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Abstract 

This paper is designed with the specific aim to assess the extent of reliance by auditor while conducting 

substantive test on compliance test as quality audit is conducted in Nigeria. A survey design was adopted 

and data was collected using interview conducted on 2 Accountancy firms based in Kano metropolis. A 

thematic method of analysis was employed. The study discovered that effective compliance with statutory 

regulation help auditors in conducting substantive test to rely on compliance test. There are challenges 

faced by auditors in conducting an audit engagement mostly in public sectors, and the study further 

discovered that there is poor co-operation between management of some client organization with the 

auditors. The paper recommends that organisations are to abide by the requirements of statutory 

regulations; and that qualified and competent personnel need to be employed in order to strengthen the 

level of internal control system. 
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1.0 Introduction 

Audit quality and the factors that affect quality has been the subject of interest in academic, practitioners 

and regulatory debates about auditing following a series of corporate collapses. As a result, there have been 

considerable developments in the auditing, financial reporting and governance regimes by regulators and 

professional bodies in the name of enhancing audit quality. Quality audit is the probability that financial 
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statements are not found of material misstatement (Dandago & Rufai, 2014). The quality of an audit depends 

on the effectiveness of audit procedures were the auditor have obtain a knowledge of the business sufficient 

to enable him identify and understand the events and transactions used when conducting the audit 

engagement (Adeniji, 2012). 

 

Substantive procedures are audit procedures performed to detect material misstatements in the figures and 

presentation and disclosures reported in the financial statements. And the level of substantive test 

procedures depends on the extent of compliance test of audit. Compliance audit is the review of business 

functions to determine whether or not a company is meeting specific contractual, regulatory or 

predetermined requirements (Vitez, 2010). Compliance test in audit checks for the presence of internal 

control system in organization such as checking of the existence of internal control system, the strength or 

otherwise of internal control system and the level of compliance with the statutory regulations.  

 

Auditors were faced with difficulties, if proper records were not kept, several hours may be consumes and 

audit resources may be wasted that could prejudice efficiency of an audit work. Therefore, as the task could 

hinder an audit engagement, so a better mix of substantive tests to assist in saving hours that usually pleases 

the customer would be and added value. This in turn can result in a more efficient audit. An organization 

that strengthens it level of internal control system may not waste much resource while an audit engagement 

is conducted. Intensive compliance test by an auditor during audit engagement will result to less time 

consuming in conducting a substantive test.  

 

The aim of this paper is to assess the level of reliance by substantive test on compliance test when carrying 

out audit engagement by accounting firms. The researcher will find out the determinants of the usage of 

compliance and substantive tests by accounting firms and the study will also examine the applicability of 

compliance and substantive tests in both private and public sectors. The remaining part of the paper is 

organized as follows: the next section presents the literature review and followed by the methodology 

section. Sections four and five of the paper present discussions of results and conclusions of the paper 

respectively. 

 

2.0 Literature Review 

2.1 Audit Procedures 

In order to verify the adequacy of the financial statements and the company's internal control system, one 

performs a series of audit procedures. According to Boynton (2002) audit procedures are methods or 

techniques the auditor uses to assess and collect material, sufficient and competent evidence. Souza (2009) 

asserts that the accounts are correct and that internal controls are safe, with the certification of quality and 

credibility of the reports, constituting a clear flag for the conduct of business. The application of these 

procedure results in obtaining the necessary evidence to support the work of the auditor. Auditing is 

concerned with the verification of accounting data and with determining the accuracy and reliability of 

accounting statement, it means looking for sufficient evidence to satisfy oneself as auditor that the accounts 

show a true and fair view (Dandago, 2002). Compliance and substantive tests are part of these procedures, 

and Provision of Section 360 of CAMA. 
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2.1.1 Compliance Test 

Internal controls play an important role within the organization. Boynton (2002) states that internal control 

is a process operated by the board, administration and others, designed to provide reasonable assurance 

regarding the achievement of objectives in specific categories. According to Dandago (2002), internal 

control is a whole system of control financial or otherwise established by the management of an organization 

in order to carry on the business in an orderly an efficient manner, to ensure adherence to management 

policies, safe guard assets, and secure as much as possible the completeness and accuracy of records. To 

ensure that internal controls established by senior management of an organization, are in fact respected by 

all parties involved, it is necessary for the application of compliance tests, also known as analytical testing. 

 

 Millichamp (2005) defines compliance test as tests of the set of procedures and audits designed to confirm 

whether the critical functions of internal control, which the auditor will depend on subsequent phases of the 

audit are being implemented effectively. Compliance auditing is something business with strict regulatory 

management systems should be doing regularly. Compliance test of audit involves the process whereby 

organizations comprehensively review their transactions in line with regulatory guidelines. It is a means 

used to determine whether an audit process or transaction has or has not followed applicable rules 

(Kantiolm, 1998). 

 

According to Fargason (1993), compliance auditing refers to a comprehensives review of an organization’s 
adherence to regulatory guidelines. If rules are violated, the auditor determines the cause and recommends 

ways to prevent future deviations. The rules being tested can be those created by the organization for itself 

through the corporate bye-laws, policies, plans and procedures; or can be those imposed on the organization 

through external laws and regulations (Kantiolm, 1998). Essentially, compliance audits procedure review 

and checks whether a company or organization is in line with the correct regulations and statutory 

pronouncements.  

 

2.1.2 Substantive Test

According to Imoniana (2001) substantive tests are audit procedures designed to obtain reasonable and 

competent corroborative evidence of validity and ownership of the accounting treatment of transactions, 

balances and evidence to detect material misstatement in the financial statements.  In the word of Beuren 

and Cunha (2006), they argue that substantive procedures in audit are used to establish the reasonableness 

or otherwise of transactions and account recorded balances. Numerous tests can be used by the auditor to 

review company's operations and in that respect, it depends on him to choose which will be more useful to 

verify certain account and thereby ensure the accuracy of the account balances. From tests that have been 

designated to verify all records, documents and intangible assets for example, one may in addition to the 

test of controls, adopt an authorization of individuals and legal entities which holds some knowledge of 

company operations (Dennis, 2004). 

 

Moreover, substantive tests are carried out by using sampling, because this is an efficient and effective way 

of testing. Sampling makes the audit work less vulnerable to misjudgments by audit staff when deciding on 

the selection of the elements to be tested.  Substantive testing is inversely related to the tests of controls. 

The higher the confidence found in internal controls, the lower the extent and depth in the application of 



302 
 

substantive testing, the greater the application of substantive tests, when the auditor found weakness in 

internal controls. 

 

2.2 Comparison between Compliance Test and Substantive Test 

 Dandago (2002), provides that compliance test and substantive test are similar in approach that both entail 

checking, examination, verification and review, they differ in some ways, some of their differences are thus,  

 

Compliance tests involve only documentation, observation and inquiry. That means, it entails only 

inspection of documents, observance of work procedure, making of enquiries, and computation of figures 

to determine if the laid down rules and regulations are being complied with. While, substantive tests involve 

physical examination, confirmation, accuracy and analytical tests. That is to say substantive tests encompass 

the processes of vouching, posting, costing and balancing of ledgers and examination of assets. 

 

Substantive tests of transactions are more expensive than compliance tests, because recalculations and 

tracings are often required. Even when dual-purpose tests of transactions are done, the compliance parts of 

the tests usually are less costly. Dual purpose test is a situation in which substantive testing and compliance 

testing are carried out simultaneously. It minimizes cost and makes it possible for auditing firms to achieve 

two objectives at the same time. 

 

The report of compliance tests is to emphasize on the internal weaknesses of management and is equally to 

be submitted to the management. While substantive tests report is to reveal the errors and irregularities in 

the financial statement such as profit and loss statement, statement of financial position and it is to be 

submitted to the shareholders. The errors and irregularities are to be traced down to the journals, ledger 

accounts and trial balance. 

 

2.3 Review of Empirical Studies 

Paino, Tahir and Rashid (2015) examined the impact of client’s business risk assessment on Auditor’s 
substantive test.  Data was collected using questionnaire from 200 Malaysian audit firms, were 32 audit 

firms with over 10 years responded. Cross tab analysis and Wilcoxon signed ranked being utilized as tool 

of analysis. The result of the study revealed that auditors change audit procedures in accordance to risk 

factors. 

 

 A research conducted by Javaid (2013), on effects of internal audit functions and internal control system 

on financial performance of Pakistan firms. Research was conducted using both quantitative and qualitative 

approach using survey; data was collected using Questionnaires and Interview. The data was analyzed using 

the Statistical Package for Social Scientists where conclusions were drawn from tables and figures. The 

study established that management of the firms is dedicated to the control systems, energetically participates 

in monitoring and supervision of the activities of the firms. Internal audit department is not efficient, is 

understaffed, doesn’t conduct regular audit activities and doesn’t produce regular audit reports although the 
few reports produced by the internal audit department address weaknesses in the system. The investigation 

recommends competence profiling in the Internal Audit department which should be based on what the 



303 
 

organization expects the internal audit to do and what appropriate number staff would be required to do this 

job. 

 

Imoniana, Antunes, & Mattos (2012). Investigates the relationship between the audit objective and the 

choice of substantive procedures used to ensure the satisfaction of the auditor. The study is exploratory and 

adopted a non-probabilistic sample comprising 28 auditors of an Undergraduate and Master’s degree 
programs in Accounting of a Brazilian University. A qualitative ordinal approach is adopted. And the result 

of the study showed that auditors give preference to substantive procedures in which one is able to gather 

information from third parties to confirm accounting balances while giving less priority to recalculation of 

routine tests developed by the audited entities. 

 

Another study carried out by Dominik (2012), it examines the use of substantive aggregate analytical 

procedures: do auditors particularly rely on non - significant out comes? The study was conducted in 

Switzerland using 75 auditors at a Swiss subsidiary of one of the Big 4 audit firms. Experiment was 

conducted in a seminar room; aggregate analytical procedure represents the independent variable and 

dependent variable is participants’ judgement of the strength of the audit evidence obtained from the 

aggregate analytical procedures. The result shows that if auditors establish no significant difference between 

the value they expect and the book value in the course of aggregate analytical procedures, they assume a 

low probability of errors, although the quality of the audit evidence obtained from the aggregate analytical 

procedure is low.  

 

Samaha and Hegazy (2010) studied the investigation of ISA 520 analytical procedures (APs) among Big 4 

versus non-Big four audit firms in Egypt. The data were collected using a questionnaire from 14 audit firms 

in Egypt which audit the 100 actively traded companies on the Egyptian Stock Exchange (EGX) as 

measured by the EGX 100 index. The survey was carried out between 2008 and 2009. The result of the 

study showed relatively low use of APs by Egyptian auditors with wide variations in its use by Big 4 and 

other auditing firms. Auditors from Big 4 firms are found to use APs to a greater extent than auditors from 

non‐Big 4 firms. 

 

2.4 Theoretical Framework 

The study framed its work from the prepositions of the Theory of Regulatory Compliance (TRC). This 

theory was proposed by Richard Fiene in 1970’s. It deals with the importance and significance of complying 
with rules or regulations. This theory has implications for all rule, regulatory, and standards development 

throughout human services and economic domains. Regulators continue to endorse and encourage (by 

regulation) the use of the standard when establishing a compliance framework. 

 

According to Fiene (2016), the outcome of the investigation became clear that as facilities were in 100% 

compliance with all rules; their overall best practice scores and positive outcomes began to drop off. This 

result also led to the conclusion that possibly being in full or 100% compliant with all rules was not 

necessarily a good policy and that all rules or regulations are not created equal. The Theory (TRC) maintains 

emphasis on selecting the right rules rather than having more or less rules, and the nature of these rules as 

being significantly predictive of positive outcomes by being in compliance with said rules (Fiene, 2016).   
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3.0 Methodology 

A survey design was adopted for this study because it allows the research objective to be addressed in an 

effective manner. A convenience sampling was adopted by the researcher in selecting the Accountancy 

firms based in Kano metropolis; this is because they are the firms responded to phone calls, and personal 

visits to their offices. Data was collected using primary and secondary sources, the primary data were 

obtained through in-depth face-to-face interview with some staff of Kadiri Mohammed & Co and Saidu 

Bala & Co Chartered Accountants. Interview question guides were designed with insights from the 

literature, and objectives in mind. The secondary data were obtained from text book, and other relevant 

publications. The study is however, guided by interpretivism paradigm because qualitative data is required. 

A thematic analysis was adopted for the study and this allows a data set to be organised, described in detail 

by capturing important aspects, themes, patterns and meaning within it (Braun & Clarke, 2006).  

 

4.0 Discussion of Results 

This section presents the results of the interview conducted with practicing Auditors in the audit firms 

visited by the researcher. 

 

Question One: What are the major steps taken to ensure quality audit? 

 

Audit Firm 1: The management of the client organization must ensure that there is strong internal control 

system. Organisation should appoint someone who has knowledge of accounting and auditing as internal 

auditor, because this will help in putting things in order especially at the internal audit department. 

 

Audit Firm 2:  The internal audit department of an organization should ensure that records of transactions 

are properly kept by responsible officer; any transaction carried out is backed with an evidence of 

authorization and approval. He said proper check and balance need to be put in place.  

Discussion: 

Management of organization are expected to make all the components of internal control system active. 

Doing so, will improve the audit quality.  

 

Question Two: What determines the usage of substantive test in an audit engagement? 

 

 Audit Firm 1: It depends on the level at which the compliance is carried out. If the compliance test is not 

in-depth and records of transactions are showing symptoms of frauds and irregularities, a substantive test 

need to be conducted and it has to be in-depth and high. 

 

Audit Firm 2: Substantive test is necessary to be conducted, but the level of information gathered when 

conducting compliance test will determine the strength or otherwise of substantive test. 

 

Discussion: 

This indicates that, if management has complied with the provision of statutory regulation in the 

organization, substantive test may not be in-depth. And this can save the time of the audit engagement and 

financial resources will be utilized by the management. 
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Question Three: What are the substantive test procedures employed in an audit engagement? 

 

Audit Firm 1: When carrying out  substantive test,  auditors should obtain bank statements to check if the 

statement and the cash balances reconcile, contacting customers to confirm that accounts receivable 

balances are correct, contacting suppliers to confirm that accounts payable balances are correct, contacting 

lenders to confirm that loan balances are correct, and making sure that the inventory valuation calculations 

are correct. 

 

Audit Firm 2: The procedures employed in conducting substantive test depend on the size of the client 

company. The audit team may decide to use sampling procedure in carrying out the audit engagement. The 

audit team can physically check the fixed assets register to verify and confirm fixed asset records of that 

organization, they also review board of directors minutes to verify the existence of approved dividends and 

they do confirm with experts that the fair values assigned to assets obtained through a business combination 

are reasonable. 

 

Discussion: 

From the view of the respondents, the researcher can deduce that substantive test need thorough and careful 

inspection of the books of account, verification and even valuation of assets and liabilities. 

   

Question Four: Is there any difference between the usage of compliance and substantive tests in private 

and public sectors? 

 

The interviewees of both the firms visited gave similar responds, where they said that in most cases, public 

sector organization do not use to comply with the statutory requirements of audit engagement, because of 

political reasons especially at the state and local government level, their belief is that the resources of the 

organization belong to the government and the law also was made by the government. And if the audit team 

insisted with the investigation, they ended up being threatened, which may lead to resignation of the auditors 

from carrying out the audit engagement. 

Conversely, private sectors do comply with the statutory regulations, except in rare cases. This is because 

they are profit oriented and failure to comply with government regulations, their licenses of operation may 

be revoke either by Corporate Affairs Commission or other regulatory agencies. 

Discussion: 

Government ministries, departments and agencies need to do more in the level of compliance with statutory 

regulations, because it can guide them in their work which can even boost the productivity of the personnel 

through segregation of duties and responsibilities.   

 

Question Five: To what extent external auditor relies on the work of internal auditor before carrying out 

a substantive test? 

 

Audit Firm 1: When carrying out their audit engagement, they consider the qualification of the internal 

auditors which includes academic, professional and their experience. The content and quality of the report 
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produced to the management by the internal auditor and they use to ask for the actions taken by the 

management. 

 

Audit Firm 2: in this firm, the respondent said they use to look at the technical competence of the internal 

auditor, the level of personnel available in the internal audit department, and also the strength and otherwise 

of internal control system is considered. 

If the external auditors are satisfied with the above factors, they can rely on the internal auditor’s work. 
 

Discussion: 

Experience, qualification and competency of internal auditor can help in placing reliance on his work by 

the external auditor. With this development, auditors can save their time during audit engagement.  

Question Six: Does your audit firm conduct both compliance and substantive tests in audit engagement? 

 The respondents of both firms said that compliance and substantive tests are necessary to be conducted 

because they are among the main duties of an auditor when carrying out an audit exercise. 

 

Discussion: 

Section 360 of Companies and Allied Matters Act explained the duties of an auditor; the researcher can 

conclude that every Accountancy firms must conduct Compliance and Substantive test in an audit 

engagement. 

Question Seven: What factors can be considered by an Auditor in testing the strength or otherwise of 

internal control system? 

The interviewee of both Audit firms presented similar opinion on this question, they briefly explain that, 

when carrying out audit exercise they normally look at the nature and size of the business conducted, the 

availability of adequate number of high quality personnel, good organizational structure, adequate job 

description and schedule of duties for staff, well established lines of authority and control, as well as a 

complete and sound accounting systems. In a nutshell, all components of internal control system are to be 

checked. 

 

Discussion: 

Management that made all the components of internal control system function well can benefit with 

effectiveness of operation and efficient utilization of resources.  

 

5.0 Findings and Recommendations 

5.1 Summary of the findings 

Based on the literature reviewed and the analysis of the interview conducted, the following are the major 

findings of the study. 

The paper discovered that, there are challenges faced by the audit firms while carrying out audit engagement 

in public sector, as a result of poor compliance with audit statutory regulations. 

The study further revealed that, there is a significant inverse relationship between compliance test and 

substantive test. The more in-depth result is obtained from compliance test, the more accurate decision is 

taken on the level of substantive test.   
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Management of some organizations see auditors that conduct in-depth compliance and substantive tests as 

witch-hunters, so proper co-operation is not given to them in disclosing sufficient information, even though 

provisions of law require them to conduct the two tests. 

 

5.2 Recommendations 

Based on the findings, the study recommends that; 

Government parastatals, departments and agencies should ensure strict compliance to policies and statutory 

regulations in their financial affairs, so that the magnitude of the non-adherence to statutory audit 

regulations will reduce to the barest minimum. 

The management of client companies are adviced to appoint qualified and competent internal auditors that 

can strengthen the internal control system. This can help them save a lot of resources and expand their 

businesses, instead of spending more on audit fees.  

 

Management of organizations are adviced to respect the provisions of law to allow auditors’ access at all 
time to all documents and records for the conduct of compliance test and substantive test. They are to 

understand that auditors are not there to witch- hunt but as agent of the shareholders that come to make their 

annual reports and accounts more credible in the eye of the shareholders, potential investors and other stake 

holders of the company. 
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