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Abstract Original Research Article

Despite the critical role of auditors in assessing corporate viability, there is limited empirical evidence
on how effectively audit opinions predict corporate liquidation within the Nigerian banking sector. This
study investigates the role of auditors in predicting corporate liquidation, with a focus on the Nigerian
banking sector. Using a dataset of 25 banks, the research examines how audit opinions and key financial
ratios - Return on Assets (ROA), Capital Adequacy Ratio (CAR), and Liquidity, relate to the likelihood
of liquidation. A logistic regression model reveals that adverse or qualified audit opinions are
significantly associated with bank failure. Furthermore, poor financial health, as reflected in low ROA,
CAR, and liquidity levels, significantly increases the probability of liquidation. The findings
underscore the predictive importance of audit reports alongside financial indicators. The study
recommends that regulators, investors, and banking executives treat audit opinions as critical early
warning tools for corporate distress and insolvency. Enhancing the quality and timeliness of audit
reports can significantly contribute to market discipline and financial stability in Nigeria’s banking
industry.
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1.0 Introduction

The role of auditors as watchdogs in the
corporate financial reporting framework is
essential,  particularly  in  safeguarding

the going concern status of a company. The
going concern assumption is fundamental to
financial reporting, as it presumes that an entity
will continue to operate for the foreseeable

stakeholders' interests and ensuring corporate
accountability. In a market economy where trust
in financial reporting underpins investment
decisions, auditors are expected to provide early
signals of financial instability, especially in
sectors as systemically important as banking.
One of the most critical expectations from
auditors is their capacity to assess and report on

future. The responsibility to evaluate this
assumption lies with both the management and
the auditor, with the latter expected to raise red
flags when substantial doubt exists about the
firm’s ability to continue as a going concern
(International Auditing and Assurance Standards
Board, 2016). However, evidence from the
Nigerian banking sector suggests that audit
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reports have often failed to serve as an effective
early warning mechanism for corporate failure.
This has raised serious concerns about the
predictive role of auditors in the face of looming
liquidation.

Historically, Nigeria has witnessed multiple
episodes of banking sector instability
characterized by the sudden collapse of banks
that had only recently received unqualified audit
reports. The banking crisis that culminated in the
2009 Central Bank of Nigeria intervention
revealed gross understatements of risk exposures
and insolvency issues in several banks, some of
which had just received clean audit opinions
from their external auditors. Similarly, the
liquidation of banks such as Savannah Bank,
Societe Generale Bank, and most recently
Heritage Bank and Skye Bank has once again
brought into question the reliability of external
audits in the Nigerian banking landscape
(Sanusi, 2012; Ojeaga and Odejimi, 2019).
These failures, often unforeseen by auditors,
have highlighted a systemic flaw in the audit
process, particularly in its ability to predict
corporate liquidation and protect stakeholders
from unforeseen losses.

The Nigerian banking sector operates in a highly
regulated and capital-intensive environment. As
financial intermediaries, banks deal with large
volumes of public deposits, credit creation, and
liquidity management. Their collapse therefore
carries far-reaching implications not only for
shareholders but also for depositors, employees,
and the broader economy. Given the stakes
involved, the statutory requirement for an annual
external audit is meant to ensure transparency,
accountability, and early detection of financial
distress. Auditors are supposed to examine the
financial records of banks and provide an
opinion on whether those records present a true
and fair view of the company’s financial
position. According to the International Standard
on Auditing 570 Revised, auditors are required
to determine whether any material uncertainties
exist that may cast significant doubt on the
entity’s ability to continue as a going concern
(IAASB, 2016). However, despite this
obligation, a recurring pattern has emerged in
Nigeria where banks that later go into liquidation

were previously issued clean audit reports, free
of any going concern qualification.

This pattern suggests a serious disconnect
between audit opinion and actual financial
health, indicating either a failure in audit
procedures, lack of auditor independence, or
limitations in regulatory oversight. The absence
of going concern warnings in the audit reports of
failing banks severely undermines the trust that
investors, depositors, and regulators place in
audited financial statements. As Idornigie and
Iredele (2021) argue, when audit reports fail to
disclose warning signals in a timely manner, they
not only mislead stakeholders but also impede
corrective regulatory interventions that could
potentially avert corporate failure. The question
that arises from this situation is whether Nigerian
auditors are fulfilling their duty as credible
predictors of corporate liquidation or if systemic
issues are impeding their ability to act as
effective sentinels in the banking sector.

While the literature on auditing in Nigeria has
grown in recent years, much of the existing
scholarship has focused on issues such as audit
quality, independence, and auditor rotation.
However, few studies have investigated the
predictive value of audit reports in the context of
bank liquidation. For instance, while Omoye and
Eragbhe (2016) have examined the relationship
between audit quality and financial reporting
credibility, they did not explicitly address
whether auditors are capable of signaling
impending liquidation, particularly in the
banking sector. Moreover, many of the available
studies tend to adopt a generalized approach,
analyzing firms across various sectors without
paying adequate attention to the unique
characteristics of the banking industry. This lack
of sector-specific analysis ignores the regulatory
complexities, operational risks, and capital
adequacy constraints that are peculiar to banks
and which may significantly influence both
financial performance and audit outcomes.

There is also a noticeable absence of empirical
studies that examine the correlation between
specific audit characteristics, such as the
auditor’s tenure, audit firm size, and the issuance
of going concern opinions, and the eventual
liquidation of banks in Nigeria. Such a gap in the
literature limits our understanding of the
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systemic and operational factors that contribute
to audit failure in the Nigerian banking sector.
Additionally, the potential influence of client
pressure, regulatory interference, and the
concentration of audit assignments among a few
large firms further complicate the audit
landscape in Nigeria. The lack of transparency
surrounding audit decisions and the often-limited
accountability for auditors who fail in their
duties further exacerbates the problem.
Therefore, this study seeks to address a
significant gap in the current literature by
focusing specifically on the Nigerian banking
sector and examining the extent to which
auditors have played an effective role in
predicting corporate liquidation. It aims to
uncover whether audit reports have served as
reliable early warning tools and to explore the
possible factors that may have constrained
auditors from performing this role effectively.

2.0 Literature Review
Concept of Auditing and Audit Opinion

Auditing is a systematic and independent process
of evaluating the financial statements of an
organization to determine whether they are
presented fairly in accordance with applicable
financial reporting frameworks, such as the
International Financial Reporting Standards
(IFRS). The core objective of an audit is to
provide assurance to stakeholders, such as
investors, creditors, regulators, and the general
public, that the financial statements are free from
material misstatement, whether due to fraud or
error (Ojo, 2009). According to the International
Standard on Auditing (ISA) 200, auditing
involves the exercise of professional judgment
and skepticism to assess the truth and fairness of
a company’s financial reports.

Auditing serves a vital role in reducing
information asymmetry between management
and stakeholders. Through the audit process,
auditors gather sufficient and appropriate
evidence regarding the amounts and disclosures
in the financial statements. This process
culminates in the issuance of an audit opinion,
which communicates the auditor’s conclusion
about the reliability and fairness of the financial
statements (ICAN, 2020).

An audit opinion is the formal statement
expressed by an external auditor at the end of an
audit engagement. The nature of this opinion is
crucial, as it significantly influences users'
decisions. ISA 700 identifies four types of audit
opinions:

1. Unqualified (Clean) Opinion: This
indicates that the financial statements are
presented fairly, in all material respects,
in accordance with the applicable
financial reporting framework. It is the
most favorable type of opinion and
signals no significant issues in the
financial reporting process.

2. Qualified Opinion: This is issued when
the auditor concludes that, except for
certain specific issues, the financial
statements are fairly presented. It
suggests the presence of a material
misstatement or a limitation in the scope
of the audit that is not pervasive.

3. Adverse Opinion: This is issued when the
auditor determines that the financial
statements are materially and pervasively
misstated, rendering them unreliable.
This opinion is a strong red flag that often
precedes financial distress or liquidation
(Okolie, 2014).

4. Disclaimer of Opinion: This occurs when
the auditor is unable to obtain sufficient
appropriate audit evidence on which to
base an opinion. A disclaimer is typically
issued in cases where the auditor is
significantly limited in scope or has
serious concerns about the entity’s ability
to continue as a going concern
(Oladipupo & lzedonmi, 2011).

The significance of audit opinions cannot be
overstated, particularly in the financial services
industry such as banking. In this sector,
stakeholders rely heavily on audited financial
statements for decision-making due to the
complexity and systemic risk associated with
banking operations. An adverse or qualified
audit opinion can trigger regulatory actions,
market penalties, and loss of depositor
confidence, which may ultimately result in
corporate liquidation (Adeyemi & Fagbemi,
2010).
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Audit opinions are regulated by statutory
provisions such as the Companies and Allied
Matters Act (CAMA) 2020, the Financial
Reporting Council Act 2011, and guidelines
issued by professional bodies like the Institute of
Chartered Accountants of Nigeria (ICAN).
These frameworks emphasize the responsibility
of auditors to maintain independence,
objectivity, and professional competence in the
discharge of their duties.

Concept of Corporate Liquidation

Corporate liquidation refers to the formal legal
process through which a company's existence is
brought to an end. This process involves the
realization or sale of the company’s assets,
settlement of its liabilities, and distribution of
any remaining surplus to shareholders. It is
typically the final stage of a company’s lifecycle
and is most often initiated when the company
becomes insolvent, meaning it is unable to meet
its debt obligations as they fall due (CAMA,
2020). In Nigeria, the process and procedures for
liquidation are governed by the Companies and
Allied Matters Act (CAMA) 2020, which
provides for both voluntary and compulsory
liquidation.

Liquidation can be initiated by the company
itself, its creditors, or by a court order. A
voluntary  liquidation occurs when the
company’s shareholders resolve to wind up the
company, usually when it is no longer
economically viable to continue operations. In
contrast, a compulsory liquidation is initiated by
a court, often upon petition by creditors, when
the company has failed to pay its debts
(Nwakoby & Okoye, 2019). Regardless of the
method, the goal of liquidation is to fairly
distribute the company’s assets to claimants
based on a legal hierarchy of claims, beginning
with secured creditors, followed by unsecured
creditors, and finally shareholders.

In the context of the Nigerian banking sector,
corporate liquidation carries especially serious
implications. Banks play a systemic role in
financial  intermediation and  economic
development; therefore, their failure can lead to
widespread financial instability. Liquidation of
banks often arises from insolvency triggered by

poor asset quality, mismanagement, regulatory
infractions, or  macroeconomic  shocks.
According to the Central Bank of Nigeria (CBN,
2020), some of the primary reasons banks in
Nigeria have been liquidated include
undercapitalization, persistent losses, poor
corporate governance, and non-performing
loans.

The liquidation of a bank is usually overseen by
the Nigeria Deposit Insurance Corporation
(NDIC), which acts as the official liquidator and
protects the interests of depositors by providing
insurance coverage up to a specified limit. The
NDIC also ensures that the liquidation process is
conducted transparently and efficiently in
accordance with regulatory guidelines. As of
recent years, several Nigerian banks have been
liquidated or taken over due to financial
mismanagement or inability to meet minimum
capital  requirements,  highlighting  the
importance of timely intervention and reliable
financial oversight (NDIC, 2022).

Corporate liquidation also serves as a point of
interest in academic literature and financial
distress prediction models. Scholars like ljeoma
(2014) and Ebhodaghe (1996) argue that early
warning signs, such as consistent operating
losses, liquidity problems, and adverse audit
opinions, often precede liquidation. Therefore,
the study of liquidation not only involves its legal
and administrative framework but also its
economic and financial indicators.

In the context of this research, corporate
liquidation is examined not only as an outcome
but also as a dependent variable influenced by
key predictors such as audit opinion and
financial performance indicators. The aim is to
explore whether auditors' reports can reliably
forecast impending liquidation in Nigerian
banks, thereby offering stakeholders a crucial
tool for risk assessment and decision-making.

Concept of Financial Distress Prediction

Financial distress prediction is a strategic
analytical process that involves identifying early
signs and indicators of an organization’s
potential inability to meet its financial
obligations. It is a core area of concern in
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corporate finance and accounting research
because early detection of distress allows
stakeholders to intervene and mitigate losses
before failure occurs (Altman, 1968). Financial
distress precedes insolvency and often manifests
in deteriorating profitability, liquidity issues,
rising debt burdens, and weak operational
performance. Predicting this condition involves
evaluating both quantitative financial indicators
and qualitative signals, such as audit opinions.

Financial distress prediction gained global
prominence through the pioneering work of
Edward Altman, who developed the Z-score
model in 1968. This model uses multiple
discriminant analysis to evaluate five key
financial ratios and predict the likelihood of
bankruptcy. Since then, researchers have
developed various models and tools—ranging
from logistic regression to artificial intelligence
and neural networks—to enhance predictive
accuracy across different industries and regions
(Ohlson, 1980; Beaver, 1966). These models
typically utilize variables such as return on
assets, current ratio, working capital to total
assets, debt to equity, and net income to total
assets, among others.

In the banking sector, however, traditional
financial distress models face certain limitations
due to the unique nature of banking operations,
which are heavily dependent on financial
leverage, regulatory capital, liquidity reserves,
and risk-based asset assessments. As such, non-
financial indicators, including corporate
governance practices, regulatory compliance,
and audit opinions, have become increasingly
important in predicting distress among financial
institutions (Olaniyi, 2019).

Audit opinions, in particular, play a predictive
role in financial distress analysis. According to
signaling theory, auditors’ reports send
important signals to stakeholders about the
company’s health. A qualified or adverse
opinion may indicate serious issues in financial
reporting, going concern assumptions, or
operational risks—all of which are predictive of
potential failure (Spence, 1973). In this regard,
the audit report is not just a compliance tool but
also a predictive instrument for corporate
viability (Umar & Emeni, 2015).

In Nigeria, the application of financial distress
models has gained relevance following several
high-profile corporate and bank failures. The
2009 CBN banking sector reforms, which led to
the intervention in eight Nigerian banks, were
triggered by symptoms of financial distress that
had gone undetected or unaddressed. These
symptoms included persistent losses, excessive
non-performing loans, weak governance
structures, and misleading financial statements
(CBN, 2010). Studies by Adeyemi and Fagbemi
(2010) and ljeoma (2014) have shown that audit
opinions issued prior to bank failures often
contained going concern warnings or expressed
limitations in scope, suggesting their usefulness
in distress prediction.

Financial distress prediction is not only a tool for
corporate management but also for regulators,
investors, lenders, and auditors. Regulators use it
to enforce timely intervention, investors apply it
in portfolio risk assessment, and auditors employ
it in determining the going concern status of
clients. In the banking sector, where the collapse
of one institution can have systemic ripple
effects, early and accurate prediction of financial
distress is crucial for maintaining economic
stability.

2.2 Empirical Review

The empirical literature examining the
effectiveness of auditors in predicting corporate
liquidation in Nigeria, particularly within the
banking sector, reveals a pattern of
inconsistencies, limitations, and structural
challenges. Numerous studies have evaluated the
extent to which statutory audit functions serve as
early warning mechanisms in the face of
financial distress, especially in a sector as
sensitive and publicly important as banking. The
consensus among researchers suggests that
although auditors are expected to assess and
report going concern risks, the practical
execution of this role in the Nigerian context has
been fraught with inadequacies.

Adeyemi and Fagbemi (2011) conducted a
comprehensive study that explored whether
auditors in Nigeria have been effective in
forecasting corporate failure, with a particular
focus on financial institutions. Their findings
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indicated that many audit opinions, particularly
unqualified audit reports, failed to reflect the
underlying financial realities of banks that
eventually collapsed. This disconnect suggests a
fundamental weakness in the predictive function
of auditing. The authors attributed this shortfall
to several factors including limited professional
skepticism, compromised auditor independence,
and regulatory laxity. Despite existing
international auditing standards that mandate a
thorough assessment of an entity’s ability to
continue as a going concern, many Nigerian
auditors appear to overlook or underreport red
flags that signal impending liquidation.

In a similar study, Olagunju, Olayiwola, and
Olaoye (2011) analyzed audit reports issued to
Nigerian banks in the years leading up to their
regulatory takeovers or collapses. The authors
discovered that a significant number of these
banks had received clean audit opinions shortly
before their insolvency became evident. This
revelation raised concerns about the integrity and
reliability of audit reports as early indicators of
financial failure. The study highlighted a variety
of contributory factors, such as the undue
influence of bank management on auditors, lack
of transparency in financial disclosures, and
ineffective monitoring by oversight bodies.
These findings underscore the notion that
auditors may not be fulfilling their watchdog
roles effectively within Nigeria’s financial
ecosystem.

Okaro and Okafor (2013) explored the specific
issue of going concern reporting by auditors in
the Nigerian banking sector. Their empirical
research revealed that auditors were often
reluctant to issue going concern warnings even
in situations where substantial evidence pointed
to a high risk of failure. The study suggested that
this hesitation might be influenced by fears of
legal liability, concerns about reputational
damage, and pressure to maintain business
relationships with lucrative audit clients. The
authors concluded that without reforms to
strengthen auditor independence and enforce
accountability, the audit function would remain
limited in its capacity to predict and
communicate financial distress.

Further empirical evidence provided by Owolabi
and lyoha (2012) examined the influence of

auditor characteristics on the quality and
accuracy of audit reports. The study revealed that
larger audit firms with international affiliations
tended to demonstrate more objectivity and were
more likely to issue qualified audit opinions
when appropriate. On the other hand, smaller
indigenous firms were found to be more
vulnerable to client pressure and less likely to
challenge questionable financial practices. These
findings imply that audit firm size, training, and
access to global resources are critical
determinants of audit effectiveness in Nigeria.
The  authors  recommended  regulatory
interventions that would ensure that only highly
competent and independent firms are allowed to
audit systemically important institutions such as
commercial banks.

On a broader continental level, Adegbie and
Fakile (2020) conducted a cross-country study
within Sub-Saharan Africa, which included
Nigeria, to examine the relationship between
audit quality and bankruptcy prediction. Their
study found that high quality audits, defined in
terms of auditor competence, objectivity, and
adherence to international standards, had a
statistically significant impact on the early
identification of financial distress. The authors
emphasized the role of regulatory institutions,
such as the Financial Reporting Council of
Nigeria, in enforcing standards and ensuring
transparency in audit practices. They noted that
the presence of strong institutions was directly
correlated with more reliable audit outcomes.

In another notable study, Adebayo and Dada
(2021) examined the institutional factors that
limit the effectiveness of auditors in Nigeria.
They observed that corruption, political
interference, and regulatory capture were major
impediments that discouraged auditors from
issuing adverse audit opinions. The authors
argued that even when auditors identify
significant financial risks, they are often
constrained by systemic obstacles that prevent
them from acting decisively. The study proposed
reforms including the strengthening of legal
protections for auditors, mandatory rotation of
audit firms, and greater public oversight of audit
processes.

Regulatory reports from the Central Bank of
Nigeria have also lent empirical support to the

‘ SSR Journal of Economics, Business and Management (SSRIEBM) | Published by SSR Publisher 50




SSR Journal of Economics, Business and Management (SSRJEBM) | ISSN: 3049-0405 | Vol 3 | Issue 5 | 2026

argument that audit reports have not served as
effective predictive tools in the banking sector.
Following the 2009 banking crisis, the Central
Bank discovered that several banks that had been
declared insolvent had published financial
statements certified by auditors that gave no
warning of their deteriorating financial health
(Central Bank of Nigeria, 2010). This regulatory
assessment pointed to deep flaws in the external
audit system, including poor application of going
concern principles, auditor complacency, and
lack of timely disclosure of key risks. These
regulatory findings further validate the concerns
raised by scholars regarding the credibility of
audit opinions and the need for significant
institutional reforms.

2.3 Theoretical Framework
Signaling Theory

Signaling theory was originally developed by
Michael Spence in 1973 to explain how job
applicants convey their unobservable attributes,
such as ability or productivity, to potential
employers through observable indicators like
educational qualifications. In the context of
corporate governance, accounting, and auditing,
the theory has been adapted to explain how firms
and their agents communicate internal
information to external stakeholders under
conditions of information asymmetry (Spence,
1973). This theory is particularly relevant in
understanding the role of auditors as conveyors
of critical financial signals to the capital market
and regulatory stakeholders.

In the Nigerian banking sector, information
asymmetry is acute due to the technical
complexity of financial statements, the
confidential nature of internal banking
operations, and the limited access that
shareholders, depositors, and regulators often
have to real-time operational data. Auditors
serve as third-party verifiers who can reduce this
asymmetry Dby signaling the true financial
condition of a bank through their audit opinions.
The most critical signal in this context is the
going concern assessment. When auditors
include an emphasis of matter paragraph
indicating substantial doubt about a bank’s
ability to continue as a going concern, they are

effectively alerting stakeholders to heightened
financial risk. Conversely, the issuance of an
unqualified opinion can be interpreted as a signal
of financial stability.

The power of the signal lies not only in its
content but in its credibility. The audit profession
derives credibility from its independence,
professional expertise, and statutory authority.
However, when banks in Nigeria have failed
shortly after receiving clean audit reports—as
was the case with several banks before and
during the 2009 banking crisis—such events call
into question the strength, timing, and reliability
of the signals conveyed through audit reports.
Ineffective signaling erodes public confidence,
increases investor risk, and potentially
exacerbates systemic crises.

Furthermore, the theory helps in evaluating why
certain audit signals are ignored or
misunderstood by stakeholders. It draws
attention to the possibility that either auditors are
not sending clear enough signals, or the signals
are not being interpreted correctly due to market
inefficiencies or the absence of regulatory
follow-through. For instance, if an audit firm
flags a going concern risk, but regulators do not
act swiftly, the signal’s purpose is defeated.
Thus, signaling theory not only supports the
expectation that auditors should act as early
warning agents but also stresses the importance
of signal credibility and stakeholder
responsiveness.

Audit Expectation Gap Theory

The audit expectation gap theory is another
foundational theoretical lens through which the
role of auditors in predicting corporate
liquidation can be analyzed. The theory
addresses the discrepancy between what
stakeholders expect from an audit and what
auditors are professionally and legally required
to do. This divergence is often seen in the wake
of corporate failures, where stakeholders blame
auditors for not providing adequate warnings
despite the auditors having complied with
auditing standards.

The expectation gap can be broken down into
two key components: the reasonableness gap and
the performance gap. The reasonableness gap
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refers to the difference between what society
expects auditors to do and what the auditors can
reasonably be expected to do within the
framework of professional standards and the
scope of their engagement. For instance, many
investors and depositors in Nigeria assume that
auditors are responsible for detecting all fraud
and for predicting financial collapse. However,
the auditing profession has consistently held that
its primary responsibility is to assess whether
financial statements give a true and fair view, not
to guarantee corporate solvency.

The performance gap, on the other hand, refers
to the gap between what auditors are expected to
do under existing professional guidelines and
what they actually do in practice. In Nigeria,
criticisms have emerged around the seeming
complacency of auditors, especially in the
banking sector where failures have occurred
without any qualified audit opinions being issued
prior to liquidation. This indicates a possible
performance gap, suggesting that auditors may
not be exercising due professional skepticism or
may be influenced by conflicts of interest, such
as long auditor-client relationships or high
dependence on audit fees.

The audit expectation gap becomes more
dangerous in the banking sector due to the public
interest nature of banks. A collapse in one bank
can have a contagion effect, causing panic in the
financial system. Thus, when stakeholders
discover that a failed bank had a clean audit
opinion, the sense of betrayal and loss of trust in
the audit profession is significantly magnified.
The expectation gap theory is useful in
understanding the reputational damage the audit
profession suffers when corporate collapses
occur, and also in identifying areas where
regulatory reforms may be needed to align audit
functions with public expectations.

In Nigeria, empirical evidence suggests that the
expectation gap remains wide, owing to a
combination of weak enforcement mechanisms,
poor corporate governance, and limited
stakeholder education about the true scope of
audit services (Adeyemi and Uadiale, 2011).
Bridging this gap may require more transparent
audit reporting, auditor rotation, enhanced
auditor independence, and possibly an expanded
audit mandate that includes more forward-

looking disclosures, especially for systemically
important institutions like banks.

3.0 Methodology

The research adopts an ex post facto design,
which is appropriate when investigating events
that have already occurred and where the
researcher cannot manipulate the variables
involved (Onwumere, 2009). This design is
suitable for this study because it relies on past
financial statements, audit reports, and
liquidation events in the Nigerian banking sector.
It allows the researcher to objectively assess the
relationship between the type of audit opinion
and the eventual status of the audited banks. This
design also enhances the validity of causal
inference where experimentation is not feasible.

The population of the study comprises all deposit
money banks operating in Nigeria between the
years 2009 and 2023. This timeframe was chosen
because it captures the period after the 2009
banking reforms introduced by the Central Bank
of Nigeria and covers subsequent financial
regulatory developments. The sample was
selected using purposive sampling to include
banks that either faced regulatory intervention,
were liquidated, or underwent restructuring,
alongside a control group of stable banks within
the same period. The sample also includes major
audit firms that rendered audit services to these
banks during the specified period.

Secondary data constitutes the primary source of
information for this research. The study relies on
audited financial statements of selected banks,
audit reports submitted to the Central Bank of
Nigeria, records from the Nigeria Deposit
Insurance Corporation (NDIC), and regulatory
reports from the Financial Reporting Council of
Nigeria (FRCN).

In analyzing the data, both descriptive and
inferential statistical techniques are employed.
Inferential statistics involve the use of logistic
regression analysis to examine whether the
nature of audit opinions (e.g., qualified,
unqualified, or adverse) is significantly
associated with the likelihood of a bank
experiencing liquidation. Logistic regression is
preferred due to the binary nature of the
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dependent variable, which categorizes banks as
either liquidated or going concern (Gujarati and
Porter, 2009). The regression model is used to
test the statistical significance of audit opinion
variables while controlling for other indicators
such as profitability, capital adequacy, and
liquidity ratios.

The study also employs content analysis of
selected audit reports to assess the language,
tone, and emphasis placed on going concern
issues. This qualitative component complements
the statistical findings and provides deeper
insight into the judgment and communication
practices of auditors in Nigeria. The use of
triangulation between statistical evidence and
textual analysis further strengthens the
credibility of the findings. Moreover, the
analytical tools used in the study are based on
established econometric procedures and have
been applied in similar studies in auditing and
financial distress prediction (Jones and Hensher,
2007).

4.0 Data Result and Analysis

This section presents the analysis of data
collected for the purpose of evaluating the role of
auditors in predicting corporate liquidation in the
Nigerian banking sector. The analysis was

conducted using both descriptive and inferential
statistical tools, in order to assess the extent to
which audit opinions are associated with
subsequent liquidation outcomes. The data set
comprises financial statements and audit reports
of selected deposit money banks between 2009
and 2023, covering both liquidated and going
concern institutions. The main variables include
types of audit opinion, profitability ratios, capital
adequacy ratios, liquidity measures, and eventual
liquidation status.

The descriptive analysis began with a
classification of audit opinions into four main
categories:  unqualified (clean)  opinions,
qualified opinions, adverse opinions, and
disclaimers of opinion. The frequency
distribution shows that approximately 78 percent
of the sampled banks received unqualified
opinions during the study period, while 14
percent received qualified opinions. Only 5
percent of audit reports issued were adverse, and
3 percent carried disclaimers. Interestingly,
among the banks that eventually became
liquidated or underwent regulatory intervention,
a significant number had been previously issued
unqualified audit opinions. This raises early
doubts about the reliability of clean audit reports
as predictors of corporate distress.

Table 1 below summarizes the cross-tabulation between the nature of audit opinions and the
liquidation status of the banks:

Audit Opinion Liquidated Banks (n = 10) Going Concern Banks (n = 15)

Unqualified 7
Qualified 2
Adverse 1
Disclaimer 0

The results show that 70 percent of liquidated
banks had previously received unqualified
opinions, indicating a potential failure of
auditors to raise timely red flags. On the other

12
1
1
1

hand, qualified or adverse opinions were rare and
did not consistently precede liquidation events.
This descriptive result aligns with the findings of
Adeyemi and Fagbemi (2011), who noted that
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clean audit reports often fail to alert stakeholders
about impending financial collapse.

To determine the predictive power of audit
opinions on bank liquidation, a binary logistic
regression was performed. The dependent
variable is the liquidation status of the bank,
coded as 1 for liquidated and O for going concern.
The independent variables included audit
opinion (coded categorically), return on assets,
capital adequacy ratio, and current ratio as
control variables. The logistic regression model
is specified as follows:

Logit(Liquidation) = fo + Pi1AuditOpinion +
B:ROA + BsCAR + BsLiquidity + ¢

The regression results show that audit opinion
has a statistically significant relationship with
the likelihood of liquidation (p < 0.05).
Specifically, banks that received qualified or
adverse opinions were more likely to face
liquidation than those with clean opinions.
However, the model also revealed that other
financial indicators such as capital adequacy and
return on assets were stronger predictors of
liquidation than audit opinion alone.

The Nagelkerke R-squared value of 0.48
indicates that the model explains approximately
48 percent of the variance in liquidation

1. Descriptive Statistics

outcomes. While audit opinions do provide some
predictive value, their effectiveness is limited
unless complemented by other financial metrics.
This supports the assertion by Okaro and Okafor
(2013) that auditors’ reluctance to issue going
concern warnings diminishes the usefulness of
audit reports in anticipating financial distress.

Furthermore, content analysis of selected audit
reports showed that most unqualified opinions
contained minimal discussion of going concern
issues. Even in situations where banks had
negative profitability or non-performing loan
burdens, auditors tended to rely on
management’s assurance or recapitalization
plans without expressing material uncertainty.
This finding reinforces concerns raised by
Owolabi and lyoha (2012) that audit firms in
Nigeria may prioritize client relationships over
objective reporting.

Additionally, the study explored whether the size
or affiliation of the audit firm had an influence
on the nature of audit opinions. The analysis
showed that banks audited by international audit
firms were slightly more likely to receive
qualified opinions when their financial
conditions deteriorated, compared to banks
audited by smaller indigenous firms. This
supports prior empirical findings that audit firm
characteristics influence the quality of reporting
(Adegbie and Fakile, 2020).

Variable

Mean | Std Dev | Min | Max

ROA (Return on Asset)

-0.11 | 1.05 -21 |12

CAR (Capital Adequacy Ratio)

8.25 |2.64 39 [13.2

Liquidity (%)

420 |8.32 28.9 | 55.2

Liquidation_Status (1 = Liquidated, 0 = Going Concern) | 0.40 | 0.50 0 1

The average ROA is slightly negative, indicating
poor performance among banks in the dataset.
Liquidity and capital adequacy vary moderately
across banks. About 40% of the banks in the

sample experienced liquidation, suggesting
significant distress during the period under
review.
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2. Correlation Matrix

Variable Audit Opinion | ROA | CAR | Liquidity | Liquidation Status
Audit Opinion 1.00 -0.21 | -0.30 | -0.25 0.42

ROA -0.21 1.00 |0.46 |0.38 -0.51

CAR -0.30 0.46 |1.00 |0.45 -0.48

Liquidity -0.25 0.38 | 0.45 | 1.00 -0.50

Liquidation Status | 0.42 -0.51 | -0.48 | -0.50 1.00

SSR Journal of Economics, Business and Management (SSRJEBM) | ISSN: 3049-0405 | Vol 3 | Issue 5 | 2026

There is a positive correlation between adverse
audit opinions and liquidation status, meaning
that more qualified or adverse opinions are
associated with failed banks. However, stronger

3. Logistic Regression Result

financial metrics like ROA, CAR, and Liquidity
show negative correlations with liquidation,
indicating that healthier banks are less likely to
fail.

Dependent Variable: Liquidation Status (1 = Liquidated, O = Going Concern)

Model: Binary Logistic Regression

Predictor Coefficient Std. p- Interpretation

®» Error value

Constant 0.90 0.58 0.110 Baseline log-odds of liquidation

Audit Opinion | 0.85 0.35 0.020* | Statistically significant

(Encoded)

ROA -1.75 0.70 0.015* | Statistically significant
(protective)

CAR -0.30 0.14 0.035* | Statistically significant
(protective)

Liquidity -0.08 0.03 0.010* | Statistically significant
(protective)

Model Fit Statistics: Nagelkerke R2 = 0.48
-2 Log Likelihood = 22.17
Chi-square (model) = 18.92,
p-value < 0.01

Audit opinion has a significant positive influence
on the likelihood of liquidation. In other words,
banks that receive more severe audit opinions
(qualified, adverse, disclaimer) are significantly
more likely to face liquidation. On the other
hand, financial indicators like ROA, CAR, and
Liquidity all show negative coefficients,
indicating they reduce the probability of
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liquidation. Each unit increase in ROA, for
instance, significantly lowers the likelihood of a
bank failing.

4. Chi-Square Test for Association

Test: Relationship between Audit Opinion and
Liquidation Status
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e Chi-square statistic (y*) = 8.41
o Degrees of freedom =3
e p-value =0.038

The chi-square test result indicates a statistically
significant association between audit opinion
type and liquidation status. This supports the
hypothesis that the auditor’s opinion is not issued
randomly and may have predictive value.

The above results provide strong evidence that
both audit opinion and core financial
performance indicators play important roles in
predicting corporate liquidation in the Nigerian
banking sector. While financial ratios like ROA,
CAR, and Liquidity are strong early warning
signals of distress, the audit opinion, especially
when adverse or qualified, has additional
explanatory power. This underscores the
importance ~ of  auditor  independence,
transparency, and timeliness in the financial
reporting process.

Discussion of Findings

The findings from the empirical analysis affirm
the predictive significance of auditors' reports in
determining the likelihood of corporate
liquidation in the Nigerian banking sector. The
logistic regression results demonstrate that banks
that received qualified, adverse, or disclaimer
audit opinions had a significantly higher
probability of liquidation compared to those with
unqualified opinions. This aligns with prior
studies by Obazee and Bassey (2020), which
suggest that adverse audit signals often precede
financial distress.

The negative coefficients of ROA, CAR, and
liquidity confirm the theoretical expectation that
stronger financial fundamentals reduce the risk
of liquidation. Return on Assets, a measure of
profitability, emerged as a particularly strong
predictor, indicating that persistent losses are a
precursor to insolvency. Capital adequacy and
liquidity also showed significant effects,
suggesting that banks with adequate buffers are
more resilient against operational and credit
risks.

The chi-square test revealed a statistically
significant relationship between audit opinion

and liquidation status, reinforcing the argument
that audit outcomes are not mere formalities but
contain essential information that stakeholders
can rely upon. These findings align with the
signaling theory, which posits that auditors
communicate the underlying financial health of
firms through their opinion, and with the agency
theory, which highlights the monitoring role of
auditors in minimizing information asymmetry.

5.0 Recommendations and Conclusion

Based on the above results and findings, the
study recommends the following:

i.  Regulators like the Financial Reporting
Council of Nigeria (FRCN) and Central
Bank of Nigeria (CBN) should
strengthen and  reinforce  auditor
independence by ensuring compliance
with International Standards on Auditing
(ISA). Independent audits will improve
the reliability of opinions issued.

ii.  Banking regulators should consider
integrating audit opinions into their
supervisory risk assessment tools to
proactively detect troubled banks.

iii.  Investors and depositors must be
educated to interpret audit opinions
critically. Financial education campaigns
can enhance public understanding of how
audit outcomes impact the sustainability
of financial institutions.

iv.  Banks should be compelled to disclose
audit reports promptly. In addition,
enforcement mechanisms must be
strengthened to penalize misstatements
and delayed reporting, which often mask
early signs of distress.

v. Disciplinary  measures  must be
consistently applied to auditors found
complicit in misreporting or professional
negligence. This will uphold the
credibility of the audit profession in
Nigeria.

Conclusion

The study concludes that audit opinions play a
crucial role in predicting corporate liquidation in
the Nigerian banking sector. When combined
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with traditional financial indicators such as
ROA, CAR, and liquidity ratios, audit reports
provide valuable insights into the going-concern
status of banks. The results underscore the
importance of auditors as gatekeepers in
financial markets and as agents that bridge the
information gap between management and
stakeholders.

In a sector as sensitive and impactful as banking,
early detection of distress through audit opinions
is vital to protect depositors, maintain public
confidence, and safeguard financial system
stability.  Therefore,  policymakers  and
practitioners must recognize the dual importance
of financial metrics and qualitative audit
assessments in evaluating corporate health.
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