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Abstract

The financial debacles that occurred in the companies like Enron, WorldCom, and Xerox in the USA, Lehman Brothers,
Polly Peck in the UK and African Petroleum Plc., Cadbury Plc., in Nigeria had created public distrust with the auditors.
The era when the auditor will say ‘trust me'and that being accepted is over. Now, they must earn the public trust. This
study provides an empirical analysis of the scope and nature of audit expectation gap in Nigeria. We used a descrip-
tive and survey research design to achieve the objective of the study. We also collected data through primary source,
using structured questionnaire. The study used Mann-Whitney U test and Kolmogorov-Smirnov Z test for the analysis
of data and test of normality of distribution, respectively. The results confirmed that audit expectation gap exists in
Nigeria, and the new auditor’s report did not have any serious impact in reducing the gap. From the outcome of this
study, the audit expectation gap primarily arose from the unreasonable expectation of the users due to their lack of
understanding of the roles of auditors. We recommend the launching of a new business-reporting model geared
towards releasing more non-financial information to the public and with clear description of the role of independent

audit.
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Introduction

Auditing adds credibility to the financial statements
and contributes tremendously to the efficient running
of business organizations, the capital markets, and the
economy as a whole [56]. However, the work of the audi-
tors has become onerous because of globalization and
its attendant risks of doing business, dynamic business
environment, and increased sophistication in informa-
tion technology. Based on the unprecedented opportuni-
ties, companies have expanded with more transactions
that are complex, and control systems have become more
sophisticated and highly computerized with technol-
ogy such as advanced manufacturing technology used
in running the factories. Although audit strategies have
changed over the years, the changes have not matched
with the dynamics in the business environment. Audit
processes carry greater risk because of the use of sta-
tistical sampling techniques for audit tests. In addition,
most of the computer-assisted audit techniques (CAATS)
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have their limitations. Most times, they fail to work with
real-time data streams of today’s business environment.
Hence, they are not able to detect doubtful transactions
such as potential frauds or irregularities.

The financial scandals of the recent years in the big
companies like, Enron, Tyco, WorldCom, and in Nigeria,
African Petroleum Plc. and Cadbury Nig. Plc exacerbate
the above problems. These events have made the public
who are at the receiving end to believe that the auditors
either fail in their role or wilfully collude with the man-
agement and board. The stakeholders agitated because
these corporate failures in many respects are traceable
to the financial improprieties of the directors and yet,
the auditors did not qualify their reports. For example,
the distress witnessed in the banking sector in Nigeria
between 1997 and 1999 was due to poor corporate gov-
ernance and opportunistic behaviours of the directors.
In addition, the banking industry experienced another
failure in 2009 following the global credit crunch and
the shock prompted the collapse of the capital market.
Between 2002 and 2005, Cadbury Nig. Plc. overstated its
profit by N13.25 billion and Akintola Williams Deloitte,
the external auditors, failed to discover it. Similarly, in
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2007, the account of Nampak Nig. Plc. was equally over-
stated its by N2.8 billion, while the Board of defunct Afri-
can Petroleum Plc. concealed N22.00 billion loan in its
year 2000 accounts [47]. These are just few of the fraud
cases in the private sector and in the public sector, it is
even worse. Consequently, the profession has lost the
confidence of the public and the greatest challenge is how
to win back the public trust.

The question that has been agitating the minds of many
stakeholders is: why are the auditors not held liable for
the corporate failures, particularly when the accounts of
these companies received clean bills. Maccarrone [39]
believed that the astronomic rise in public agitation
and controversies against the auditors was because of
the financial scandals and audit failures of recent years.
There is also a common belief by the various stakehold-
ers that the audited accounts serve as certification of the
company’s solvency, propriety, and business viability [24].
Therefore, the public considers corporate failures in the
firms to be synonymous with audit failures. When the
audit process fails to detect fraud, there is always public
outcry against the auditor and his work. Owolabi [53]
seemed to align with this position by expressing that
several billions of naira was lost by investors through
the connivance of preparers of the accounts and audi-
tors in falsifying the figures and hence, manipulating the
earnings to reflect a position that is different from the
true position. This is the basis for the conflict of interest
between the users and auditors.

In the opinion of the users, the auditor’s duties should
be both explicit and implicit. That is, it should go beyond
the statutory role. In fact, the perception of the users
is that, an auditor through his professional capability
could prevent and detect fraud, errors, and irregularities
that might harm the users of accounts, whereas audi-
tors in their opinion believe that they have an explicit
role clearly defined by the law, such as Nigerian Compa-
nies and Allied Matters Act (CAMA) [15]. Akinbuli [5]
argued that an auditor does not have the responsibility to
detect fraud or irregularities. According to him, the pri-
mary responsibility of an auditor is to give credibility to
the accounts prepared by the directors and in so doing,
he exercises due care and skill in the conduct of his work.

The major area of conflict is the gap between the audi-
tors’ statutory role and public expectation of what is
believed to be auditors’ function. Sikka et al. [65] stated
that the expectation gap of audit is paramount in the
conduct of audit work because any unfulfilled expecta-
tions to the society would definitely lower the credibility
and earning capability of the audit firm and by extension
could be injurious to the stakeholders. The public trust is
the ‘heartbeat of any profession! When the trust is lost,
the result is credibility problem and erosion of value
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attached to the profession [11]. The indictment of Arthur
Anderson in Enron’s case showed the extent to which
the judiciary could go in the interpretation of what con-
stitutes the auditor’s negligence and it is a wake-up call
on the accountancy profession as a whole. For audit to
sustain its relevance, the profession must improve on the
speed of response to the demands of the society.

In view of the above challenges, the researcher is moti-
vated to examine empirically the extent and nature of
audit expectation gap in Nigeria, particularly with the
introduction of new auditor’s report in 2016. Although
there exist vast documented studies on audit expecta-
tion gap in developed economies, most of the conclu-
sions could not be adapted by the developing economies
because of the cultural and legislative differences. More-
over, audit environment influences the views of the
respondents. In Nigeria, not many studies documented
the problem associated with expectation gap in audit and
some researched works relatively used few sample size,
while others restrict the sampled respondents to only a
section of the population. Most importantly, many of the
available studies in the country were conducted before
2016, when the new auditor’s report had not been intro-
duced. This study, therefore, attempts to add to knowl-
edge by filling these gaps in the literature.

Literature review

Auditing and accounting

There are various ways to define accounting. Hence, the
American Accounting Association’s (AAA) definition
was adopted in this study. This is because it is widely
accepted in accounting literature. The AAA defines
accounting as “the process of identifying, measuring
and communicating economic and financial informa-
tion to permit informed judgement and decision by the
users of the information” (cited by Glautier and Under-
down [23]; Olojede [47]). There is general acceptability
that information derived from the financial statements is
used for making economic decisions [70]. Thus, account-
ing information should be able to assist the users in his
desire to “predict, compare and evaluate” his decision
options [16, 34]. The relevance, reliability, and compara-
bility of information generated from financial statements
become effective when it truly represents the ‘economic
substance’ of an entity [67, 73].

Accounting information constitutes a major part of the
total corporate information. Due to control and conflict
of interest that arise between the principal and the agent,
an independent person is engaged to verify the report
of the agent to give credence to it due to the separation
of ownership. The credibility that is added by audit-
ing strengthens the quality of information in the finan-
cial statements. Flint [21] observed that auditing came



Olojede et al. Futur Bus J 2020, 6(1):10

into existence because interested individuals or groups
were not able to obtain information or assurance needed
on their own. He described audit function as a social
control mechanism used to monitor conduct, evalu-
ate performance, and enforce accountability. This is the
whole essence of agency theory. Mautz and Sharaf [42]
expressed the primary objective of audit is to examine the
measurement and communication in property account-
ing. They further postulated that, “accounting informa-
tion must be reliable. Otherwise, the existence of auditing
is of no value” [47].

Auditing is an independent examination of the books
and accounts with a view to reporting on the fairness of
the financial statements. An auditor expresses opinion on
truth and fairness of the financial statements prepared by
the directors [18]. The American Accounting Association
(AAA) through the Committee on Basic Auditing Con-
cepts provided a definition, which is more acceptable.
The committee’s definition as cited by Arens et al. [10]
expounded auditing as “a systematic process of objec-
tively obtaining and evaluating evidence regarding asser-
tion about economic actions and events to ascertain the
degree of correspondence between those assertions and
established criteria and communicating the results to
interested users”. This implies that an auditor must dem-
onstrate professional prowess. He must be methodical,
objective, and analytical in the conduct of his work, and
be able to communicate effectively the results of his work
to the stakeholders.

The agency theory, accounting theory, and auditing
theory are intertwined. Although auditing and account-
ing are different phenomena, the two are, however, com-
plementary. While accounting is concerned with the
preparation and presentation of financial reports, audit-
ing on the other hand entails an independent examina-
tion of accounts in order to give it credibility. Where an
auditor accepts the responsibility for preparing accounts
he only acts in that capacity as an accountant and not, as
an auditor. This is why, it is important to state expressly
the scope and nature of work in the letter of engagement
[74]. Otherwise, the conflicting roles could undermine
the independence of the auditor.

Audit expectation gap

The agency problem led to the services of auditors. The
shareholders expect the auditors to give credence to
the financial statement presented to them. Despite the
importance of audit function, to define the role of audi-
tors in the most acceptable way has always been a dif-
ficult task [8]. This challenge creates a perception gap
between the users and auditors. The perception gap
appears to have been exacerbated by the financial scan-
dals of big companies like Enron and WorldCom. Liggio
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[38] introduced the phrase “audit expectation gap” In
his paper, he described the audit expectation gap as the
difference in the perception of the users and auditors
regarding the level of performance exhibited by the audi-
tors in the course of their work. The Cohen Commission
[14] expanded this definition to cover the gap that may
exist between what the public expects and what the audi-
tors can reasonably achieve. Porter [54] noticed that the
definitions of Liggio [38] and Cohen Commission [14]
failed to acknowledge that there could be sub-standard
performance by the auditors. She attributed the recent
increase in criticism of and litigation against auditors to
the inability of the auditors to keep pace with the public
demands (also cited by Akinbuli [5]). She defined audit
expectation gap as the gap between the society’s expecta-
tions of the auditors and the performance of the auditors.

Salehi [60] stated that “the audit expectation gap refers
to either or both of these two: (1) differences in opin-
ion on actual performance and expected performance
of auditors (2) existence of these opinion differences
between the auditors and users of accounts indepen-
dently and comparatively” Public expectation can be
described as a burglar alarm system, a radar system, a
safety net, independent auditor, and coherent communi-
cation, which contradicts basic tenants of audit [72]. Lee
et al. [35] in their study concluded that the users and the
auditors perceive the nature and objectives of auditing
differently. According to them, it is the conflict in by the
two groups that is called “audit expectation gap” Ojo [45]
defined audit expectation gap as “the difference between
what the users of financial statements perceive an audit
to be and what the audit profession claim is expected of
them in conducting an audit” Within the context of regu-
lation, audit expectation gap is defined as “an outcome
of the contradiction of minimum government regula-
tions and the profession’s self-regulation, particularly the
over-protection of self-interest, which has widened the
expectation gap” [62]. Onulaka [51] suggested that audit
expectation gap is the difference between what the public
and users of financial statements believe the responsibili-
ties of auditors should be and what the auditors believe
their responsibilities are.

The confidence that the society places in the effective-
ness of the audit work and the opinion of the auditor are
the pivots on which audit function rests. When there is
betrayal of confidence, the efficacy of the audit function
is undermined [19, 55].

Components of audit expectation gap

The Canadian Institute of Chartered Accountants [40]
sponsored a study on audit expectation gap, and the
outcome (MacDonald Report) of the study conceptual-
ized a model, which divided audit expectation gap into



Olojede et al. Futur Bus J 2020, 6(1):10

unreasonable expectation, deficient performance, and
deficient standards. Building on this model, Porter [54]
classified the expectation gap into two components to
assist in reducing the audit expectations gap by treating
each case on its own merit. Following her survey in New
Zealand, she re-named the audit expectation gap as the
“audit expectation-performance gap” and structured it
into ‘reasonable gap’ and ‘performance gap’ The reasona-
ble gap described the difference between “what the public
expects auditors to achieve and what they can reasonably
be expected to accomplish” On the other hand, perfor-
mance gap is the difference between “what the public
can reasonably expect auditors to accomplish and what
auditors are perceived to achieve” She further divided
performance gap into ‘deficient standard’ and ‘deficient
performance! Deficient standard is the gap between
“what can reasonably be expected of auditors and audi-
tors’ existing duties as defined by the law and profes-
sion standards” Deficient performance is the difference
between “the expected standard of performance of audi-
tors’ existing duties and auditors’ perceived performance,
as expected and perceived by the public”

The concept of audit materiality as a component of
audit expectation gap has little attention in accounting
literature [4, 27, 43]. However, it can be examined from
two perspectives: the first relates to individual items in
the financial statements, and the second relates to the
financial statements as a whole [27]. Boterenbrod [13]
studied audit expectation gap between companies and
their auditors, using materiality of the financial state-
ments as a whole for measurement. The results of his
work showed that the materiality-level assumption by the
preparers of the accounts was lower than what the audi-
tors applied. However, many expectation gaps, which
give rise to different structures and components, do exist
in the literature [30, 46]. Hence, ACCA [1] proposed that
the audit expectation be divided into three components
and went into proposing different solutions into reduc-
ing them. The new components are knowledge gap, per-
formance gap, and evolution gap. The knowledge gap is
the difference between what the public thinks auditors do
and what the auditors actually do. This takes into cogni-
zance the fact that the public can misunderstand auditors
work. The performance gap concentrates on where audi-
tors fail to comply with the regulations or standards. The
evolution gap focuses on the areas of audit where there is
need for evolution based on the general public demand,
technological changes and where the overall audit pro-
cess can be improved through value addition.

Causes of audit expectation gap
The audit expectation gap, which has become a threat
to the auditing profession, is attributed to many factors.
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Tricker [71] observed that audit expectation gap is caused
by the time lag in the auditing profession in identifying
and responding to continually evolving and expanding
public expectations. Wolf et al. [75] traced audit expec-
tation gap to lack of perceived independence and argued
that the audit report becomes a document that promotes
company’s image. Lee et al. [37] attributed the causes to
misconception, ignorance by the users, unreasonable
public’s expectation, weak legislations, and poor qual-
ity work by the auditors. The causes also include uncer-
tainty in the nature of auditing [60], the consequence of
self-regulation of auditing profession with little or no
interference by government [52], the ignorance, misun-
derstanding, and unreasonable expectations of the users
about audit functions [48]. In addition, Shaikh and Talha
[64] stated that reasons for audit expectation gap include
corporate failures that made the public to lose confidence
in the audit process, the retrospection, evaluation of audit
performance, and response time lag due to evolutionary
development in auditor’s role. Ruhnke and Schmidt [58]
attribute the causes of audit expectation to exaggeration
of the audit expectation gap by the public, inability of the
public to accurately assess the performance of the audi-
tors, deficiency in auditors’ performance, and auditors
are not fully aware of their responsibilities.

Consequences of audit expectation gap

The audit expectation gap is not without some conse-
quences. Sikka et al. [66] expressed that audit expecta-
tion gap has negative impact on the auditing profession.
According to them, it undermines the credibility, earn-
ings potential, and reputation associated with audit work.
They further stated that in a capitalist economy, the pro-
cess of wealth creation and political stability depends
on the level of confidence people have in the process of
accountability. Hence, the audit expectation gap could be
injurious to the users of accounting information, regula-
tors, investors and government. The public trust is the
‘heartbeat of any profession. When the trust is lost, the
result is credibility problem and erosion of value attached
to the profession [11]. The corporate failures are taken
to be synonymous with audit failures. This perception
by the stakeholders increases the liability risks and the
amount of criticisms against the auditors [36, 39].

Reducing the audit expectation gap

The inherent attributes of the audit expectation gap make
its elimination difficult [29, 66]. The perceived perfor-
mance of an auditor is dynamic. As such, its measure-
ment is difficult. What is, therefore, possible is to reduce
it. The extant literature showed a number of ways on
how to reduce it. These include enlarging the auditor’s
responsibilities regarding fraud, errors, and illegal acts;
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an expanded audit report, audit education, and enhanc-
ing the perceived independence of an auditor [40, 44,
63, 66]. In addition, the audit expectation gap can be
bridged through mandatory audit rotation, regulating
the appointment of auditors and limiting the mix ser-
vices audit can render [69]. Some studies suggested the
use of structured methodologies in the course of an audit
assignment. This method would enhance the quality of
audit work and improve users’ satisfaction, and conse-
quently, reduce the audit expectation gap [31]. However,
there is no consensus among the researchers on the use
of this method in reducing the audit expectation gap.

Theoretical review

There are many theories relating to the responsibilities
of the auditors and the subject of audit expectation gap,
but for the purpose of this study, the role conflict theory
was selected and discussed briefly. This is because it is
relevant and thus provides theoretical foundation for the
empirical study.

The role conflict theory

The theory provides a theoretical explanation for the
existence of audit expectation gap. Rizzo et al. [57] devel-
oped the role conflict theory. The theory rests on the
premise that the auditor has a responsibility to examine
the books of accounts and give credence to the financial
statements prepared by the board, and the stakeholders
expect the auditor to undertake this assignment faith-
fully [32]. According to the theory, the auditor assumes
the status of a professional person in a social system. As
such, the auditor must comply with the role specifica-
tions provided to him by the society. Where there is a
breach, compliance can be enforced through social action
and this may even entail penalties, where it is necessary
[17]. Biddle and Thomas [12] described the auditors’
role as “the interactions of the normative expectations
of the various interest groups in the society. These inter-
est groups are different role senders who may have direct
or indirect relationship to the role position”. This implies
that an auditor is not only responsible to the sharehold-
ers, but also to other stakeholders who are the users of
accounting information.

From Davidson [17] work, the stakeholders include
management, institutional investors, financial analysts,
tax authorities, and creditors. All these groups have dif-
ferent expectations, which are in most cases not con-
stant. The expectations of the groups change occasionally
because they have to re-define their role specifications
and interplay with other societal factors. The multi-
dimensional expectations are the basis for role conflict.
Most times an auditor’s obligation to first comply with
professional rules and regulation governing his work
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makes him to conflict with his role as a ‘watch-dog’ to
the users of accounts, while at the same time he must
protect his own interest. Similarly, when there is a mis-
understanding of the nature of auditors’ responsibilities,
the users’ expectation varies and because there are many
users of accounting information, their individual expecta-
tions may also vary [59]. What determines the magnitude
of audit expectation gap is the extent to which auditor
is able to provide a trade-off between all the conflicting
interests [7].

Empirical review

There are many prior studies both in developed and
emerging countries on the subject of audit expectation
gap. These studies [3, 9, 11, 22, 26, 41, 51, 54, 61, 68]
mostly used survey questionnaire to identify the inher-
ent attributes of the gap, its effects, and ways of narrow-
ing it. The research studies outcomes largely showed the
presence of users misunderstanding as regards auditor’s
duties and responsibilities. Audit environment, however,
influenced the divergent views among the various groups.
We have reviewed previous studies, and some of the find-
ings are reported below.

Haniffa and Hudaid [25] studied audit expectation gap
by considering the tradition and culture in Saudi Ara-
bia. They collected data, using mailed questionnaire and
semi-structured interviews. Descriptive statistics and
Mann-Whitney U test were employed for data analy-
sis. The findings showed that the performance gap sig-
nificantly exists in the area of auditors’ responsibilities
as statutorily provided for and those reasonable expec-
tations of the public in Saudi Arabia. Salehi et al. [62]
examined audit independence and expectation gap in
Iran. The questionnaire was distributed to 214 investors
and 227 chartered accountants. The data collected were
analysed through descriptive statistics and Mann—Whit-
ney U test. The results revealed a significant expectation
gap between the investors and auditors on actual level of
audit independence in Iran. Lee et al. [37] examined the
causes and remedies of audit expectation in Malaysia.
The data were gathered from 35 people through semi-
structured interviews. They noted some complexities in
the reasons for audit expectation gap. They attributed the
causes to misconception, ignorance by the users, unrea-
sonable public’s expectation, weak legislations, and poor
quality work by the auditors. Humphrey et al. [28] inves-
tigated the audit expectation gap in the UK. They used
series of unstructured interviews to obtain data from the
management, auditors, investors, regulators, and other
undefined respondents. Their results showed that audi-
tors’ and financial statements users’ perceptions were dif-
ferent in respect of the nature and conduct of an audit.
They also confirmed that the concept of accrual reporting
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in accounting contributes to the problem of audit expec-
tation gap. Porter [54] investigated audit expectation gap
in New Zealand and observed significant difference in
the belief statements of the auditors and audit beneficiar-
ies in relation to the auditors’ duties. She noted several
differences in attitude. For instance, the audit beneficiar-
ies were of the view that auditors should act as a watch-
dog to the public, but the auditors did not agree with this
position. Salehi [61] investigated audit expectation gap
in Iran and used a new approach to measure the gap. He
adopted Porter [54] model in measuring the audit expec-
tation gap, and the results confirmed the existence of
audit expectation gap in Iran. Farasangi and Nohongdari
[20] reviewed the relationship between audit expecta-
tion gap from attitude of accreditation of independent
auditors and non-payment of granted facilities in Iran.
Their results showed a high positive relationship between
expectation gap from attitude of accreditation of inde-
pendent auditors and non-payment of granted facili-
ties. Alawi et al. [6] examined the determinants of audit
expectation gap in the Kingdom of Bahrain and con-
cluded that the skills of auditors, efforts of the auditors,
the knowledge of the public on audit function, and users’
needs from auditors have significant impact on audit
expectation gap in Bahrain.

Monroe and Woodliff [44] examined the influence of
education on respondents’ beliefs concerning informa-
tion in the audit reports. The study administered ques-
tionnaire to the undergraduate students. The outcome
revealed an existence of expectation gap and that educa-
tion had a great influence on the students’ beliefs. They
also discovered that the use of long-form of auditors’
report would significantly affect beliefs and consequently
reduce the gap, but new contrasts in beliefs may emerge.
Fulop et al. [22] also examined audit education role in
reducing the expectation gap. Their findings indicated
that audit education has a significant impact in constrain-
ing the ‘audit reasonableness expectation gap’ Schelluch
[63] in his study of long audit report and audit expecta-
tion gap observed the persistence of audit expectation
gap after the long-form audit report was introduced in
Australia. However, perception gaps between auditors
and users were narrowed down in some areas, especially
in the way the expanded report was worded, although
the users still believe strongly that auditors should be
responsible for preventing fraud and also expressed con-
cerns on whether the financial information can easily be
verified and used consistently. Best et al. [11] investigated
the impact of long-form audit report on the audit expec-
tation gap in Singapore. They adopted Schelluch [63]
research design and found a moderate audit expectation
gap in Singapore, which showed an improvement over
the use of short-form audit report. Mansur and Tangi
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[41] in their work on how to bridge the audit expectation
gap concluded that it could be bridged through educat-
ing the users of financial statements and more effective
communication between the auditors and the users.
Taslima and Fengju [69] used existing literature to review
the stakeholders’ trust towards the role of auditors and
concluded that auditing profession must remove the toga
of self-regulation and address the reality of audit expec-
tation gap before this phenomenon would completely
erode the trust of the stakeholders.

Adeyemi and Uadiale [3] studied audit expectation gap
in Nigeria. They used survey research method and struc-
tured questionnaire in collecting data. Using purposive
sampling technique, they sampled two hundred (200)
respondents. For the analysis of data, descriptive and
inferential statistics were used. The testing of the hypoth-
eses was done using analysis of variance (ANOVA). It
was revealed in the findings that audit expectation gap
existed in Nigeria, and there was significant difference
in the beliefs of the groups regarding the responsibili-
ties of auditors. Oseni and Ehimi [50] investigated the
nature and degree of audit expectation gap in Nigeria.
The data were obtained through questionnaire, and 160
respondents were sampled. They used Chi-square for
data analysis, and their results showed that there was
an outstanding contrast in the auditor’s duties for pre-
venting and detecting fraud. Regarding the difference in
belief of auditor’s report, Tanko [68] confirmed a wide
audit expectation gap on the quality of audit report in the
public sector in Nigeria, while Adeyemi and Uadiale [3]
observed wide expectation gap on decision usefulness of
audit report in the private sector. Onulaka [51] examined
the effect of audit expectation gap in the Nigerian capital
market and confirmed the wide gap in the areas of audi-
tor’s responsibility for fraud detection and prevention.
Appolos et al. [9] studied new auditors’ reporting stand-
ards and its impact on the audit expectation gap. Using
desk research method, they concluded that the new audi-
tors’ reporting standards would no doubt narrow the gap
regarding performance and communication, including
liabilities gap.

Considering the issues reviewed, the study hypotheses
are stated as follows:

Hyl The opinion of the users with respect to the
responsibility of the auditors for the audited financial
statements is not different from the auditors’ opinion.

H,2 The opinion of the users regarding the reliability
of audited financial statements is not different from the
auditors’ opinion.
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Hy3 The opinion of the users on the decision usefulness
of the audited financial statements is not different from
the auditors’ opinion.

Methods and material

This study applied the descriptive design and collected data
mainly from the primary source. The data were acquired
using semantic differential questionnaire, which was
adopted from Schelluch [63] and Best et al. [11] to measure
the opinions of the respondents regarding the duties and
responsibilities of auditors. This is to aid in the provision of
an authentic assessment of audit expectation gap in Nigeria
and also grant basis for comparison with other prior studies.

Sampling techniques

The geographical study area for the research is Lagos, and
it was chosen because it is the commercial centre of Nige-
ria. The Nigerian Stock Market and head offices of most
of the multi-national companies and banks are also resi-
dent in Lagos. The study consists of two (2) sets of popu-
lation. The first set is users of the financial statements in
Nigeria which include, bankers, investors, stockbrokers,
and financial analysts, and the second set is the account-
ants in practice (auditors) in Nigeria. We adopted purpo-
sive sampling technique to determine our samples for the
two sets of population. The sampling technique enables
the researchers to use their skills, prior knowledge, and
experience to select appropriate respondents [49]. The
major attribute of this technique is that it ensures that
data are collected from respondents, who in most cases
are difficult to locate, but are crucial to the accomplish-
ment of the study [2]. Consequently, we surveyed 430
respondents in Lagos. The questionnaire was distributed
to 300 users and 130 auditors, respectively.

Method of data analysis
Since the data are nonparametric, the study employed
Mann-Whitney U test as a means of analysing the col-
lected data. It is an analogous of ¢ test for two independ-
ent samples. The test statistic measures the difference
between the ranked observations of two samples [33],
hence preferred in this study to ascertain the significance
difference among the respondent groups.

We present below the Mann—Whitney U test formula
[33] used in the study, and the data are processed, using
SPSS Statistics:

ny(ny + 1)

u= _ —
nny + 2

"y
>R

i=m+1

where U/ =Mann—Whitney U test, n; =sample size one,
n,=sample size two, R,=rank of the sample size.
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Table 1 Respondents response. Source: Survey Data
Analysis (2019)

Group Survey sent-out  Survey Recd. %
Users 300 200 66.67
Auditors 130 92 70.76
Total 430 292 6791

Table 2 Respondents occupation. Source: Survey Data
Analysis (2019)

Respondents Survey % Cumulative (%)
received

Financial analysts 65 2227 2227

Bankers 46 15.75 38.02
Stockbrokers 52 17.81 55.83

Investors 37 12.67 68.50

Auditors 92 31.50 100.00

Total 292 100.00

Results and discussion
In this section, the results of the primary data analysis are
presented and conclusions drawn therefrom.

Respondents response rate

For this study, 430 copies of questionnaire were sent out
to the two groups in our survey. We distributed 300 cop-
ies to the users’ group and 130 copies to the auditors’
group. Provided in Table 1 is the rate of response and
other demographic information.

The observation from Table 1 shows a total response
rate of 67.90%. This is not only encouraging, but also
acceptable for a research of this nature. Breaking this
down further shows that 66.67% and 70.67% are the
response rates for the users group and auditors group,
respectively.

Respondents occupation

Table 2 reveals that 87.33% of the respondents are
engaged in accounting-related occupation. Their profes-
sional knowledge and exposure make them most suitable
for the survey, and this gives credibility to the study.

Results of statistical tests

Table 3 shows the results of responsibility statement
test, using Mann—Whitney U test. They reveal a high
significant difference between the users and the audi-
tors regarding auditors’ role in detecting of errors and
fraud, maintaining good internal control system, pre-
venting of errors and fraud, keeping the proper records
of books of accounts, preparing the financial statements



Olojede et al. Futur Bus J 2020, 6(1):10

and reporting the future prospects. This is confirmed by
p<0.05. The two groups strongly believe that the audi-
tor should be objective and not biased in the discharge
of his responsibilities. However, there is a significant dif-
ference as shown in the p value of 0.002. In the case of
professional judgement, the p value of 0.005 is observed
and this is lower than 0.05. There is an equally strong sig-
nificant difference in the perception of the users and the
auditors in the use of professional judgement in choosing
audit procedures.

Table 4 shows details of the results of reliability state-
ment statistical test. From the table, the p value for the
clarity in the way the work done by the auditors is com-
municated is 0.238, which is greater than 0.05. Hence,
no significant difference exists between the two groups,
whereas significant difference for the two groups is high
regarding the extent of clarity in the expression of audit
assurance given by the auditors and the company being
free from fraud as confirmed by the p values of 0.000 and
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0.002, respectively, each being less than 0.05 at 5% signifi-
cance level. In the case of fairness and no material mis-
statement in the financial statements factors, a moderate
significant difference is observed between both the users
and the auditors. This is because their p values of 0.019
and 0.022, respectively, are less than 0.05.

Table 5 shows the results of decision usefulness state-
ment statistical test, using Mann—Whitney U test. The
results indicate a high significant difference in the views
of the users group and the auditors group on whether
an unqualified audit report is a proof that the company
is well run, as evidenced by the p value of 0.000 which
is less than 0.05. The p values for usefulness of audited
financial statements in assessing performance and mak-
ing decisions are 0.089 and 0.067, respectively. Thus, we
can draw an inference that no major difference exists
between the views of users group and auditors group on
the two decision usefulness factors because their p values
are far above 0.05.

Table 3 Responsibility statement statistics test. Source: Survey Data Analysis (2019)

Statistics test Detecting Preventing  Good internal Maintain Preparing Objectivity The use Reporting
errors errors control proper financial of the auditor  of judgement of future
and fraud and fraud system books statements in the selection  prospect

of audit
procedure

Mann-Witney U 3659.00 4529.50 4219.00 5812.50 5161.50 7219.50 7444.00 6408.00

Wilcoxon W 24,365.00 25,235.50 24,925.00 26,518.50 25,867.50 11,405.50 11,630.00 27,114.50

Z — 8452 —7.120 —7.565 —5228 —6.220 —3.148 —2813 —4.289

Asymp. Sig. 0.000 0.000 0.000 0.000 0.000 0.002 0.005 0.000

(2-tailed)

Table 4 Reliability statement statistics test. Source: Survey Data Analysis (2019)

Statistics test Fairness Clarity The firm being  Clear communication The financial statements
of the financial in the expression free from fraud of the amount of audit contain no material
statements of audit assurance done misstatement

Mann-Witney U 7759.50 5957.50 719550 8487.00 7729.50

Wilcoxon W 11,945.50 26,663.50 27,901.50 29,101.50 28,435.50

Z —2.347 —5.086 —3.088 —1.179 — 2285

Asymp. Sig. (2-tailed) 0.019 0.000 0.002 0.238 0.022

Table 5 Decision usefulness statement statistics test. Source: Survey Data Analysis (2019)

Usefulness of audited financial statements
in assessing performance of a firm

Statistics test

Usefulness of audited financial
statements in making decisions

A clean audit report
showing that a firm

is doing well
Mann-Witney U 8189.50 8107.50 4678.50
Wilcoxon W 28,895.00 28,813.50 25,384.50
z —1.700 —1.832 —6.907
Asymp. Sig. (2-tailed) 0.089 0.067 0.000
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Table 6 reveals that p values for the three hypotheses
are 0.000, 0.004 and 0.000, respectively, which means that
all three hypotheses are less than 0.05. Consequently, the
null hypothesis (H,) is rejected at 5% significance level.
By this outcome, we conclude that wide significant differ-
ences exist in the opinions of the two groups, users, and
auditors in relation to responsibility, reliability, and deci-
sion usefulness statements.

Table 7 presents the outcome of the normality test.
From the table, the p values for the users group and audi-
tors group are 0.663 and 0.748, respectively. The p value
is higher than 0.05 for each group (users and auditors);
this implies that perceptions of the two groups are nor-
mally distributed.

Discussion

The primary objective of the study was to empirically
investigate the extent and nature of audit expectation
gap in Nigeria. The hypotheses results confirmed the
non-suitability of the null hypotheses for this study and
hence, their rejection. We therefore conclude that there
is a gap between the perceptions of the users and the
auditors with reference to reliability, decision usefulness
statements, and responsibility. From the result, the audit
expectation gap was quite high in the area of the auditor’s
responsibilities, especially with regard to the prevention
and detection of errors and frauds, maintaining of the
proper books and the preparation of financial statements.
These findings are consistent with the results of Best et al.
[11], Adeyemi and Uadiale [3, 48], except that Best et al.
[11] did not find audit expectation gap in the preparation
of financial statements. To a lesser extent, there was a sig-
nificant difference between the two respondent groups
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on the extent of clarity of expression in assurances given
by the auditors and clean report as a sign that the entity
being well managed. Best et al. [11], on the contrary,
found no significant difference on the two reliability and
decision usefulness statements.

Conclusion, contribution, and recommendation
This research confirmed the existence of audit expec-
tation gap in Nigeria. The impact of the new auditor’s
report was yet to be seen. This was partly due to the non-
compliance by many of the audit firms and the nature of
the audit expectation in the country. The audit expecta-
tion gap was more pronounced in the area of auditor’s
duties and responsibilities. While the users believed that
the auditor’s duties and responsibilities as defined by the
Companies and Allied Matters Act of 2004 should be
expanded to cover the prevention and the detection of
errors and fraud, the auditors were of the view that such
an amendment in the legislation would negate the whole
essence of audit. From the outcome of this study, the
audit expectation gap primarily arose from the unreason-
able expectation of the users due to their lack of under-
standing on the roles of auditors. This is consistent with
the role conflict theory, which states that conflict in the
perception of the role of auditors is what is called “audit
expectation gap”

The auditors’ role is described as “the interactions
of the normative expectations of the various interest
groups in the society. These interest groups are different
role senders who may have direct or indirect relation-
ship to the role position” [12]. This implies that an audi-
tor is not only responsible to the shareholders, but also
to other stakeholders who are the users of accounting

Table 6 Testing of hypothesis. Source: Survey Data Analysis (2019)

Statement Respondents response Mean rank Sum of rank Mann-Whitney U p value Decision

Responsibility Users auditors 118.85 24,306.00 3601.00 0.000 Reject
208.31 19,055.00

Reliability Users auditors 137.06 28,002.50 729850 0.004 Reject
167.64 15,358.50

Decision usefulness Users auditors 128.57 26,271.00 5564 0.000 Reject
186.77 17,091.00

Table 7 Test of the distribution normality. Source: Survey Data Analysis (2019)

Statement Group Kolmogorov-Smirnov Shapiro-Wilk

Statistic df Sig. Statistic df Sig

The auditor has a responsibility for detecting all errors and fraud

Users auditors

0.274 200
0.369 92

0.663
0.748

0.824 200
0.642 92

0633
0.570
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information. Hence, the auditors face a multi-task and
multi-expectation assignment that is difficult to ful-
fil. The role conflict indicates that statutory objective of
audit is not responsive to societal expectations. In Nige-
ria, the audit expectation gap is due to the changes in the
business environment. Consequently, the auditors are
constantly under the threat of a credibility and liability
crisis from the increased litigation against and criticism
of their work [37]. However, the audit expectation gap
poses a very serious threat to the auditing profession and
auditors cannot continue to maintain a legalistic posture,
while the public are dissatisfied with their services. More
so, the evolution in auditing profession has always been
based on the changing demands in the society. For audit
to sustain its relevance, the profession must improve on
the speed of response to the demands of the society.

Based on the empirical findings of this study, these rec-
ommendations are provided:

1. The auditors should improve the communication
level in order to address the users’ misconception
of audit services and function. The introduction of
the new auditor’s report by the International Audit-
ing and Assurance Standards Board (IAASB) in 2016
was a response to the recommendations of the prior
studies on the expanded audit report, but the local
regulatory bodies in the country must ensure its
compliance and enforcement to the fullest in order to
produce the desired results.

2. The Companies and Allied Matters Act (CAMA)
[15] should be reviewed with a view to expanding
the existing duties and responsibilities of the audi-
tors particularly, accommodating the demand of the
public in terms of the prevention and the detection
of errors and fraud. If this must be done, more pow-
ers should be given to the auditors to enable them
report any serious misconduct of the directors to the
appropriate regulatory authority. This is whistleblow-
ing, which can serve as a safety valve against fraud,
irregularities, and excessive risk taking. The July 2016
pronouncements on responding to non-compliance
with laws and regulations by International Ethics
Standards Board for Accountants (IESBA) are steps
in the right direction.

3. The rotation of external auditors provided for in
the Nigerian Code of Corporate Governance (2018)
is principle-based, and we suggest that it should be
made compulsory for all companies by including this
provision in Companies and Allied Matters Act with
stiff penalty for non-compliance.

4. An audit firm should not be allowed to carry out
both audit and non-audit professional services in a
client organization. This is to preserve the auditors’
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independence and avoid conflict of interest that nor-
mally attend the rendering of the two professional
services.

5. On a longer term, the regulatory agencies with the
support of audit firms should facilitate the launching
of a new business-reporting model geared towards
releasing more non-financial information to the pub-
lic and with clear description of the role of independ-
ent audit.
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