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Abstract  

The study determined the effect of auditor diversity on corporate performance of firms in 

Nigeria using return on capital employed. The Ex-Post Facto research design was used in this 

study. The researcher is interested in determining whether there is a causal connection between 

the independent and dependent variables, so the design is appropriate. Purposive sampling 

method was used to select 50 manufacturing companies. The selected companies annual 

reports and accounts served as the source for the data. Regression analysis was used to test 

the hypothesis. The result revealed that there is no significant effect between auditor diversity 

and return on capital employed of firms in Nigeria. As the study demonstrated that audit switch 

decisions have no significant impact on the employed capital return on investment. Therefore, 

in order to significantly increase their returns, Nigerian firms should evaluate the auditor's 

quality before switching. 
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1.0 Introduction 

The most fundamental goal of a financial statement in Nigeria and around the world is to 

provide information that can help a wide range of people make informed economic decisions. 

According to Chadegani, Mohamed, and Jari (2011), managers use financial statements to 

report on their stewardship of wealth to owners (International Accounting Standard Board 

framework - IASB, 2005). The statements' purpose is to provide information on the financial 

position, performance, and changes in the financial position of entities. Information from 

financial accounting serves two primary functions: First and foremost, it is a means of reducing 

information asymmetry between internal and external parties by transferring information from 

managers to interested parties; Second, it is frequently used in contracts between a company 

and other parties involved in its operations, such as lenders, managers, business partners, and 

the government (Chen, Rong-Ruey, Cheng-Ta, and Lin-Hui, 2019).As a result, this allows 

ownership and control to be separated. In the majority of businesses, the agency conundrum 

frequently arises due to the separation of ownership and control. The actions of managers 

(agents) must be verified by wealth owners (principals);According to Sook, Seon, Dong, and 

Seung (2019), Hamza, Wan, Norfadzilah, Razana, Nadiah, and Zarinah (2018; Sook, Seon, 

Dong, and Seung), and Hamza, Wan, Norfadzilah, Razana, Nadiah, and Zarinah, and 2019 by 

Utomo, Zaky, and Imang).Financial statement audit, according to Aguolu (2008), is the 

independent examination of an organization's financial statements with the goal of determining 

whether the statements present a true and fair view and adhere to relevant accounting and 

auditing standards. There are two types of financial statement audit: internal and external; 

However, the focus of this study was on the external audit of financial statements, which is a 

requirement for all businesses. According to Hussein (2018), the law governs external audits. 

And as a legal requirement for publicly traded businesses (Nzomo, 2002). As a result, 

according to Quick (2012), the law mandates that external auditors provide an opinion 
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regarding the accuracy and fairness of an organization's financial statements for a specific time 

period. As a result, external auditors have a responsibility to the company and to shareholders 

to carry out the audit with appropriate professional care. 

There have been numerous arguments regarding the selection of auditors and the reasons for 

switching auditors in recent times. Choosing the next auditing firm to handle the company's 

external auditing at the end of the current audit firm's contract is known as auditor 

diversification, despite the fact that other circumstances, such as breach of contract, may 

necessitate the switch. In order to realign the characteristics of the audit firm with the growing 

needs of clients in light of changing circumstances, auditor diversity decisions involve 

changing the incumbent auditor (Huson, Shamsher, Annuar, and Ariff, 2000;2017 by Choi, 

Lim, and Mali; and 2018 by Okere, Ogundipe, Oyedeji, Eluyela, and Ogundipe). 

According to Gwizu, Waeni, Chimanga, Saidi, and Karasa (2017), auditor diversing is the 

resignation and discharge of auditors' responsibilities from client firms. Depending on whether 

the switch is from a Big-4 company to a Big-4 company or from a Big-4 company to one that 

isn't a Big 4, auditor diversing can cause investors to have negative feelings and low confidence 

in financial reports. Companies are required to change their external auditor on a regular basis, 

say every three to nine years, under a mandatory auditor switch system. According to 

proponents of auditor switching or rotation, a system of compulsory diversing or rotation would 

hinder auditors' independence and prevent them from becoming aligned with management. For 

instance, an auditor may be reluctant to disclose the true financial situation of the company 

because a client is a significant source of revenue for the auditor (Hoyle, 1978). 

According to Boon, Tze, Adedeji, and Sin (2016), auditor switching or diversification decisions 

can help restore confidence in the regulatory system, as was the case in Italy. Liu, 2017; 

Additionally, auditors will compete with themselves to win the tender and differentiate 

themselves in terms of service if a client seeks a new auditor (Kusrina and Yulivani, 2016; and 

Sonu, 2017).2016 by Gharibi and Geraeely; Hoyle, 1978). 

The vast body of empirical research on the factors that influence the selection of a particular 

auditor and the connection between them and financial performance yields contradictory 

results. In Korea, for instance, Sook et al. (2019) discovered evidence that the cost of equity 

capital is negatively correlated with mandatorily switched audit firms. Matoke and Omwenga 

(2016) found that audit quality had a positive impact on financial performance in Kenya. 

Malaysian researchers Tan, Ong, Chong, and Samuel (2016) discovered that auditor diversity 

had no significant impact on financial performance. Against this backdrop, the present study 

sought to determine the effect of auditor diversity on corporate performance of firms in Nigeria 

using return on capital employed. 

2.0 Review of Related Literature 

2.1 Auditor Diversity Decisions 

According to Choi and Wong (2007), choosing an auditor is a strategic and complicated 

decision that varies between businesses due to their distinct motivations and incentives. 

According to Stergiou (2013), managers evaluate each auditor using a variety of criteria and 

factors. As a result, managers look at the marginal benefits and costs of hiring a particular 

auditor (Okereet al., 2018). On the other hand, the client-auditor coalition is viewed in terms 
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of a minimum cost match between auditor services and client needs (demand side) (Datar, 

Feltham, and Hughes, 1991). 

Due to the nature, dynamics, and complexities of Nigeria's audit market, the concept of auditor 

diversity decisions has dominated accounting literature. Choosing the next auditing firm to 

handle the company's external auditing at the end of the current audit firm's contract is known 

as auditor diverting. Despite the fact that diversity can also occur for other reasons, such as 

contract violation. In order to realign the characteristics of the audit firm with the growing 

needs of clients in changing circumstances, auditing has been defined by several researchers, 

auditing standards, and pronouncements. Auditor diversity decisions involve changing the 

incumbent auditor (Huson et al., 2000). Aguolu (2008) says that auditing is the independent 

examination of an organization's financial statements with the goal of determining whether or 

not these statements or opinions present a true and fair view and are in compliance with relevant 

accounting and auditing statutes. On the other hand, the choice made by the Big Four as 

opposed to the non-Big-4 audit firms is known as auditor choice. 

Several academics have examined auditor diverting decisions (De Ketelaere and De Beelde, 

2007; Three hypotheses have been used to explain why auditors in an (unregulated) 

environment require external monitoring: the insurance, information, and stewardship 

hypotheses. Managers are willing to be transparent with their stakeholders, according to the 

stewardship hypothesis (DeFond, 1992), and auditors improve the quality of information 

provided to users in financial statements, according to the information hypothesis (Revier and 

Schroé, 2010). According to Okpala (2015), who cites Fama and Laffer (1971), the information 

hypothesis has three main advantages: risk reduction, improved decision-making and higher-

quality earnings. Thirdly, the insurance hypothesis explains that the auditor acts as an insurer 

for those who rely on financial statements to make decisions. According to De-Beelde (2008), 

the auditor is liable for errors based on such financial statements. 

2.2 Corporate Performance 

The benefits that an organization receives from its shares, operations, and functioning are 

referred to as "corporate performance," and they are typically reflected in an organization's 

financial statements. Profitability ratios, such as earnings per share, dividend per share, return 

on asset, return on equity, earnings yield, profit margin, return on investment, operating profit, 

and return on capital employed, among others, or market-based measures like Tobin's Q can 

be used to measure a company's performance. A company's performance can be determined 

from its financial statements. According to Herly and Sisnuhadi (2011), a good performing 

entity is deemed to enhance quality disclosure in its financial statements. 

A financial ratio that businesses use to evaluate their performance is the Return on Capital 

Employed (ROCE). ROCE measures a company's profitability after accounting for the capital 

used to achieve that profitability, making it an efficient indicator. It is a ratio of employed 

capital to earnings before interest and taxes (EBIT). The typical capital employed figure 

includes long-term borrowings, retained earnings, and share capital. Capital employed can also 

be calculated by dividing Total Assets by Current Liabilities, or Total Assets minus Current 

Liabilities. A good indicator of a company's total resources is the amount of capital employed. 

EBIT, or operating income, is a measure of a company's earnings from operations alone, 

excluding interest and taxes. 
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The researcher included ROCE because it takes into account both debt and equity financing 

and is a better gauge for the company's performance or profitability over a longer period of 

time. The majority of the studies used ROE and ROA. 

As a result, the researcher hypothesized that the auditor switch decision has no significant 

impact on the return on capital employed of Nigerian businesses and that the auditor switch 

decision may have a significant impact. 

2.3 Review of Empirical Studies 

Using a sample of listed Korean businesses, Sook, Seon, Dong, and Seung (2019) investigated 

the connection between the cost of equity capital from 2006 to 2008 and mandatorily switched 

audit firms. The study used the price-earnings-growth, Gode and Mohanram, and modified 

price-earnings-growth models to demonstrate that mandatory audit firms have a negative 

relationship with equity capital costs. Okere, Ogundipe, Oyedeji, Eluyela, and Ogundipe 

(2018) investigated how the choice of auditors affected the financing decisions made by 

Nigerian quoted companies. From 2010 to 2014, secondary data were used in the study. The 

results of the linear regression analysis revealed that auditor choice has a significant positive 

effect on cost of equity and a significant negative effect on long-term debt. In South Korea, 

Choi, Lim, and Mali (2017) compared the audit quality of firms subject to mandatory audit 

rotation to two benchmark groups: a sample that voluntarily adopted the policy and the other 

group that was subject to mandatory audit rotation. The study found that audit quality was 

lower in the mandatory rotation firm sample compared to firms that voluntarily adopted the 

policy when accrual-based measures were used to measure audit quality. Using regression 

models, Stakebrand (2017) investigated how auditor rotation affected audit quality in European 

companies between 1995 and 2014. According to the study, audit quality is significantly 

affected by audit rotation. In five nations, Totok, Rahmawati, and Agung (2017) investigated 

the moderating effects of audit opinion accuracy on the relationship between corporate 

governance and downward auditor switching: Philippines, Indonesia, Malaysia, Singapore, and 

Thailand. According to the findings of the fixed effect logistic regression, if opinion accuracy 

is high, the audit committee, independent commissioner, and financial deepening have a 

negative impact on downward auditor switching. Gharibi and Geraeely (2016) looked into the 

effective factors that influence an auditor's replacement in Iran. Company size, auditor 

opinions, audit reporting delay, and audit firm reputation were the subjects of the study. From 

2010 to 2014, 96 companies on Tehran's Stock Exchange were included in the sample. They 

used multiple regressions to look at the data, and the results showed that auditor change, auditor 

opinion, auditing reporting delay, and company size all had significant positive correlations 

with each other. However, they discovered no significant correlation between auditor change 

and audit firm reputation. Matoke and Omwenga (2016) investigated the connection between 

the financial performance of Nairobi Securities Exchange-listed companies and audit quality. 

Using the Cronbach (Alpha) model, the reliability of the quantitative and qualitative data that 

was gathered from 89 respondents through the use of questionnaires was evaluated. The study's 

findings show that audit quality has a positive and significant impact on financial performance. 

Additionally, a company is more likely to have substantial net profit margins if its auditors are 

more independent. Although it had a smaller impact than auditor independence, auditor size 

had a positive and significant impact. Kusrina and Yulivani (2016) investigated the factors that 

influence auditor switching in Indonesia. Management turnover, company size, financial 

distress, audit fee, and ROA were the subjects of their investigation. Purposive sampling was 

used to select 17 banks that were listed on the Indonesian Stock Exchange between 2009 and 

2013. The hypotheses were put to the test with logistic regression. Only management turnover 
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was found to have a significant impact on auditor switch, according to the findings. Firm size, 

financial distress, audit fee, and ROA were all non-significant variables. Olowookere and Inneh 

(2016) examined the factors that influence auditor selection among quoted manufacturing 

companies in Nigeria. The study employed a survey research methodology, and a structured 

questionnaire was used to collect primary data. Both descriptive and inferential statistics were 

utilized in the analysis of the data. The hypothesis was tested with logistic regression. 

According to the findings, a company's choice of auditors is primarily influenced by two 

factors: their international coverage and their long-term relationship with their current auditors. 

Al Ani and Mohamed (2015) looked at how firm performance (financial and marketing) was 

affected by auditor quality (big four and non-big four) in the Sultanate of Oman's industrial, 

financial, and service sectors. From 2009 to 2013, the study looked at the annual reports of 112 

companies listed on the Muscat Securities Market (MSM). Big/non-Big four ROE and Market 

fair value of shares (MFV) show positive correlations and regression at a 5% level of 

significance, according to the findings of the statistical analysis. The MANOVA test revealed 

that the Big/non-Big four only have a significant impact on MFV in the industrial sector. The 

other dependent variables are unaffected by the Big/non-Big four. According to Sanja and 

Mateja (2015), who provide empirical evidence on audit market concentration in Croatia, 

market shares established on total clients' assets, revenues, and audit market for listed firms are 

moderately to highly concentrated, and they have decreased over the past five years (from 2013 

to 2008). 

3.0 Methodology 

The Ex-Post Facto research design was used in this study. The researcher is interested in 

determining whether there is a causal connection between the independent and dependent 

variables, so the design is appropriate. 

The population of the study consisted of selected Nigerian manufacturing companies. 

Purposive sampling method was used to select 50 manufacturing companies. The selected 

companies annual reports and accounts served as the source for the data. The data used to 

calculate the selected ratios were provided by the comprehensive income statement and 

statement of financial position. 

Auditor diversity decisions (measured using Big-4 and non-Big-4 audit firms), corporate 

performance (return on capital employed), and control variables (audit fee) were all included 

in the data that were gathered from 2013 to 2020. 

3.1 Model Specification  

In view of the dependent, independent and control variables of the study, the following models 

were estimated to examine the relationship between auditor switch decisions and corporate 

performance in Nigeria using Hair, Black, Babin, Anderson, and Tatham (2006) model 

ROCE = f (BIG4, ADFE)   ……………… …………………………....i 

ROCEit = ɳ0 + ɳ1BIG4it + ɳ3ADFEit + ∑t …………………………………………….ii 

Where:  
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ROCE  =  Return on capital employed;  

BIG4  =  Big-4 and non-Big4 audit firm;  

ADFE = Audit fee;  

t = Time dimension of the variables;  

ɳ0 = Constant or intercept;  

ɳ 1-3 =  Coefficients to be estimated or the coefficients of slope parameters. 

3.2 Methods of Data Analysis  

The descriptive statistics were employed to describe the nature of the data in terms of their 

averages, variations between the dependent and independent variables and multivariate 

regression analysis was used via E-view 9.0 statistical software.  

3.3 Decision rule 

Using SPSS, 5% is considered a normal significance level. The accept/reject criterion was 

based on the p-value; alternative hypothesis will be accepted. If p-value > 0.05 otherwise reject 

and accept the null hypothesis. 

4.0 Results and Discussion  

4.1 Data Analysis 

Table 1: Descriptive statistics 

 

 

 

 

 

 

The descriptive analysis revealed that the mean (average) return on capital employed (ROCE) 

of the firms in Nigeria 9.912. Similar situations were found for the firms audit fee (ADFE) and 

Big-4 audit (0.625 and 0.094) respectively. In fact, the standard deviation values of ROCE and 

ADFE, BIG4, indicated that the sampled firms in Nigeria are not too dispersed from each other, 

particularly that most likely the study variables are not constant over time. Remarkably, the 

data series (ROCE, BIG4) for the firms displayed non-zero skewness except ADFE.  More so, 

variables of ROCE (-0.16), was skewed to the left.  

 ROCE BIG4 ADFE 

 Mean  9.911938  0.625000  0.094187 

 Median  10.29505  1.000000  0.082550 

 Maximum  14.56010  1.000000  0.150200 

 Minimum  4.855900  0.000000  0.050200 

 Std. Dev.  3.132191  0.517549  0.040192 

 Skewness -0.166907 -0.516398  0.381070 

 Kurtosis  2.115039  1.266667  1.516292 

 Jarque-Bera  0.298196  1.357037  0.927416 

 Probability  0.861485  0.507368  0.628947 

 Sum  79.29550  5.000000  0.753500 

 Sum Sq. Dev.  68.67436  1.875000  0.011308 

 Observations  8  8  8 
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4.2 Test of Hypothesis 

H0: Auditor diversity decisions have no significant influence on return on capital employed 

of listed firms in Nigeria. 

Table 2: Effects Results for Auditor Diversity Decision and Return on Capital Employed 

and Audit fees 

Dependent Variable: ROCE   

Method: Least Squares   

Date: 09/30/22   Time: 08:21   

Sample: 2013 2020   

Included observations: 8   
     
     Variable Coefficient Std. Error t-Statistic Prob.   
     
     C 16.20484 9.624787 1.683657 0.1531 

BIG4 -6.347911 5.284926 -1.201135 0.2835 

ADFE -24.68965 68.05360 -0.362797 0.7316 
     
     R-squared 0.574160     Mean dependent var 9.911938 

Adjusted R-squared 0.403824     S.D. dependent var 3.132191 

S.E. of regression 2.418440     Akaike info criterion 4.884119 

Sum squared resid 29.24427     Schwarz criterion 4.913910 

Log likelihood -16.53648     Hannan-Quinn criter. 4.683194 

F-statistic 3.370754     Durbin-Watson stat 3.070896 

Prob(F-statistic) 0.118336    
     
     

Source: Computation via E-view 9.0, 2022 

Table 2 captures the summary result obtained from the effect models for auditors diversity 

decision(BIG4), return on capital employed(ROCE), controlled by audit fee (ADFE) model.  

The model of auditors diverting and return on capital employed has lesser beta coefficient; the 

beta coefficient are BIG4 (-6.347911) and ADFE (-24.68965), which is low.  

However, the study confirmed the result by taking a look at the p-value 0.284 and 0.732 for 

BID4 and AUDFE respectively. This implies acceptance of the alternate hypothesis since p-

value was not significant at 5% level.  In addition, the t-test results confirm that auditor’s 

diversing decision (BIG4) is insignificant in explaining the variation in return on capital 

employed (ROCE). Nevertheless, R2 is 0.574 impliedly, auditors diverting decision explained 

about 0.57% variation in return on capital employed (ROCE).  

The results of the statistic is with Prob(F-statistics) value of 0.118, indicating the acceptance 

of the null hypothesis and rejection of the alternate hypothesis that there is no significant 

between auditor diversity and return on capital employed of firms in Nigeria. 

5.1 Conclusion  

From 2013 to 2020, this study looked at how decisions about auditor diversity affected the performance 

of Nigerian quoted companies. According to the results of the test of the research hypothesis; there is 

no significant relationship between auditor diversity and the return on capital employed by quoted 
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Nigerian businesses. Kusrina and Yulivani's (2016) findings are in line with this result; Tan and others 

(2016); Boon and others (2016); and Mohamed as well as Al-Ani 

The study's overall findings demonstrated that decisions regarding auditor diversity have little 

or no impact on corporate performance measures of return on capital employed. 

As the study demonstrated that audit switch decisions have no significant impact on the 

employed capital return on investment. Therefore, in order to significantly increase their 

returns, Nigerian firms should evaluate the auditor's quality before switching. 
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