audit quality have largely been conducted 

in developed countries, with relatively few examining the unique context of Nigeria (Alu et al., 2022; 
Sirajo et al., 2024; Yusufu, 2020). This gap in the literature underscores the need for localized studies to 

understand how audit quality affects earnings management within Nigerian consumer goods firms. Also, 
the literature on earnings management and audit quality has predominantly focused on broad sectors or 

industries, with limited attention given to consumer goods firms specifically. While some studies have 

explored the relationship between audit quality and earnings management in various sectors (Bala & 
Kumai, 2015; Ojo, 2019), there is a distinct lack of research that isolates consumer goods firms. This 

sector-specific focus is crucial given the unique challenges and dynamics faced by consumer goods firms 

in Nigeria. 
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Additionally, there is a significant knowledge gap regarding the specific mechanisms through which audit 

quality influences earnings management in Nigerian consumer goods firms. While it is generally 
understood that higher audit quality can deter earnings management, the specific factors and conditions 

that enhance this effect in the Nigerian context remain underexplored (Okenwa, 2020). Understanding 

these mechanisms is essential for developing targeted strategies to improve audit practices and financial 
reporting in this sector. Furthermore, most of the prior studies on audit quality and earnings management 

in Nigeria have measured earnings management using the estimated values for modified discretionary 
accruals Awa et al. (2018). However, this study would use Real Earnings Management (REM) since the 

study centre on consumer goods firms which activities are mostly production of goods. Therefore, this 

study will focus on the effect of audit quality on earning management with concern on the REM due to its 
importance as one of the monitoring mechanism of managers’ opportunism and the domain for the study 

is firms that engaged in manufacturing of goods. Thus, the current review sheds light on audit quality and 

its effect on earnings management. 

Literature Review 

Local iStudies 

 Alu et ial. (2022) examined ithe ieffect iof iquality iof iaudit ion imanagement iof iearnings iin iNigerian 

ilisted ifirms iby iascertaining ithe ieffect iof iaudit iquality ion idiscretionary iaccruals, idetermining ithe ieffect iof 

iaudit iquality ion iearnings ismoothing, ias iwell ias iestablishing ithe ieffect iof iaudit iquality ion iearnings iper 

ishare. iThe istudy ifollows ian iex-post ifacto iresearch idesign. iIt idraws idata ifrom ithe iannual ireports iof i10 

ifirms. iThese iconsisted iof ifive ifinancial iand ifive inon-financial ifirms, ipurposively iselected ifor ia iperiod iof 

i10 iyears i(2010-2019). iDescriptive iand iinferential ianalyses iwere iemployed iin idata ianalyses. iThe ifindings 

iindicate ithat iaudit iquality isignificantly iaffected iearnings ismoothing. iMoreover, iaudit iquality idid inot 

isignificantly iaffect idiscretionary iaccruals iand iearnings iper ishare. 

Thomas i(2022) iexamined ithe iconnection ibetween iaudit iquality, ias ione iof ithe iimportant ifeatures iof igood 

icorporate igovernance iand iearnings imanagement iamong ilisted iconsumer igoods icompanies iin iNigeria. 

iSpecifically, ithe istudy ifocused ion iaudit ifirm isize, iaudit ifees, iauditor itenure, iauditors’ iindustry 

ispecialization iand iaudit iengagement ipartner igender idiversity ias iindependent ivariables iand iearnings 

imanagement ias idependent ivariable iproxied iby idiscretionary iaccruals. iDescriptive icorrelational iresearch 

idesign iis iadopted. iThe ipopulation iincluded iall ithe i21 icompanies iin ithe iconsumer igoods isector, i17 iout iof 

iwhich iwere ipurposively isampled ifor ithe ipurpose iof idata icollection. iThe istudy icovered ithe iperiod i2011-
2020 iand iutilized isecondary idata iextracted ifrom ithe iannual iaccounts iof ithe icompanies ifor ithe iperiod iof ithe 

istudy. iThe istudy iemployed ithe iuse iof imultiple iregression ianalysis itechnique ito ianalyse ithe idata iwith ithe 

iaid iof iSTATA iversion16. iFrom ithe iregression iresults iit iwas irevealed ithat iaudit ifees, iaudit ifirm isize iand 

iauditor iindustry ispecialization ihave ia istatistically ipositive isignificant ieffect ion iearnings imanagement 

iwhile iauditor itenure iand iaudit iengagement ipartner igender idiversity iwas ifound ito ihave ino isignificant 

iinfluence ion iearnings imanagement iof ilisted iconsumer igoods icompanies iin iNigeria. 

Nwoye i(2021) iexamined ithe ieffect iof iaudit iquality ion iearnings imanagement iin iinsurance icompanies iin 

iNigeria iwith ispecial iconsideration ion iaccruals iand iperformance imeasures iof iearning imanipulations iusing 

iinsurance icompanies iin iNigeria. iPreliminary ianalyses iwere iconducted, isuch ias idescriptive istatistics iand 

icorrelation imatrix. iIn ianalysing ithe idata, ithe istudy iadopted ipanel imultiple iregression ito iidentify ithe 

ipossible ieffects iof iaudit iquality ion iearnings imanagement iof ifinancial iinstitutions iin iNigeria iWe 

iinterpreted ifixed ieffect ianalysis iafter iusing iHausman itest. iThe iresult ishows ithat iaudit iquality ihad ia 

isignificant ieffect ion iearnings imanagement. 
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 iHassan iet ial. i(2020) iexamined ithe iimpact iof iaudit iquality ion iearnings imanagement iof ilisted ideposit 

imoney ibanks iin iNigeria ifor ithe iperiod iof i2012-2019 iThe istudy iadopted icorrelational iresearch idesign. iThe 

istudy iused idata iextracted ifrom iannual ireports iof ilisted ideposit imoney ibanks iin iNigeria. iThe istudy iwas 

ianchored ion ithe iagency itheory ito iestablish iconceptual irelationship ibetween ithe ivariables. iThe ipopulation 

iof ithe istudy icomprised iof ithe i14 ilisted ideposit imoney ibanks. iThe iadjusted ipopulation iwas i12 ilisted ideposit 

imoney ibanks iin iNigeria. iThe idata icollected iwere ianalysed iwith ithe iaid iof ipanelled iregression. iThe 

ifindings irevealed ithat ithere iis ipositive iand isignificant irelationship ibetween iaudit iindustry ispecialization 

iand iearnings imanagement iof ilisted ideposit imoney ibanks. iHowever, iaudit itenure ihas inegative iand 

isignificant irelationship iwith iearnings imanagement iof ilisted ideposit imoney ibanks. 

 iNyikyaa iet ial. i(2019) iexamined ithe iimpact iof iaudit iquality ion iearnings imanagement iof ilisted 

iconglomerates iin iNigeria iusing isecondary idata icollected ifrom ithe iannual ireport iof isampled ibanks 

icovering ia iperiod iof i10 iyears ifrom i2005-2016. iThe istudy ianalysed ithe ipanel idata iusing iboth iOLS iand 

irandom ieffect iregression. iThe ifindings ifrom ithe istudy iindicate ithat iaudit iquality ihave ipositive iand 

isignificant iimpact ion iearnings imanagement iwhich iis ian iindication iof iaudit ifailure iin idelivering itheir 

iassurance iservice 

Inua iand iOkoh i(2019) iexamined ithe iextent ito iwhich iaudit iquality iaffects iearnings imanagement iamong 

ifinancial icompanies iin iNigeria. iThe iex-post ifacto iresearch idesign iwas iadopted ifor ithis iresearch ibased ion 

ithe ifact ithat ithe istudy irelies ion ihistoric iaccounting idata iobtained ifrom ifinancial istatements iof ithe isampled 

icompanies. iA isample iof i13 icommercial ibanks iand i37 iinsurance icompanies imaking ia itotal iof i50 iquoted 

ifinancial icompanies iwere iemployed ifor ithe istudy. iThe irandom isampling itechnique iwas iused ifor iselecting 

ithese icompanies. iThe iperiod iunder istudy iis i2013-2017. iAudit iquality ias ithe iindependent ivariable iis 

imeasured ias: ilength iof iaudit itenure; iaudit ifirm isize; iaudit icommittee iindependence; iaudit ifee. iEarnings 

imanagement iwas imeasured ifirst iby iestimating itotal iaccruals iand ithen ithe iJones iModified iModel iwas iused 

ito iget ithe idiscretionary iaccruals. i iDescriptive istatistics, icorrelation imatrix, iordinary ileast isquare 

iregression iusing iSTATA i13 isoftware iwere iapplied iin ithe istudy. iIt iwas idiscovered ithat ilength iof iaudit 

itenure, iaudit icommittee iindependence iand iaudit ifee iwere ipositively iand isignificantly irelated ito iearnings 

imanagement. 

Eriabie iand iDabor i(2017) istudied iaudit iquality iand iearnings imanagement iof iquoted ibanks iin iNigeria. iData 

iwas igathered ifor ithe iperiod i2005 ito i2010. iCross-sectional iyear iby iyear iregression ianalysis iwas iperformed. 

iAudit iquality iwas imeasured iby iusing iaudit ifees iand iauditor ichange, iand iabnormal iloan iloss iprovision iis 

iused ito imeasure iearnings imanagement. iThe iresult irevealed ithat iboth iaudit ifee iand iauditor ichange iwere 

ipositively irelated ito iabnormal iloan iloss iprovision. 

Jayeola iet ial i(2017) iexamined ithe irelationship ibetween iaudit iquality iand iearnings imanagement iof ideposit 

imoney ibanks iin iNigeria iusing ilongitudinal iresearch idesign, ithe istudy iuses isecondary idata icovering ithe 

iperiod ifrom i2005-2015 iand ipanel idata itechnique. iThe istudy irevealed ithat ithere iis ia isignificant ipositive 

irelationship ibetween ijoint iaudit iand iearnings imanagement iwhich iimplies ithat ia ichange ito ijoint iaudit ifrom 

isingle iaudit iincreases iearnings imanagement, iso ialso ithere iexist ia ipositive irelationship ibetween iaudit 

iindependence iand iearnings imanagement iwhile inegative ibut iinsignificant irelationship ibetween iaudit 

itenure iand iearnings imanagement. 

Ajekwe iand iIbiamke i(2017) iinvestigated ithe iassociation ibetween iaudit iquality iand iearnings imanagement 

iof ilisted ifirms iin iNigeria ifrom i2009-2014. iThe istudy iused iOLS iin ianalysing ithe idata. iThe istudy imeasures 

iaudit iquality iby iaudit ifirm isize iand iearnings imanagement iby ithe iabsolute iabnormal idiscretionary iaccruals 
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iusing ithe imodified iJones imodel. iThe istudy iwas icarried iout iin itwo iparts, ithe ifirst ipart iis ithe icomparative 

istudy iusing iindependent isample it-test iand ithe iWilcoxon isigned iranked itest. iThe isecond ipart iis ithe 

imultivariate ianalysis iwhere ithe iassociation ibetween iaudit iquality iand iearnings imanagement iwas 

iinvestigated. iBased ion iour ianalysis, iwe ifound ithat iauditor isize ihas irestrained iearnings imanagement ibut 

ithe idecrease iis inot istatistically isignificant. iThis istudy iadds ito ithe iliterature ion iaudit iquality iby ishowing 

ithat iBig-Four iauditors i(proxy ifor iaudit iquality) imay inot iconstrain iearnings imanagement iof iclient ifirms iin 

icertain iregulatory iand iinstitutional ienvironments. 

Aliyu iet ial. i(2016) iexamined ithe ieffect iof iaudit iquality ion iearnings imanagement iof ilisted ideposit imoney 

ibanks iin iNigeria. iThe ispecific iobjectives iwere ito iexamine ithe ieffect iof iaudit ifirm isize, ijoint iaudit iand 

iauditor ifinancial idependence ion iearnings imanagement. iThe istudy iused ia isample iof iseven ideposit imoney 

ibanks ifor ithe iperiod ifrom i2006-2013. iData ianalysis iwas idone iusing iordinary ileast isquare i(OLS) 

iregression itechnique. iThe istudy ifound ithat iboth iaudit ifirm isize iand ijoint iaudit ihave isignificant inegative 

ieffect ion iearnings imanagement iof ilisted ideposit imoney ibanks iin iNigeria. iAuditor ifinancial idependence 

ihad ia isignificant ipositive ieffect ion iearnings imanagement iof ilisted ideposit imoney ibanks iin iNigeria iduring 

ithe istudy iperiod. 

 iTyokoso iet ial. i(2016) iinvestigated ithe iimpact iof iaudit iquality ion iearnings imanagement iof i8 ioil imarketing 

icompanies ilisted ion ithe iNigerian iStock iExchange i(NSE) ifrom i2004 ito i2013. iEarnings imanagement iis 

irepresented iby idiscretionary iaccruals iestimated iby ithe imodified iJones iModel iwhile iaudit ifirm isize, 

iauditor iindustry ispecialization iand iauditor itenure ias iproxies ifor iaudit iquality. i iThe istudy ireveals ithat iboth 

iaudit ifirm isize iand iauditor iindustry ispecialization ihave inegative ibut iinsignificant iimpact ion iearnings 

imanagement iof ithe isampled icompanies iand ievidence iof ia isignificant inegative iimpact iof iauditor itenure ion 

iearnings imanagement. 

Okoh i(2015) iexamined ithe irelationship ibetween iaudit iquality iand iearnings imanagement iin ithe iNigerian 

ichemical iand ipaints isector iover ia iperiod iof iseven iyears i(2006-2012). iThe imanagement iof iearnings iwas 

imeasured iusing iDiscretionary iAccruals i(a imodified iJones imodel). iGeneralized iLeast isquares itechnique 

iwas iused ito iestimate ithe iregression icoefficients iof ithe idata iobtained ifrom ithe ieight i(8) ilisted ichemical iand 

ipaints ifirms iusing iSTATA i10. iThe iresults ishow ithat, iaudit ifirm isize ihas ia isignificant inegative iimpact ion 

ithe iearnings imanagement iof ithe ifirms. iThe istudy ialso ifound ithat ichemical iand ipaints ifirms ithat iengage ithe 

iservices iof ibig-4 iauditors iengage iless iin iearnings imanagement, iwhich iimplies ithat ithe ibigger ithe iaudit 

ifirms, ithe ilower ithese ichemical iand ipaints ifirms iengage iin iearnings imanagement. 

Foreign iStudies 

Juan iand iDavid i(2020) iexamined ithe ieffect iof iaudit ifees ion iaudit iquality, imeasured iby ihow ithe ilevel iof 

iearnings imanagement, iis iaffected iby ithe itype iof iaudit i(voluntary ivs imandatory), ias iwell ias iwhether ithe 

ieffect iof iaudit ifees ion iaudit iquality iis idifferent idepending ion ithe itype iof iaudit. i iUsing ia isample iof iSpanish 

iSMEs icomposed iof iboth ivoluntarily iand imandatorily iaudited icompanies, ithe istudy ifound ithat ivoluntary 

iaudits ihave ihigher iquality iwhen iaudit ifees iare ilower, ibut ithe idifferences iin iaudit iquality ibetween 

ivoluntary iand imandatory iaudits ireverse ias iaudit ifees iincrease, iand imandatory iaudits iare imore ieffective iat 

ideterring iearnings imanagement iwhen iaudit ifees iare ihigh. iAdditional ianalyses ishowed ithat ivoluntary 

iaudits ido inot idirectly iaffect iearnings imanagement; iinstead, ivoluntary iaudits iare iassociated iwith iabnormal 

ifees, iwhich iin iturn inegatively iaffect iearnings imanagement. i 

Medhat iand iMohamed i(2018) iscrutinized ithe iimpact iof iaudit ifirm itenure ion iearnings imanagement i(EM) ito 

idetermine ithe iconditional iimplications ifor iusing ithe isame iset iof iaccounting istandards. iThe iUK ilisted 
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icompanies ifor ifive iyears iformed ithe isample iand iFAME idatabases ifor iaudit itenure idata. iThe istudy iused 

idiscretionary iaccruals imeasures ias ithe imeasure iof iEM. iWe imeasure itotal iaccruals iand icurrent iaccruals 

iutilizing ithe icash iflow imovement iapproach. iThe iarticle idepicts ithat, ifollowing iprior istudies, ia inegative 

ilink ibetween iaudit ifirm itenure iand iearnings imanagement ifor ithe ipooled iUK isample ibesides, ithe ipragmatic 

idocument ioutcomes ithat ithe iimpact iof iaudit ifirm itenure ion iEM iis isubject iupon ithe isame iset iof iaccounting 

istandards ibeing iused. iThe iresults iagree iwith ithe irecent itrend iof iresearch ithat ilengthy iaudit itenure idoes inot 

icompromise iauditor iindependence ibut iimproves ithe iaudit iquality.  

Methodology 

Ex-post facto research design was adopted for this study. It is the type of research design which is 

otherwise known as after-the fact. In addition, the study also employs correlational research design. The 
correlation design is appropriate because the study aims to examine the relationship between audit quality 

and earnings management without controlling or manipulating any of them.  A Correlational research is 
effective in determining the strength and/or direction of the relationship between variables, which can be 

either positive or negative. This design is selected to describe the statistical association between the study's 

variables. This is consistent with Kibiya and Aminu (2019); Racheal and Meshack (2019); and Umeh, et 

al., (2020). 

The population for this study comprises 20 consumer goods firms listed on the Nigerian Exchange Group 
(NGX, 2023) as at 31 December 2022. The consumer goods sector is chosen because it plays a significant 

role in Nigeria's economy and is subject to intense scrutiny regarding financial reporting practices. The 

sample size for this study consists of all listed consumer goods firms on the Nigerian Exchange Group 

(NXG) as of the end of the most recent fiscal year. 

Variables and Measurement 

The dependent variable for this study is earnings management. The absolute value of Real Earning 

Management was used as the proxy for earnings management. REM was used as the proxy for earnings 

management because it best captures the earnings management practices of the listed consumer goods 
companies in Nigeria and manufacturing firms (Almashaqbeh & Abdul-jabbar, 2018; Maigoshi & Tanko, 

2023; Tanko, 2023). 

For REM activities, the study uses the aggregate value of Roychowdhury (2006): the abnormal levels of 

cash flow from operations (ABCFO), the abnormal levels of production costs (ABPROD) and the 

abnormal levels of discretionary expenses (ABDISEXP). The following equations are used, respectively.  

𝑃𝑅𝑂𝐷𝑖𝑡

𝐴𝑠𝑠𝑒𝑡𝑠𝑖𝑡−1
= 𝛼0 + 𝛽1 (

1

𝐴𝑠𝑠𝑒𝑡𝑠𝑖𝑡−1
) +  𝛽2 (

𝑆𝑎𝑙𝑒

𝐴𝑠𝑠𝑒𝑡𝑠𝑖𝑡−1
) + 𝛽3 (

∆𝑆𝑎𝑙𝑒𝑠

𝐴𝑠𝑠𝑒𝑡𝑠𝑖𝑡−1
)𝛽4 (

∆∆𝑆𝑎𝑙𝑒𝑠

𝐴𝑠𝑠𝑒𝑡𝑠𝑖𝑡−1
) + 𝜀𝑡----- ABPROD 

𝐶𝐹𝑂𝑖𝑡

𝐴𝑠𝑠𝑒𝑡𝑠𝑖𝑡−1
= 𝛼0 + 𝛽1 (

1

𝐴𝑠𝑠𝑒𝑡𝑠𝑖𝑡−1
) +  𝛽2 (

𝑆𝑎𝑙𝑒

𝐴𝑠𝑠𝑒𝑡𝑠𝑖𝑡−1
) + 𝛽3 (

∆𝑆𝑎𝑙𝑒𝑠

𝐴𝑠𝑠𝑒𝑡𝑠𝑖𝑡−1
) + 𝜀𝑡 ---------------ABCFO 

𝐷𝐼𝑆𝐸𝑋𝑃𝑖𝑡

𝐴𝑠𝑠𝑒𝑡𝑠𝑖𝑡−1
= 𝛼0 + 𝛽1 (

1

𝐴𝑠𝑠𝑒𝑡𝑠𝑖𝑡−1
) +  𝛽2 (

𝑆𝑎𝑙𝑒

𝐴𝑠𝑠𝑒𝑡𝑠𝑖𝑡−1
) + +𝜀𝑡 ------------------------------ABDISEXP 

is estimated as residuals proposed by Roychowdhury (2006) from the model below:  

Where; PROD is production cost in firm i in year t calculated as the cost of goods sold plus inventory.  

Sales and Δsales reflect sales and change in sales, respectively while ΔΔsales for β3 is changed in sales of 
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previous year change. CFO is cash flow from operations; DISEXP is the sum of R&D, advertising, selling, 

general and administrative costs. Lagged of total assets are scaled by all variables, excluding the intercept 

(Roychowdhury, 2006). 

Ordinary Least Squares (OLS) is used to estimate the coefficients of and it for each equation. To calculate 

ABCFO, ABPROD and ABDISEXP to obtained the residuals. After running equations Importantly, 
studies confirmed that firms involved in increase-earnings manipulation are likely to show low ABCFO, 

high ABPROD and/or low ABDISEXP, or vice versa. Therefore, the values of ABCFO and ABDISEXP 
are multiplied by –1 to achieve consistency among variables (Maigoshi et al., 2016; Maigoshi & Tanko, 

2023). The following equation was then used to combine the values of ABCFO, ABDISEXP and 

ABPROD to reflect the total value of the abnormal real earnings management (ABREM).  

𝑅𝐸𝑀 = 𝐴𝐵𝑃𝑅𝑂𝐷 + 𝐴𝐵𝐶𝐹𝑂∗−1 + 𝐴𝐵𝐷𝐼𝑆𝐸𝑋𝑃∗−1.  

Table 1: Measurement of Variables 

Variable Definition Type Measurement Source 

REM Earnings 

management  

Dependent  The residual of REM Almashaqbeh and Abdul-jabbar, 

(2018); Maigoshi andTanko, 

(2023) 

ADT  Audit tenure  Independent  Number of years the 

auditor has audited the 

firm’s financial 

statements.  

Henk-jan olthof (2017) 

Nawraiseh (2016)  

ADF  Audit Fee  Independent  Measured with natural 

logarithm of total fees.  

Abdul-Rahman et al. (2017)  

AFS Audit Firm Size  Independent This will be measured 

by a binary variable 

where 1 indicates a Big 

Four audit firm, and 0 

otherwise. 

Tahir (2017); Kartiningsth et al. 

(2020). 

AIS Audit Industrial 

Specialization 

Independent Measured by a binary 

variable where 1 

indicates specialization 

in the consumer goods 

sector, and 0 otherwise 

Tyokoso et al. (2016); Inaam et 

al. (2012).  

AIN Audit independent  Independent  Ratio of total fees paid 

to the audit firm / Non-

audit fees in a financial 

year 

Tepalagul and Lin(2015) 

Sadiq and Emmanuel (2017) 

 LEV Leverage  Control  Measured by the sum 

total debt/total assets  

Ernawati et al. (2019); Putraet al. 

(2020); Hussain et al. (2022)  

 

 ROA       Profitability         Control proxied with return on 

Assets ROA, and is 

measured by profit after 

before interest and 

tax/total assets 

Rani et al, (2018); Kalbuana et al. 

(2022). 

Source: Literature Reviewed (2024). 

Methods of Data Collection  

This study used secondary data extracted from the annual reports and accounts of consumer goods 
companies listed on the Nigerian Exchange Group. The use of secondary data is justifiable because the 

annual reports are publicly available and provide reliable and comprehensive financial information. These 
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reports contain detailed data on audit quality and earnings management, directly relevant to the research 

questions. 

Method of Data Analysis 

Descriptive statistics serve as a crucial analytical tool that allows researchers to summarise and interpret 

data in a comprehensible manner. The primary purpose of this analysis is to simplify the research data, 
providing a clearer interpretation based on the level of measurement. This is achieved through a 

combination of tabulated descriptions (such as tables). In this study, descriptive statistics was applied to 
summarise the dependent and independent variables over a ten-year period from 2013 to 2023, using 

measures such as the mean, maximum, minimum, and standard deviation (Medhat & Mohamed, 2018). 

Correlation analysis employed to examine the strength and direction of the relationship between audit 
quality and earnings management. This is justified as it helps to understand whether and how strongly the 

variables are related, which is fundamental to the study's objectives (Kothari, 2011).  Regression analysis 
utilised to determine the variation in the dependent variables as influenced by changes in the explanatory 

variables. This approach is particularly effective for explaining how changes in the dependent variable are 

driven by changes in the explanatory variables, with multivariate linear regression being the preferred 
method (Kibiya, 2016). Given the panel nature of this study, a suitable regression technique for panel data, 

as suggested by Edirin (2016), the study applied, specifically using the fixed effect and random effect 
models. The regression analysis will be used to test the study's hypotheses, employing the Hausman test 

to choose between the Random Effect and Fixed Effect models. 

Before proceeding with the regression analysis, key assumptions underlying the regression model, such 
as Multicollinearity and Serial Correlation, will be tested. Multicollinearity occurs when one or more 

independent variables are highly correlated, which can increase the standard errors of the coefficients and 
lead to either Type I or Type II errors. Specifically, the researcher might incorrectly reject a significant 

result or accept an insignificant one. According to Gujirati, (2010), if the Variance Inflation Factor (VIF) 

is less than 10, multicollinearity is present, and the results are deemed acceptable. However, if the VIF 

exceeds 10, significant collinearity is present, rendering the results unacceptable. 

 

 

Model Specification 

The study adapts the models below with modification, consistent with prior studies on EM (Abdul-

Rahman et al., 2017; Rani et al., 2018; Maigoshi & Tanko, 2023;) 

𝐸𝑀𝑖𝑡 = 𝛽0 + 𝛽1𝐴𝐷𝑇𝑖𝑡 + 𝛽2𝐴𝐷𝐹𝑖𝑡 + 𝛽3𝐴𝐹𝑆𝑖𝑡 +  𝛽4𝐴𝐼𝑆𝑖𝑡 + 𝛽5𝐴𝐼𝑁𝑖𝑡 + 𝛽6𝐿𝐸𝑉𝑖𝑡 + 𝛽7𝑅𝑂𝐴𝑖𝑡 + 𝜀𝑖𝑡 

Where: 

EM = earnings management 

ADT = audit tenure 

ADF = audit fees 

AFS=audit firm size 

https://tsuijafc.k-publisher.com/index.php/tsuijaf


 TSU-International Journal of Accounting and Finance (TSUIJAF)  
e-ISSN: 28811-2709, p-ISSN: 28811-2695.Volume 4, Issue 2 (June, 2025). 

        ---------------------------------------------------------------------------------------------------   

217 
www.tsuijaf.com 

AIS= audit industrial specialization 

AIN = audit independence  

LEV= leverage 

ROA= return on assets 

i= firm 1-20 

t= financial years 2013-2023 

 β0 = constant of the model 

 β1 – β4 + β5, β6 = coefficients of the study model 

ε = error term 

Results and Discussion 

Descriptive Statistics 

Descriptive statistics provide a summary of the data used in the analysis, including the mean, standard 
deviation, minimum, and maximum values of the variables. These statistics help to understand the general 

characteristics of the data set. 

Table 2: Descriptive Statistics   

Variables  Observations Mean Std. Dev. Minimum Maximum 

REM 220 0.0253 0.0135 0.0033 2.1472 

ADT (Number) 220 0.7108 0.4545 0 1 

ADF (N) 220 35450.46 44165.49 401 339590 

AFS(Number) 220 0.6847 0.2174 0 1 

AIS  220 0.4274 0.1375 0 1 

AIN 220 0.2089 0.1278 0.0021 0.3124 

LEV 220 0.4824 0.1847 0 0.7220 

ROA 220 0.0547 0.0274 -2.3540 6.1932 

Source: STATA 15Output (2024) 

Table 2 displays the calculated values for the mean, the standard deviation, the minimum and the 
maximum for each of the research variables for the 20 consumer goods firms during the period of the 

study from 2013 to 2023. The Table also shows that the study has 220 firm-year observations for the 

study.  The results on Table 2 shows the mean of REM at 0.0253and standard deviation of 0.0135, the 
mean value indicates that on average consumer goods firms engaged less in earnings management. The 

standard deviation indicates a wide variation around the mean. This is supported by the minimum and 

maximum of 0.0033 and 2.1472.  

In addition, audit tenure has the mean of 0.7108 which means that the average 71% of firms stayed for about 
three to five years in auditing the sampled firms while 29% of audit firm tenures are less than three years in 

auditing the sampled firms. The study also shows that there is not wide variation in the audit tenure during the 

period of the study since the standard deviation is less than the mean at 0.4545. The minimum stood at 0 

and maximum is 1. “1” indicates that some firms were audited by an audit firm for over three to five years 

while the “0” indicates otherwise.  
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Table 2 shows that audit fee has mean of 34,289.23, which indicates that on the average of audit fee is 

N35,450.46 The results also show the standard deviation of audit fee at 44,165.49 which shows level of 
deviation around the mean.  The minimum and the minimum value for audit fee are N401 and N339,590 

respectively. Additionally, audit firm size has a mean of 0.7451 with a minimum of 0 and a maximum of 1. 

The standard deviation of 0.4367shows that there is no wide variation around the mean, and shows a low 
level of dispersion in engaging of the Big 4s for audit service among the sampled firms. Also, the mean 
indicates that on the average 75% of the sampled firms engaged the service of the Big 4s while only 25% that 

engaged the service of non-Big 4s.  

The result furthered shows that audit industrial specialization has mean of 0.4274;the mean of 0.4274 
shows moderate industry expertise, but the variation suggests that not all firms prioritize industry-

specialized auditors. It also indicates that the audit firms are knowledgeable in the auditing consumer 
goods firms. The standard deviation of 0.1375 implies that the level of AIS tends to deviate from the mean. 

The study also shows minimum value for AIS of 0 and maximum of 1.The study shows the mean of audit 

independence as 0.2089 and standard deviation of 0.1278. A high mean of 0.2089 suggests most audit 
firms in the sample maintain a robust degree of independence, supporting objective financial reviews. The 

standard deviationof 0.1278 indicates a slight deviation around the mean. The study furthered revealed 

minimum value of 0.0021 and maximum of 0.3124.  

In addition, Table 2 shows that on average sampled consumer goods firms financed their assets with 48% 

debts while the remaining 52% of their assets was financed by equity. The standard deviation indicates 
wide deviation around the mean which is 0.1665. The table shows minimum and maximum value of 0 and 

0.7220 respectively. The minimum indicates that some firm does not have debt as part of their liabilities 
and some firm incurred debt of over 72.20%. The Table also shows that ROA has a mean of 6% with a 
minimum of -2.3540 which about and maximum of 6.1932. The standard deviation of0.0103 indicates low 

dispersion in profitability among the sampled companies.  

Correlation Analysis 
This section examines the strength of the association between each of the explanatory variables and the 

dependent variables. It also shows the extent of the relationship between explanatory variables themselves 

to test the presence of multicollinearity. This section presents the correlation coefficients in Table 3. 

 

Table 3 Correlation Matrix 

VAR.  REM ADT ADF AFS AIS AIN LEV ROA 

REM 1.0000        

ADT 0.4323 1.0000       

ADF -0.5387 -0.5234 1.0000      

AFS 0.4218 0.4768 0.5487 1.0000     

AIS 0.5512 0.3373 0.4039 -0.4892  1.0000    

AIN -0.3288 0.2957 0.3571 0.4184 0.3216 1.0000   

LEV -0.1344 0.1285 0.1872 0.2049  -0.1648 0.1493 1.0000  

ROA -0.1016 -0.0981 0.1085 0.1578  0.1185 0.1238 0.1738 1.0000 

Source: STATA 15 Output (2024) 

Table 3 shows the correlation coefficients between the dependent variable and the independent variables 

in the study. Furthermore, it shows the correlation matrix with the values displaying the Spearman 
correlation coefficient between all the pairs of the study variables. The choice of the spearman rank 
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correlation, over the Pearson correlation, is because the outcome of Shapiro Wilk test for normality 

indicates that most of the data are not normally distributed except ADT, AFS and AIS which are normally 
distributed at 0.23305, 0.05086 and 0.08298 probability value respectively. While the Shapiro Wilk tests 

for REM, ADF, LEV and ROA are 0.0000 which is significant at a 1% level of significance (See Table 

4.4). More so, Spearman rank correlation was chosen because it is non-parametric, making it robust to 
outliers and not requiring assumptions about normality of data distribution. This is valuable considering 

the potential presence of outliers in financial data.  

Table 3 shows a negative and weak correlation between audit fee, audit independence, leverage, ROA and 

REM at correlation coefficient of -0.5387, -0.3288, -0.1344 and -0.1016 respectively. This suggests that 

audit fee, audit independence, leverage and ROA tend to reduce earnings management. This implies that 
quality audit firm with better audit remuneration are likely to scrutinize financial statements more 

rigorously, potentially reducing earnings management. Also, leverage and high profitability tends to 
reduced earnings management. In addition, audit firm fee, audit independence, leverage, ROA and 

earnings management moved in separate directions.   

On the other hand, the study shows that audit tenure, audit firm size and audit industrial specialization has 
positive and weak relationship with REM at correlation coefficient of 0.4323, 0.4218 and 0.5512 

respectively, However, audit industrial specialization has moderate and positive relationship with REM. 
The relationship between audit tenure, audit firm size and audit industrial specialization suggests that 

shorter audit firm tenure, bigger audit firm and audit firm with specialization is associated with slightly 

higher earnings management. This could be due to lack knowledge and experience in the client ’s firms or 

in consumer goods firms leading to higher earnings management.  

Pre and Post Estimation Tests  

The study conducted several diagnostic tests to ensure the validity and reliability of the regression models. 

These tests include normality test for dependent variable residual, model specification, heteroscedasticity 
test, multicollinearity test, Hausman specifications test, and Langragiane multiplier test. The results of 

these tests confirm the appropriateness of the models and the reliability of the findings. 

 

Model Specification 

The study uses linktest to detect model specification errors likely attributable to the research variables. 
This is because the linktest can detect misspecification errors relating to omitted variables and check the 

exactness of link function specification in the model. 

Table 4: Linktest Result for Model Specification 

Variables  Coeff. T p>t 

_hat 3.5735 1.62 0.106 

_hatsq -.3151 -1.17 0.243 

_cons -5.1877 -1.17 0.244 

Source: STATA 15 output (2024) 

The results from the linktests on table 4 show that the variables _hatsq is insignificant, which implies 

appropriateness in models’ specification. This is also supported by the p value of the _hatsq that are not 

significant at 5 percent threshold. Thus, it is apt to say that the research model has been properly specified 

in line with the CLRM assumptions.   
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Normality Test 

The results in Table 4 shows that most of the data are not normally distributed except for audit tenure, 
audit firm size and audit industrial specialization which are insignificant at probability values of 0.23305, 

0.05086 and 0.08298 respectively. However, real earnings management, audit firm size, audit 

independence, leverage and return on assets are significant at 1% level of significance. This suggests that 

they are not normally distributed.  

Table 5: Normality Test for Study Variables 
Variables Obs. W V Z Prob>z 

REM 220 0.72382 41.919 8.604 0.00000 

ADT 220 0.99096 1.372 0.729 0.23305 

ADF 220 0.91606 12.740 5.861 0.00000 

AFS 220 0.98659 2.035 1.637 0.05086 

AIS 220 0.98798 1.825 1.385 0.08298 

AIN 220 0.98123 2.947 2.982 0.00213 

LEV 220 0.89751 15.556 6.321 0.00000 

ROA 220 0.33200 101.390 10.638 0.00000 

Source: STATA 15 Output (2024) 

Table 6: Shapiro-Wilk W test for Normal Data 

Variable  Observation W V Z Prob>z 

Model  220 0.99891 0.976 0.162 0.09914 

Source: STATA 15 Output (2024) 

The result as displayed in Table 5 and 6 shows that the p-value for the study variables and the residual 

model respectively. The normality for the variables are all significant indicant level abnormal distribution. 
However, the study uses GLS for regression and Spearman Rank correlation to correct the abnormality. 

The normality for the residual is insignificant; indicating that the residual is of the study is normally 

distributed. In addition to the Shapiro Wilk test, the study uses the standardised normal probability plot (p 
plot). The plot as presented below show that the pnorm show normality at the centre of the distribution 

this shows that the residual’s does not deviates from normality is negligible. The study used the Shapiro 

Wilk test and p plot to validate the normality assumption of CLRM on the residuals obtained from the 

model.  
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Source: 

STATA 15 output (2024). 

Multicollinearity 

The correlation coefficients and VIF in Table 7 shows that there is an absence of harmful relationship 
among the predictors. The highest VIF is 3.47 for audit fee and minimum VIF is 1.33 for leverage. 

Addition, the correlation matrix also shows absence of multicollinearity since none of the explanatory has 

relationship of 0.8. 

Table 7: Multicollinearity  
Variables VIF 1/VIF 

ADT 2.98 0.3352186 

ADF 3.47 0.2884731 

AFS 2.65 0.3769093 

AIS 1.83 0.5457996 

AIN 1.75 0.5731695 

LEV 1.33 0.7527184 

ROA 1.56 0.6397218 

Mean 2.22  

Source: STATA 15 output (2024) 

Heteroskedasticity of the residuals 

The study uses Breusch–Pagan–Godfrey Test to affirm the compliance of the research model with the 

assumption of CLRM. The results obtained from the Breusch-Pagan-Godfrey test for heteroscedasticity 

is 0.4683. The results show that the probability value is insignificant, which implies that the variance of 

the residuals is constant in the Model.  

Hausman Specification Test 

The Hausman Specification tests were carried out in the model of the study to choose a more consistent 
estimator between the GLS fixed effect and random effect. The results are shows that in the model unique 

error is not correlated with the regressors because the chi-square probability is 0.4621 which is 
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insignificant. In addition, the results of the study were interpreted using the estimated values obtained 

through the random-effects model.  

Breusch-Pagan Lagrange multiplier test for Random Effects 

The study uses the Breusch and Pagan Langrangian multiplier (BPLM) test for random effects to choose 

between OLS and a random effect for the models, since the Hausman results are insignificant. Random 
effects assume that the change across entities is random and not correlated with the independent variables 

included in the model. The result was presented in favour of the random effects model estimation since 

the probabilities of the chi-square are 0.0000. 

Generalized Least Square Regression 

The Generalized Least Square (GLS) regression was employed to account for any heteroscedasticity and 

other exogenous variables present in the panel data. The regression results are presented in Table 8.  

Table 8 Panel Data Regression Results                             

Variables Coefficient Z P>|z| 

Constants -0.2294 -3.36 0.000 

ADT -0.0030 -5.94 0.000 

ADF -0.0143 -4.09 0.001 

AFS 0.0263 3.46 0.005 

AIS -0.0108 -4.82. 0.000 

AIN -0.0049 -4.00 0.001 

LEV 0.0530 1.25 0.153 

ROA -0.0813 -3.46 0.000 

Within R2  0.6894  

Between R2  0.5638  

Overall R2  0.6294  

Wald Chi(7)  129.1458 0.0000 

Source: Stata 15 output (2024) 

 

Table 8 shows R-squared Values; the within R-squared (0.6894) indicates that 68.94% of the variation 
within the groups (firms) is explained by the model. The between R-squared (0.5638) indicates that 

56.38% of the variation between groups (firms) is explained by the model and overall R-squared (0.6294) 
suggests that 62.94% of the total variation in earnings management is explained by the model. This implies 

that a high within R-squared implies that the model explains a significant portion of the variation within 

firms over time. The lower between R-squared suggests there are substantial differences between firms 

not explained by the model. 

In addition, the random effect Wald chi2(7) is used to test the significance of the coefficients in a random 
effects model. In this case, the Wald chi2(7) test has a value of 129.1458 with 7 degrees of freedom (7 

independent and control variables). The probability value associated with this test is 0.0000. With a 

probability value of 0.0000, which is less than the conventional threshold of 0.05, the study concludes that 
there is statistically significant evidence to suggest that at least one of the independent variables has a 

significant effect on the earnings management of listed consumer goods firms in Nigeria. 

Furthermore, the study revealed that audits tenure has negative and significant effect on earnings 

management at coefficient value of -0.0030 and p-value of 0.000. The coefficient for audit tenure is 

negative and significant, indicating that a one-year increase in audit tenure reduces real earnings 
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management by 0.0029 units. This suggests that longer auditor-client relationships contribute to enhanced 

oversight and mitigate earnings manipulation. Furthermore, the negative and significant coefficient 
suggests that longer audit tenure is associated with lower levels of earnings management. This could be 

due to the familiarity with firm operation, 

This finding aligned Ilaboya and Ohiokha (2014); Tepalagul and Lin (2015) who documented that audit 
tenure decreases earnings management. However, the finding disagreed with the finding of Mgbame et al. 

(2012) who studies shows that audit tenure increases earnings management. Additionally, the study also 
partially agreed with positive accounting theory which state that higher audit quality aligns with incentives 

to provide reliable financial reports.This aligns with agency theory, where reduced information asymmetry 

fosters trust and accountability between management and stakeholders. 

More so, the result shows that audit fee has negative and significant effect on earnings management. The 

negative coefficient indicates that higher audit fees are associated with lower levels of earnings 
management. Also, 1% increase in audit fee would reduce earnings management by 0.0143 units. This 

suggests that higher audit quality, reflected in higher fees, may deter earnings management practices. This 

finding agreed with the findings of Paradise and Yustrida (2020) and disagreed with the findings of 

Oladejo (2020) who document that audit fee has positive effect on earnings management.  

Similarly, the result validates aspects of agency theory and positive accounting theory, contributing to the 
academic discourse on the determinants of audit quality. However, the finding partially disagreed with the 

part which posits that managers may exploit information asymmetry to manipulate earnings, especially 

when auditing costs are high. It contrasts with studies like DeAngelo (1981), which argue that higher fees 
typically indicate better audit quality. This finding supports the agency theory, which posits that higher 

audit quality reduces information asymmetry between managers and stakeholders. It suggests that as audit 

fees increase, indicating higher audit quality, earnings management decreases. 

Additionally, the results show that audit firm size has positive but significant effect on earnings 

management with coefficient value and p-value of 0.0263 and 0.005 respectively. The positive coefficient 
indicates that 1% increase in audit firm size would increase earnings management by 0.0263. The positive 

but significant coefficient indicates that the size of the audit firm has a significant effect on earnings 
management but increase earnings management. This implies that the reputation associated with larger 

audit firms may not necessarily translate into better audit quality in deterring earnings management. 

The result is in line Lawrence et al. (2011) who found that audit firm size has positive effect on earnings 
management. However, the result contracted the findings of Utami (2017) who found that audit firm size 

has negative effect on earnings management. This finding disagrees with the agency theory that larger 
audit firms, presumed to offer higher quality audits, would lead to decreased earnings management. This 

also finding aligns with some studies in the positive accounting theory framework, which suggest that 

firm size alone is not a determinant of audit quality. It indicates to policymakers that merely mandating 

audits by larger firms may not be sufficient without ensuring overall audit quality. 

On the other hand, the study documented a negative but significant effect of audit industrial specialization 
on earnings management. The coefficient value of -0.0108 indicates that 1% increase of audit industrial 

specialization would decrease earning management by 0.0108 units. The negative and significant 

coefficient indicates that auditors with industry specialization are effective in reducing earnings 
management. Audit industry specialization has a negative coefficient, showing a 0.0108 reduction in real 
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earnings management for each unit increase in specialization. This reflects the critical role of industry 

expertise in improving audit quality. 
Additionally, this finding supports positive accounting theory, emphasizing the value of industry-specific 

expertise and industry expertise enhances audit quality and financial reporting accuracy.It underscores the 

importance for firms to select auditors with relevant industry experience and for policymakers to consider 
encouraging industry specialization within the audit profession. The study also agreed with agency theory 

which implies that specialized auditors provide higher quality audits, reducing earnings management. This 
aligns with stewardship theory, emphasizing the importance of accountability through specialized audits. 

Consequently, the finding is consistent with the findings of Lopez and Vega (2019); Prayogi et al. (2022) 

who found negative effect of audit industrial specialization on earnings management. On the other hand, 
it disagreed with the study of Aliyu et al. (2015); Jayeola et al. (2017) who revealed a positive effect of 

audit industrial specialization on earnings management.  

Consequently, the study shows that audit independent has negative and significant effect of real earnings 

management at coefficient value of -0.0049 and probability value of 0.001. This suggests that 1 unit 

increase of audit independence would decrease earnings management by 0.0049 units. It also implies that 
audit independence significantly reduces real earnings management by 0.0049 units per unit increase. This 

underscores the critical role of auditor impartiality in ensuring transparent financial reporting. 

Interestingly, the results show a positive and insignificant effect of leverage on earnings management. 

This is revealed by 0.0530 coefficient value and probability value of 0.153. This indicates that 1% increase 

of leverage would lead to insignificant increase of earnings management by 0.0530 units. Higher leverage 
has a weak and statistically insignificant positive impact on earnings management. This suggests that 

leverage might be a strong driver of earnings management. Furthermore, the results reveal a negative and 
significant effect of ROA on earnings management at coefficient value of -0.0813 and probability value 

of 0.000. This suggests a 1% increase in ROA is associated with a 0.0813 decrease in earnings 

management, implying potentially lower earnings management. 

The findings generally support agency theory, emphasizing the role of audit quality in reducing 

information asymmetry and deterring earnings management. However, the positive but significant effect 
of audit firm size challenges the assumption that larger firms inherently provide higher quality audits. The 

results align with positive accounting theory by highlighting the importance of specific attributes such as 

audit fees and industry specialization over general characteristics like firm size. 

Discussion iof iFindings 

Audit itenure ifosters ifamiliarity iwith  ifirm's ifinancial ioperations, ienabling iauditors ito iidentify iand 

ichallenge iquestionable iaccounting ipractices. iHowever, iexcessive itenure ican irisk icomplacency, 

ihighlighting ithe ineed ifor ia ibalanced itenure iperiod. iRegulators imay iadopt iaudit irotation ipolicies ithat 

ibalance ithe ibenefits iof ifamiliarity iand iindependence. iMandatory iauditor irotation iafter ia ispecified itenure 

icould ibe ia iviable isolution. For ipractitioners iand iregulatory ibodies, ithis iemphasizes ithe ineed ifor ipolicies 

ipromoting iauditor irotation ito imaintain iaudit iindependence iand iquality. 
The ipositive icoefficient ifor iaudit ifee ishows ithat ia iunit iincrease iin iaudit ifees ileads ito ia i0.0135 iincrease iin 

ireal iearnings imanagement. iThis isuggests ithat ihigher ifees imay iincentivize iauditors ito ioverlook 

iirregularities ior iindicate ihigher-risk ifirms irequiring iextensive iauditing. The iimplication iof ithe istudy iis 

ithat, ifor ipractitioners, ithis ihighlights ithe iimportance iof iinvesting iin ihigh-quality iaudits ito iensure iaccurate 

ifinancial ireporting. iFor ipolicymakers iand iregulatory ibodies, iit isuggests ithe ineed ifor iguidelines ithat 

iencourage itransparency iin iaudit ifee istructures.The istudy isuggests iregulatory imeasures ilike ienforcing 
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iauditor irotation iand iencouraging itransparency iin iaudit ifee istructures. iIt ialso isupports ithe idevelopment iof 

istandards ithat irecognize iand ipromote iindustry ispecialization iwithin ithe iaudit iprofession.Also iaudit ifees 

iare ioften icorrelated iwith iaudit icomplexity iand irisk. iIn isome icases, ihigh ifees ireflect ithe ifirm's icomplexity, 

iincreasing iopportunities ifor iearnings imanagement. iConversely, iit imay ialso isignal iauditor icomplacency 

idue ito ifinancial idependence. 

In iaddition, ilarge iaudit ifirms i(e.g., iBig iFour) ioften ihave imore iresources, iindustry iexpertise, iand istringent 

iquality icontrol, ireducing iopportunities ifor iearnings imanipulation. iThis iunderscores ithe iimportance iof 

iengaging ireputable iauditors.This ifinding iindicates ito ipolicymakers ithat imerely imandating iaudits iby ilarger 

ifirms imay inot ibe isufficient iwithout iensuring ioverall iaudit iquality. iFor ifirms, iit isuggests ithat iselecting ian 

iaudit ifirm ishould iconsider imore ithan ijust isize.Policymakers ishould iencourage ifirms ito iengage ilarger iaudit 

ifirms ior imandate iminimum iquality istandards ifor iall iauditors. 

Auditors iwith iindustry ispecialization ipossess ideeper iinsights iinto isector-specific irisks iand ipractices, 

ienabling ithem ito idetect iirregularities imore ieffectively. iThis istudy ihighlights ithe ivalue iof itailored 

iaudits.Regulatory iframeworks ishould iencourage ior irequire iauditors ito ihave iindustry-specific iknowledge, 

iparticularly iin ihigh-risk isectors ilike iconsumer igoods.This isuggests ithat ispecialized iknowledge iin ia 

iparticular iindustry ienhances iaudit iquality iand ifinancial ireporting iaccuracy.This isuggests ithat ispecialized 

iknowledge iin ia iparticular iindustry ienhances iaudit iquality iand ifinancial ireporting iaccuracy. iIn iaddition, 

iauditors iwith iindustry-specific iexpertise iare imore ieffective iat idetecting iand ideterring iearnings 

imanagement idue ito itheir ispecialized iknowledge iand iexperience. 

Also, iindependent iauditors iare iless ilikely ito isuccumb ito imanagement ipressure, iensuring imore iobjective 

ievaluations. iHowever, iindependence imay ibe icompromised iby ilong itenure ior iexcessive ifee idependence. 

iMore iso, istrengthening ipolicies ion inon-audit iservices iand iauditor iindependence iwill ienhance iaudit 

ireliability. iFor iexample, ilimiting ithe iproportion iof ifees ifrom ia isingle iclient ican ireduce idependence. 

Conclusion and Recommendations 

This istudy iinvestigated ithe ieffect iof iaudit iquality ion ithe iearnings iof ilisted iconsumer ifirms iin iNigeria, iwith 

ia ifocus ion iunderstanding ihow ispecific iaudit iquality iattributes iinfluence ifinancial iperformance iand 

iearnings imanagement ipractices. iThe ifindings irevealed ithat ikey ielements iof iaudit iquality, isuch ias iaudit 

itenure,audit ifee, iaudit ifirm isize,audit ifirm iindustrial ispecialization iand iauditor iindependence, 

isignificantly iimpact ithe ireliability iand iintegrity iof ireported iearnings. 

Longer iaudit itenure iis iassociated iwith ihigher ilevels iof iearnings imanagement, iindicating ipotential 

ifamiliarity ithreats ithat icompromise iauditor iindependence. iThis ifinding isupports iagency itheory, iwhich 

iposits ithat iprolonged irelationships ibetween iauditors iand iclients ican iimpair iaudit iquality. 

Similarly, ihigher iaudit ifees iare iassociated iwith ilower ilevels iof iearnings imanagement, isupporting ithe 

inotion ithat ihigher iaudit iquality ideters iearnings imanipulation. iThis ialigns iwith iagency itheory, isuggesting 

ithat ihigher ifees ireflect imore irigorous iand ieffective iaudits. 

On ithe iother ihands,the isize iof ithe iaudit ifirm ipositively ibut isignificantly iaffects iearnings imanagement. iThis 

ichallenges ithe iassumption ithat ilarger iaudit ifirms iinherently iprovide ibetter iaudits, ias isuggested iby iagency 

itheory, iand ialigns iwith ipositive iaccounting itheory, iemphasizing iother iquality iattributes iover isize. 
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More iso, iauditors iwith iindustry-specific iexpertise iare imore ieffective iin ireducing iearnings imanagement. 

iThis isupports iboth iagency itheory iand ipositive iaccounting itheory, ihighlighting ithe iimportance iof 

ispecialized iknowledge iin ienhancing iaudit iquality. 

Independent iauditors iare iless ilikely ito isuccumb ito imanagement ipressure, iensuring itransparent iand ireliable 

ifinancial ireporting. iThis iunderscores ithe ineed ifor irobust iindependence iframeworks ito iprevent iconflicts iof 

iinterest. 

In iconclusion, ithe iresearch icontributes ito ithe igrowing ibody iof iliterature ion iaudit iquality iand ifinancial 

ireporting iby iproviding iempirical ievidence ifrom ithe iNigerian iconsumer igoods isector. iIt iadvocates ifor ia 

irobust iauditing iframework ito istrengthen icorporate iaccountability iand iprotect istakeholder iinterests. iFuture 

iresearch icould iexplore ithe iimpact iof iaudit iquality iin iother isectors iand iassess ihow iemerging itechnologies 

iin iauditing icould ifurther ienhance iearnings iquality. 

Based ion ithe ifindings iand iconclusion iof ithe istudy, ithe ifollowing irecommendations iwere iput iforward iby 

ithe istudy; i I firms ishould iimplement imandatory iauditor irotation ievery i6–10 iyears ito ibalance ifamiliarity 

iand iindependence. iRegulatory ibodies isuch ias ithe iFinancial iReporting iCouncil iof iNigeria i(FRCN) ishould 

ienforce ithis ipolicy ithrough iaudit ifirm iregistration iguidelines. iThis ishould ibe idone iwithin ithe inext ithree 

iyears ito iallow ifirms iand iauditors ito itransition. Also, iaudit icommittees iduring ithe iperiodic ireview iof 

iauditor iperformance ishould iimplement ipolicies ipromoting iauditor irotation ito imaintain iindependence iof 

iexternal iauditors iin iorder ito ireduce iearnings imanagement. iIn iaddition, iRegulatory ibodies iduring ithe 

idrafting iof iaudit iregulations ishould irevisit ithe iguideline ifor itenure ifor iaudit irotation iand ienforce 

imandatory iauditor irotation ipolicies. 

Financial imanagers iand iaudit icommittees iduring ithe iannual iaudit iplanning iand ibudget iallocation ishould 

iallocate isufficient ibudget ifor iaudit ifees ito iengage ihigh-quality iauditors. iRegulatory ibodies iand 

iprofessional iaccounting iorganizations iduring ithe iestablishment iof iauditing istandards ishould idevelop 

isound iguidelines ithat iencourage itransparency iin iaudit ifee istructures. To ienhance ithe iquality iof ifinancial 

ireporting iand ireduce iearnings imanagement, ifirms ishould iadopt ia ihybrid iaudit iapproach iby iengaging 

ieither ia ilarge iaudit ifirm ior itwo ismaller iaudit ifirms ifor itheir iaudit iwork.Because ilarge iaudit ifirms itypically 

ihave iextensive iresources, iindustry-specific iexpertise, iand iwell-established imethodologies, ienabling ithem 

ito idetect icomplex iearnings imanagement ipractices ieffectively. iWhile itwo ismaller iaudit ifirms ican ipooled 

itheir iresource iand iserved ias ia ilarger iaudit ifirm iand ialso idue ito itheir irelatively ifocused iclient iportfolios, ican 

iprovide ia ifresh iperspective iand igreater iattention ito idetail. iThis ican iadd ian iadditional ilayer iof iscrutiny, 

ireducing ithe ilikelihood iof ioversight iand imitigating irisks iof iearnings imanipulation. 

Regulatory ibodies ishould imandate ithat iaudit ifirms iallocate iindustry-specific iand iexperience iteams ifor 

iaudits iin ispecialized isectors. i iAudit ifirms ishould iestablish itraining iprogrammes ito ibuild isector iexpertise, 

iwith ioversight ifrom iprofessional ibodies. iThe iimplementation ishould ibe idone iwithin ifive iyears ito iallow 

itraining iand ispecialization idevelopment. Regulatory ibodies ishould ienforce ilimits ion inon-audit iservices 

iand irestrict ifees ifrom ia isingle iclient ito ienhance iauditor iindependence. iThe iFRCN ishould iamend iits icode 

iof iethics ito iincorporate ithese ilimits, iwith icompliance iaudits iconducted iannually. iThere ishould ibe 

iimmediate ienforcement, iwith ipenalties ifor inon-compliance. 
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