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Abstract: The role of external audit is crucial in today’s corporate world. This is due to the separation of 

ownership from management as a result of numerous shareholders in companies. The credibility of auditors 

is being questioned in many countries, and is evidenced by criticisms and litigations against auditors. One 

major criticism by users of financial statements was that the auditors were unable to detect and report 

frauds. Even though auditors insist that their roles are not primarily fraud detection, somehow users of 

financial information expect the auditors verification function over the financial reports to assure society 

that management’s prepared financial statements is free of fraud and is of a high quality. This 

misunderstanding between the auditors’ perception of financial reporting and what the public expects such 

perception to be has been a recurring issue in the auditing literature and has often been referred to as the 

audit expectation gap. The study examines the issues associated with audit expectations gap and identifies 

the role of (i) Society’s failure to understand the auditor’s duties (ii) Auditor adherence to Auditing 

standard, (iii)  differences in the public’s and (iv) auditor’s perception regarding the duties of the auditors 

as possible factors influencing audit expectations gap. The recommendation is for the regulatory bodies of 

the accounting and auditing practice in Nigeria to set up appropriate regulatory frameworks and guidelines 

to reduce expectations gap. 
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1. INTRODUCTION 

The primary objective of financial reporting is to provide high-quality financial information 

concerning economic entities useful for economic decision making. Financial reporting is a two 

party transaction in which the issuers of the financial reports provide the report to the users, who 

use the financial information with the expectation that the report will help the users enhance their 

financial decision making.  The users of financial reports vary widely and include creditors, 

suppliers, financial analysts, government authorities and the general public. The issue of quality in 

financial reports is of primary concern not only to the final users but the whole society as it affects 

economic decisions which may have significant impact. Several definitions of the term financial 

reporting have been expressed, based on the objectives of each research. For instance Dechow, 

Sloan, and Sweeny (1995) defines financial reporting  as the precision with which financial 

reports convey information about the firm's operations, in particular its cash flows, in order to 

inform equity investors. Other researchers (Humphrey, 1997; Gray and Manson, 2000) define 

financial reporting as the extent to which the financial statements provide true and fair 

information about the underlying performance and financial position. However, a commonly 

accepted definition is provided by Jonas and Blanchet (2000) who state that financial reporting is 

full and transparent financial information that is not designed to obfuscate or mislead users. The 

concept of financial reporting is therefore broad and includes financial information, disclosures 

and non-financial information useful for decision making.  

However, the misunderstanding between the auditor‟s perception of corporate financial reporting 

and what the public expects such perception to be has been a recurring issue in the auditing 

literature and has often been referred to as the expectation gap.  Extensive research carried out 

(Dixon, Woodhead & Soliman 2006; Lin & Chen 2004) have indicated that the reason for the 

expectations gap is that the role of auditors is poorly understood. However, the public cannot be 

blamed totally as auditing is a complicated subject that is not easily comprehended by those who 

have limited knowledge and exposure in auditing. Researchers (Porter 1993; Humphrey, 1997; Gray 
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and Manson 2000) have referred to the differences between the auditors perception of what functions 

the audit role should play in the financial reporting process and the public‟s perception as the “audit 

expectation gap” where the role of an auditor as perceived by the auditor and the expectations of the 

users of financial statement differs. Pierce and Kilcommins (1996) and McEnroe and Martens 

(2001), argue that the gap exists due to misinterpretations and misunderstanding of the meaning 

of financial reporting quality by the users. These studies suggest that users do not understand the 

audit functions and the role of auditors. A number of commentators have attributed this gap to 

user‟s perception (Lange 1987) widespread misunderstanding (Ellis & Shelly 1988), ignorance 

(Singleton, 1998) and lack of education (Cockburn, 1986). 

2. AUDIT EXPECTATIONS GAP  

The audit expectation gap has a long history since there is widespread concern with the existence 

of the expectation gap between the auditing profession and the public. The term expectation gap 

was first applied to auditing by Liggio (1974), and ever since then, the evidence has increasingly 

indicated the existence of an expectation gap (Boyle and Canning, 2005; Ariff and Rosmaini, 

2005 and Dixon, Woodhead and Sohliman, 2006). An expectation gap exists when auditors and 

the public hold different beliefs about the auditors‟ duties and responsibilities and the messages 

conveyed in audit reports. Apparently, there is a gap between what the public expects and what 

they actually get (Hian and Woo, 1998). 

In recent years, the auditing profession has been the focus of attention, particularly because of 

certain well-publicized corporate collapses. Godsell (1992) argued that there is a belief that a 

person who has any interest in a company such as shareholders, potential investors, take-over 

bidders and creditors, should be able to rely on company audited accounts as a guarantee of its 

solvency and business viability. Hence, if it is known, without any warning that the company is in 

serious financial difficulty, the stakeholders felt that somebody should be made accountable for 

this financial disaster, and it is always perceived to be the auditors. These misconceptions by the 

public result in the legal liability crisis faced by the accounting profession (Maccarone, 1993). 

Any enterprise worldwide relies on two very important and integral components accounting and 

auditing. The former one tracks all transactions of the firm and provides information via financial 

reporting, while audit is performed to indicate the correctness of this track and to ascertain the 

validity and reliability of information. The purpose of audit is „to enhance the degree of 

confidence of intended users in the financial statements by expression of an opinion on whether 

the financial statements are prepared, in all material respects, in accordance with an applicable 

financial reporting framework‟ (IASB, 2010).The role of auditors in the financial statement has 

been and continues to be an important issue for the auditing profession.  

According to Leung, Coram, Cooper, Cosserat and Gill (2004) auditing practice has undergone 

various important evolution stages. During the early 1990s, the detection of fraud was the primary 

purpose of external financial audit (Rezaee and Riley, 2010). With time, Lee and Ali (2008) 

claims that auditing practice became more related to „enhancing role‟, with special focus on 

integrity and credibility of the information provided in financial statements; while Boynton, 

Jonson and Kell (2005) declare that, besides enchasing credibility of financial statements, auditors 

nowadays are providing other services such as reporting on irregularities, identifying business 

risks, and management consulting on internal controls. In other words, auditors are supposed to 

bridge the communication between the managers of the company and final users of published 

financial reports through authentication, reliability and correctness of financial reporting (Salehi 

and Rostami, 2009). 

According to Porter (1993), the existence of an auditor‟s perception on financial reporting quality 

has been made more significant with relation to what other stakeholders perceive by examining 

certain grey areas. Firstly there is the part of this disparity in perception is results from a 

“performance gap”. Porter (1993) notes that this performance gap refers to the different 

perception between “what society can reasonably expect auditors to accomplish and what they are 

perceived to achieve”. This later component then is divided further and are presented by deficient 

standards (“a gap between the duties which can reasonably be expected of auditors and auditors‟ 

existing duties as defined by the law and professional promulgations”) and the deficient 

performance (“a gap between the expected standard of performance of auditors‟ existing duties 

and auditors‟ perceived performance, as expected and perceived by society) (Porter, 1993).  
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Aside from the performance gap, Porter (1993) also introduced what he termed the 

“Reasonableness gap” which is known as the difference between „what society expects auditors to 

achieve and what they can reasonably be expected to accomplish. In other word, it is related to the 

complication and misunderstanding of nature, purpose and capacities of an audit function as 

observed by the society. Humphrey (1997) report that audit expectation gap exists mainly because 

of the subjective nature of terms and concepts in auditing such as the true and fair view, 

reasonable, materiality, adequacy, reliability and relevance which are not defined precisely in the 

Accounting and Auditing Standards but are left for the auditors‟ judgment. Lee and Ali (2008) 

add that it is also influenced by the dynamic objective of auditing and role of auditors, where 

contextual factors such as socio-economic environments, critical historical events, courts or even 

technological developments play an important role. 

3. AUDITORS AND FINANCIAL REPORTING  

The primary aim of the audit is the verification of financial statements. The audit is an important 

part of the capital market framework as it not only reduces the cost of information exchange 

between managers and shareholders but also provides a signaling mechanism to the markets that 

the information which management is providing is reliable (Ojo, 2006). The auditor provides 

independent verification on the financial statements of a company and as a result, the audit loses 

its value when such independence which gives credibility to the financial statements, is 

undermined. The demand for auditing arises from the auditor‟s monitoring role in the principal-

agent relationship (Eilifsen and Messier, 2000).  

In retrospect, the agency theory provides a basis for the audit function in financial reporting. 

According to the theory, an agency relationship is a contract under which one or more principals 

engage an agent to perform some service on the principals‟ behalf and delegate some decision-

making authority to the agent (Jenson and Meckling, 1976). In order to avoid or minimize such 

divergences from his or her interests, the principal can establish monitoring systems. The audit 

function and hence the financial statement audit is a monitoring mechanism that helps reduce 

information asymmetry and protect the interests of the principals, specifically, stockholders and 

potential stockholders, by providing reasonable assurance that management‟s financial statements 

are free from material misstatements (Watts and Zimmerman, 1986). The performance quality of 

this monitoring function may vary. Audit quality describes how well an audit detects and reports 

material misstatements of financial statements, reduces information asymmetry between 

management and stockholders and therefore helps protect the interests of stockholders. High audit 

quality should be associated with high information quality of financial statements because 

financial statements audited by high quality auditors should be less likely to contain material 

misstatements.  

The audit report is the final output in the audit process. It is at this point where auditors express 

their opinion. In the case of a financial audit, it is about the accounting information prepared by 

the management in terms of whether it has been prepared „in material respect, in accordance with 

an applicable financial reporting framework. The users have always viewed the audit report as an 

important source of information. According to Gómez-Guillamón (2003), audit reports provide 

the „value added‟ to the financial information prepared by management. From the user‟s point of 

view, the audit report is viewed as providing assurance about management representation 

although it is not absolute.  

From the auditor‟s perspective, the audited financial reports can be regarded as a main channel of 

communication to the stakeholders. Prior studies on fraud investigation, detection and prevention 

indicate that   greater levels losses incurred by corporate scandals has resulted in the increasing 

public attention paid to auditors, who were expected to attest the accountability and accuracy of 

the company‟s financial statement. As mentioned in Salehi and Rostami (2009) many users 

misunderstand the nature of the attestation function of audit, as „users believe that an unqualified 

opinion means that the entity has foolproof financial reporting‟. Users‟ expectations go beyond 

the responsibility required by the professional regulations and standards, presenting subject of 

misconceptions especially in terms of auditors being able to provide absolute assurance about the 

accuracy of financial statements and in turn create a gap between auditors‟ and users‟ 

expectations of the audit functions. Additionally, if the company appears to face serious financial 

difficulties without any warning, public usually perceives that auditors are the ones to be made 

accountable for any losses experienced. 
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4. AUDITORS AND THE EXPECTATION GAP IN FINANCIAL REPORTING  

As stated earlier, the audit expectation gap has a long history since there is widespread concern 

with the existence of the expectation gap between the auditing profession and the public. And in 

recent years, the auditing profession has been the focus of attention, particularly because of 

certain well-publicized corporate collapses.  

Boyd, Boyd, and Boyd (2001) argue that another reason that may provide a basis for auditors in 

pushing for public understanding of their perception of reporting quality is the unreasonable 

expectations and a misunderstanding by the audit reports users. User misunderstanding forms part 

of the elements that compromise the concepts of the audit expectations gap. This view appears to 

be advanced by the audit profession as a defense to the growing criticism on auditors. As stated 

by Sweeney (1997) the main conclusion of the profession was that user‟s perceptions of the audit 

were flawed, rather than with any significant problem with the audit itself.  This view is consistent 

with the finding of Porter and Gowthorpe (2004). That is, unreasonable expectations by the public 

at large were the main factor representing 50% of the audit expectation-performance gap in the 

U.K. Turley (1992) argued that the differences in auditors perception and users perception of 

financial reporting quality is caused by the public`s misunderstanding of the audit function, by 

over-exaggerated responses to the isolated failings of individual auditors and by miss-appreciation 

of the event to which the profession is actively responding to public interest demands and 

enhancing the quality of audit services.  

5. FACTORS INFLUENCING THE PERSISTENCE OF THE AUDIT EXPECTATIONS GAP  

In this section, we shall examine the factors that influence the persistence of the audit 

expectations gap in financial reporting. The following factors are examined; Society‟s failure to 

understand the auditor‟s duties, Auditor adherence to Auditing standards and differences in the 

public‟s and auditor‟s perception regarding the duties of the auditors. 

5.1. Society’s Failure to Understand the Auditor’s Duties 

For nearly four decades Chandler and Edwards (1996) notes that there has been a mismatch 

between society‟s expectations of auditors and auditors‟ performance; that is, auditors have not 

met society‟s expectations of them.  The findings of Porter‟s (1993) and Porter and Gowthorpe‟s 

(2004) research indicate that the gap results from three main causes; (i) society having 

unreasonable expectations of auditors, (ii) auditors not meeting society‟s reasonable expectations 

of them, and (iii) society being dissatisfied with the standard of auditor‟s performance of some of 

the responsibilities they are required to perform by law, regulations or professional 

promulgations.  The findings of these studies (Porter‟s 1993; Porter and Gowthorpe 2004) also 

suggest that, while society‟s unreasonable expectations of auditors are increasing auditors are 

better meeting society‟s reasonable expectations of them and performing their responsibilities to 

an improved standard.  However, studies conducted in countries such as China and Saudi Arabia 

indicate that society‟s expectations of auditors and its perceptions of their performance (and, 

hence, the extent and composition of the audit expectation gap) may be significantly affected by 

institutional and cultural factors.  Attempts by the auditing profession to narrow the audit 

expectation gap, globally or in individual countries, will need to be cognizant of the impact of 

these and similar factors. Robinson and Lyttle (1991) found Society‟s Failure to understand the 

auditor‟s role in relation to the detection and reporting of fraud to be the most important cause of 

the expectations gap. Humphrey et al (1992) noted that fraud has been an important element in the 

debate on audit expectations throughout the history of the statutory audit.  

The credibility of auditors is being questioned in many countries, and is evidenced by criticisms 

and litigations against auditors (Porter, 1993). Audit expectation gap contributes partially to these 

litigations and criticisms against auditors. One major criticism was that the auditors were unable 

to detect and report frauds, causing bankruptcy costs. Public misperceptions are a major cause of 

the legal liability crisis facing the accounting profession. Many users misunderstand the nature of 

the attest function, especially in the context of an unqualified opinion. Some users of financial 

reports feel that the auditor should not only provide an audit opinion, but also interpret the 

financial statements in such a manner that the user could evaluate whether to invest in the entity. 

There are also users who expect auditors to perform some of the audit procedures while 

performing the attest function like penetrating into company affairs, engaging in management 



Audit Expectations Gap and Perception of Financial Reporting

 

International Journal of Managerial Studies and Research (IJMSR)                                          Page | 27 

surveillance and detecting illegal acts and/or fraud on the part of management. It is these high 

expectations on the part of users of financial statements that create a gap between auditors‟ and 

users‟ expectations of the audit function.   

5.2. Auditor Adherence to the Auditing Standards  

The Oxford Dictionary of Accounting (2008) describes auditing standards as the basic principles 

and essential procedures with which auditors are required to comply in the conduct of any audit of 

financial statements. This is the basic principles which govern the auditors professional 

responsibilities and which must be complied with whenever an audit is carried out. Auditing 

standards are a number of rules accepted by the profession as guidelines to measure transactions, 

event and circumstances which affect financial results and financial information supplied to 

beneficiary parties (Igbinosun, 2011).  In Nigeria, the International Standards on Auditing (ISA) 

are mandatory for the companies quoted on the Nigeria Stock Exchange (NSE) where Nigerian 

Auditing Standards do not exist. But due to the peculiarity of the Nigerian environment on July, 

2006 nine (9) Nigerian Standards on Auditing (NSA) were issued. These claimed priority over the 

ISAs in the Nigeria context.  The objective of the audit of financial statements is to enable the 

auditor to express an opinion on whether the financial statements were prepared, in all material 

respects, in accordance with an identified financial reporting framework. The auditor‟s opinion is 

intended to enhance the credibility of the financial statements. To achieve these objectives there 

are requirements that should be satisfied according to the ISAs and NSAs.These standards should 

be related to the relevant objectives of the audit, which should be relevant and appropriate within 

the social environment. Therefore, these standards should satisfy the four criteria of relevance, 

acceptability, consistency and suitability. The Auditing Practices Committee issued a series of 

auditing standards between 1980 and 1991. The standards issued by its successor body, the 

Auditing Practices Board (APB) are known as Statement of Auditing Standards (SAS). The APB 

also issues practices notes (to assist the auditor in applying auditing standards of general 

application to particular circumstances and industries) and Bulletins (designed for issue when 

guidance is needed on new or emerging issues).  

International Auditing Practice Committee believes that the issue of such standards and 

statements improve the degree of uniformity of auditing practices and related services throughout 

the world (IFAC, 1997). It is however, clarified that the guidance‟s do not override statutory or 

professional regulations. Though the International Auditing Guidelines apply (IAG) primarily to 

independent financial audits, it is recognized that they may also have application, as appropriate, 

to other related activities of auditors. IAG are not automatically binding on the auditors in a 

particular country. However, they provide an authoritative view of what is internationally 

recognized as Generally Accepted Auditing Practices (GAAP) and thus, serve as the basis for the 

development of auditing pronouncements by professional bodies. 

5.3. Differences between Public and Auditor’s Perception of Auditor’s Duties  

In 1988, the Canadian Institute of Chartered Accountants (CICA) established a Commission (the 

Macdonald Commission) to study the public‟s expectations of audits.  If the Commission found a 

gap existed between what the public expects or needs and what auditors can and should 

reasonably expect to  accomplish, it was to develop recommendations on how the disparity should 

be resolved  (CICA 1988).  Like earlier studies, the Commission found that amongst its 

respondents (including the financial community group) there was substantial misunderstanding 

about the role of the auditor. In 1990, Humphrey, Moizer and Turley (1993) conducted a survey 

in the UK to investigate the opinions of auditors, auditees and financial statement users about 

auditors and their work.   Like the earlier studies, Humphrey et al.‟s survey found that the 

opinions of the auditor group differed markedly from those of the financial directors and financial 

statement users.  The largest difference related to the assertion: “Too much is expected of auditors 

by the investing community” (Humphrey et al. 1993).  Eighty two percent of the accountants and 

73 per cent of the auditors agreed with the assertion, the financial directors were almost equally   

divided in their opinion but an average of 67 per cent of the financial statement users (investment 

analysts, bankers and financial journalists) disagreed with it.  Significant differences were also 

evident in respect of the assertions: “Auditors do not understand the problems of a business” and 

“Auditors should report to shareholders on management efficiency”.  While the auditors and, to a 

lesser extent, the accountants disagreed with the statements, the financial directors and financial 
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statement users conveyed their agreement.  However, while the auditors disagreed with the notion 

that they should report on management‟s efficiency, they agreed (as did the other groups) that 

they should be “identifying ways to improve management efficiency. 

Lin and Chen (2004) investigated the audit expectation gap in China by means of a survey of 

auditors and audit beneficiaries (investors, creditors, government officials, business management 

and academics). They found that the auditors and audit beneficiaries agreed that there is a need to 

increase auditors‟ independence. However, the groups‟ opinions differed in respect of the 

objectives of a financial statement audit, auditors‟ responsibility to detect fraud, third-party 

liability of auditors. While the auditors strongly agreed that the objective of a financial statement 

audit is to ensure the auditee‟s financial statements are presented in a true and fair manner, the 

audit beneficiaries indicated that they expect the objectives of an audit to include detecting and 

reporting fraud, other corporate irregularities and management inefficiencies.  The audit 

beneficiaries also expressed the view that auditors should be liable for third party losses caused by 

their negligence or failure to perform their responsibilities properly.  Perhaps not surprisingly, the 

auditors disagreed with this proposition. 

Haniffa and Hudaih (2007) investigated the possible existence of an audit expectation gap in 

Saudi Arabia.  Using a questionnaire, they ascertained the opinions of 174 auditors and members 

of various audit interest groups about the standard of auditors‟ performance of their duties that are 

(i) required by Saudi law and (ii) not legally prescribed but, nevertheless, are expected of auditors.  

The survey participants were also asked whether they thought that auditors‟ performance is 

affected by environmental factors such as auditors‟ licensing policy and recruitment process, the 

political and legal structure, and societal values.  To support the quantitative data, and to probe 

the underlying motivations, feelings, values, attitudes, and perceptions about the audit 

environment in Saudi Arabia. Haniffa and Hudaih (2007) conducted 48 semi-structured 

interviews with selected members from each of the interest groups (Haniffa & Hudaih 2007). The 

study found significant differences of opinion between the auditors and the interest groups about 

auditors‟ performance of their duties.   

5.4. Deficiency in Existing Standards  

Auditing standards are a number of rules accepted by the profession as guidelines to measure 

transactions, event and circumstances which affect financial results and financial information 

supplied to beneficiary parties (Igbinosun, 2011). These standards should be related to the 

relevant objectives of the audit, which should be relevant and appropriate within the social 

environment. Therefore, these standards should satisfy the four criteria of relevance, acceptability, 

consistency and suitability. Auditing standards are important to the user of accounting report. 

According to the World Bank Report on the Observance of Standards and Codes (ROSC, 2004), 

at the international level, standards enhance transparency. They identify weaknesses that may 

contribute to economic and financial vulnerability. They foster market efficiency and discipline. 

At the national level, standards provide a benchmark to identify vulnerabilities and guide policy 

reform. To best serve both international and national objectives, the scope and application of such 

standards need to be assessed in the context of a country‟s overall development strategy and 

tailored to individual country circumstances. International standards have been formulated to 

harmonize auditing practices between different nations and are to be applied where there are no 

local standards. In Nigeria, the International Standards on Auditing (ISA) are mandatory for the 

companies quoted on the Nigeria Stock Exchange (NSE) where Nigerian Auditing Standards do 

not exist. But due to the peculiarity of the Nigerian environment on July, 2006 nine (9) Nigerian 

Standards on Auditing (NSA) were issued. These claimed priority over the ISAs in the Nigeria 

context.  

The need to address the challenges with domestic standards in terms of the deficiencies has led to 

the dominance of the International Standards on Auditing (ISA) which has been less contentious.  

Many countries have taken the ISAs as the foundations for national standards and supplemented 

them with additional requirements, believed to be appropriate to their domestic market. The 

ROSC reports points to two important areas in which most domestic standards are contentious and 

this may be as a result of the deficiencies in the standards themselves. Firstly, is a weakness in the 

standards resulting from undue political or lobbying influence in standard-setting activities and 

lack of detailed rules. For example, many stakeholders in many countries believe that fraud 
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detection should be recognized as a responsibility of statutory auditors. They contend that the 

scope of audits must be expanded beyond the current requirements of International Standards on 

Auditing, and looking for fraud must be made an affirmative audit obligation. The international 

standards on auditing are clear and detailed about what the expectation of stakeholders in terms of 

fraud detection should be and also the extent to which the auditor will be liable.  Second, is the 

practice in most countries where a principal auditor base his or her audit opinion on the financial 

statements taken as a whole solely upon the report of another auditor regarding the audit of one or 

more components. This could simply lead to the persistence of audit weaknesses where it is the 

case that the audit report to be depended on has not be done in line with best standards. However, 

with the ISA the auditor bears full responsibility for the audit report  

6. AUDITORS’ DUTIES AND RESPONSIBILITIES IN THE NIGERIAN ENVIRONMENT 

The Companies and Allied Matters Act (CAMA), CAP C20, LFN 2004 is the principal law which 

sets the tone for the incorporation and conduct of business in Nigeria. Section 357 of the Act 

requires that every company shall at each annual general meeting (AGM) appoint an auditor(s) to 

audit the financial statements of the company. The Act further requires that the audit must be 

performed by an approved company‟s auditor as defined under Section 358 of CAMA 1990. 

Under Section 360 (4) of the CAMA 1990, auditors are required to include in their report if any of 

the requirements of the Act have not been complied with in the accounts. Specifically, the Act 

states that it shall be the duty of the company‟s auditor, in preparing their report, to carry out such 

investigations as may enable them to form an opinion as to the following matters whether: (a) 

proper records have been kept and adequate returns received from branches not visited by him; 

and (b) the company‟s balance sheet and profit and loss accounts are in agreement with the 

accounting records and returns. The auditors‟ report shall state the matters set out in the Sixth 

Schedule to CAMA as follows: 

(i) Basis of preparation of the entity‟s financial statements (that is, the financial statements have 

been prepared on the basis of the entity‟s accounting policies); (ii) Respective responsibilities of 

the directors and the auditors; (iii) Basis of the auditors‟ opinion; (iv) Whether proper books of 

account have been kept; (v) Compliance with the provisions of the Companies and Allied Matters 

Act, Cap. C20 LFN 2004; (vi) Compliance with the statements of accounting standards issued by 

the Nigerian Accounting Standards Board (NASB). 

7. CONCLUSION  

The role of external audit is crucial in today‟s corporate world. This is due to the separation of 

ownership from management as a result of numerous shareholders in companies. The external 

auditors‟ are usually perceived as independent and unbiased, thus, users of financial statements 

rely on these audit reports for decision making. In essence, the auditors‟ role is carried out to add 

credibility to financial statements released after the end of a company‟s financial year. The 

credibility of auditors is being questioned in many countries, and is evidenced by criticisms and 

litigations against auditors. One major criticism by users of financial statements was that the 

auditors were unable to detect and report frauds. Even though auditors insist that their roles are 

not primarily fraud detection, somehow users of financial information expect the auditors 

verification function over the financial reports to assure society that management‟s prepared 

financial statements is free of fraud and is of a high quality. This misunderstanding between the 

auditors‟ perception of financial reporting and what the public expects such perception to be has 

been a recurring issue in the auditing literature and has often been referred to as the audit 

expectation gap. The major recommendation is for the regulatory bodies of the accounting and 

auditing practice in Nigeria to set up appropriate regulatory frameworks and guidelines as it is 

experienced in some developed countries like US and UK. Such issues of auditor independence 

should be protected by the relevant regulatory bodies. The classical cases of corporate and audit 

failures involving the likes of Author Anderson has shown explicitly that effective regulatory 

controls rather than allowing the tool of discretion by auditors is what is needed to protect 

independence and maintain systemic confidence in the audit function.   
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