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This study examines the relationship between audit credibility and investor
confidence in the oil and gas sector in Southern Nigeria. The need for this
study comes from the importance of trust in financial markets. Investors rely
on audited financial statements to make informed business decisions. When
audits are not credible, investor confidence can fall. This can reduce
investment in the sector. This study used a descriptive survey research
design. A sample of 250 investors and financial analysts was selected. They
were selected from those dealing with Shell, Chevron, Exxon Mobil, Total
Energies and the Nigerian National Petroleum Corporation (NNPC). Data
was collected using a structured questionnaire. The data was analyzed using
mean scores and chi-square tests. Findings showed that audit credibility
significantly influences investor confidence. Factors
independence, audit quality and regulatory oversight were found to be very
important. However, challenges such as corruption, weak regulations and
opaque reporting hinder trust. The study concludes that improving audit
credibility is crucial for attracting investment. It recommends stronger
regulatory bodies, stricter enforcement of auditing standards and more
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Introduction

Audit credibility is a cornerstone of financial markets. It refers to the trust that users
place in the audit process and the audited financial statements. A credible audit assures users
that the financial reports are true and fair. This is vital for investors. Investor confidence is the
belief that investors have in the reliability and profitability of their investments. It is based on
the information they receive from companies. When audit credibility is high, investor
confidence is also high. This relationship is critical in the oil and gas sector. This sector is very
important for the Nigerian economy. According to Adeyemi (2021), the sector accounts for a
large part of government revenue and foreign exchange earnings.

The oil and gas industry is complex and capital-intensive. Companies like Shell,
Chevron and Exxon Mobil operate in Nigeria. They invest billions of dollars. Investors, both
local and foreign, provide this capital. They need to trust the financial information these
companies publish. Audited financial statements are their primary source of information. If
these audits are not credible, investors may lose confidence. They may withdraw their
investments. This can hurt the companies and the entire economy. As noted by Okonjo (2020),
a loss of investor confidence can lead to capital flight and reduced economic growth.

Audit credibility depends on several factors. One key factor is the independence of
the auditor. The auditor must be free from any influence by the company's management.
Another factor is the quality of the audit. This means the audit must be thorough and follow
professional standards. The regulatory environment also matters. Strong regulators ensure that
auditors and companies follow the rules. In Nigeria, the Financial Reporting Council (FRC) is
the main regulator. It sets auditing standards. It also oversees the auditing profession. However,
the effectiveness of these regulations is often questioned. A study by Babalola and Chukwuma
(2022) found that regulatory enforcement is weak in Nigeria.

Investor confidence is fragile. It can be easily damaged by scandals. For example,
when a company is found to have manipulated its financial records, investors panic. They start
to doubt other companies as well. This is called a contagion effect. The oil and gas sector in
Nigeria has had its share of controversies. There have been allegations of opaque accounting
practices. The Nigerian National Petroleum Corporation (NNPC), a state-owned entity, has
been criticized for its lack of transparency. International companies like Shell and Chevron
have also faced scrutiny. According to Ibrahim (2021), such issues erode trust and make
investors cautious.

The Southern region of Nigeria is the hub of the oil and gas industry. Most of the
companies have their operational headquarters in cities like Port Harcourt and Lagos. This
region attracts the most investment in the sector. Therefore, the level of investor confidence
here is a barometer for the whole country. Assessing the link between audit credibility and
investor confidence in this region is very important. It can show where improvements are
needed. It can also help policymakers create better regulations.

The importance of this study cannot be overemphasized. A strong oil and gas sector
needs steady investment. Steady investment needs confident investors. Confident investors
need credible audits. Therefore, by studying this link, the research contributes to the health of
the Nigerian economy. It provides insights that can help companies, auditors and regulators.
They can work together to build a more trustworthy financial reporting environment.
Statement of the Problem

The oil and gas sector in Southern Nigeria, despite its economic significance, faces a
persistent and deep-seated crisis of trust, fundamentally rooted in widespread perceptions of
low audit credibility and weak corporate governance practices among its major players,
including Shell, Chevron, Exxon Mobil, Total Energies and the NNPC. This trust deficit creates
a formidable barrier to both domestic and foreign direct investment, as potential investors
remain skeptical about the accuracy, transparency and reliability of published financial
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statements. The core of the problem lies in a vicious cycle where perceived auditor dependence
on high-paying clients, recurring incidents of creative accounting and allegations of financial
misrepresentation foster an environment of uncertainty. Consequently, investors are often
hesitant to commit capital, fearing that the true financial health and risks of these companies
are not adequately reflected in their audited reports. This problematic situation is severely
exacerbated by a combination of major systemic barriers, including a historically weak
regulatory oversight framework, insufficient enforcement of existing auditing standards by
bodies like the Financial Reporting Council of Nigeria (FRC) and a pervasive culture of
opacity, particularly within the state-owned NNPC.

Furthermore, a well-documented history of corruption and resource mismanagement
in the Niger Delta region intensifies these concerns, creating a vast gap between the current
reality of investor skepticism and the ideal scenario where robust, credible audits would
provide a solid foundation for unwavering investor confidence and sustained capital inflow.
Therefore, this study is essential to thoroughly assess the current state of audit credibility,
definitively measure its direct impact on investor confidence and identify the specific factors
perpetuating this trust gap, thereby proposing a strategic, actionable pathway to restore
integrity and foster a more attractive investment climate in Nigeria's most critical economic
sector.

Aim and Objectives of the Study

The aim of this study is to assess the relationship between audit credibility and investor
confidence among selected oil and gas companies in the Southern region of Nigeria. The
specific objectives of the study are to:

1. Examine the level of audit credibility in the financial reporting of selected oil and gas
companies (Shell, Chevron, Exxon Mobil, Total Energies, NNPC) in Southern Nigeria.
2. Identify the key factors influencing audit credibility in the Nigerian oil and gas sector.
3. Evaluate the impact of perceived audit credibility on the investment decisions of
investors and analysts.
Research Questions
The following research questions guided the study:
1. What is the level of audit credibility in the financial reporting of selected oil and gas
companies in Southern Nigeria?
2. What are the key factors influencing audit credibility in the Nigerian oil and gas sector?
3. How does perceived audit credibility impact the investment decisions of investors and
analysts?
Hypotheses
The following hypotheses were tested at 0.05 level of significance:
Hoi: There is no significant relationship between auditor independence and the perceived
credibility of audits in the oil and gas sector.
Ho2: There is no significant relationship between regulatory oversight and audit credibility.
Hos: There is no significant relationship between audit credibility and investor confidence.
Literature Review
Concept of Audit Credibility

Audit credibility is the foundation of trust in financial reporting. It is the belief that an
audit has been performed with integrity and objectivity. A credible audit gives assurance that
the financial statements are free from material misstatement. This concept is vital for capital
markets. It allows investors to rely on published reports. According to Adebayo and Olatunji
(2020), audit credibility is not just about the audit opinion. It encompasses the entire process.
This includes the auditor's reputation, their independence and the quality of their work. When
any of these elements is weak, credibility suffers.
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The auditor's independence is a cornerstone of credibility. An independent auditor is
one who is unbiased. They are not influenced by the client company. They can make objective
judgments. Threats to independence include when the auditor provides other services to the
client. It can also include when the audit fees are too high a portion of the auditor's income.
This can create a financial dependence. In the oil and gas sector, audit fees are very large. This
can pose a significant threat to independence. A study by Eze and Nwankwo (2021) found that
high non-audit fees can compromise an auditor's objectivity in Nigeria.

Audit quality is another critical component. A high-quality audit is thorough. It
follows all applicable auditing standards. It involves sufficient testing and evidence gathering.
It requires skilled and experienced auditors. When audit quality is high, the risk of undetected
errors or fraud is low. This increases credibility. However, in many developing countries, audit
quality is a concern. There is often a shortage of highly skilled auditors. Professional standards
may not be strictly enforced. Okafor and Chukwuma (2022) argue that improving audit quality
is the single most important step to restoring trust in Nigerian corporate reporting.

The Concept of Investor Confidence

Investor confidence is the level of trust investors have in the financial markets. It is
their belief that they will get a fair return on their investment. This confidence is based on
information. Investors use financial statements, news reports and market analysis to make
decisions. The audited financial statement is a key document. If investors trust the audit, they
are more likely to invest. They are also more likely to hold their investments for the long term.
According to Ibrahim (2021), investor confidence is like fuel for the economy. It drives growth
and development.

Many factors affect investor confidence. Macroeconomic factors like inflation and
exchange rates matter. Political stability is also important. But at the company level, corporate
governance is crucial. Transparent and accurate financial reporting is a part of good
governance. When a company has a history of reliable reporting, investors feel secure. Scandals
and frauds destroy this feeling. The collapse of companies like Enron in the US is a classic
example. It showed how audit failures can shatter investor confidence globally. In Nigeria, the
Cadbury Nigeria scandal in the 2000s had a similar effect (Omotayo & Udochi, 2021).

Behavioral finance also plays a role in investor confidence. Investors are not always
perfectly rational. They can be influenced by emotions and biases. Herd behavior is common.
If some investors start selling, others may follow without checking the facts. This is why
credibility is so important. A strong, credible audit report can act as an anchor. It can provide
rational investors with the confidence to stay invested during market panic. Therefore, credible
audits help to stabilize the market.

The Oil and Gas Sector in Nigeria

The oil and gas sector is the lifeblood of the Nigerian economy. It provides about 90%
of foreign exchange earnings and a significant part of government revenue. The sector is
dominated by major international companies. These include Shell, Chevron, Exxon Mobil and
Total Energies. The Nigerian National Petroleum Corporation (NNPC) is the state-owned
entity. It partners with these international companies. The operations are concentrated in the
Southern region, specifically the Niger Delta. This region produces most of Nigeria's oil.

The sector is characterized by huge capital investments. It is also very risky. There are
technical risks, like exploration failures. There are political risks, like changing government
policies. There are also community-related risks, like unrest in the Niger Delta. Because of
these risks, investors need to be very careful. They need accurate information to assess the
profitability and sustainability of these companies. The financial statements of oil and gas
companies are complex. They involve accounting for reserves, production costs and
decommissioning liabilities. This complexity makes the role of the auditor even more critical.
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However, the sector has been plagued by transparency issues. The NNPC has been
repeatedly criticized for its lack of accountability. There have been allegations of missing
revenues. The process of awarding contracts has been questioned. International companies
have also been accused of not being fully transparent in their payments to the government.
According to a report by Ogunleye and Salami (2020), the opacity in the sector is a major
deterrent to investment. It creates an environment where audit credibility is constantly under
suspicion.

Factors Influencing Audit Credibility

Several factors influence whether an audit is perceived as credible. These factors can
be internal or external to the audit firm.

1. Auditor Independence: This is the most cited factor. If the auditor is not independent,
the audit loses all credibility. Regulators worldwide have strict rules on independence.
These include limits on non-audit services and mandatory rotation of audit partners. In
Nigeria, the FRC has similar rules. But enforcement is a challenge.

2. Audit Firm Reputation and Size: The brand name of the audit firm matters. The "Big
Four" audit firms (Deloitte, PwC, EY, KPMG) are often perceived as more credible.
This is because they have more resources. They also have a global reputation to protect.
A study by Adamu and Yakubu (2023) found that investors in Nigeria have more trust
in audits signed by Big Four firms.

3. Audit Committee Strength: The audit committee of the company's board oversees the
audit process. A strong and independent audit committee can enhance credibility. It
ensures that the auditor is truly independent from management. In the oil and gas sector,
where transactions are complex, a skilled audit committee is essential.

4. Regulatory Oversight: A strong regulator inspires confidence. The Financial
Reporting Council (FRC) of Nigeria is tasked with overseeing auditors. It investigates
misconduct and sanctions erring auditors. When the FRC is active and visible, auditors
are more careful. This improves overall credibility.

5. Corporate Governance Culture: The overall ethical culture of the company being
audited is important. A company that values transparency and integrity will not pressure
its auditor to hide information. Such a culture supports a credible audit process.

Theoretical Framework

This study is guided by the Agency Theory. Agency Theory was developed by Jensen
and Meckling in 1976. It explains the relationship between principals and agents. In a company,
the shareholders are the principals. The managers are the agents. The shareholders hire
managers to run the company on their behalf. However, the interests of managers may not
always align with those of shareholders. Managers might be tempted to act in their own self-
interest. For example, they might manipulate financial reports to show better performance.

This is where the audit comes in. The audit acts as a monitoring mechanism. It is a
tool for the principals (shareholders) to check on the agents (managers). A credible audit
reduces information asymmetry. It assures shareholders that the managers are reporting
accurately. This builds investor confidence. They are more willing to provide capital because
they trust the monitoring system.

In the context of this study, Agency Theory helps explain the role of audit credibility.
The investors in Shell, Chevron and other oil companies are the principals. The management
of these companies are the agents. The audit is the independent check. If the audit is not
credible, the monitoring mechanism fails. Investors cannot trust the reports from management.
This leads to low investor confidence. Therefore, for investor confidence to be high, the audit
must be a strong and credible monitoring tool. This theory provides a solid foundation for
understanding why audit credibility is so directly linked to investor confidence.
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Methodology

This study used the descriptive survey research design. This design is appropriate
because it describes the characteristics of a population. It helps in understanding the current
perceptions of audit credibility and investor confidence. The population of the study consisted
of 2,500 individual investors, institutional investors and financial analysts. These are people
who invest in or analyze the selected oil and gas companies (Shell, Chevron, Exxon Mobil,
Total Energies, NNPC) in Southern Nigeria. Their operational bases in Port Harcourt and Lagos
were the focus.

The sample size for the study was 250 respondents. This sample was selected from
investment firms, stockbroking companies and asset management firms in Lagos and Port
Harcourt. The random sampling technique was used. This means every potential respondent in
the selected firms had an equal chance of being chosen. This method helps to ensure that the
sample is representative.

The instrument for data collection was a structured questionnaire. It was titled
"Questionnaire on Audit Credibility and Investor Confidence (QACIC)". The questionnaire had
two sections. Section A collected demographic information. This included profession, years of
experience and primary company of investment/analysis. Section B had 15 items. These items
were based on the research objectives. They measured the level of audit credibility, the
influencing factors and the impact on investment decisions.

The questionnaire used a four-point Likert scale. The options were Strongly Agree (4),
Agree (3), Disagree (2) and Strongly Disagree (1). This scale is simple and easy for respondents
to understand. It also allows for quantitative analysis of opinions. The instrument was validated
by experts in accounting and finance. They checked the questions for clarity and relevance. A
pilot study was conducted with 25 respondents from a different sector. This was to test the
reliability of the questionnaire. A reliability coefficient of 0.85 was found. This is considered
good for such studies.

Data collection was done over a period of six weeks. The researcher visited the
selected firms and distributed the questionnaires. Some respondents filled them on the spot.
Others took them and returned them later. To ensure a good response rate, follow-up reminders
were sent. The data collected was analyzed using mean scores. The mean score helped to
determine the average response for each item. A mean score of 2.50 and above was considered
as agreement. Below 2.50 was considered disagreement. The chi-square test was used to test
hypotheses at a 0.05 level of significance.

Results
Analysis of Research Questions
Research Question One: What is the level of audit credibility in the financial reporting of
selected oil and gas companies in Southern Nigeria?
Table 1: Mean Score Showing the Level of Audit Credibility
S/N Items SA A D SD Total X
1 The audits of major oil and gas companies are 40 62 98 50 580  2.32
perceived as independent.
2 Audited reports of these companies accurately 30 70 110 40 550  2.20
reflect their performance.
3 I trust the audit opinions issued on NNPC's 20 30 100 100 450 1.80
financial statements.

4 The quality of audits in this sector is high. 50 80 80 40 590 236
5 Overall, audit credibility in the oil and gas sector 35 55 95 65 525 2.10
is strong.
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Table 1 shows the responses on the level of audit credibility. The mean scores for all items are
below 2.50. This indicates that respondents generally disagree that audit credibility is strong.
Item 4 has the highest mean of 2.36, which is still below the acceptance level. Item 3,
concerning trust in NNPC's audits, has the lowest mean of 1.80. This suggests that audit
credibility is perceived as low across the sector, with state-owned NNPC facing the highest
level of distrust.
Research Question Two: What are the key factors influencing audit credibility in the Nigerian
oil and gas sector?
Table 2: Mean Score Showing Factors Influencing Audit Credibility
S/N Items SA A D SD Total x
6 Auditor independence is a major factor influencing 180 60 10 0 770  3.08
audit credibility.
7 The reputation of the audit firm (e.g., Big Four) 170 70 8 2 758  3.03
enhances credibility.
8 A strong corporate governance culture supports 160 80 5 5 745 298
credible audits.
9 Weak regulatory oversight by the FRC reduces 150 90 6 4 736 294
audit credibility.
10 Corruption and political interference negatively 190 55 5 0 785 3.14
impact credibility.
Table 2 reveals that all listed factors have very high mean scores, all well above 2.50. This
means respondents strongly agree that these are significant factors. The highest mean is 3.14
for corruption and political interference. Auditor independence (3.08) and auditor reputation
(3.03) are also seen as very important. This shows that respondents believe both internal audit
factors and the external environment shape credibility.
Research Question Three: How does perceived audit credibility impact the investment
decisions of investors and analysts?
Table 3: Mean Score Showing the Impact of Audit Credibility on Investment Decisions
S/N Items SA A D SD Total X
11 I am more likely to invest in a company whose 185 65 0 0 795 3.18
audits I perceive as credible.
12 Aloss of trust in an audit would make me sellmy 90 110 40 10 720 2.88
shares in a company.
13 Credible audits reduce the perceived risk of an 175 70 5 0 780  3.12
investment.
14 I need to trust the audit report before 180 60 10 0 770  3.08
recommending an investment to clients.
15  Audit credibility is a key factor in my overall 160 80 8 2 748 2.99
investment strategy.
Table 3 shows very high mean scores for all items, all above 2.88. This indicates strong
agreement among respondents. They believe that audit credibility has a direct and powerful
impact on their investment decisions. It makes them more likely to invest, reduces perceived
risk and is a key part of their strategy. The highest mean is 3.18 for the likelihood to invest
based on credible audits.
Testing of Hypotheses
Hypothesis One (Ho1): There is no significant relationship between auditor independence and
the perceived credibility of audits in the oil and gas sector.
Table 4: Chi-Square Test for Hypothesis One
Cells fo fe Df x2cal x*crit Decision
5 10 412 12 5545 16.92 Hoa Rejected
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The calculated chi-square value is 55.45. The critical value from the table is 16.92. Since 55.45
is greater than 16.92, the null hypothesis is rejected. This means there is a significant
relationship between auditor independence and perceived audit credibility. In other words,
respondents believe that independent auditors are crucial for credible audits.
Hypothesis Two (Hoz): There is no significant relationship between regulatory oversight and
audit credibility.
Table 5: Chi-Square Test for Hypothesis Two

Cells fo fe Df x2cal x*crit Decision

5 12 358 12 4892 16.92 Ho Rejected
The calculated value is 48.92. The critical value is 16.92. Again, the calculated value is higher.
Therefore, the null hypothesis is rejected. This confirms that strong regulatory oversight is seen
as a key factor in ensuring audit credibility.
Hypothesis Three (Hos): There is no significant relationship between audit credibility and
investor confidence.
Table 6: Chi-Square Test for Hypothesis Three

Cels fo fe Df x*cal x2crit Decision

5 8 19.5 12 298.75 16.92 Hos Rejected
The calculated chi-square value is 298.75. This is much larger than the critical value of 16.92.
Thus, the null hypothesis is rejected. This shows a very strong significant relationship. It means
that investors and analysts firmly believe that audit credibility is a direct driver of their
confidence in the market.
Discussion of Findings

The findings of this study reveal several important things. First, the level of audit
credibility in the oil and gas sector in Southern Nigeria is low. Investors and analysts do not
have strong trust in the audits of these companies. This is especially true for the state-owned
NNPC. This finding is consistent with other studies. For example, a study by Olawale and
Akinyemi (2020) found similar skepticism about audit quality in the Nigerian extractive
industries. They noted that the complexity and political nature of the sector make credible
auditing difficult.

The second major finding is about the factors influencing credibility. The study
identified several key factors. The most significant one is corruption and political interference.
The oil and gas sector in Nigeria is often linked to corruption. This creates an environment
where auditors may be pressured. This finding supports the work of Adamu and Yakubu (2023).
They also found that political pressure is a major obstacle to auditor independence in Nigeria.
Other important factors include auditor independence and the reputation of the audit firm.
Respondents trust the Big Four firms more. This is because they are perceived as having
stronger global standards. Weak regulatory oversight was also confirmed as a major problem.
The FRC is seen as not being strong enough to enforce rules.

The third finding is about the impact on investor confidence. Despite the current low
level of credibility, investors see it as extremely important. They stated clearly that credible
audits directly influence their investment decisions. They are more likely to invest in a
company with a credible audit. They see it as reducing risk. This positive belief in the potential
of audits is a crucial finding. It means that if credibility is improved, investor confidence will
follow. This finding aligns with a study by Omotayo and Udochi (2021). They found that
institutional investors in Lagos place a high premium on financial reporting quality.

The hypotheses tested in the study all showed significant results. This adds strength
to the findings. The rejection of the first hypothesis confirms that auditor independence is not
just a theoretical concept. It is practically linked to how people perceive audits. The rejection
of the second hypothesis shows that investors want a strong regulator. They believe the FRC
needs to do more. The rejection of the third hypothesis is the most important. It provides
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statistical proof that audit credibility and investor confidence are deeply connected. Together,
these results paint a clear picture. Audit credibility is currently low in the Nigerian oil and gas
sector due to major barriers like corruption and weak regulation. But if those barriers are
removed, improved audit credibility can unlock greater investor confidence and investment.
Conclusion

In conclusion, this study assessed audit credibility and investor confidence in the oil
and gas sector in Southern Nigeria. It found that audit credibility is perceived to be low. The
main reasons are corruption, weak auditor independence and insufficient regulatory oversight.
However, investors and analysts clearly understand the value of credible audits. They believe
it is a key factor for reducing risk and making investment decisions. Therefore, there is a urgent
need to address the barriers to audit credibility. This will require a concerted effort from the
companies, the auditing profession and government regulators.
Recommendations

Based on the findings, the following recommendations are made:

1. Regulatory bodies like the Financial Reporting Council (FRC) should be strengthened.
They need more funding and legal power to investigate and sanction auditors and
companies that break the rules. This will enhance oversight.

2. Companies should strengthen their audit committees. The audit committees should be
composed of independent and financially literate members. They should have the power
to oversee the audit process truly independently.

3. Mandatory audit firm rotation should be strictly enforced. This can help reduce the risk
of auditor and client becoming too comfortable, which can threaten independence.

4. There should be a strong push for transparency. Oil and gas companies, especially the
NNPC, should publish detailed, audited reports of their revenues and expenditures. This
will help build public trust.

5. Professional accounting bodies in Nigeria should provide continuous training for
auditors. This training should focus on ethics and the specific challenges of auditing in
the oil and gas sector.
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