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CHAPTER ONE
INTRODUCTION
1.1	BACKGROUND TO THE STUDY
In recent times there has been much discussion about the independence of Auditors; the leadership of the auditing standards board, the public oversight board, the independence standards board, and most recently the proposed independence rules promulgated by the Securities and Exchange Commission (SEC) has all attempted to clarify and strengthen auditor independence. Also in the medieval era financial statements were not necessary and hence financial statements were not prepared neither used to make decisions. But with the recent development every firm are expected to prepare financial statement in order to know the financial position of the organization so that stakeholders can make decisions.
Securities and exchange commission (SEC) require traded companies to make sure their statements are prepared and audited by certified public accounting firm who assume the responsibility for the fairness of the financial statements. This opinion adds to the credibility of the statements which is agreed by the lender and private investors who voluntarily allow company’s statement to be verified by independent body. The user of financial statement which include: shareholders, government, creditors, investors, etc. All rely on the audited financial statement in other to make informed decision. Therefore the credibility and reliability of this statement is necessary.
The basic purpose of financial statements in the view of Meigs and Meigs (2007) is to assist decision makers in evaluating the financial strength, profitability and the future prospects of a business entity. The basic objective for preparing financial statement is to provide information useful for making economic decisions. The objective of an audit of financial statements is to enable the auditor express an opinion whether the financial statements are prepared in all material respects and also in accordance with auditing standard.
The function of auditing is to lend credibility to the financial statement. The financial statements preparation is the responsibility of the management, while auditor responsibility is to lend credibility of the financial statements. The auditor also increases the credibility of other non-audited information which is released by the management. For an audit to be credible and reliable, it must be performed by someone who is independent and cannot be influence by position, power which will affect its own conclusion. The securities exchange commission approved new auditor independence regulation which requires that traded companies should disclose the level of fees that were paid to their external auditor for non-audit services.
The auditor independence has long been recognized as the cornerstone of the public accounting profession (Sweeney, 2002; Mednick, 2007) and that it is privileged to govern itself. Society grants power and privilege to the Accounting profession. Auditors are obligated to perform their duties for the public benefit in exchange for exclusive professional privilege. Traditional audit independence view regard as a moral perspective (Preston et al., 2005; Thompson and Jones, 2009). As for a moral perspective, auditors are professionals, with professional obligations to the public. They should not engage in any activity that appears to impair their effectiveness as professionals, regardless of the totality of their incentives (Antle, 2009). Professionals are presumed to do things because of their professional duties, not because of their best interests. In incentives right or wrong is concentrated. Morally, some seem to believe that it is wrong for an auditor if "appear" not to be independent. Intrinsic ethical concentration is an influencing factor to consider on a moral view the nature of the moralistic analysis that support the enhancement of the audit independence and have significant to the auditor's role to play auditors' primary duty to protect the public interest and the necessity to use judgment in fulfilling this duty (Dobson and Armstrong, 2005; Libby and Thorne, 2007).
The ideal of auditor independence has been clearly stated for a long time. The second general standard of generally accepted auditing standards states that “in all matters relating to the assignment, independence in mental attitude is to be maintained by the auditor or auditors.” Essentially, an auditor may function as an employee (internal auditor) or an independent professional (external auditor).
Users of these entities' financial information, such as investors, government agencies, and the general public, rely on the external auditor to present an unbiased and independent evaluation on such entities.
In an ideal world this may be the case, but in reality i will argue that these auditors may be less independent than the other auditors. Therefore safeguarding auditor’s independence is a key priority not only for auditors, but also for management and investors. In the global market of today, the government, creditors, institutional investors, lenders, regulator, stakeholder etc rely on the information provided by the auditors on the credibility and reliability of the financial statements.
1.2	STATEMENT OF THE PROBLEM
Financial reports as stated in Igben (2009) are meant to be a formal record of business activities and these reports are meant to provide an overview of the financial position and profitability in both short and long term of companies to the users of these financial statements such as shareholders, managers, employees, tax analyst, banks, etc. But in recent times, the financial manipulations, weak internal control systems, ignorance on the part of the board of directors and audit committee, manipulation on the part of the reporting auditor and other fraudulent activities that occur within companies, creating a negative goodwill to the general public. A typical example of a financial statement malfunction is the popular case of Enron. Enron was one of the largest energy companies in the US. By fraud and bribery, Enron executives avoided income taxes, and this lead to the downfall of this multi-billion dollar firm. Importantly, this wasn’t the first; a similar case appeared in 2002, when equity funding, an insurance firm located in Los Angeles went bankrupt (Mclean and Elkin, 2003). In fact every year, a new business fraud is unravelled, often with similar components: corporate instability, uniformed accountants, high-level connections, and broke investors (Swartz and Watkins, 2003).
Enron started in July 2005 when Omaha-based inter-north merged with Houston natural gas. Kenneth lay, who had originally held positions in academia and the government, became chief executive and chairman. By 2001, Enron had grown to one of the largest energy companies in the world (Mclean and Elkin, 2003). However, the company sudden by unravelled and collapsed.
Some other examples of corporate failure on the local scene are Lever plc now Unilever in (2008) and African Petroleum (2010). From the above discussions, there is need to ensure credibility of financial statement of companies in order to increase users confidence and thereby affecting investors behaviour. This study seeks to investigate why corporate organizations fail and how it is occasioned by the independence of auditors.
1.3	RESEARCH QUESTIONS
Answer to the following questions will be sought as a basis for testing the hypotheses:
i. Does auditor’s independence has any significant effect on the credibility of a financial statement?
ii. Does auditor’s right or wrong judgment has any significant effect on the credibility of a financial statement?
iii. Does auditor’s independence has any significant effect on the reliability of the audit report?
1.4	OBJECTIVES OF THE STUDY
The study in specific terms intended to:
i. To determine the effect of auditor’s independence on the credibility of a financial statement
ii. To examine the effect of auditor’s right or wrong judgment on the credibility of a financial statement
iii. To determine whether auditor’s independence has any significant impact on the reliability of the audit report. 


1.5	RESEARCH HYPOTHESIS
In line with stated objectives, the following statement of the hypothesis have been provided in null form
H0 1: Auditor’s independence has no significant effect on the credibility of a financial statement
H0 2: Auditor’s right or wrong judgment has no significant effect on the 	credibility of a financial statement
H0 3: Auditor’s independence has no significant effect on the reliability of the audit report.
1.6	SIGNIFICANCE OF THE STUDY
This research study aims to contribute both theoretical to the literature, and practically to the auditing profession, it shall seeks to provide ordinary insight on area concerned with auditor independence, and explored the possibility of relationship between the level of auditor’s reputation awareness and their independence. It also aim to contribute to the extant literature on auditor in dependence by increasing the understanding of situations that potentially threaten auditor independence.
1.7	SCOPE OF THE STUDY 
The scope of this study covers the independence of an auditor in achieving truthfulness and fairness of financial statement. However, due to logistics, this study has been limited to Aiyedogbon & Co. Auditing firm located in Muritala Muhammed Road, Ilorin.    
1.8	LIMITATION OF THE STUDY
In the course of this project, basically, the problems encountered during the research work to get the needed information for this project can be summarized as follows:
Time factor is a limitation to the study, financial constraints is also a limitation, some of the people interviewed were not ready to give relevant data and information that is needed for the research work and most of the respondents were suspicious and reluctant in administering the questionnaire.

1.9	DEFINITION OF THE TERMS
Auditor’s: External auditors are independent accounting/auditing firms that are hired by companies subject to an audit. External auditors express their own opinions on whether the financial statements of the company in question are free of material misstatements (these could be due to fraud, error or otherwise).
Independence: The word independence means "not dependent", or not having to depend on anyone or anything else. It also means being strong and able to survive alone. Anything can be dependent or independent.
Tool: A tool is any physical item that can be used to achieve a goal, especially if the item is not consumed in the process.
Achieving: Achieving definition, to bring to a successful end; carry through; accomplish: The police crackdown on speeders achieved its purpose. 
Truthfulness: The quality of being truthful. sincerity - the quality of being open and truthful; not deceitful or hypocritical; "his sincerity inspired belief"; "they demanded some proof of my sincerity" sooth - truth or reality; "in sooth" honestness, honesty - the quality of being honest.
Fairness: Fairness is the quality of making judgments that are free from discrimination. Judges, umpires, and teachers should all strive to practice fairness." This makes sense given that the word is also used to describe physical beauty.
Accounting: Accounting is the systematic and comprehensive recording of financial transactions pertaining to a business, and it also refers to the process of summarizing, analyzing and reporting these transactions to oversight agencies and tax collection entities.
Reports: A report or account is any informational work (usually of writing, speech, television, or film) made with the specific intention of relaying information or recounting certain events in a widely presentable form.


CHAPTER TWO
LITERATURE REVIEW
2.1	PREAMBLE
A critical element of all research work is the review of literature it is so important that Asolabi (2008) noted that its omission, represents a void or absence of a major element in research. The literature review, a recording to Bruce (2010) has 6 key elements which include a list, a search a survey, a vehicle for learning, a research facilitator and lastly, a report. On account of the above submissions, the researcher shall review relevant, related literature on Auditing with a view to improving the overall quality (content) of the research work.
2.2	CONCEPTUAL FRAMEWORK 
Ecaterina (2007)observed that auditing plays on Essential role in serving the public interest in order to strengthen accountability and reinforce trust and confident in financial report. Re-occurring causes like Enron and would come in the USA, African petroleum plc in Nigeria have given the audit profession a lot of publicity, some of which is negative. What then is auditing? And what are the key concepts surrounding this intricate practice.
Clement (2012) defined auditing as a means of evaluating the effectiveness of a company internal control, maintaining an effective system of internal control, the notes is vital for achieving a company business objectives obtaining reliable financial reporting on its objectives, preventing fraud and misappropriation of its assets and minimizing its cost of capital. Inasimilan tone, auditing is an independent examination of an expression of opinion on the financial statements of an enterprise, by an appointed auditor in pursuance of that appointment and in compliance with any relevant statutory obligation (Okezie, 2008 and Uwota, 2012).
Wikipedia (2012) asserted that auditing plays a vital role in accounting of a systems internal control; it seeks to provide a reasonable assurance that the financial statements are free from material misstatement and error. In supporting this claim, Uwota (2012) wrote that auditing consists of a searching investigation of the accounting records and other evidences supporting the financial statements in order to provide a fair and reasonable picture of financial details of the company.
The development of modern accountancy and auditing dales back to the great expansion in industry and commerce, which has taken place the industrial revolution of the 18th century (Okezie 2008) Ecaterial (2007) pointed out that the industrial revolution led to the development of large industrial companies with complex bureaucratic structures. In the course of time, specialists were needed to provide appropriate book-keeping and auditing as a result of separation of ownership from management of large companies. The need for the managers to account to the shareholders became necessary. The shareholder thus, requires an independent person(s) to represent their interest in reviewing the reports of the managers to ensure that it is accurate.
In recent times, the demand for auditors exists not just only in the process of communication of accounting information but also a regulation requirement made by government to ensure proper accountability of both public and private companies.
Okezie (2008) posited that the 1844 joint companies Act started that legal lead for the annual audit of the balance sheet of Joint Stock Companies in Britain. Later is 2006, the compulsory audit of limited liability companies was abolished. It was, however, restored by the companies Act of 1900 which required the auditors to state whether in their opinion, the balance sheet showed a œtrue and correct view of the state of affairs in such companies. There was no provision relating to the profit and loss account in the 1900 Act. The English Companies Act 1948 however laid a comprehensive foundation for modern day auditing practice which includes;
1. It laid down certain minimum information to be disclosed by companies account
2. It required auditing report to express opinion on both profit and loss account and the balance sheet
3. It required auditing report to express opinion on group financial statements
4. It set a minimum requirement for any person or group of persons aspiring to be auditors
5. It replaced the true and current view with the true and fair view
Similarly, the development of accountancy and auditing in Britain influenced that of Nigeria. This took the firm of the establishment of the institute of chartered accountants of Nigeria (ICAN). In 1975, the enactment of the companies decree of 1998 which can rightly be referred to as the œcarbon copy of the English companies Act of 1998 to the Companies and Allied Matters Decree of 1990 and lastly new legislations such as the Companies and Allied Matters Act (CAMA) 2004, Investment and Securities Act (ISA) 1999, the Bank and Other Financial Institutions Act (BOFIA) 2003 etc. have in one way or the other sharpened the industry the way it is today.
The need for Auditing stems from;
1. Internal control
2. Financial Review
3. Regulatory monitoring
Uwota (2012) conductively ascribed that the need for auditing rose from the following point which are;
1. Financial statement may actually not represent the financial position of the organization.
2. The accounts prepared by the company’s accountant(s) may contain errors on misstatement.
3. Separation of ownership from management of companies.
4. Meeting statutory requirements.
5. Establishing a degree of correspondence between assenting made by management and users criteria.
2.2.1	Types of Auditor
Several types of audit exist in modern day practices these, Deloritte (2012) gave as;
1. Statutory audit
2. Private audit
3. Interim audit
4. Management audit
5. Continues audit
6. Internal audit
7. Financial and Regularity audit
8. Effectiveness audit
9. Value for money audit
Statutory Audit: is that types of audit imposed by statute, which is carried out because the law requires it. The duties of an auditor under this type are spelt out in the enabling statute (like the companies and allies matter acts 2004) and cannot be limited in any way by the client (although the scope could be increased by mutual agreement between the client and eth auditors) e.g. annual audit of companies and government departments and corporations by external auditors.
Private Audit: is an audit not imposed by law. The duties of eth external auditors is/are stated by the engagement letter. A private audit is therefore a special audit where the duties and functions of the auditors are specified by the engagement letter and not statute.
Interim Audit: is the term used to describe the audit conducted before the end of eth financial year. This is where the external auditor reviews the records of an organization before the year end and may be so required by management of companies or their financers e.g. banks, investor supplies etc.
2.2.2	Investigation Independence  
This has to do with freedom from control or undue influence in the selection of areas, activities, personnel relationship and managerial policies to be examined. This means that, all required information should be given to the auditor in the course of his investigation.


PROFESSIONAL INDEPENDENCE
Professional independence in contrast is a perception of help by members of the financial community and the general public about practitioners as group perception however, are sometimes inaccurate and occasionally damaging to the extent that the professionals are perceived as lacking indepence.
This professional independence has a direct impact on the effectiveness and indeed the live-hood of an auditor as a result, maintaining an image of independence has be a major pre-occupation of the profession.
The current role of Institute of Chartered Accountants of Nigeria (ICAN) in this regard may be found in the professional ethical guidelines affecting the auditors independence issued by the institute from time to time, non-conforming members are expected to be disciplined by the institute or has its license revoked.
This guidelines, supplement the effort of the company and Allied Matter Act Decree 2004, CAMD. However, it is observed that whilst the current guidelines are not adequate, they are not enforceable in court, monitoring is difficult and ICAN section for breaches by members do not bite hard enough, it is hoped that in future more areas would be covered by the guidelines and breach would be enforceable in court. It is only the constitution role in relations to auditor independence that would be meaningful.
CASES OF INDEPENDENCE
Basically, the rules of independence according to A.H. Millichamp (2013), relates to both the real independence of individual audit practitioners and to the apparent independences of all audit professional collectively (professional independence)
PRACTITIONER INDEPENDENCE
This is a state of mind, an attitude of impartially and self-reliance that pervades an auditors approach to audit examination.
This practitioner independence requires freedom from restriction regarding audit techniques to be used by the auditor, the area to be audited and the auditor reporting obligation. To be independent on auditor’s professional judgment should neither be influenced by nor sub-ordinate to any other interested parties in maintain an impartial attitude towards financial information to be prepared and it’s users, an auditor must be aware of conditions or factors that impair independence.
According to MANTA and SHARAF (2009), three fundamental dimension of practitioner independence identified requires freedom to be used by the auditor, the areas to be audited and what can minimize or eliminate potential threat to the auditor’s impartially.
PROGRAMMING INDEPENDENCE
This requires that auditors have freedom to develop his/her program, both as steps to be used and amount of work to be performed, within the overall bound of the engagement. This encourages freedom from control or undue influences in course of his investigation.
STATUTORY AND OTHER RULES REGARDING AUDITOR INDEPENDENCE
As we have discussed earlier that the independence of the auditor as an attribute enabling him to ensure accountability, effort will now be made to examine the extent to which company’s legislation in Nigeria had ensured the existence of the auditors independence. We would have limited ourselves to the main provision of the company decree of 1968 were it not for its weakness. 
The 1968 Decree on companies had an intention to ensure that auditor were independent and were seen to be so. However, the practical application of the law enables the intention of the law to be avoided at which for one thing, company legislation also indicated that our law was not strong enough to ensure the auditor’s independence moreover several loopholes could be identified in its operation and in theory.
WEAKNESS OF THE DECREE 2008
Firstly, the qualification chance for example, the disallowed relationship were limited to few auditors who could do business with the client company relatives and friend of officer, servant and partner and their employees barred by section 154 could be appointed as auditors.
Secondly, apart from auditing the account of client companies, auditors could perform other non-audit services to companies. A quick glance at some of these services indicated that in most cases their performance were at variance with the professed independence of the auditor.
Again the law allowed the re-appointment of auditors for indefinite number of times. The familiarity with other people which arise when an auditor is appointed several times may render the auditor less independence.
Lastly, it has been argued that the three overemphasized shareholders interest to the users of the auditor’s report, such emphasis they say will head to been bias against other users. Moreover, if shareholder appear to be powerful on paper but abdicate to the directly shown above, then auditors would easily sway to the pressures of the directors.
COMPANY AND ALLIED MATTER ACT (2004) AND INDEPENDENCE
An auditor is appointed by shareholder and not by the director according to section 359.
Every company shall at each annual meeting appoint an auditor to audit the financial statement of the company and to hold office from the conclusion on that, until the conclusion of the next annual general meeting.
However, at annual general meeting, a retiring auditor shall be re-appointed without any resolution being passed unless.
a. He is not qualified for re-appointment 
b. A resolution has been passed at that meeting appointing some other person instead of him or providing expressly that the retiring auditor shall not be reappointed.
c. He has given the company a notice in writing of his unwillingness to be re-appointed.
The director may fill any casual vacancy in the office of the auditor but while any such vacancy continue, the surviving or continuing auditors if any may act. None of the following persons shall be qualified for appointment as auditor of a company.
(a) An officer or servant of a company 
(b) A person who is a partner of or in the employment of an office or a servant of the company
(c) A person or firm who or which is an officer to the company professional advice in a consultancy capacity in respect of secretarial taxation or financial management.  
(d) A body corporate: The implication of this provision on the auditor independence is between the auditor and his client company, his independence and the physical would be a force.
(e)	The section 360 o the act gave several rights to the auditor which were design to strengthen his independence for example, he has the right of access to all material information, he could ask for explanation on any matter he deemed.
The section granted that only shareholder could remove auditor. The fact is that if directors could remove auditors, they could use that power to manipulate them, strengthening the independence of the auditor further was the provision of sub section (2) which states that an auditor of a company who has been removed shall be entitle to attend;
(a) The general meeting at which his term of office would otherwise has expired and
(b) Any general meeting at which it is proposed to fill that vacancy caused by his removal;
(c) Furthermore the section 388 of the Act made it illegal, the existence of certain relationship between the auditor and his client company. It disqualified officers and servant of the company and their employee or partners, from being appointed as auditor of the company. The section provides as follows: Section (1) A person shall not be qualified for appointment as an auditor for a company for the purpose of this Act, unless he is a body of accountant in Nigeria establishment under certain professional body.  
(d)	He must not accept fees or the amount of which is based on success of the assignment except where unavoidable.
(e)	He must not accept professional advice in a consultancy capacity by the client company and section 359(s) introduces the issue of Audit committee. The effect of the latter on the auditor independence is discussed in the last section of the study.
ICAN REGULATION OF INDEPENDENCE
The provision in the CAMD 2007, to cushion auditor independence is not adequate in the sense that there are many circumstances in which the independence of an auditor could be impaired. To this end eth Institute of Chartered Accountant of Nigeria in November 2009 issues a code of conduct which provides the followings:
INTEGRITY   
This is important to the auditor’s personality. Specifically he must be honest and should be able to rise above situation at all times, probity, accountability and objectivity should guide his work and conduct at all times. He should maintain a professional attitude in the performance of his responsibilities.
2.2.3	Fraud Error and Irregularities  
In cleaning with the account of any company the internally perpetuated efforts should therefore be made to ascertain this during their programme.
The theft Act of 2008 defined fraud under the following general headings: 
i) Dishonestly obtaining properly by deception;
ii) Dishonestly obtaining pecuniary advantage by deception;
iii) False statement by officers of companies or association made with invitation to deceive members of creditors.
iv) Dishonestly in suppressions of documents with view to gain.
It further goes on to explain that false accounting has been committed where: 
a)	Dishonestly of a person will intension to gain (for himself or another) or with intention to conceal an information required to be made for ay account purpose or cause a loss.
b)	Produce or make use of any such document account with furnishing information for any purpose which to his knowledge is or may be misleading, false, or deceptive in material.
According to Justice Akintola Agudai in his criminal law and procedure for Southern State of Nigeria in (2005) he defined fraud as intent to deceive in such a manner as to expose any person to loss or the risk of loss.
FRAUD  
Is one type of irregularities and is used to refer to irregularities involving the use of criminal deception, note that, this is quite different from malpractice, which is the wrongful performance of one’s fiduciary duty, although financial loss is always encountered too.
IRREGULARITIES   
This is used to refer to international distortions of financial statement and accounting record for whatever purpose and the misappropriation of assets whether or not accompanies by distortions of financial statement which contain material irregularities or material error or both are bound to be materially misstated in book-keeping terms error can be classified as: -
a)	Failing to make a book entry i.e. total omission of a transaction from the books (error of omission).
b)	Making an incorrect book-keeping entry, (this could be an error of principle entry or wrong figure).
c)	Making a position to an incorrect book of entry. (sales on items sales ledger posted to purchase ledger)
d)	Loosing a supporting documents due to carelessness or deliberately action.


These irregularities can be classified as: -
a) Suppressing a book entry 
b) Making an improper book
c) Making an improper calculation and improve posting to a ledger account 
d) Manipulating or suppressing a supporting document.
Errors are common but fraud is rare, however a person perpetrating a fraud will try as much as possible to hide it, so that it may be difficult to detect.  
The auditor’s responsibilities toward fraud, errors and irregularities should be limited to the proper designation and devaluation of his work with the view of detecting irregularities that might impair the truthfulness and fairness given by the financial statement. He should therefore recognize the possible materials fraud which could (unless adequately disclosed) distort the result shown by the financial statement.
The auditor has no legal duty to search for fraud or error while it would be very controlling to rely on the remark of lopper by the Rekingston Collin case, that auditors must be made liable for not trading our igneous and carefully laid scheme of fraud when there is nothing to arouse their suspicion.
The auditor is a watch dogs, not a blood hound. This will be discussed in detail when we reach the auditor liability.
2.2.4	Extent of Auditors Investigation and Liability     
It is not enough for an auditor merely to compare profit, he needs to go behind the books, errors of principle and fraud may not be detected easily but will be detected by investigation. The auditors therefore must exercise every reasonable care and caution in order to satisfy himself that the books themselves are correct and include all the transaction that should be recovered there in. Therefore, the extent to which an auditor must carry his investigation is a practical question of great importance and necessity.
It must depend largely upon the whole of proper internal control prudent auditor will check and verify all vouchers at a far greater proportion of the detail control was in force where for instance, there is a head book keeping who has control of all books having access to the whole of the books, can make adjusting entries and had every opportunity to cover up a fraud by mere routine checking of the books Audit of this types present a problem, no little difficulty to the auditor.
1) Auditor Liability 
Auditor may be liable for professional misconduct under either statutory or common law. Liability under the statutory falls under these two things:
i) Criminal liability for misstatement in section 565 CAMA 2004
ii) Civil liability section 386 CAMA 2004.
The main difference between the two charges will be the penalties since under civil liability the only remedy is the payment of damages, while under the criminal charge there is possibility of a fine, imprisonment of both.  
2) Criminal Liability 
An auditor may be criminally liable for the commission during the course of his audit of various offences which under statue now constitute a crime. Most of the liabilities under this heading arise from error in the performance of audit involving criminal neglector of course action fraud or conspiracy in which institute to do what is known to be illegal is an essential element.
Thus, an auditor may be held liable to both imprisonment and or a fine in the following cases of criminal offences.
i) For publishing false statement 
ii) For willfully destroying falsifying 
iii) For dishonesty in appropriation amounting to theft of property 
iv) For accepting bribes
v) For fraudulence 
This can be explain more clearly in the criminal liability for mis-statement in prospectus, Section 563 (1) of CAMA 2004 where a prospectus issued after the commencement of this Act includes any untrue statement, any officer who authorized the issue of the prospectus shall be guilty of an offence on conviction by the court upon an indictment to imprisonment for a term not exceeding 2 years or too a fine not exceeding N5, 000 or to both.   
3) Civil Liability 
Auditor as an officer of the company, it is important to consider to what extent the auditor is affected with regard to his liability as an officer of the company.
It may be said that an auditor may be liable if he comes within the terms officer who is in default and action is taken against him by the liquidation of the company by way of misfeasance. However, in order to be held liable in this terms as an officer of the company the auditor must have been properly appointed as such.
In the Western STEAM BAKERIES AND MILKING CO. LTD (2009); 	It was held that firms of accountants employed by one of the directors to one particular years account were not in fact dully appointed company auditors and therefore they could not be held liable as officer of the company.
Furthermore, in determining whether an auditor is liable to penalty in respect of the default mentioned in the Act will be found that the deciding factors is whether he was possessed of any authority knowing and willful to permit the default. However, the auditor may be held liable for failing to refer to his report the fact that proper books of account and balance sheet do not comply with the provision of section 162 of the company act. Conversely, he can’t be held liable under the heading as an officer of the company.
2.3	THEORETICAL FRAMEWORK
2.3.1	The Policeman Theory  
This theory was developed by the Dutch Professor Theodore Limperg (Hayes et al., 2005), asserts that the auditor is responsible for searching, discovering and preventing any fraudulent activity. However, the role of auditors is to provide reasonable assurance and an independent, true and fair view of the financial statements. Although, there has been more pressure on auditors to detect fraud after recent reporting scandals e.g. Enron. However, auditors are not responsible for finding all fraud but should improve their detection rate to instill public confidence.
2.3.2	The Agency Theory  
Watts and Zimmerman (2008), emphasizes that audit services are employed in both the interests of third parties and management. An agency relationship exists between the agent (management) and principals (shareholders, employees, banks etc.); where the authority of decision-making is delegated to the agent. 
2.3.3	The Credibility Theory  
The theory argued that adding credibility to financial statements is an integral part of auditing, making it a fundamental service auditors provide to clients. Audited financial statements boost users’ confidence in an organizations financial records and management’s stewardship; in turn, improving their decision quality such as, investment or new contracts, based on reliable information, theory (Heyes et al., 2005).
This study will adopt that three (3) theories because the theories are relevant to the study. That is while the policemen theory ascertain that an auditor is to provide reasonable assurance and as independent, true and fair view of the financial statements, the agency theory emphasize that audit services are employed in the interests of both the third parties as well as the management and the credibility theory argued that adding credibility to financial statements is a fundamental service an independent auditors provide to clients. 
2.4	EMPIRICAL REVIEW
Several studies have been conducted on the effect of audit independence on reliability of financial report from both developed and emerging economies. Okolie (2014) examine the effect of auditors’ independence on earnings management. A sample of fifty seven (57) listed companies in Nigeria for the period ranging between 2006 to 2011. Findings of the study indicate that audit fee has a negative but significant association with discretionary accruals. This is affirmed by Abdul-Malik et al (2016) who explored the impact of audit fees on financial reporting quality in Nigeria. Data was sourced from the annual reports of Eighty nine (89) listed companies for the period of 2008 to 2013. The result revealed that audit fees have a negative but significant influence on discretionary accruals. In addition a recent study by Abdul – Rahman et al (2017) examined the relationship between of audit fees and quality of audit in Nigeria reveals that audit fee is positive and significantly related to audit quality. 
According to definition of independence Edward Stamp (2005) independence is essentially the attitude of mind characterized by intergrity and objective approach to professional works. It is basically a statement of mind which is not subjected to client influence and which is devoid of bias influence in making judgement, it requires the auditor to be able to make objective and unbiased audit decision. It is however a subjective concept in that the auditor is the sole judge to the financial statement.
According to Late SIR Fakayode Rotimi Williams, in lecture note on auditor and his work (2010), independent is an empirical concept. This is because it is built around how other view the independent status of the auditor. It is usually based on the perceptions of users of financial statements. The auditor must therefore be on his work.
Clement (2012) note that audit system is important for a company because its enables it to pursue and attain its various corporate objectives. Business processes need various forms of interval control to facilitate supervision and monitoring, prevent and detect irregular transaction, measure ongoing performance, maintaining adequate business records and to promote operations productivity, interval Auditors, review the design of the interval control and informally propose improvement and document any materials irregularities to enable further investigation by management if it is warranted under the circumstances.
Manguis (2011) observed that auditing helps top management manage corporate affairs, providing guidance on various issues ranging from financial accuracy to interval control to regulatory compliance. They also help department heads indentify tools and methodologies to improve operational activities, putting companies on a more sustainable path.
Kabiru and Abdullahi (2012), they carried out an empirical investigation into the quality of audited financial statements of deposit money banks in Nigeria, using both primary and secondary data and from the population of 21 banks they select a sample of 5 banks comprises of First Bank, Zenith Bank, Union Bank, United Bank for Africa and Access Bank, all publicly quoted companies in Nigeria. They found that Independence of an auditor does significantly improve the quality of audited financial statements of money deposit banks in Nigeria. Compliance to auditing guidelines has positive and significant effect on the quality of audited financial statement of money deposit banks in Nigeria. Material misstatement does significantly affect the quality of audited financial statements of money deposit banks in Nigeria. They also found that audited financial statements of Nigerian money deposit banks, if re-audited by other independent auditors, will give the same result and conclusion. 
Okezie (2010) enumerated the advantages of audit to include. It helps to agree tax assessment with the internal revenue service. It facilitates any claim for loss of profit from an insurance company, including consequential loss. It helps to reduce fraud and errors, through interval control system etc. It enables the client to obtain general and sound financial advice. It help to reduce on settle dispenses that might otherwise arise regarding acceptance of the annual account and also provides a proper basis for the valuation of good-will on admission or retirement, or death of a partner or sale of shares or determination of share price at approved stock exchange and it helps to attest to the truth and fairness of financial statement of companies.
Uwota (2012), stressed that as useful as audit is to an organization, certain side effects are known with the process of audit, they include: It is very costly exercise, it is time consuming and it sometimes lead to stop of work, especially during cash or stock count.
Delathe (2012) stated that auditing in the past, have been considered as a simple administrative procedure comprised mainly of checking accuracy of transactions pre-payment verification and control, counting assets and reporting in past event, a combination of forces, has, in recent time, let to a quiet revolution in the accounting profession, Government, private and public companies are moving towards a higher level of transparency and as such demonstrate accountability and stewardship in the use of resources entrusted to them. Reason for Auditing includes; Evaluation and risk management, control and Government processes and investigative and Advisory services.
Asthana et al., (2018) examine fees competition amongst Big 4 auditors and audit quality in US. They show that fees competitions are valued as essential mechanism for enhancing audit quality in the vastly concentrated US audit market. In the same vain, Knechel et al., (2018) examine the impacts of widespread trust and community cooperation on audit fees amongst different countries in the world. They reveal that countries with higher trust and community cooperation have high likelihood to expense on a strong audit job to request higher auditing services. They argue that countries with greater trust and community cooperation reimburse higher audit fees to demand greater assurance. This indorses that countries with higher extensive trust or greater public cooperation pay higher price on auditing services and hence are prepared to pay higher audit fees. The status also requires an auditor to report to an audit committee made up of non-executive directors as this improves his objectivity.
In several respects; section 357, 388, 360, 362, and 363, are similar to section 152 to 155 of the company Decree 2009. The appointment, the removal, remuneration, qualification and procedure above are the same except for few additions. This research work will not respect the strengths and weakness of the CAMD 2009 relating to matter discussed earlier, the new Act is guilty of almost all the weakness of the forenamed Decree. The main improvement over the companies decree 2008 and 2010 are twofold section 388 (2c) forbid the offer of being subjected to ratification at the succeeding annual general meeting.
Thus, in principle it is the shareholders who were allowed by the act to appoint in this case it could be postulated that the directors cannot use the power to appoint their cronies. Therefore established an appearance of independence. An auditor can only be removed by the shareholder and not by the directors, section 362 (1).
A company may be ordinary resolution remove an auditor before the expiration of his term of office not withstanding anything in any agreement between it and him. This section appears to be the most serious effort by the decree towards assuring the auditor independence.
2.4.1	RESEARCH GAP
Auditor independence has long been recognized as a fundamental principle for ensuring the truthfulness and fairness of accounting reports. While numerous studies have examined this concept, most of the existing literature has centered on large multinational audit firms and publicly listed companies, often overlooking smaller, indigenous auditing firms. Research has primarily focused on the regulatory frameworks and professional ethics that promote independence, yet there remains a significant gap in understanding how these principles are applied in practice by smaller firms operating in regional settings. In the context of Nigeria, and particularly in cities like Ilorin, there is limited empirical evidence on how local auditing firms maintain auditor independence and the challenges they encounter. This gap is critical, as local firms like Aiyedogbon & Co. play a vital role in auditing financial statements of small and medium-sized enterprises, which form the backbone of the local economy. Therefore, this study aims to investigate auditor independence within Aiyedogbon & Co., examining its effectiveness as a tool for achieving truthfulness and fairness in accounting reports, and thereby contributing to the limited body of knowledge on auditing practices in regional Nigerian contexts.




CHAPTER THREE
METHODOLOGY
3.1	AREA OF STUDY
This chapter presents method and procedures that will be used in carryout out the study. It also deals with research design, source of data collection, target population, sampling frame, sampling size, sampling techniques and procedures, instrument and method of data analysis and presentation.
3.2	RESEARCH DESIGN
This research design adopted in the research work is the descriptive survey research design. This is because the way is carried out to examine auditors independence as  tools of achieving truthfulness and fairness of accounting report. 
3.3	SOURCES OF DATA
There are two major sources of data that are used in this research work by the researcher for analysis which are primary and secondary sources.
3.3.1	Primary Source of Data
It is system of data collected by the researchers for the purpose of this topic under research. It is a reliable source of information and it is also refer to the information gathered by the researcher him/herself in the study area which includes using questionnaire, personal observation or oral interview.
3.3.2	Secondary Source of Data
There are data collected from already analyzed, collected and processed fact and information by other journal, textbook, seminar, conference paper, etc.
3.4	POPULATION OF THE STUDY
This research work covered the auditing department and consultancy department of the firm or organization. However for convenience and because of time constraint schedule Aiyedogbon and Co. Auditing Firm was taken as a case study having a total number of 35 staff in the firm.
3.5	SAMPLE SIZE AND SAMPLING TECHNIQUES 
In this research work sample size comprises of 35 respondents made up of staffs, principal partners and other rank of the firm in the various departments of Aiyedogbo and Co. Firm, focused on the auditing department and consultancy department were used for the random sample techniques.
3.6	RESEARCH INSTRUMENT
In this research work, three (3) instruments are used to carry out the data collection and they are: questionnaire, personal observation and oral interview.
Questionnaire
The question is of two (2) section, section A which consist of the respondent bio-data and section B which contain the subject matter relating to the identify development with the aim of providing relevant information for the research work.
Personal Observation
In the research work, the location of the researcher was visited to ascertain the development that has happen in the study area.
Oral Interview
This was administered in the study area both to the literate and illiterate people who can give relevant information to the researcher; oral interview was conducted to literate people that do not give audience of filling the questionnaire distributed in the study area.
3.7	METHODS OF DATA ANALYSIS
This is method of data analysis by using tables, simple percentage, chart graphs and tested using Chi-Square etc. in this research work, tables and simple percentage and tested using chi-square used for data analysis.
3.8	MODEL SPECIFICATION
This refer to the technical procedures in carrying out statistic or quantitative analysis in this research work, descriptive statistical method will be used to analyze the data gotten or collected from the areas.
The regression model was follow;
FPD = a + β1IC + β2PSc +β3VFM + E 
Where:
FPD = Fraud prevention and detection
IC = Internal Control
PSc = Physical Control
VFM = Value for Money Audit



CHAPTER FOUR
ANALYSIS AND DISCUSSION
4.1	PREAMBLE/INTRODUCTION
A total of 25 questionnaires were distributed to the employees of Aiyedogbon & Co. Auditing Firm.   After   the questionnaires were completed by the respondents and returned, they were screened and sorted out by the researcher. The details of the returned questionnaires shows that out of 25 questionnaires sent out, 20 only were completed and returned, while 2 was not returned and 3 were rejected because they were not properly completed. Hence 94.29% of the respondents returned their questionnaires.
4.2	DEMOGRAPHIC TRAIT OF RESPONDENT
Table 1: Bio-Data
	Variables
	Frequency
	Percentage (%)

	Sex

	Male
	7
	35%

	Female
	13
	65%

	Total
	20
	100%

	Ages

	18-25
	3
	15%

	26-35
	9
	45%

	35 and Above
	8
	40%

	Total
	20
	100%

	Marital Status

	Single
	9
	45%

	Married
	11
	55%

	Total
	20
	100%


	Educational Qualification

	ND/NCE
	2
	10%

	B.Sc/HND
	7
	35%

	PGD
	2
	10%

	MBA
	6
	30%

	M.Sc
	3
	15%

	Total
	20
	100%


Source: Field Survey, 2025
Table 1 above indicates that 7 or 35% of the respondents were Male, while 13 or 65% of the respondents were Female, 3 or 15 of the respondent were 18-25 years, 9 or 45% of the respondent are aged between 26 and 35, 8 or 40% are 35 and above. This shows that most of the respondents are aged 26 and 35. Also 9 or 45% of the respondent are single, while 11 or 55% are married and none is divorced or widowed. This means that majority of the respondents are married. And finally, the above table shows the number of respondents by qualifications. The data collected indicated that 2 or 10% of respondents are ND/NCE, Holders, 7 or 35% are HND/B.Sc holders, PGD, MBA and M.Sc. Therefore, it could be inferred that majority of the credit officers are HND/B.Sc holders.


Research Question 5: Lack of auditor’s independent could militate against audit from achieving its objectives. During the interaction respondents were asked if lack of auditors independent could militate against internal audit from achieving its‟ objectives.
	Variables
	Frequency
	Percentage (%)

	Yes
	7
	35%

	No
	13
	65%

	Total
	20
	100%


Source: Field Survey, 2025
Table 2 indicate that 7 or 35% of the respondent greed that lack of auditors independent could affect the auditor from achieving its‟ objectives while 13 or 65% respondent that lack of auditors independence has nothing to do with audit from achieving its‟ objective. That means that most of the respondents are of the view that lack of auditors independent cannot affect the performance of the auditors unit in Aiyedogbon & Co. Auditing Firm.
Research Question 6: Auditor independence does not enhance truthfulness and fairness of accounting report.
	Variables
	Frequency
	Percentage (%)

	Yes
	4
	20%

	No
	16
	80%

	Total
	20
	100%


Source: Field Survey, 2025
In table 3 above 4 or 20% of the respondents agreed that Auditor independence does not enhance truthfulness and fairness of accounting report in Aiyedogbon & Co. Firm while 16 or 80% of the respondents disagreed.
Research Question 7:  Lack of training for members of audit department affects the formulation and implementation of Accounting Report.
	Variables
	Frequency
	Percentage (%)

	Yes
	18
	90%

	No
	2
	10%

	Total
	20
	100%


Source: Field Survey, 2025
Table 4 reviewed that 18 or 90% of the respondents agreed that lack of training for members of audit department affects the formulation and implementation of accounting report while 2 or 10% disagreed. The above analysis means that majority of the respondent agreed that lack of training for the members of the audit department can affect the formulation and implementation of accounting report.
Research Question 8: Do you think those that give account report, has independence tool of truthfulness and fairness? During the field study the respondent were also asked if those that give independence were given exact assurance in their respective office.
	Variables
	Frequency
	Percentage (%)

	Yes
	9
	45%

	No
	11
	55%

	Total
	20
	100%


Source: Field Survey, 2025
Table 5 indicates that 9 or 45% of the respondents agreed that those gave account report, has independence tool of truthfulness and fairness while 11 or 55% said no to the question. This shows that the number of respondents who said no is more that of those who said yes.
Research Question 9:  Are voucher raised in respect of all payment before they are being audited?
	Variables
	Frequency
	Percentage (%)

	Yes
	17
	85%

	No
	3
	15%

	Total
	20
	100%


Source: Field Survey, 2025
Table 6 above shows that, 17 or 85% of the respondent agreed that voucher raise in respect of all payment before payment, are audit while 3 or 15% disagreed.
This indicate that the respondent who agree in respect of the above question are more than those disagreed.
Research Question 10:    Attitudes of the Auditors and other key officers affect truthfulness and fairness of accounting report in the Aiyedogbon & Co. Firm.
	Variables
	Frequency
	Percentage (%)

	Yes
	15
	75%

	No
	5
	25%

	Total
	20
	100%


Source: Field Survey, 2025
Table 7 indicate that 15 or 75% agreed that attitudes of the auditors and other key officers affect truthfulness and fairness of accounting report in the Aiyedogbon & Co. Firm, while 5 or 25% disagreed.
Research Question 11: The top auditor of Aiyedogbon & Co. Firm consider audit as an essential tool for enhancing accounting report.
	Variables
	Frequency
	Percentage (%)

	Yes
	19
	95%

	No
	1
	5%

	Total
	20
	100%


Source: Field Survey, 2025
Table 8 indicates that 95% or 19 of the respondent greed while 5% or 1 respondents disagreed. This shows that the number of those who agreed is more than of those who disagreed.
Research Question 12: Do you believe that Firm (Aiydogbon & Co.) can survive without proper accounting report?
	Variables
	Frequency
	Percentage (%)

	Yes
	0
	0%

	No
	20
	100%

	Total
	20
	100%


Source: Field Survey, 2025
In the above table 9 when asked if auditing firm (Aiyedogbo & Co.) can survive without proper accounting report 20 or 100% of respondents disagreed. This means that the auditing firm (Aiyedogbo & Co.) cannot survive without proper accounting report.
Research Question 13: Do you think that general supervision could be the factor of improving accounting report in Aiyedogbon & Co. Firm?
	Variables
	Frequency
	Percentage (%)

	Yes
	16
	80%

	No
	4
	20%

	Total
	20
	100%


Source: Field Survey, 2025
Table 10 shows that 54 or 82% of the respondents agreed that general supervision could be the factor of improving accountability is the local government while 12 or 18% disagreed.
Research Question 14:    Are you satisfied with the level of accounting report, truthfulness and fairness existing in your firm?
	Variables
	Frequency
	Percentage (%)

	Yes
	14
	70%

	No
	6
	30%

	Total
	20
	100%


Source: Field Survey, 2025
Table 11 above indicates that 14 or 70% of the respondents agreed that they satisfy with the level of accounting report, truthfulness and fairness existing in Aiyedogbon while 6 or 30% disagreed. Which expressly indicates that the numbers of the agreed are more than that of disagreed.
4.3	STATISTICAL REVIEW
Degree of freedom is derived by the use of the formula row-1 multiply by column-1 i.e (r-1) (C-1) which in this case we have df = (r–1) (C–1)
From table r = 2, C = 2
Therefore, df = (2 – 1)     (2 – 1)
=     1    x      1   =     1
The critical value x2  at 0.05 level of probability at 1 degree of freedom (df) is 3.841. Therefore, since the captured value x2   is greater than the critical value at appropriate level of degree i.e 7.2 > 3.6, we therefore reject null hypothesis which state that “internal audit does not enhance accountability in Aiyedogbon & Co. Firm”

4.4	TEST OF HYPOTHESIS
The chi-square (x2) method was used as the statistical tool in testing the hypothesis formulated for this research work.
To avoid getting the result of the test by chance a 5% level of significance at 95% confidence level was used. The decision rule is where the computed value of the chi-square (x2) method is greater than the critical value at appropriate level of degree of freedom (df), null hypothesis (H0) will be rejected. The degree of freedom is calculated using the following formula:
Degree of Freedom (df) = (r – 1) (c– 1) Where, r = Number of rows
c= Number of columns
The question to be used in testing this hypothesis is Q6 since it is directly related to the hypothesis formulation.
Observed Frequency Table
	Variable
	Q6
	Total

	Yes
	4
	4

	No
	16
	16

	Total
	20
	20


Source: Field Survey, 2025
Expected Frequency Table
	Variables
	Observed
	Expected

	Yes
	4
	10

	No
	16
	10

	Total
	20
	20


Source: Field Survey, 2025
Chi-square Computation Table
	O
	E
	O-E
	(O-E)2
	X(O-E)2/E

	4
	10
	-6
	36
	3.6

	16
	10
	6
	36
	3.6

	X2=
	7.2


Source: Field Survey, 2025
4.5	SUMMARY OF FINDINGS
Since calculated value (7.2)>table value (3.6) the Ho is rejected. It is there concluded   that   audit   does   enhance   accounting report   in   Aiyedogbon and Co. Auditing Firm. The purpose of an audit is to enhance the credibility of the financial statements by given reasonable assurance from an independent source that they present a ture and fair view in accordance with an accounting standard. Independence is fundamental to the credibility and reliability of auditor’s report and if the reports are not credible, the investor would have little confidence in them if auditor’s report and the reports are not credible and if the auditors are not independent in both fact and appearance. This means that when an auditor is independent, he will be able to present true and fair result for the management and which will make its financial statement credible and reliable. Auditing which involves an independent examination of the financial statement of an enterprise that is prepared by the management of that enterprise by an appointed person called the auditor in order to express a professional opinion whether or not those financial statement show a true and fair view position of the enterprise as at the end of the financial period in accordance with the auditors terms of engagement as well as other relevant statutory and professional regulation, users of audited report also believe that an auditors opinion on the financial statement of a company can be relied upon which makes it credible.
CHAPTER FIVE
SUMMARY, CONCLUSION AND RECOMMENDATION
5.1 SUMMARY
There is auditor in Aiyedogbon & Co. Firm headed by the auditor appointed by the Aiyedogbon & Co. Firm. The auditor ensures that payment are verified, properly vouched for, and made to the intended party. Similarly, the Aiyedogbon & Co. Firm uses the payment receipts and adjustment vouchers in the discharge of their accounting function. However the existence of unqualified staff of audit and account departments limits the application and proper adherence to the accounting procedures which is prerequisite for achieving accountability.
Furthermore, it is observed that auditors work towards achieving truthfulness and fairness of the top officers of the Aiyedogbon & Co. Firm has  been  one  of  the  major  problems  hindering  the  Aiyedogbon & Co. Firm  from achieving truthfulness and fairness in the firm since they consider their order as a last order and not intending to listen to suggestion from their subordinate. Similarly, it is discovered that lack of auditors independence is limited to some extent, since most a times are considered a unit under the finance department. The study also found that general supervision could enhance truthfulness and fairness in Aiyedogbon & Co. Firm.


5.2	CONCLUSION
In this study, the auditor function in Aiyedogbon & Co. Firm has been examined and it was obvious that audit enhance truthfulness and fairness in the Aiyedogbon & Co. Firm and the discussion presented in the preceding section of this study, the following conclusions were made: 
1. It is clear that auditors independence is fundamental to the credibility of the financial statement. The opinion of the auditor is what the users of financial statement use in making their decisions.
2. For appropriate is void of bias or manipulation. In order to be able to this efficiently the auditor should be discourage from providing non-audit services.
3. Auditors free are influence by various economic determinants including the size and complexity of the audit work. For example Kinney and Libby (2014) argue that unexpected fee is a better measure of the auditor’s economic bond because they reflect the excess profit derived from an audit client.
4. According to the standard (IAS 24), an auditor does not have primary responsibility for the prevention of fraud, but provides an approach that an auditor should follow when conducting an audit. Is state that when planning and performing an audit procedures, reporting and evaluating the procedure thereon, the auditor must consider the risk of material misstatement in the financial statement resulting from error and fraud.

5.3	RECOMMENDATIONS
This study has investigated many issues, both empirically and in literature and based on the findings certain conclusion have been drawn. This section further extends frontiers of the study by putting up some recommendation generally intended towards improving the independence of an auditor that will enhance the credibility of the financial statement. The following specific recommendations are deemed appropriate at this juncture.
1. For auditors to remain strictly independent, they should not be allowed to provide audit clients with any other advisory services.
2. There should be rotation of auditors to improve the auditors’ independence.
3. There should be an implementation of peer assessment in order to ensure that audits are carried out with utmost professionalism and mutual respect and audit committee should be set up by every limited liability company to evaluate the audit work done.
4. The aspect of auditors providing consulting services to the client company should be properly examined. It is anticipated that when all these are done it help the auditor to be independent and also be able to present a true and fair view of the financial statements. 
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