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ABSTRACT

Audit communication tool — audit report has long been criticized for
ineffectiveness in communicating audit findings to stakeholders. Following
plethora of audit failures, a number of reforms were introduced to enhance the
communication of key audit findings. This study identified the disclosure of key
audit matters and audit engagement partners’ name as core reforms to the audit
report and examined their effects on the quality of audit of listed non-financial
firms in Nigeria. Data were extracted from the audited financial reports of one
hundred and two listed non-financial firms across ten (10) industries. The findings,
using fixed effect method to estimate the panel model, indicated that both reforms
have positive and significant effects on earnings management thereby suggesting
a reduction on audit quality in listed non-financial firms in Nigeria. The study
submitted, amongst others, that key audit matters and audit engagement partners’
names significantly reduce audit quality of listed non-financial firms in Nigeria. It
was recommended amongst others that regulatory pronouncements should be
reviewed to embed peculiarities in the corporate world so as to enhance the
communication of audit findings while the two variables observed in this study
should be appropriately managed by the regulatory authorities.

Key words: Audit Engagement Partner’s Name, Audit Quality, Corporate Audit Reforms,
Discretionary Accruals, Key Audit Matters. .

INTRODUCTION
Attention has been given to external auditing as well as the quality of audit reports as a result
of several audit failures. Audit failures have been widely reported across different countries,
as far back as the audit crunch that led to the fall of Arthur Anderson in 2002 in the US
(Diermeier et al., 2017), the 2019 Ernest and Young (EY) and Price WaterHouse Coopers
(PWC) complicity in the audit of Thomas Cook in the UK (Akinrinola et al., 2022), the 2015
Toshiba audit failure in Japan (James, 2018) as well as the KPMG VS Stanbic IBTC audit

issues in Nigeria (FRCN, 2015). As a reaction to the problems of incessant audit mishaps,
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various regulatory and professional bodies across the globe have proposed reforms to the audit
process. The Financial Reporting Council (FRC) in the UK made certain efforts on reforms.
This led to some recommendations on auditor independence issues such as non-audit services,
audit firm tenure, audit rotation, audit tendering, and so on which now have clarity in it
implementation (KPMG, 2016). Following a similar trend, the Nigerian government also
made attempt at reforming the auditing sector through improved regulation. The
establishment of the Financial Reporting Council of Nigeria (FRCN) was done in the audit
reform process. As a result, a number of reforms have been made, including a review on audit
fees, mandatory audit rotation, communicating key audit matters, and non-audit services
(FRCN, 2015; FRCN, 2019a). Nonetheless, key audit matters and audit partner name
disclosure borders directly on the quality of communicating audit report and taking ownership

of the report and the content therein.

Research efforts on audit quality have observed numerous predictors on it. Hohenfels and
Quick (2020) examines the relationship between non audit service and investors' perceptions
of audit quality in Germany. The reforms captured in the study is non-audit service disclosure.
By extension, the influence of audit reform on objectivity while providing non-audit services
was studied by Brody et al. (2014) with the outcome that provision of non-audit services has
a favorable effect on the auditors' objectivity even though the study precludes how these
effects directly affected audit quality. Emmanuel and Uzoka (2022) examined the reform on
auditor tenure and its effect on audit quality in Nigeria using the data on annual report of
selected Nigerian listed companies from 2000 - 2018, but the study excluded other forms of
reform that have been ignited in the audit industry. Despite the various outcomes of audit
reforms in Nigeria, many researchers have either isolated a reform or have focused on few of
the outcomes without specific focus on the audit communication tool — audit report.
Therefore, this study examined the impact of contemporary reforms on audit report, featuring
the key audit matters and disclosure of audit engagement partners name on the audit quality

of listed companies in Nigeria.
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Objectives
This study generally sought to examine how the quality of financial audits is shaped by
contemporary reforms related to auditors’ reports. Specifically, it seeks to:

1. determine the extent of influence of the disclosure of audit engagement partners’ names

on the audit quality of listed non-financial firms in Nigeria
2. assess the impact of Key Audit Matters (KAMs) disclosure on the audit quality of listed

non-financial firms in Nigeria

LITERATURE REVIEW

Concept of Audit Quality

Audit quality is perceived with respect to the viewpoint of various stakeholders, including
regulators and others. Hence, there is no definition of audit quality that is universally
recognized (Emmanuel & Uzoka, 2022). Audit quality is a result that depends on the existence
of specific auditor characteristics. Because, there are several factors that can impact the
quality of audit such as auditor independence, auditor expertise and the adequacy of audit
planning and execution (Ciger, 2020). DeAngelo's (1981) defined audit quality as the
probability, as evaluated by the market, that an auditor would both identify and report a
misstatement in a client's accounting system. It is assumed thus to be the likelihood that an
auditor would discover a misstatement in a company's financial statements and communicate
it accordingly. Emmanuel and Uzoka, (2022) asserted that the definition has two components
that make up audit quality: The first factor which is the ability of the auditor to detect
misstatement has to do with an auditor's expertise, the auditing processes used, the quantity
of samples obtained, and the amount of work the auditor put in, whereas the second factor
which is the ability of the auditor to report the misstatement has to do with the auditor's

objectivity, professional skepticism, and independence of the client being audited.

By way of classification, audit quality has been conceptualized in twofold namely, low audit
guality and high audit quality. According to Sonu et al. (2019), high audit quality is
characterized by the generation of financial information that is free from misstatements,
omissions, or bias. On the other hand, an audit with low quality is one where the engagement
partner has failed to gather sufficient evidence to substantiate their audit opinion (Lee &
Levine, 2020). In essence, high-quality audits ensure the accuracy and reliability of financial
information, while low-quality audits may lack the necessary evidence and rigor to support
their conclusions. DeFond and Zhang (2014) saw higher audit quality as the increased level

of assurance provided by the firm regarding the fundamental soundness of its financial
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statements, financial reporting system, and inherent characteristics. In essence, audit quality
can be understood as the likelihood that financial statements are free from significant
misstatements (Ciger, 2020). Lower audit quality on the other hand is associated with higher
chances of audit failures, while higher audit quality serves to protect the financial interests of
stakeholders and investors by enhancing the reliability and credibility of financial statements.
The importance of audit quality lies in its ability to influence the decisions made by
stakeholders and users, making it crucial for auditors to perform their duties diligently

(Rahim, 2020).

Various proxies have been used to assess audit quality, although there is no standardize proxy
for audit quality. DeAngelo (1981) recommended using auditor size as a criterion for
measuring audit quality. DeFond and Zhang (2014) proposed a categorization of indicators
for audit quality, classifying them into two main categories: the outputs of the audit process
(such as auditors' going-concern (GC) views) and the inputs to the audit process (such as
auditor size). The input-based criteria are further divided into two categories: auditor
characteristics and auditor-client contracting features, such as audit fees. The output-based
measures are grouped into four categories: material misstatements, auditor communication,
financial reporting quality, and perceptions. Studies such as Egiyi (2022) and Emmaneul and
Uzoka (2022) have proxied audit quality by a combination of Financial Reporting Quality
measures, on the basis that if auditors provide a high-quality audit, it should be reflected in
financial statements so that investors can value the competence of the auditor. The
representation of audit quality by Sonu et al. (2019) includes absolute size of discretionary

accruals and the degree to which earnings benchmarks are beaten or missed.

Audit Reforms

Audit reforms are changes to the legal and regulatory framework that governs company
audits. It can also be referred to changes made to auditing profession in response to concerns
about the quality of audits and the independence of auditors (Horton et al., 2018). The aim of
audit reform is to improve the quality of audit, financial reporting, increase shareholder
protection, and guarantee that audit reports give trustworthy proof of a company's
performance (Brody et al., 2014). Audit reforms are changes made to auditing in order to
enhance the status of auditing and increase investor trust in audit quality. Audit reforms can
be viewed as a requirement imposed by the government, regulators or professional
organizations to ensure openness in audit reports, as well as to improve the audit market's
high quality and independence (KPMG, 2016).
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One of the components of audit reform is the introduction of more rigorous standards for
auditors (Sikka et al., 2009). This includes the adoption of international standards of auditing
(ISAs), which provide a common framework for auditors around the world. The ISAs are
designed to ensure that auditors have the necessary skills, knowledge and ethical standards to
carry out their work effectively (Sikka et al., 2009). Another aspect of audit reform is the
strengthening of auditor independence which includes measure such as mandatory audit
rotation, which requires companies to change their auditors after few years and also
restrictions on the provision of non-audit services by auditors to their clients (KPMG, 2016).
These measures are intended to reduce the risk of conflict of interest and ensure that auditors

are truly independent.

Audit Reform in Nigeria

In Nigeria, the audit profession is regulated by the financial reporting council of Nigeria
(FRCN), which was established in 2011 to promote transparency and integrity in financial
reporting and corporate governance (Olojede & Erin, 2021). The FRCN is responsible for
setting accounting and auditing standards as well as monitoring compliance with these
standards. Some reforms have been proposed and implemented in Nigeria following audit
mishaps involving Stanbic Vs KPMG (FRCN, 2015) and Cadbury Nigeria Plc (SEC, 2006)
which lower investors’ trust in audit and audit quality. More proactive action and reform is
therefore necessary in the Nigerian corporate legal space to ensure best audit practices,
standards, accountability and good corporate governance in audits (Adeyemi & Fagbemi,
2010).

The aim of these reforms is to develop competition in the audit market, improves quality of
the audit and making the financial reports more informative (ICAN, 2019). In order to respond
to the continuous audit mishap, Nigeria replicated some of the provisions of Sarbanes-Oxley
Act in the Investment and Securities Act, 2007 and existing corporate governance code
(ICAN, 2019). Efforts to restructure and reform the financial reporting framework and
practices by promulgating the ISA and Financial Reporting Council of Nigeria Act (FRCN
Act) 2011 are commendable (FRCN, 2016). Furthermore, FRCN (2019b) indicated that
communication of KAMs is now part of the responsibility of auditors in order to enhance the
communicative value of the auditor’s report by providing greater transparency about the audit
that was performed. Additionally, the FRCN (2019b) emphasizes the importance of

communicating key audit matters (KAMs) to users of the financial statements. The inclusion
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of KAMs provides additional information that helps users understand the significant matters
that the auditor identified during the audit process. These matters are considered to be of
utmost importance in the audit of the financial statements for the current period, as determined

by the auditor's professional judgment.

Under the new Companies and Allied Matters Act (CAMA) 2020 as amended, auditors are
required to register with the FRCN and comply with the council’s code of ethics and standards
(Abdulmalik & Ahmed, 2016). They further stated that the FRCN also have the power to
investigate and sanction auditors who violate the standards, including the power to suspend
or revoke an auditors’ license. These have necessitated the consideration of the following
hypotheses:

Hoi: Disclosure of audit engagement partners’ names does not

significantly influence corporate audit quality in Nigeria

Hoo:  Key Audit Matters (KAMs) disclosure does not significantly affect
audit quality in Nigeria.

Empirical Review

Disclosure of audit partners name in audit report may build some sense of responsibility on
the audit partners, hence, enhancing the quality of audit outcome. Unlike when audit reports
were signed in the firm's name as was the case in the past, the change mandating partner
names to be disclosed has given shareholders and regulators the authority to identify and,
more likely, directly challenge the audit engagement partner whenever need arises (Cole,
2014). In the case of Stanbic IBTC v. FRCN, the audit partners who participated in the audit
engagement were sanctioned for the apparent audit failure (FRCN, 2015). Meanwhile, John
and Liu (2021) investigate the relationship between audit quality in the United States and the
publication of the names of audit engagement partners. It was stated that including the identity
of the audit engagement partner in the audit report may boost the audit's quality and
transparency by encouraging the partner to put out more effort to prevent audit failure(s).
Whether this is attainable in Nigeria despite her reform on the disclosure of audit engagement

partner still remains a research quandary.

Dao et al. (2018) examined the impact of the disclosure of audit engagement partners' names
on audit quality in the USA. The study used data from firms available in the Audit Analytics
database from 2013 to 2016. They restricted their sample to firms in non-financial industries,

and their final sample consists of 3,904 firm-year observations for 976 unique firms. A
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regression model was employed and univariate test was carried out to provide initial evidence
on the impact of the disclosure of engagement partners on audit quality. The findings
supported the expectation that the disclosure requirement of engagement partners' names
leads to higher audit quality. However, the study was limited to one year after the requirement

became effective in January 2017.

Lee and Levine (2020) conducted a study using an analytical model to examine the effects of
disclosing the audit engagement partner's identity on individual and partnership incentives
and overall audit quality. They model a collective decision problem, incorporating individual
engagement partners’ preferences with the partnership’s choice of internal quality control.
Their findings suggest that careful consideration should be given to how such disclosure may
impact the audit firm's incentive to invest in internal quality control, which ultimately affects
expected audit quality. However, the study was only until 2019. It is thus imperative to study
the proposition suggesting that disclosure of audit engagement partner’s name affects audit

quality.

The communication of Key Audit Matters (KAMS) is expected to enhance the auditor's
accountability and foster a sense of professional skepticism, this, in turn, is likely to improve
audit quality (Li, 2020). However, the introduction of KAMs also brings about new challenges
and pressures for auditors (KPMG, 2017). This additional responsibility can be demanding,
potentially diverting auditors' focus and time away from other critical audit procedures (Al-
mulla and Bradbury, 2022). While almost all public outcries about audit mishaps are usually
blamed on the communication tool of audit, the Financial Reporting Council of Nigeria
introduced rule nine (9) on key audit matters (FRCN, 2019b). However, in following this rule,
auditors might feel compelled to be overly cautious in their selection of KAMs, which could
result in increased audit fees and time-consuming audit engagements. As a reform effort, this
study therefore considers it imperative to examine the nexus between Key Audit Matters
(KAMSs) and audit quality.

Brasel et al. (2016) provided theoretical and experimental evidence regarding the impact of
critical audit matter (CAM) disclosures, alternative nomenclature of KAMs disclosure, on
auditor liability judgments. They found that under certain conditions, CAM disclosures
reduced auditor liability judgments as jurors perceived that undetected fraudulent
misstatements were more foreseeable to the plaintiff. They also pointed out that the

requirement to disclose CAMs might encourage auditors to include unnecessary information,
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which might lessen the impact of more warranted CAM disclosures. They employed path
analyses to support the theoretical development that CAMs will increase jurors’ ex post
perceptions of the foresee-ability of a related misstatement to the plaintiff, which will reduce

jurors’ negative affect and ultimately reduce their auditor liability judgments.

Gold and Heilmann (2019) examines the impact of communication of key audit matters
(KAMs) on audit quality. They find that KAMs are associated with higher audit quality, as
measured by the number of qualified audit opinions issued and the amount of discretionary
accruals. They further stated that KAMSs are more effective in improving audit quality for
complex clients and for clients with high levels of financial reporting risk. Also, Reid et al.
(2019) examined the impact of auditor report changes on financial reporting quality and audit
costs in the United Kingdom. They found that the new auditor reporting requirements were
associated with a significant improvement in financial reporting quality without a significant

increase in audit costs. However, their study focused on the UK context.

Kend and Nguyen (2020) investigated audit reform in the Australian context by analyzing
Key Audit Matters (KAM) disclosures in audit reports between 2017 and 2018. The study
sample consisted of 1695 domestic listed companies with tradable securities in both years.
Latent semantic analysis was employed with a total observation of 1,613. The focus was on
whether auditors used the same or different disclosures related to audit procedures when
reporting on the same KAM in the second year. The findings indicated that the most common
KAM disclosures related to impairments of goodwill and intangible assets, revenue
recognition, assets valuation, acquisitions, and exploration and evaluation, which were
positively associated with audit quality. However, the study only examined the first two years

of the implementation of KAM reforms in Australia.

Moroney et al. (2021) examined the inclusion of key audit matters (KAMS) in enhanced audit
reports and its impact on investor perceptions of the value and credibility of the audit.The
study was analyzed through descriptive statistic, Anova and planned contrast. They found that
the inclusion of KAMs drew investors' attention to new and expanded messages, but the
perceived value and credibility varied depending on whether the audit was conducted by a

Big 4 or non-Big 4 firms.
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MATERIALS AND METHOD

This study employed a quantitative approach; specifically longitudinal design which involves
all 106 non-financial firms listed in Nigeria. Listed firms are considered appropriate for this
study because they are the only firms that are mandated to publish their annual reports. The
financial sector was also excluded as it undergoes different regulatory requirements thus
making their reports significantly dissimilar to the other types of firms. The non-financial
firms comprise of 106 firms out of which data were publicly available are drawn from the
annual reports of 102. These data points were acquired from the audited financial statements
of firms listed on the Nigeria Exchange Group (NGX) spanning the years 2011 to 2021. The
period under consideration holds significance due to the mandatory adoption of the
International Financial Reporting Standards (IFRS) by all Nigerian firms in 2012. To ensure
a comprehensive span of data and to prevent the omission of pertinent details, data collection
commenced from 2011. Furthermore, there were significant changes to the accounting
framework in response to the World Bank's Standards and Codes assessment in 2004 and
2011.

Table 1 Industry breakdown of selected samples

Sectors Population Samples | % population | Percent
of firms drawn Firm
Agricultural 05 05 100% 4.9%
Conglomerates 05 05 100% 4.9%
Construction and Real Estate 08 07 87.5% 6.9%
Consumer Good 21 20 95.2% 19.6%
Healthcare services 07 07 100% 6.9%
ICT 09 07 77.8% 6.9%
Industrial Good 13 13 100% 12.7%
Natural Resource 04 04 100% 3.9%
Oil and Gas 10 10 100% 9.8%
Services 24 24 100% 23.5%
Total 106 102 96.2% 100%

Source: Authors’ Computations (2023)

The total sample that will be selected makes up 96.2% of the entire sample frame. The criteria
used to choose this sample was applied to ensure that all sectors have representation in the
study analysis. The consumer service sector has the highest representation among the sub-
sectors of non-financial firms, while the natural resources sector has the lowest representation

in the sample, according to an analysis of the sector-wise breakdown.
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Model Specification
Audit quality = f(Audit reform outcomes, Controls)................. Eqn 1.
This transforms econometrically into:
AQit = ag + @1 ARO;s + a,CTRLS; + €4
Since two distinct audit reform outcomes (ARO) were examined, the equation (2) is
transformed into:

AQ; = ay + a; DPN;; + a, KAMs; + ¥8_5 a, CTRLS;; + ;¢

AQ = Audit quality measured as the outcome of equation 6

Model for testing Hypothesis I:
AQy = ag + a;DPNy + ¥5_, a,CTRLS;; + &4
Model for testing Hypothesis II:

HozZ

AQi = ay + a; KAMs; + ¥5_, @, CTRLS + &;;.

Key audit matters (KAMs) disclosure does not significantly affect audit quality

The measurements of equation 1-5 are presented in Table 2

Table 2 Variable Definition and Measurements

S/N | Variables Proxy | Type of | Definition/Measurement | Source
Variable
i. | Audit Quality AQ Outcome As defined in Equation 6 | As cited in the
Variable equations
ii. | Disclosure of | DPN Independent A dummy variable that | John and Lui
Audit Variable takes 1 if the lead audit | (2021)
Engagement partners’ name is
Partners’ Name disclosed in the audit
report and 0 otherwise
iii. | Communication | KAMs | Independent No of KAMs disclosure in | Ferreria  and
of Key Audit Variable the audit report Morais (2019)
Matters
iv. Return On Asset | ROA Control firm’s earnings divided by | Cahan and Sun
Variable total assets (2014)
V. Debt DEBT | Control measured as the ratio of | Cahan and Sun
Variable long-term debt to total | (2014)
assets
vi. | Asset Turnover | AST Control total sales scaled by total | Jiang et al.
Variable assets (2015)
Inventory INV Control measured as the ratio of Cahan and Sun
vii. Variable inventory to total assets (2014)
Loss LOSS | Control Takes 1 if the profit after | Cahan and Sun
viii. Variable tax is negative and O | (2014)
otherwise

Source: Authors’ Compilations (2023)
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Research outputs are replete with the measure of audit quality following the second audit
output, that is, audited financial statements. Audited financial statements are produced out of
the joint efforts of both the management and its auditors. Here, audit quality can be measured
across the continuum, thus, considered more appropriate than subjecting audit quality
measurement to binary extremes. Audited financial statements provide opportunity for the
linkage of audit characteristic with statistical properties of client financial statements. Becker
et al. (1998), Francis et al.(1999), Lawrence et al. (2011), Lennox et al. (2014) and Singh et
al. (2019) all noted the responsiveness of certain audit characteristics to the widely adopted
expected accrual model developed by Jones (1991). Following through, audit quality is thus
perceived to increase with reduced earnings management and improve otherwise. A positive
coefficient for a variable explaining earnings management therefore suggests decreased audit

quality while a negative value suggests improved audit quality in relation to the variable.

Performance Adjusted Jones (1991) Model as modified by Kothari et al (2005)
TAi=ao + (ll(l/ASSETSn.l)+ (lz(ASALESn- AARit) + a3PPEi+ a4sROA: +¢it ........ Eqn 6.

In the above equations,

TA = change in non-cash current assets minus change in current liabilities excluding current
portion of non-current debt, amortization and depreciation, divided by lagged total assets.
ASALES = Change in sales divided by lagged total assets

ASSETS = Total Assets

AAR = Change in account receivable

PPE = net property, plant and equipment divided by lagged total assets.

ROA = Return on assets, measured as the ratio of the firm’s earnings divided by total asset
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RESULT AND DISCUSSIONS
Descriptive Analysis

Table 3 Descriptive Statistics

Variable Obs Mean Std. Dev. Min Max

AQ 950 0.202092 0.757238 4.11E-06 14.48499
DPN 950 0.845263 0.361844 0 1

KAMs 950 0.221476 0.408613 0 1.94591
ROA 950 0.013694 0.295927 -2.35991 6.174312
DEBT 950 0.202903 0.315171 0 3.438702
AST 950 0.790982 0.815423 0 10.40887
INV 950 0.119266 0.131832 0 1

LOSS 950 0.297895 0.457574 0 1

Source: Authors” Computation (2023) as obtained from STATA 15 outputs

The descriptive analysis of the observations is presented in Table 3. Audit quality, measured
by the absolute residuals of the discretionary accruals of audited financial reports indicated a
mean of 20% and a standard deviation of 0.757. While the mean is suggestive of a low level
of tolerance of auditors for account manipulation, the standard deviation is also tolerable as
the level of dispersion which thereby suggest that the data are well clustered together and
good for further analysis. The minimum and maximum values of AQ proxy also support the

interpretation of low dispersion.

The disclosure of the audit engagement partner's name in the audit report represents the
practice of revealing the lead audit partner's identity, specifically the individual responsible
for conducting the audit of a particular firm. The mean value of 0.85 suggests that, on average,
majority of firms included this disclosure in their audit reports. Furthermore, the minimum
value of 0 indicates that there were some firms that did not disclose the names of their audit
partners in their reports. This variance in disclosure practices can reflect differences in
transparency and reporting standards among firms or may be influenced by various factors,

such as regulatory requirements or the firm's own policies.

The Communication of Key Audit Matters metric measures the number of critical audit
matters communicated in the audit report. The mean value of 0.22 suggests that, only 22% of
the firms included KAMs in their audit reports during the study period. This finding is below
the expected average, because it was mandated for firms to communicate KAMs in their audit
reports from 2017 onwards. The study's coverage spans from 2011 to 2017, indicating that

firms were not fully compliant with this requirement during the earlier years of the study. The
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lower percentage of firms communicating KAMs may be due to a variety of reasons, including
differences in regulatory compliance, reporting practices, or the understanding and
implementation of the requirement among firms. On the average, the control variables, that
is, debt, ast, inv and loss indicate high mean value. None of this metric indicates a mean value
below 7% and this affirms the relative importance of including the variables in the specified

model.

Multi-Collinearity Test
Table 4 Correlation Matrix

Variables Dpn Kams Roa Debt Ast inv Loss
DPN 1.0000

KAMs 0.2193 1.0000

ROA -0.028 -0.0167 1.0000

DEBT -0.009 0.0293 -0.0670 1.0000

AST -0.05 -0.0289 0.0683 -0.231 1.0000

INV -0.03 0.0095 -0.0025 -0.2260 0.2795 1.0000

LOSS 0.1196 0.0744 -0.3728 0.2262 -0.2260 -0.1189 1.0000
Variables DPN KAMs ROA DEBT AST INV LOSS
VIF 1.08 1.07 1.17 1.13 1.16 1.14 1.31
Tolerance 0.925 0.933 0.858 0.882 0.859 0.878 0.764

Source: Authors’ Computations 2023 as obtained from STATA 15 outputs

In Table 4, a correlation matrix using Pearson correlation coefficients was employed to assess
the presence of multicollinearity among predictor variables. The most substantial correlation
coefficient observed was (r=0.2795, p<0.10) between inventory and asset turnover, both of
which had VIF values of 1.14 and 1.16, along with tolerances of 0.878 and 0.857, respectively.
Fortunately, none of these variables posed a significant multicollinearity threat to the model.
Field (2009) suggests that a strong linear relationship among predictor variables becomes a
concern when the coefficient exceeds 0.8 or 0.9, indicating multicollinearity problem.
Duxbury (2021) further notes that a VIF value exceeding 10 should raise concerns about
multicollinearity, and a tolerance value (1/VIF) below 0.2 may indicate serious collinearity
issues. In this context, the highest VIF observed is 1.31 (for the "loss" variable), which is well
below the threshold of 10. Additionally, the lowest tolerance is 0.764 (also for the "loss"
variable), which is above the acceptable limit of 0.2. Therefore, all variables were retained in

the model as they do not exhibit problematic multicollinearity.
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Test of Hypotheses
The results of the study’s two hypotheses are presented in Table 5 and Table 6 regarding the

influence of “disclosure of audit engagement partners’ names” and “communication of

KAMs” respectively on the audit quality of listed non-financial firms in Nigeria.

Hypothesis One

Ho: Disclosure of Audit Engagement Partners’ Names does not significantly affect audit
quality.

Hi: Disclosure of Audit Engagement Partners’ Names significantly affects audit quality.

Table 5 outlines the outcomes for the test of Hypothesis I. To measure discretionary accruals,
a proxy for audit quality, the Kothari's performance-adjusted Jones model was employed. The
Hausman test conducted on the data yielded a result of (X2 = 259.37, p<0.01), indicating a
preference for employing the fixed effect method for estimation. However, the presence of
heteroscedasticity (X2 = 1.3, p<0.01) necessitated the use of the robust standard errors option
to rectify this issue. The autocorrelation test (X? = 0.304, p>0.10) revealed no serial

correlation in the data, affirming the model's appropriateness.

Table 5 Disclosure of Audit Engagement Partners’ Name and Audit Quality

Variables Coef. Robust Std. Err. T P>t
DPN 0.1246937** 0.0550695 2.26 0.024
ROA -0.810807***  0.0729421 -11.12 0.000
DEBT -0.873917***  0.1205336 -7.25 0.000
AST 0.0187568 0.0490533 0.38 0.702
INV -0.573464* 0.3316873 -1.73 0.084
LOSS -0.221432***  (0.0600931 -3.68 0.000
_cons 0.4046385 0.0784528 5.16 0.000
Hausman 259.37(0.0000)

Heteroskesticity 1.3(0.0000)

Autocorrelation 0.304(0.5826)

R? 0.168

F-Statistic 25.84(0.0000)

Model Panel Fixed Effect

Source: Authors® Computation (2023) as obtained from STATA 15 outputs. *** ** * stand
for significance at 1%, 5% and 10% respectively.

The overall model parameters exhibited an F-statistic of (F = 25.84, p<0.01), affirming the

model's strong fit and its ability to produce reliable results for interpretation. Furthermore, the
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adjusted R? of 0.168 suggests that the predictors can account for approximately 17% of the

variation in the outcome variable.

With the model fit and diagnostics established, this study observed that DPN has a statistically
significant impact on audit quality (t = 2.26, p<0.05). However, the significant effect which
positive coefficient of DPN suggests that disclosure of audit partners’ name significantly
reduce audit quality. Among the control variables, ROA (t =-11.12, p<0.01), Debt (t = -7.25,
p<0.01), Inventory (t = -1.73, p<0.10), and loss (t = -3.68, p<0.01) also exhibited significant
but negative associations with audit quality. This suggests that audit quality tends to improve
with the presence of return on assets, debt, inventory, and even firms report loss. Asset
turnover, however, did not show a significant effect on audit quality at the 95% confidence
level (t = 0.38, p>0.10).

Hypothesis Two
Ho: Communication of Key Audit Matters does not significantly affect audit quality.
Hi: Communication of Key Audit Matters significantly affects audit quality.

Table 6 Audit Reform Outcomes (Communication of Key Audit Matters) and Audit Quality

Variables Coef. Robust Std. Err. T P>t
KAMs 0.1342023** 0.0542663 247 0.014
ROA -0.80888*** 0.0728823 -11.1 0.000
DEBT -0.857111***  0.120414 -7.12 0.000
AST 0.0217461 0.0490978 0.44 0.658
INV -0.551354** 0.3316463 -1.66 0.097
LOSS -0.210652***  0.0596435 -3.53 0.000
_cons 0.4686657 0.0654227 7.16 0.000
Hausman 244.77(0.0000)

Heteroskesticity 2.1(0.0000)

Autocorrelation 0.273(0.6026)

R? 0.167

F-Statistic 26.04(0.0000)

Model Fixed Effect

Source: Authors’ Computation (2023) as obtained from STATA 15 outputs. *** ** * stand
for significance at 1%, 5% and 10% respectively.

The results for hypothesis two are presented in Table 6, and the explanations closely resemble
those provided for hypothesis one. The Hausman test (X2 = 244.77, p<0.01) suggests that the
choice of using the fixed effect for model estimation was appropriate. Although the

heteroscedasticity test (X2 = 2.1, p<0.01) indicated the presence of heteroscedasticity, the
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autocorrelation test (F = 0.273, p>0.05) revealed that the data did not exhibit serial correlation,
further validating the suitability of the model. To account for the presence of
heteroscedasticity, the model was adjusted with robust standard errors as indicated in the

results.

The overall model parameters displayed an F-statistic of (F = 26.04, p<0.01), indicating a
strong model fit and its capacity to yield reliable results for interpretation. Additionally, the
adjusted R? of 0.167 suggests that the predictor variables can collectively account for
approximately 17% of the variation in the outcome variable. After confirming the model's fit
and running diagnostics, the study revealed that communication of Key Audit Matters
(KAMs) significantly reduce audit quality given the positive coefficient of KAM and its level
of confidence level (t = 2.47, p<0.05). Among the control variables, ROA (t=-11.10, p<0.01),
Debt (t = -7.12, p<0.01), Inv (t = -1.66, p<0.10), and Loss (t = -3.53, p<0.01) displayed
significant negative relationships with audit quality. This implies that audit quality tends to
improve with the presence of return on assets, debt, inventory, and even loss. Similarly, asset
turnover does not show a statistically significant effect on audit quality at the 95% confidence
interval (t = 0.44, p>0.10).

CONCLUSION AND RECOMMENDATIONS

The study's hypotheses have yielded evidence indicating that audit reform outcomes influence
the audit quality of listed non-financial firms in Nigeria. The study employs the absolute value
of discretionary accruals as a proxy for audit quality. This choice aligns with earlier research
studies in the same field, such as those conducted by John & Liu (2021), Sonu et al. (2019),
Dao et al. (2018), Wang et al. (2015), and Habib (2012), which have also used discretionary
accruals to measure audit quality. The study has revealed that disclosing the names of audit
engagement partners have a statistically significant but negative impacts on audit quality. This
shows that the null hypothesis of no significant influence of disclosure of audit engagement
partners name and audit quality is rejected. This indicates that disclosure of audit engagement
partners’ name reduced audit quality. These findings are consistent with previous studies
conducted by Lee and Levine (2020) and Dao et al. (2019), thereby strengthening the
argument for disclosing the audit engagement partner's name. Furthermore, Communicating
Key Audit Matters (KAMS) has a direct impact on audit quality. It is thus recommended that
regulators should continue to strengthen reporting requirements related to KAMs. This
includes providing clear guidelines on what should be considered a KAM and how these

matters should be disclosed in audit reports. Also, regulator should note that KAMs
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recognition may vary by industry, and auditors should be encouraged to tailor their reporting

to the specific needs and risks of the sector they are auditing.

The coefficient of communication of key audit matters (KAMs) as part of audit reform
outcomes is not only significant but also positive. This indicates that communication of
KAMs affect audit quality. The result signifies the rejection of the fourth hypothesis, which
had posited that there is no significant relationship between the communication of KAMs and
audit quality. This particular finding is consistent with the research conducted by Reid et al.
(2019) and Sirois et al. (2018). The findings from the study support the notion that audit
firm/partners’ experience does not significantly affect audit quality. This indicates that the
level of experience of the audit firm or individual partners have a discernible impact on the
quality of audit conducted and relying on the level of experience of the audit firm/partners is
a good indicator for assessing the audit quality. The result is similar to the study of Sonu et
al. (2019), Wang et al. (2015). These findings challenge the common perception that

experience in auditing does not have an impact on audit quality.

The result thus noted that that disclosure of audit engagement partners name influences audit
guality. As a result, it is recommended that regulators should not only implement the rules
but should also monitor and enforce compliance with these rules. Penalties for non-
compliance should be in place to ensure that firms and auditors adhere to the requirements.
By doing so, they can contribute to maintaining and enhancing the integrity of financial

reporting and the overall trust in the auditing profession.
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