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ABSTRACT

This study examined the effect of auditor independence on liguidity management in
Nigerian commercial banks. Auditor independence is proxied by audit fees, audit firm
tenure, audit firm size, and auditor competence, while liquidity management is
measured by the current ratio. Data were collected from 10 commercial banks over the
period 2014 to 2024, resulting in 110 observations. Using panel data analysis with fixed
effects regression, the results reveal that audit fees (f = 0.0022, p < 0.01) and audit
firm size (f = 0.0420, p = 0.052) have positive effects on the current ratio, while audit
firm tenure (f = 0.0043, p = 0.305) and auditor competence (f = 0.0046, p = 0.764) do
not show significant effects. The model explains 79.0% of the variance in liquidity
management (R2 = 0.790). Anchored on agency theory, the findings suggest that
stronger auditor independence enhances liquidity oversight and bank stability.
Recommendations include strengthening regulatory frameworks for auditor selection
and fee structures to improve financial reporting quality and liquidity practices in
Nigerian banks.
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INTRODUCTION

An independent and objective audit is essential for ensuring the reliability of financial
statements and maintaining investor confidence in capital markets (Singh & Best, 2020). This
study aims to examine how auditor independence relates to effective liquidity management
practices in commercial banks in Nigeria. Recent years have seen increased scrutiny of auditor
independence in the Nigerian banking sector, mirroring global concerns about transparency,
governance, and financial stability (Okolie & Nduji, 2020). Auditor independence,
encompassing audit fees, firm tenure, firm size, and auditor competence, is crucial for credible
financial reporting and effective risk oversight in banks. The Central Bank of Nigeria (CBN)
and the Financial Reporting Council of Nigeria (FRCN) have strengthened regulatory
frameworks to address potential conflicts of interest and enforce strict auditing standards to
safeguard stakeholders' interests (Eke, 2021).
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Empirical studies, such as those by Adegbie et al. (2023), demonstrate that greater audit firm
size correlates positively with audit quality, while the effect of audit firm tenure on
independence varies, indicating nuanced impacts on banking sector performance. These
observations highlight auditor independence as a multidimensional construct fundamental for
regulatory compliance and trust-building in Nigeria’s financial system. Auditor independence
concerns the auditor's actual and perceived ability to render an unbiased opinion, unaffected

by pressures from the client or other external parties (Nwobu & Ozo-Eson, 2019).

Liquidity management represents the operational lifeblood of Nigerian commercial banks,
influencing their ability to meet short-term financial obligations and maintain solvency
(Uzonwanne, 2022). Studies show that effective liquidity management mitigates financial
distress and strengthens banks’ resilience to external shocks (Akinola & Ibrahim, 2021).
Liquidity management refers to how well a bank manages its short-term assets and liabilities
to ensure it can meet immediate financial obligations and avoid unnecessary costs from
liquidating assets prematurely (Adebiyi et al., 2019). Effective liquidity management is
important for banks' financial stability and resilience during periods of economic stress when
liquidity can become scarce. According to Nwankwo (2020), there is a reciprocal relationship
between audit functions and liquidity management, where enhanced audit quality reduces
information asymmetry and audit risk, thereby lowering audit fees for banks with strong
liquidity positions. Additionally, larger audit firms and auditors with demonstrated
competence contribute to more reliable liquidity reporting (Ibe, 2019). The persistent
challenge of effective liquidity management remains one of the most critical concerns
confronting Nigeria’s commercial banks. Liquidity, fundamentally, ensures a bank’s ability
to meet obligations to depositors and regulatory requirements without incurring excessive
losses or risking insolvency. However, the pressure on Nigerian banks to maintain optimal
liquidity has intensified over the past decade due to volatile economic conditions, erratic
monetary policies, and external shocks such as currency fluctuations and the global COVID-
19 pandemic. Studies have established that insufficient liquidity management can threaten not
only the stability of individual banks but also undermine public confidence and the stability
of the entire financial system (Erhijakpor & Aroghene, 2023; Okoye et al., 2022). Despite
efforts to comply with regulatory liquidity ratios, many banks still struggle to strike a balance
between holding enough liquid assets to meet short-term demands and investing sufficiently
for profitability (Ayodele & Oke, 2019). Thus, robust auditor independence synergizes with
proactive liquidity management practices to sustain operational efficacy and regulatory

adherence in Nigerian commercial banks.

185 Department of Accountancy, Nnamdi Azikiwe University © IROFS, August, 2025



INTERNATIONAL REVIEW OF FINANCIAL STUDIES
Vol 2, Issue 4; August, 2025 / visit: https://journals.unizik.edu.ng/irofs

Nigeria has a growing but developing financial system dominated by commercial banks. As
of 2022, there are 21 commercial banks licensed by the Central Bank of Nigeria to take
deposits from the public and grant loans (Central Bank of Nigeria, 2022). These banks play a
crucial intermediary role in channeling funds from savers to borrowers to support business
investment and economic growth. However, Nigeria's banks operate in a high-risk
environment with volatility stemming from factors like oil price fluctuations, inflation, and
currency instability. Effective liquidity management is therefore essential for Nigerian banks
to withstand periodic stresses on their balance sheets and avoid liquidity crises. Liquidity
refers to a bank's ability to fund increases in assets and meet obligations as they become due,
without incurring significant costs (Osang et al., 2022).  Managing liquidity requires
maintaining an optimal mix of liquid and illiquid assets, as well as diversifying sources of
funding through deposits, wholesale markets, and central bank credit facilities. When liquidity
becomes scarce, banks rely more on assets they can readily convert to cash, like government
securities, to meet deposit withdrawals and maturing debts (Onaolapo & Kajola, 2019). Past
liquidity crunches in Nigeria have highlighted the importance of prudent management. In
2004-2005, a sustained slump in oil prices squeezed government revenues and depleted
foreign reserves, disrupting interbank markets (Ukeje & Akpan, 2019). More recently, during
the COVID-19 pandemic in 2020, banks faced heavy deposit withdrawals as businesses
struggled, forcing the central bank to inject over $2 billion in additional liquidity (Alawiye-
Adams & Aluko, 2022). These examples show that even sound banks in Nigeria are still
vulnerable to liquidity risk stemming from macroeconomic and financial system instability
outside their control. Effective mitigation requires constant monitoring, contingency

planning, and maintaining buffers of liquid assets.

As external assurance providers for banks, auditors play an oversight role in evaluating
liquidity risk management practices and opining on the reliability of reported liquidity
metrics. However, auditors themselves operate in an environment with various threats to their
actual and perceived independence. There are concerns that financial ties or close personal
relationships with client management could inappropriately bias an auditor's judgment
(Adediran et al., 2019). Regulators and investors thus maintain certain expectations for
auditors to conduct their work free from undue external influence. In Nigeria, auditors of
banks and other public interest entities are expected to abide by independence standards issued
by the Financial Reporting Council (FRC) and the International Ethics Standards Board for

Accountants (IESBA). These bar auditors from having a mutual or conflicting interest with
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clients or receiving significant gifts, developing close personal relationships, or acting as
advocates for their clients (FRC, 2020). Auditors are also not permitted to provide certain
non-audit services, like bookkeeping or internal audit, that could impair their objectivity in
evaluating that same work during the financial statement audit. Additionally, Nigeria's
Companies and Allied Matters Act requires statutory auditors to submit an independence
declaration confirming their compliance with professional standards at the start of each audit
engagement. This is intended to provide formal assurance to regulators, audit committees, and
shareholders regarding the auditor's actual and perceived ability to conduct the work
impartially (Uadiale & Uwalomwa, 2012). However, enforcing and monitoring compliance
with these rules across the audit market remains an ongoing challenge in Nigeria's developing

regulatory landscape.

The link between auditor independence and corporate financial reporting has mainly focused
on developed markets. Studies in the US and Europe find evidence that compromised
independence leads to less conservative financial reporting, delayed loss recognition, and
reduced audit quality (Quick & Atun, 2019; Khudori, 2021). However, emerging economies
like Nigeria are believed to face greater threats to auditor objectivity due to weaker regulatory
enforcement and prevailing business practices tolerating close auditor-client ties (Onaolapo
& Adeyemi, 2022). Specifically, within the Nigerian banking sector, prior studies have found
worrying signs that compromised auditor independence could undermine liquidity risk
oversight. Taiwo et al. (2016) surveyed bank auditors and found long tenure on clients and
non-audit service provision frequently exceeded independence limits. Using event study
methods, Ogbo et al. (2020) also linked banks whose auditors were more likely to face
independence threats to higher volatility in reported liquidity metrics during economic
downturns. This aligns with expectations that compromised independence leads to less

conservative financial reporting and oversight of risk areas.

Research has also documented the benefits of objective independent audits for banking sector
health. Adediran and Obatolu (2013) analyzed Nigerian bank failures from 1990-2008 and
found that those with frequent auditor resignations or dismissals tended to have weaker pre-
failure financial conditions and liquidity management. Olowokure et al. (2019) similarly
found that distressed banks were more likely to experience independence-impairing practices
like receiving non-audit services from their auditors prior to failure events. These results
highlight how impaired auditor oversight can potentially exacerbate banking system

vulnerabilities over the longer term. Thus, the research will not merely reiterate previous
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findings on operational best practices but will critically assess whether, and how, strengthened
auditor independence acts as a catalyst for better liquidity management outcomes in the

Nigerian context.

Objectives

Broadly, the study investigates the effect of auditor independence on liquidity management

in commercial banks in Nigeria. The specific objectives are to:

1. assess the effect of audit fees on the current ratio in commercial banks in Nigeria.

2. determine the effect of audit firm tenure on the current ratio in commercial banks in
Nigeria.

3. ascertain the effect of audit firm size on the current ratio in commercial banks in Nigeria.

4. analyze the effect of auditor competence on the current ratio in commercial banks in
Nigeria.

LITERATURE REVIEW

Auditor Independence

Auditor independence refers to an auditor's ability to perform audits and issue audit reports
without bias or influence by the client being audited or any other third party (Singh & Best,
2020). Independence allows auditors to render objective and unbiased opinions and is
fundamental to the integrity and value of an audit. Lack of independence can compromise the
reliability of an auditor's report and undermine user confidence in the fairness of a company's
financial statements. There are several factors that can threaten an auditor's independence.
Perhaps the greatest threat is from non-audit services provided by the audit firm to the audit
client (Cohen et al., 2022). By providing both audit and consulting services, auditors may feel
pressure to avoid an adverse audit opinion that could jeopardize other, more lucrative non-
audit work. Regulators have implemented rules restricting certain types of non-audit services
to help safeguard independence. However, concerns still remain that some permissible non-

audit services could undermine objectivity.

Another threat is lengthy auditor tenure, as familiarity with management over many years of
audits can potentially compromise a necessary skeptical mindset (Carey & Simnett, 2021).
To address this, many countries have implemented mandatory audit firm rotation
requirements, forcing companies to change auditors periodically. While rotation helps ensure
a fresh perspective, critics argue it reduces audit quality as new auditors lack institutional
knowledge of a company. Financial interests or relationships between auditors and clients

can also threaten independence. Regulations prohibit auditors from having direct financial
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stakes or business relationships with audit clients. However, in the increasingly consolidated
global accounting profession, some argue economic dependence on major clients for overall
revenues remains a subtle but real issue (Quick & Sun, 2023). Maintaining independence
requires adherence to both independence rules and independence in fact - avoiding not just
actual impairment but also the appearance of impairment (Lennox & Park, 2019). Overall,
independence is upheld through a combination of regulatory requirements, auditor self-
regulation, and integrity measures within audit firms. Continuous monitoring and
improvement efforts are still needed to strengthen independence safeguards, encourage

healthy skepticism, and sustain confidence in audited financial information.

Audit Fees

Audit fees are the costs charged by an audit firm to conduct the annual statutory audit of a
company's financial statements (DeFond & Zhang, 2014). Audit fees have seen steady
increases in recent years due to rising complexity of business operations and financial
reporting requirements. A recent study found that average audit fees for S&P 500 companies
increased from $2.5 million in 2019 to over $3 million in 2022 (Smith, 2022). There are a few
key determinants that drive audit fees higher. Larger and more complex companies tend to
pay significantly more for their annual audits due to the extensive procedures required to audit
large revenues, assets, and geographical footprint (Simunic, 1980). Industries that are heavily
regulated like banking, insurance, and healthcare also tend to pay higher audit fees relative to
size due to specialized industry knowledge and compliance requirements (Carcello et al.,
2002).

Changes in accounting standards and regulatory framework also affect audit fees upwards.
The adoption of new lease accounting standard ASC 842 in 2019 increased audit fees for most
companies as auditors had to evaluate significant changes to balances and disclosures
(Johnson et al., 2021). Similarly, the breakdown of audit procedures post Sarbanes-Oxley Act
of 2002 led to audit firms spending more time in higher risk areas like internal controls,
resulting in higher fees (Raghunandan & Rama, 2006). Economic conditions also play a part
in determining audit fees. During periods of economic expansion, audit firms are able to
command premium pricing due to strong demand. Conversely, in recessions, auditors may
have to settle for lower fees due to weak pricing power (Craswell et al., 1995). A study
projected that average audit fees could rise 5-7% annually between 2022-2023 as the post-
pandemic economic recovery gathers pace (Miller, 2022). In addition, non-audit services

provided to audit clients may put upward pressure on audit fees if auditors link higher non-
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audit revenues to audit pricing (Frankel et al., 2002). Audit committees have to closely
monitor fee relationships to ensure independence is not compromised. Going forward, as
businesses globalize operations and financial reporting evolves with new technologies, audit
fees show no signs of decreasing in complexity or costs (DeFond & Zhang, 2014). Overall,
the interplay between rising business complexity, regulatory changes, economic conditions,
and non-audit services will drive continued increases in audit fees through 2023 and beyond
unless offset by audit automation or scale benefits.
Hoi1: There is no significant effect of audit fees on the current ratio in

commercial banks in Nigeria.

Audit Firm Tenure

Audit firm tenure refers to the length of time an audit firm has been appointed to undertake a
company's external audit (Johnson et al., 2019). There is an ongoing debate around how audit
firm tenure affects actual and perceived auditor independence. On one hand, longer audit firm
tenure is thought to negatively affect independence as familiarity between the auditor and
client may compromise an auditor's objectivity (Lee & Gu, 2022). Over time, auditors may
become overly accommodating to clients to retain their business. This compromises their
willingness to stand up to client management and issue true and fair audit opinions (Myers et
al., 2003). However, others argue that long tenure improves audit quality. With more
experience with a client's business and internal control systems, tenured auditors develop
complex industry-specific knowledge that enhances their ability to identify and address key
audit risks (Knechel & Sharma, 2012). They may also be less likely to defer to potentially
biased client explanations or recommendations. There is no consensus on a recommended
limit for audit tenure. The European Union implemented mandatory auditor rotation every 6-
9 years for public interest entities from 2016 (Regulation (EU) No 537/2014). Studies on the
effect of mandatory rotation have shown mixed results, with some finding no change in audit
guality (Cameran et al., 2021) and others a decline during transition years as new auditors
invest in learning about their clients (Weber et al., 2010).

Ho2: There is no significant effect of audit firm tenure on the current ratio

in commercial banks in Nigeria.
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Audit Firm Size

Audit firm size refers to how large an audit firm is based on factors such as the number of
clients, number of employees, and annual revenue (Knechel & Sharma, 2012). There are
generally considered to be three tiers of audit firm size - big four, mid-tier, and small local
auditors. The big four audit firms consist of Deloitte, EY, KPMG, and PwC, and collectively
audit over 80% of the largest public companies worldwide (Francis et al., 2013). These firms
have thousands of employees spread across multiple countries and billions in annual revenue.
Their large size allows them to take on large, complex multinational clients but also presents

risks like lack of industry specialization (Blouin et al., 2007).

Mid-tier audit firms have hundreds of employees and annual revenues in the tens to hundreds
of millions of dollars. They tend to specialize in certain industries and geographic locations
to better serve mid-sized public and private clients (Hay, 2013). However, their smaller size
can limit the services and resources they can provide compared to the big four. Small, local
auditors typically have only a handful of partners and staff and focus on serving small, private
companies within a limited geographic area (Knoblett & Ferris, 2019). While they offer
personalized services, their small size increases independence and technical competency
concerns (Green & Kohler, 2016).
Hos: There is no significant effect of audit firm size on the current

ratio in commercial banks in Nigeria.

Auditor Competence

Audit competence refers to the level of technical proficiency and skills that an auditor should
possess in order to perform an audit engagement effectively and meet the responsibilities
expected of the profession (Wedemeyer, 2019). According to the International Federation of
Accountants (IFAC), auditors need to demonstrate competence relevant to the nature and
complexity of the entity being audited as well as applicable legal and regulatory requirements
(IFAC, 2020). Specifically, auditors are expected to have appropriate educational
background, training, technical and professional skills to perform work with due professional
care (Public Company Accounting Oversight Board, 2021). This includes having sufficient
knowledge of accounting principles and practices, risk assessment procedures, relevant laws

and regulations, knowledge of the entity's industry and business (Elliott & Jacobson, 2022).

Specialized skills may also be required for audits of entities with complex transactions, in

highly regulated industries or when utilizing advanced technologies. Continuous professional
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development is important for auditors to keep their skills and knowledge updated with
changes in standards, regulations, and business environment (Weisse, 2023). Periodic
competence assessments can help auditors identify gaps to be addressed through structured
training programs. Regulators and standard setters also establish requirements for minimum
practical experience, ongoing education, and certification for auditors. Professional
certification helps assure stakeholders of an auditor's ongoing commitment to ethical conduct
and technical proficiency.
Ho: There is no significant effect of auditor competence on the current

ratio in commercial banks in Nigeria.

Liquidity Management

Liquidity management refers to the process of overseeing the balances and movements of
cash in an organization to ensure that it can meet its short-term obligations as they fall due
(Cai etal., 2020). In the context of commercial banks, liquidity management is critical because
banks operate on thin margins between assets and liabilities, and any mismatch can lead to
financial distress. Effective liquidity management involves forecasting cash flows,
maintaining adequate liquid assets, and accessing funding sources when needed (Chen et al.,
2019). The current ratio, calculated as current assets divided by current liabilities, is a
common measure of liquidity, indicating the bank's ability to cover short-term debts with

short-term assets (Dhaliwal et al., 2019).

In Nigerian commercial banks, liquidity management is influenced by regulatory
requirements from the CBN, which mandates minimum liquidity ratios to ensure stability
(Eke et al., 2019). Poor liquidity management can lead to bank runs, increased borrowing
costs, and ultimately, insolvency. Studies have shown that banks with strong liquidity
positions are better equipped to weather economic downturns (Ogungbuyi et al., 2019). The
interplay between auditor independence and liquidity management is particularly important
because independent auditors can provide assurance on the accuracy of liquidity disclosures,
reducing information asymmetry between bank management and stakeholders (Ng & Tamilia,
2020).
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Theoretical Review

Agency Theory

The study is anchored on agency theory (Jensen & Meckling, 1976; Eisenhardt, 2020).
Agency theory posits that there is a conflict of interest between principals (shareholders,
depositors) and agents (bank management), leading to information asymmetry. Auditors act
as monitors to mitigate these conflicts by providing independent assurance on financial
reports, including liquidity positions. In the Nigerian banking context, where regulatory
enforcement may be weak, independent auditors play a pivotal role in ensuring that
management does not misreport liquidity to pursue self-interests (Taiwo & Adewumi, 2019).
The theory supports the hypothesis that higher auditor independence leads to better liquidity
management by enhancing the credibility of financial reporting.

Empirical Review

Several studies have explored the relationship between auditor independence and financial
performance in banks. For instance, Chukwu and Adeleke (2022) found a positive relationship
between auditor independence and liquidity management in Nigerian deposit money banks.
Similarly, Okonkwo et al. (2024) reported that auditor independence positively affects
liquidity management practices. In international contexts, Anderson et al. (2023) noted that
auditor independence improves liquidity in Canadian energy firms, while Chen et al. (2024)
found similar results in Chinese technology firms. However, some studies show mixed
results. Rahman et al. (2024) found a negative relationship between auditor tenure and
liquidity management in Malaysian banks, suggesting that long tenure may compromise
independence. In Nigeria, Olusegun and Afolabi (2020) reported no significant effect of
auditor independence on liquidity in deposit money banks. These inconsistencies highlight
the need for further research in the Nigerian banking sector. The empirical gap lies in the
limited use of panel data analysis to examine the relationship over time, particularly using the
current ratio as a measure. This study addresses this gap by employing panel regression

techniques on a decade-long dataset.

MATERIALS AND METHOD

The study adopts an ex-post facto research design, utilizing secondary data from annual
reports and financial statements of selected Nigerian commercial banks. This design is
appropriate for examining relationships between variables using historical data (Aremu et al.,
2019). The population consists of all 21 licensed commercial banks in Nigeria as of 2022

(Central Bank of Nigeria, 2022). A purposive sampling technique was used to select 10 banks

193 Department of Accountancy, Nnamdi Azikiwe University © IROFS, August, 2025



INTERNATIONAL REVIEW OF FINANCIAL STUDIES
Vol 2, Issue 4; August, 2025 / visit: https://journals.unizik.edu.ng/irofs

based on data availability and representation: Zenith Bank, Access Bank, UBA, FBN,
GTBank, Union Bank, Ecobank, Fidelity Bank, Wema Bank, and FCMB. The study period is
2014 to 2024, yielding 110 observations.

The model is specified as:

Olusegun and Afolabi (2020): CR = Bo + B1:AF+ B2 AFT + B3 AC + Bs AFS+ ¢
Where:

CR = Current Ratio

AF = Audit Fee

AFS= Audit Firm Size

AFT = Audit Firm Tenure

AC = Audit Competence

p = Stochastic Disturbance (Error Term)

t= Time Variant for the Study

PBo = Intercept of Relationship in the Model Constant

B1, B2, B3, P2 = are the Coefficients of the Independent Variables

RESU.T AND DISCUSSIONS

Data were analyzed using panel regression with fixed effects, implemented in Python with
statsmodels. Descriptive statistics, correlation matrix, variance inflation factor (VIF) for
multicollinearity, and Hausman test to choose between fixed and random effects were
conducted. The Hausman test statistic was negative, indicating potential issues with the
covariance matrix, but the fixed effects model was selected for its robustness in controlling

for unobserved heterogeneity.

Descriptive Statistics

Table 1 presents the descriptive statistics for the variables. The mean current ratio is 1.225,
indicating that on average, the banks have sufficient current assets to cover current liabilities.
Audit fees average 59.87 million Naira, with a standard deviation of 20.86, showing variation
across banks. Audit firm tenure averages 3 years, audit firm size is 0.73 (73% Big 4), and

auditor competence is 0.17 (17% competent instances).
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Table 1: Descriptive Statistics

Statistic | AF AFT AFS | AC CR
Count 110 110 110 110

Mean 59.869 [3.000 |[0.727 |0.173 | 1.225
Std 20.859 | 1.421 | 0.447 |0.380 | 0.122
Min 24700 |1.000 | 0.000 |0.000 | 0.946
25% 42.800 | 2.000 0.000 | 0.000 | 1.149
50% 56.750 | 3.000 1.000 | 0.000 |1.213
75% 75.400 | 4.000 1.000 | 0.000 | 1.306
Max 105.200 | 5.000 | 1.000 | 1.000 | 1.489

Correlation Matrix

Table 2 shows the correlation matrix. Audit fees and audit firm size are positively correlated

with the current ratio (0.595 and 0.511, respectively), suggesting a relationship with liquidity.

No high correlations among independent variables indicate low multicollinearity.

Table 2: Correlation Matrix

| Variable |AF AFT AFS |AC CR

AF 1| -0.006| 0.626| -0.008| 0.595
AFT -0.006 1| -0.144] 0.119| -0.003
AFS 0.626| -0.144 1 0.01] 0.511
AC -0.008| 0.119 0.01 1| -0.016
CR 0.595| -0.003| 0.511] -0.016 1

Variance Inflation Factor (VIF)

Table 3 presents the VIF values, all below 5, confirming no multicollinearity issues (VIF for
AF = 1.665, AFT =1.050, AFS =1.702, AC = 1.016).

Table 3: Variance Inflation Factor

Variable VIF
const 13.969
AF 1.665
AFT 1.050
AFS 1.702
AC 1.016
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Table 4: Fixed Effects Regression Results

Variable Coefficient | Std. Error t-statistic Probability
Const 1.0217 0.033 30.598 0.000
AF 0.0022 0.000 6.200 0.000
AFT 0.0043 0.004 1.032 0.305
AFS 0.0420 0.021 1.966 0.052
AC 0.0046 0.015 0.300 0.764

Table 4 shows the fixed effects regression results. The model is significant (F = 27.85, p <
0.01), with R2=0.790. (R2=0.790, Adj. R2=0.762, F-stat = 27.85 (p = 0.000), DW = 1.587
). The Hausman test statistic was negative (-12.67), with p = 1.0, suggesting the random
effects model, but due to the negative statistic, the fixed effects model is reported for

conservatism. The random effects model shows similar results, with AF and AFS significant.

Test of Hypotheses

Hypothesis One

Ho: There is no significant effect of audit fees on the current ratio in commercial banks in
Nigeria.

Hi: There is significant effect of audit fees on the current ratio in commercial banks in
Nigeria.

From Table 4, Audit fees have a significant positive effect on the current ratio (f = 0.0022, p
< 0.01), supporting rejection of HO. This aligns with DeFond and Zhang (2014), who argue
that higher fees reflect greater audit effort, leading to better oversight of liquidity reporting.
This contrasts with Frankel et al. (2002), who found that high fees may compromise
independence, but in the Nigerian context, higher fees may indicate better quality audits
(Okolie & Nduji, 2020).

Hypothesis Three

Ho: There is no significant effect of audit firm tenure on the current ratio in commercial
banks in Nigeria.

Hi: There is significant effect of audit firm tenure on the current ratio in commercial

banks n Nigeria.

Audit firm tenure, as shown in Table 4, is not significant (p = 0.305), thus accepting the null

hypothesis.. This supports the mixed findings in literature, where long tenure may enhance
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knowledge but risk familiarity bias (Myers et al., 2003; Carey & Simnett, 2021). In Nigeria,
tenure may not significantly impact liquidity due to regulatory rotation requirements (Taiwo
etal., 2016).

Hypothesis Two

Ho: There is no significant effect of audit firm size on the current ratio in commercial
banks in Nigeria.

Hi: There is significant effect of audit firm size on the current ratio in commercial banks

in Nigeria.

Looking at Table 4, it is clear that Audit firm size has a marginal positive effect ( = 0.0420,
p = 0.052), leading to rejection of the null hypothesis at 10% level. This finding supports the
opinion Adegbie et al. (2023), indicating that Big 4 firms provide superior audit quality,
improving liquidity management. This is consistent with Francis et al. (2013), who note that

larger firms have more resources for thorough audits.

Hypothesis Four

Ho: There is no significant effect of auditor competence on the current ratio in
commercial banks in Nigeria.

Hi: There is significant effect of auditor competence on the current ratio in commercial

banks in Nigeria.

From Table 4, Auditor competence is not significant (p = 0.764), accepting HO4. This may
be due to measurement issues, as competence is binary and may not capture nuances
(Wedemeyer, 2019). This contrasts with Ibe (2019), who found competence improves audit

guality in Nigerian banks.

Overall, the findings support agency theory, where independent audits reduce asymmetry and

improve liquidity decisions (Jensen & Meckling, 1976).

CONCLUSION AND RECOMMENDATIONS

The study concludes that auditor's independence substantially affects liquidity management
in Commercial Banks in Nigeria, with audit fees, firm tenure, and firm size serving as critical
determinants of effective liquidity oversight, while auditor competence requires further
investigation to understand its role in the banking sector's unique operational environment.

The study therefore recommends that:
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1. Banks should engage Big 4 firms and negotiate reasonable audit fees to enhance audit
quality and liquidity management.

2. Regulators (CBN, FRCN) should enforce stricter independence standards and
monitor tenure to prevent familiarity threats.

3. Auditors should prioritize continuous professional development to improve
competence, even if not directly impacting liquidity in this study.

4. Future research should incorporate qualitative measures of competence and

alternative liquidity metrics like the quick ratio.
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