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ABSTRACT

The study examines the impact of audit qualityhenfirm’s earnings. It adopts audit quality as thdependent
variable, and scales firm’ earnings to be the defsart variable. The audit fee, Big 4 auditors, aod# independence and
audit tenure were variables used to proxy the imeheglent variable while cash flow was used to praeog’'s earnings
(dependent variable).The study adopted descripésearch design using pool data. The study wasezhout in Nigeria.
The population of the study is eleven pharmacelfiltas and the sample size is nine firms. Purpassdmpling was used
based on the availability of data from those firfibe study employed regression statistical datarialysing the result.
The findings of the study reveal that audit feajitaw’'s independence and auditor’'s Big 4have sigaift impact on the

firm’s earnings, while audit tenure has no sigrafit impact on the firm’s earnings.
KEYWORDS:Audit Quality, Independent Variable, Nine Firms
INTRODUCTION

Financial statements are financial tools deployegresent financial information of a given firm kit a specific
period of time.lt is from these statements thatettalders who are not privileged to have the neagdinancial andnon-
financial information about a firm are the oppoiti@s to come into contact with it. Notwithstanditlge importance
attached to financial statements, the fact of mfmion asymmetry and agency conflicts, under guibgdinancial
irregularities, has given rise to the need forficial audits in firms. These financial irregulagiand fraudulent activities
became manifest in the 1920swhen some big corpfinate such as Enron and WorldCom, Sunbeam, Xelbin the US
and Cadbury in Nigeria to mention but few crashéte crisis of confidence in audit quality (Boyntand Johnson, 2006)
generated many questions from the public with reispethe existence and quality of audit work aaffects the firms’
financial position. Between 1990 to date, many l&iguy acts came up to regulate the financial &aiv of the business

and to build a stronger audit quality aimed at¢ialis management of shareholders’ resources.

To this end, audit profession is guided by cer@incepts aimed at enhancing audit quality for bditens’

earnings report at the end of the accounting pefiibé concepts include:
» Concept of independence
»  Concept of Materiality

e Concept of Confidentiality
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e Concept of True and Fair view

Earnings are the main reason why investors invheyTgive the indication of the firms’ expected fetu

dividends and their potential for growth, sustaitighin business and capital appreciation.

Firms’ earnings have a positive relationship with tjuality of management, which directly anchorghenaudit quality of
the firm. According to Glosten and Milgrom (198&gtincrease in the quality of corporate disclosarkices information
asymmetry and protects the interests of the praisjspecifically, current and potential invest@Gaing by the words of
Beckeretal (1998), as cited in (Khaled and Hussainey, 20Ldijtaquality reduces earning management and previde

higher quality financial statements with more imfative disclosures as well as firms’ earnings.

Audit quality has been a contemporary issue thatraged a big concern in accounting for decaddswarich
series of models have been on board for possililgi@es. Audit quality tends to increase public fidence in the audit
process and financial reporting. The problems abErand other failed corporations emanated asidt refsmisstatement
of financial figures which have direct relationskdpdit irregularities. A concept meant to supenasel regulate the
smooth running of business activities now beconaekihg in its responsibilities. The primary aim afidit in any
corporate entity is to examine and identify anyskgpin the daily activities of the entity and peoffmmediate solution for
prevention of mismanagement of the entity’s resesir8y so doing, auditors are bound to engageriouskinds of audit
such as financial audit, operational and compliagiedit, all in the bid to safeguard the wealth led shareholders and
encourage objective financial reporting. These thge concepts and assumptions with which audit isstituted into
today’s business. The fraudulent activities whick today manifesting in the management of variontities, both
nationally and internationally have put a constréenand hastened a crisis of confidence in thevities of auditors. It is
glaringly shown that the quality of audit is of wst importance in defining the firms’ earning asditistainability. Thus,
survival of any business is dependent on the mamage which in turn anchors on the corporate gomece adopted in

the firm’s operations.

Many research works have been carried out by vaniesearchers, including Tarak SMIl (2016) on thpact of
the audit quality on accounting profits. The stuchnfirms that there is significant impact of thed&ugquality on

accounting profits.

According to Jordan, Clark and Hames (2010) inlated US — study, they confirmed that audit quatitpstrains

earnings management to affect user reference paietsrnings per share (EPS).

Hussainey (2014) in the study on the impact of tagdality on earnings predictability confirmed treatdit
quality is positively associated with earnings fpeebility hence the investors’ ability to antictpafuture earnings is made

possible.

In previously reviewed literatures that used pafah, it was observed that audit quality is vegn#icant in the
representation of quality financial statements,cbeéqually has an effect on firms’ earnings. Althlouhe years covered
in the literatures did not accommodate the recbanhges in the economy, thus, the need to use pdaledin this study,

over a seven year period, ranging from 2010 to 2016
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The objective of this study is to investigate timpact of audit quality on firms’ earnings. Someiables are used
to proxy audit quality. They include auditor indedence, audit fees, and auditor’s tenure. Conselyutre following
specific objectives are formulated;

» Toinvestigate the impact of auditor’'s independemte¢he firm’s earnings.
e To ascertain the effectiveness of firms’ earningsesponding to the audit quality of Big 4 auditors
* To ascertain the extent to which firms’ earningd ds fees relate to audit quality.
» To ascertain the impact of audit tenure on the’firearnings.
The following hypotheses have been formulatedterstudy:
Ho%:Auditor’s independence has no impact on the firegsnings.
Ho%:Firms’ earnings do not respond positively with #rgjagement of Big 4 auditors
Ho*:Firms’ earnings do not positively associate with audit fee.
Ho":Audit tenure does not have any impact on the figasnings.

The study intends to add significant knowledge lmnih-depth impact of what a caring and selflesfitazan do
with the performance of a firm, otherwise firm d@ags. Audit quality is primarily to provide userssarance that the
financial statements are prepared in conformityhwihe Generally Accepted Accounting Principles (GAMA key
concept within GAAP is that financial reporting siftb provide information that is faithfully repreged by portraying the
correct information they purport to represent (dorét al., 2008).To this end, the study will avadny people, especially
corporations (shareholders), the opportunity tolimgthe assistance of auditors in their firms ibié for maximized
earnings, which stand to be the main reason fango@i the business, through a careful utilizatidnresources and

complete disclosure of all financial activities kit the business period.Then others are staketsosimh as:
» Creditors
* Employees
» Financial institutions
* Government
e General public
Conceptual Framework

The ultimate objective of auditing is to lend ctaliiy to financial and non-financial informatiorrqwided by the
management in annual reports. By this, investoesbaing assured of the safety of their investmantsreturns thereon,

which is said to be possible with the institutidraadit quality.

Auditors’ independence is fundamental to its auwgliglity. Financial statements which are the endpoi
auditors’ competency would not be credible, andegtors and creditors would have little confidentehiem, if auditors

were not deemed as independent in both fact aneglappce for the enhancement of the audit qualityotfebe, 2010).
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According to Titman and Trueman (1986) audit qyabtthe accuracy of information supplied by thelitar to

investor.

Palmrose (1988), Davidson and Neu (1993) definedit mjuality as the auditors’ ability to detect agldminate

misstatements and manipulations in financial stategm

Audit quality is positively associated with thenfis’ earnings as the auditors’ presence accompahed
independence, competence and integrity will alweysstrain the management of the practice of incemeothing and
earnings management, thereby disclosing all themahinformation as regards to the operationsefliusiness and by so

doing, firms’ earnings are maximized.
EMPIRICAL REVIEW/REVIEW OF PREVIOUS STUDIES

Das and Zhang (2003) examined the decimal poithiérnearnings per share (EPS) numbers for a sampleSo
companies.In their words, entities with positivenégs, they find that the frequency of numbersesimg in this digital
position steadily decreases from the number otleamumber four but then abruptly increases aptist of five which is
statistically significant.For the numbers five thgh zero (i.e., five six, seven, eight, nine, aamby the frequencies remain
relatively stable.In the page 40, it was conclutleat the “evidence is consistent with managers pdaiing earnings
upward to round-up reported EPS.”Finally, Das ahdry (2003) present evidence that managers accinipg earnings
manipulation needed to round up EPS via short-tecotuals. This behaviour of the managers countersoncepts of
GAAP, impairs the quality of audit if not detectadd corrected, and as well affect the dividend etgtions of the

investors.

Leeetal (2007) investigated the impact of audit qualityforancial statements, this was measured by thyabi
of investors to anticipate future earnings fromirtlievestment. The anticipation is higher when fio®l statements are

audited by the big accounting firms.

Schleicheretal (2007) provides evidence that the association &etvcorporate disclosure which arise as a result
of audit quality and the firms’ earnings are posgily related and are significantly stronger forthijsclosure unprofitable

firms.

Hussainey (2009) in the study opined that high-tpalisclosure enables firms and financial analyetbetter

anticipate firms’ earnings. The quality disclosigencouraged by the quality of audit in existence.

Healy and Palepu (2001:406) suggest that audiitgueihances the credibility of financial reporenbe firms’

earnings are better predicted.

Therefore, correlation between the audit qualitd irms’ earnings is very high. This audit qualippsitively
affects the firms’ earnings through the compulsiimgncial information disclosures as insisted bg #uditors, and other
factors used to constrain the management from rakatipn of accounting numbers for earnings managemeincome

smoothing.
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Firms’ Earnings and Audit Quality

According to Lee et al (2007)investors are avatles opportunity of anticipating future earnings weaeer the
financial statements are audited by the Big fowoaating firms. Earnings rise when the financiahdites of the firm are
well articulated within a particular period of tim€his articulation is done through the financieterding, measurement,
summarizing and interpretation of the report, whicmes as financial statements give the finanaaltipn of the firm.
Under the process of book keeping, decision ondfixpenditures and the level of discretion onneates, management
is made to be careful and conscious of their astiomowing that these actions and in-actions willreégsited by the
auditor. Unnecessary expenditures or financial caments that attract no earnings to the firm areided while every

necessary strategy that will enhance the corpeataings are implemented.

Firms’ disclosure quality is not an easy task ttualize. But this is made possible through the gmes of the
auditor who in the course of his examination demfandhe disclosure of certain information thatwisrthy of disclosing
which most of the time attract increased earninghé firms. For example, during the audit exanamgtthe auditor uses
its expertise to follow up all the sales activigports and ensures that all are contained in tr@ndial statements. The
same checks are applicable to other activitiesseatism and prudence are encouraged. With tHélal £hecks,
necessary queries on arbitral expenditures are ;nfadeprices are instituted while earnings appaexi These audit
activities increase the firms’ earnings and comstthe management from adoption of earnings managerstyle.
According to Huang et al. (2008) due to audit pnese management cannot boost earnings by undeagisigrbad debts

on credit sales or expected warranty costs ondlegsold.
Firms Earnings and the Big 4 Auditors

The Big 4 auditors is one of the variables usedoitoxy the audit quality. These Big four are thegésst
professional services networks in the world, offgraudit, assurance services, taxation, managecnesulting, advisory,

actuarial, corporate finance and legal servicesaaad
* Deloitte
»  PricewaterhouseCoopers
e Ernest and Young
+ KPMG

Significantly, audit quality most of the time isdmal on two concepts: the auditor's competence radependence
(DeAngelo 1981, Lemom and Taffler 1992).The siz¢hefaudit firm plays an important role in the @ags of the firms.
It therefore accepted that the Big 4 or the BigrNdoice better quality audits. According to Chalrrend Godfray (2004)
the Big N help, on one end reduce the problem efitfiormation asymmetry which exist between the agans and the
shareholders, and on the other end, improve thiityjo&the firms’ earnings through the cost minzation and disclosure
of every operating activities especially the cdskwf The Big N is conscious of their reputationattivould be associated
with a poorly performed audits, going by Beckealet(1998) Big N audit firms try to minimize thiéigation risks or costs
accompanying a failed audit coupled with the pukliotimidating comments against them. Thereforethe efforts to

avoid scandals and huge exposure to litigatiorsritkese firms take more conservative approachdsdting with their
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clients’ questionable transactions without any @eration of future retainership.

The Big 4 auditors do more aggressively constraairtclients’ discretionary accruals and, thusjrthility to
manage earnings (Becker et al., 1998; Francis.etl@89; Francis and Krishanan, 1999; Krishnan,3208s cited in
(Jordan et al.,2010).

Firms Earnings and Audit Fee

Audit fee is one of the variables that may imphé& guality of audit report if not carefully handleg the auditor.
Audit fee is the amount received or paid by theitaclient (auditee) to the auditor for the audidamon audit services
delivered. Therefore, auditor earns his living tigbh the means of audit fee which he would not wamgthing to
jeopardize this means of income. The auditor maywthatever possible to ensure that this source obrire is not
obstructed. With this high reliance on the fee, ligguaeport may be impaired especially when the ieuts personal
interest has over shadowed the professional irtefesthis end, auditor sees the fee income vemyontant than the
professional responsibilities owed to the sharedrsicand other stakeholders, whose funds are irvéstéhe firm.The
larger the audit fee the more auditor’'s resporitidsl would be impaired as cutting corners coulcaméhe audit team
reporting without all the evidence required whicli affect the quality of the report. This couldezviead to manipulation
of figures and exploitation of accounting standandisch would finally affect the firm’'s earning simanost transactions
will be intentionally omitted from the report whitbose ones that will serve their criminal tendemndly be reported in

order to manage the firm’s earning and presenttiidius report at the end.
Firm's Earnings and Audit Tenure

The length of auditor — client relationship mattar®ot in the determination of the firm’s earningadit quality
has the probability that an auditor will both digepand truthfully report material errors, misreygetation, or omissions
in material financial statements (DeAngelo, 198h¢ Tpersistent auditor’s long tenure in a firm miwes quality of the
report and as well gives opportunity for earninganagement to be perpetrated. When this happensacttmunting
conservative, which is strictly adhered to by tleeauntant will be impaired. According to Basu (1p@i€counting
conservative is the tendency of the accountantsdoire a higher degree of verification so as ke fato account the good
news as gains rather than to recognize the bad.nBwshis, profits are minimally reported due tolajein the
consideration of income, the rapid recognition xjpenses and the lowest evaluation of assets ankighest one of the
liabilities. This study predicts that auditor’s gptenure in a firm encourages most accounting jpi@wiolations which is
made for a faithful representation of firm's fingalcactivities for the period, thereby misstatingrs earnings to suit

their fraudulent plans.

THEORETICAL FRAMEWORK
Agency Theory

According to Meckling and Jensen (1976) an ageragtionship is one in which “one or more persons
(the principal[s]) engage another person (the ggenperform some service on their behalf whicholwes delegating
some decision making authority to the agent”. Theies involved in agency relationship may eitherthe shareholder
(principal) and the management group (agents).Gbinthe Agency theory, the agent assumes a spewailof trust to
his principal. According to Hendriksen and BredaQ@®) as cited in Aladetal. (2013)

| NAAS Rating: 3.09- Articles can be sent ¢dlitor@impactjournals.us




Impact of Audit Quality on Firm’s Earnings: Evidencerbm Selected 21
Pharmaceutical Firms Listed in Nigeria Stock Market

“Given that the principal will always be interestedthe outcome generated by their agents, agency
theory provides the underpinning for an importaoter for accounting (professionals) in providing
information after an event: A so-called post-demisil role. This role is always associated with the
stewardship role of accounting in which an agertc@untant), reports to a principal on the eventshef

past period(p. 27).

Management as agents are expected to focus thentiah on the outcome of their duties while playiheir
roles in business and in practice with regardsettessary statutory and regulatory demands ratharghrsuing personal
interest (Edwin and Carmelita, 2007). Firm’s mamaget as agents to their employers (the princiga,obliged to play
some vital roles in the interest of their principehus, the fact that management group has mooenation about the firm
than their principal does not give them a free hemdse the information for their selfish benefittle expense of their

principal.

The management’s decisions and actions will oft@dpce a result which will impact not only on tremorate
entity, but also on the economy of the nation(sq aghole. The consequence of such actions is asktoriee capable of

spreading very fast, even across borders from ounetry to another — contagion issues (Sheriffd26a9).

Therefore, the above theory is anchored to theyshaing that the firms in question are made up itférnt
management, whose responsibility fall on the mamege of resources entrusted to them by the shatermlwho in
return await their returns from investment in tbenf of dividend and other incentives. The issuauwfit quality is one of
the mechanisms provided by the shareholders (pafjcto ensure that the actual financial transastiowhich took place
during the accounting period are reported in th®arftial statements without any information asymyndty the
management (Agents) whom shareholders' resouraes been entrusted for judicious management andlidtion of

expected goal which is mostly dividend.
METHODOLOGY

The research design adopted for this study is gitledinal research design using pool data researethod.
The reason for this is that it involves a crosstieacof firms in different years and similar variab have been
researched upon for periods. The study used sepoddta collected from nine pharmaceutical firnmir2010 to 2016.

The study relies on data from such official source.

The Population consists of eleven listed pharmacauirms selected from the Nigeria stock exchangpde the
sample size is nine, using purposeful sampling rtiegke. The study selected nine firms based on tedadbility of
data.The secondary data collected was analysed vsgression analysis. The multiple regressionyaismlwas used to
evaluate the influence of the independent variabfethe dependent variable. It reveals the dedrédloence and impact

the independent variables have on the dependeablar
Model Specification

The model for the study is premised on the maireabje and anchored on the sub-objective. The mosiedi

was adopted from the work of Jordan et al (2008)randified to suite the mediating variables usethis study.
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The Independent and Dependent Variables with theiSpecifications Are

Dependent Variables

Independent Variable
Firms’ earnings

=audit quality
= Cash Flow
Proxy by
e Auditfirm size =Big N
auditors
. Auditor’s
Independence
¢  Auditfee
* Auditor's Tenure
Figure 1
The model for the study is anchored on the objectiv
Firms earnings =F(Audindep, AudBigN, AudFee, Audiien 1
Statistically,
Firms earnings =B-B;Audindep + ByBigN +BgAudFee + BiAudTenu... 2

Firms earnings = Cash Flow
Bo=constant
B,— Bs=are the coefficient of the regression equation
U=error term
t=is the year (time series)
i=is the cross section of the firms used
Data Presentation, Analysis and Results

This study evaluated the impact of audit qualityfioms’ earnings of listed (selected) pharmaceutfcans in
Nigeria. In analysing the data, the study adopt&gtassion analysis to identify the impact of auitlity on firms’
earnings proxy by audit independence, the audijtdedit tenure and Big four auditors while firmsireings were proxy
by cash flow. The study conducted some prelimirsarglysis and diagnostic test, preliminary analysish as descriptive

statistics, correlation matrix and regression effest.
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Table 1 below, provides the summary of the desegpstatistics of the sampled companies betweer® 201t

2016 even though some of the information pickedhftbe firms are not up to seven years.

Table 1: Descriptive Statistics

OPCF1 AUDFEE BIG4 AUDTENURE AUDIND

Mean 5.468915 0.340702 0.508772 2.578947 0.389298
Median 5.646215 0.220000 1.000000 3.000000 0.330000
Maximum 6.710454 1.380000 1.000000 3.000000 0.600000
Minimum 1.643453 0.080000 0.000000 1.000000 0.170000
Std. Dev. 0.942099 0.311034 0.504367 0.730640 0.112088
Skewness -1.492721 1.671240 -0.035093 -1.384924 -0.042739
Kurtosis 6.468499 5.316630 1.001232 3.310876 1.700196
Jarque-Bera 49.74044 39.28001 9.500004 18.45066 4.029891
Probability 0.000000 0.000000 0.008652 0.000099 0.133328
Sum 311.7282 19.42000 29.00000 147.0000 22.19000
Sum Sq. Dev. 49.70278 5.417572 14.24561 29.89474 0.703572
Observations 57 57 57 57 57

Table 1 shows the result of the descriptive staistwhich reveals the mean for each of the vaembtheir
maximum values, minimum values, standard deviatiod the Jarque-Bera (JB) statistics (normality)t€Blie result
provided some insight into the nature of data frihva selected companies that were used for the skidstly, it was
observed that within the period under review, tine's market value of the sampled companies hawgan value of
5.468915, maximum and minimum value of 6.710454 &r&#3453 respectively. The large difference betwde
maximum and minimum value shows that few firms afuthe selected firms used for the study presehigler earnings
hence they are not homogeneous. Secondly, it weeradd that on average, over the period, the sahgolmpanies were
characterized by audit fee value of 0.340702. Teanmvalue, maximum and minimum audit fee are 0.6207.38000
and 0.080000, the values of the audit Big 4- me@aximum and minimum are 0.508772, 1.000000, 0.000th® values
of audit tenure — mean, maximum, and minimum af/8947, 3.000000, 1.000000 while the values of tatidi

independence — mean, maximum and minimum are 09B3¥600000, 0.170000respectively.

The large difference between the mean values ahdrgitof the variables reveal that the selectaudsfido

experience more earnings as a result of the auditty.It equally proves, that the variables arenmally distributed.

Lastly, the Jarque-Bera (JB) which test for nortgadir the existence of outlier or extreme value agthe data
from the variables used for the study, shows thatha variables are normally distributed at 1%edkewof significance
except auditor independence that has a JarqueelBdr829891 with p-value of 0.133328.

Table 2: Pearson Correlation Matrix (Correlation Analysis)

OPCF1 AUDFEE AUDIND AUDTENURE BIG4
OPCF1 1.000000 -0.485243 -0.150769 0.046153 0.355038
AUDFEE -0.485243 1.000000 0.443481 -0.111829 -0.199243
AUDIND -0.150769 0.443481 1.000000 -0.023297 0.101188
AUDTENURE  0.046153 -0.111829 -0.023297 1.000000 0.446320
BIG4 0.355038 -0.199243 0.101188 0.446320 1.000000

Source:Researcher’s field work (2017)
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The use of the correlation matrix is to check faultircolinearity and to explore the relationshipathexists
between the variables used for the study. Tablefstihe relationship that exists between firmshewys, the audit fee,
auditor Big 4, audit tenure and auditor's indepemde The result shows that firm’'s earnings is peedi related with
audit Big 4, audit tenure but negatively relatedhvduditor’s independence and audit fee. This méaaisthe more audit

Big 4 is employed, and the reduction in their tenigreffected the higher the firms’ earnings.

Table 3: Regression Test

Dependent Variable: OPCF1

Method: Panel Least Squares

Date: 07/06/17 Time: 12:55

Sample: 2010 2016

Periods included: 7

Cross-sections included: 9

Total panel (unbalanced) observations: &7

Variable Coefficient Std. Error t-Statistic Prob.

C 6.088987 0.562465 10.82553 0.0000

AUDFEE -1.327356 0.400750 -3.312180 0.0017
AUDIND 0.051480 1.098247 0.046875 0.9628
AUDTENURE -0.196319 0.164829 -1.191048 0.2390
BIG4 0.625850 0.247868 2.524936 0.0147
R-squared 0.573654 Mean dependent var 5.468915
Adjusted R-squared 0.521628 S.D. dependent var 0.942099
S_E. of regression 0.804031 Akaike info criterion 2485274
Sum squared resid 33.61625 Schwarz criterion 2.664489
Log likelihood -65.83031 Hannan-Quinn criter. 2554923

Firms’ earnings have a negative relationship witbiafee and auditor’s independence.This revealsttie more
audit fee is higher, the more auditor’'s independdadmpaired and this creates a negative impac¢heriirm’s earnings.
In checking for multi-colinearity, the study obsedvthat no two variables were perfectly correlaiéds means that there

is an absence of multi-colinearity problem with ourdel.

The essence of this analysis is to check the degfredfect that independent variables have on thgeddent
ones. In table 3, the study observed from the rdébat the R-sq 0.573654 and R-sq (Adj) 0.521628.Rhsq adjusted
value indicates that audit quality and its proxinjly explain about 52.16% of the change/variatiothe firms’ earnings
of the firms in Nigerian Stock Exchange. The Fistats value of 6.220945 and its probability vabfed.000362 indicate

that the model used for the analysis is statisficignificant at the 1 % level.

HYPOTHESES TESTING
Hypothesis 1Auditor’s independence has no impact on the fire@mings.

The result obtained shows a coefficient value @88987, t-value of 10.82553 and p-value of 0.00D@e
coefficient value of 6.088987 indicated that awgitlity has a positive influence on firms’ earningsus, about 60% of
changes in firms’ earnings can be attributed tdtagquality. The t- value of 10.82553 reveals thaditor's independence

has an impact on the firms’ earnings while the jp@andicates that the effect of audit quality anmE’ earnings is
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statistically significant. Hence, we conclude tlaatditor's independence has a statistical signifidampact on the
firms’earnings. Based on the analysis result, floeee the study rejects the null hypothesis andepiscthe alternate
hypothesis.

Hypothesis 2:Firms’ earnings do not respond positively to the a6Big 4 auditors.

The analysis result showed a coefficient value.628850, t-statistics value of 2.524936 and thdabdity value
of 0.0147. This result indicates that the use dlitaBig 4 has significant influence on firms’ eamgs. The t-statistics value
shows that Big 4 auditors have significant impacfioms’ earnings. While the probability value rel@that the impact of
Big 4 auditors is statistically significant in fighearnings at 1% level. Based on the analysiditebe study accepts the

alternate hypothesis and rejects the null hyposhesi
Hypothesis 3:Firms’ earnings do not positively associate with #udit fee.

The regression analysis result of the impact ofitaguality on the firm's earningsof firms listed the Nigeria
Stock Exchange showed a coefficient value -1.32785#tistics value of -3.312180 and p-value 6fl@. The coefficient
value indicates that audit fee has a negative énfte on firms’ earnings of the pharmaceutical fiimdNigeria.The t-
statistics show that audit fee has a strong negatiypact on firms’ earnings. This was confirmedthxy probability value,
the probability value 0.0017 indicates the impacauadit fee on firms’ earnings is statistically sificant. Based on the
analysis result, the study accepts the null hymishend rejects the alternate hypothesis; the sthdyeforeconcludes that

audit fee has a statistical significant impact banaceutical firms’ earnings in Nigeria.
Hypothesis 4Auditor’s tenure does not have any impact on thadi earnings.

The analysis showed a coefficient value -0.1963&%atistics value of -1.191048 and p-value of O®3The
coefficient value indicates that auditor’s tenuess la negative influence on firms’ earnings of tharmaceutical firms in
Nigeria. The t-statistics shows that auditor's tenhhas no impact on firms’' earnings. This was caméd by the
probability value, the probability value of0.23%@icates that auditor’s tenure has no impact andirearnings as it is
statistically insignificant. Based on the analysesult, the study accepts the null hypothesis ajects the alternate
hypothesis; the study therefore concludes thattawslitenure is statistically insignificant on phaaceutical firms’

earnings in Nigeria.
DISCUSSIONS OF FINDINGS

The study evaluates the impact of audit qualityfioms’ earnings of pharmaceutical listed firms hetNigeria
stock exchange. The study used audit fee, audit4Bigudit independence and audit tenure to meg#ulependent

variables), while Cash flow was used to measuna'fiearnings.

The study finds that the data of the variableseotdld from the firms used were all normally disitéd. This shows that
the earnings of the firms selected for the studyaarceptable hence their normality. The correladioalysis result shows
that Big 4 auditors and audit tenure have a pasitelationship with the firms’ earnings while autie and auditor’s

independence are negatively related to firm’s e@iThis reveals that there is no multi-co lingari
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The regression analysis reveals that audit Bigaddssically significant on the firms’ earnings; $his in line with
the study of Hussainey (2009).Audit fee and auditmdependence is statistically significant on finms’ earnings while
auditor’s tenure has no statistical impact on thad’ earnings; this is in line with the finding$é Adeniyi and Mieseigha
(2013).

Based on the above findings, the study concludasahdit fee, an auditor’'s independence and Bigiditers
havea positive influence and statistically havenificant impact on pharmaceutical firms’ earningdiated in the Nigeria

Stock Exchange.
SUMMARY, CONCLUSIONS AND RECOMMENDATIONS

The study focused on the impact of audit qualitytbe firms’ earnings using nine pharmaceutical §iras
evidence. Table 1 which is the descriptive stasstable shows that variables are statisticallyritisted. In table 2, the
correlation statistics show that the variables elispdly related as none of the variables have sedlelationship. The
regression table which measures the degree oftéffdependent variables have on the dependentblasisshows that
audit fee, an auditor’'s independence, and Big 4itensdhave significant impact on the firms'earninggereas audit

tenure has no significant impact on the firms’ @ags in the pharmaceutical sector in Nigeria.

The aim of this paper is to explore the significanpact of audit quality on the firms’ earnings kirng at the
relationship between the firms’ earnings and théaldes which were used as a proxy to measure gudiity.The study

employed expo-facto research method and Pool dateequally used.

This paper finds that audit quality which proxy $gme variables as mentioned above proved thatatiables
have a significant impact on the firms’ earningsegt audit tenure that has no significant impacthenfirms’ earnings.
This is because of the Big 4 that have their refrao protect, and as well, are equally avoiditigation which will

expose them to higher risk and image destruction.
RECOMMENDATION

As one of the corporate governance mechanismsxtegnal audit's objective is to ensure the religbof the
accounting data published by the firms. Thereftine, study recommends that the shareholders at dneival general
meeting should appoint any of the Big 4 auditorsoséh independence can be assured irrespective aificfad

aggrandizements found in the field.
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