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Abstract  
Audit committee debate in 

recent times has increase 

due its perceived roles in 

ensuring good corporate 

governance practice, 

several regulations and 

measures to prevent the 

occurrence of corporate 

failures, as provided by 

corporate governance 

codes were propounded. 

One of the measures 

accepted was the 

establishment of audit 

committee. The AC is 

perceived to be a means of  

strengthening the external 

financial reporting process, 

and also facilitating the 

detection and prevention of 

corporate misconduct and 

scandals. This paper 

studied the impact of audit 

committees in the face of 

corporate performance and 

mismanagement. The study 

used both primary and 

secondary sourced data to 
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INTRODUCTION  
The collapse of many high 
profile corporations in the 
recent past caused 
shareholders, investors 
and public to lose 
confidence in many of the 
stakeholders involved in 
governance, and the 
process of financial 
reporting.  In an attempt 
to restore their 
confidence, there have 
been a number of 
pressures, proposals and 
actions taken in different 
countries for reforms in 
the corporate governance 
framework with emphasis 
on the roles and powers of 
Audit Committees (herein 
ACs) (Turley and Zaman, 
2007).  Many legislations 
and corporate governance 
reforms have increased 
the responsibilities, tasks 
and expectations from the 
ACs (Bruynseels and 
Cardinaels, 2013). The 
trend in ACs advancement 
makes it to become a 
common feature of 
corporate governance 
internationally. Thus, 
their effectiveness 
becomes an issue of 
concern to both 
researchers and 
regulators as it serves as a 
determining factor for 
corporate governance 
success. 
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investigate the roles and the 

impact of AC in the cases of 

corporate governance, a 

qualitative case study 

method was employed to 

investigate the corporate 

performance and the AC 

activities. The study found 

that in addition to the 

formal processes 

recognized or outlined by 

the code of corporate 

governance, governance 

outcome are largely 

influenced by the non-

formal processes and power 

relationship existing in the 

corporate environment. The 

non-formal processes are 

not captured with precision 

in the code of corporate 

governance and so, it’s an 

area that is unexplored in 

the extant research on AC 

activities. The result is 

conformity with the 

research hypothesis that 

state that there is a positive 

relation between the AC and 

the good corporate 

governance outcome and 

so, it suggest the need to 

identity the caliber of 

persons that forms the ACs 

in every organization.

 

he incessant corporate failures has raised a number of questions on the need for 

more transparency in running the affairs of publicly owned companies. The 

growing public pressure has placed a greater deal for emphasis on ACs role in 

pursuit of effective corporate governance, because most of the result from the 

investigation of collapsed companies indicated with clarity that almost every financial 

and governance failure, the world has experienced in the recent past could have been 

detected much earlier (Harrast, 2007), if the ACs had been discharging their duties 

efficiently and effectively. 

 

STATEMENT OF PROBLEM/JUSTIFICATION 

However, the major concerns is that ACs are commonly viewed as a strong monitoring 

mechanism that can make a remarkable contribution within good corporate governance 

framework, yet with the increase in their establishment, independence and expertise, 

the number of corporate failures is also in the increased which questions their 

effectiveness and indicates a sign that there are other factors that may play crucial role 

in the effectiveness of their oversight role. The existing research carried out on ACs are 

mostly on establishment, characteristics and composition of the ACs, this study try to 

investigate into the process of ACs operations and their resultants effects on the 

governance process such as the internal control system, financial reporting process and 

the external audit process, using a case study of some selected high profile corporations 

that collapse. However, their financial reports revealed apparently that they are role 

models in terms of management and corporate governance practice, and yet after a few 

months of the released of the reports they collapse. Although, the ACs roles in overseeing 

the financial reporting process has been revisited by many corporate governance 

reforms in a number of countries. 

 

OBJECTIVE OF THE STUDY 

This study explored the unexplored research area in ACs studies, which include:   

T 
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1. To assess the role and the effectiveness of the ACs in good corporate governance 

in north east. 

2. To identify areas of ACs contribution towards performance of companies in the 

north east. 

3. To Investigates the ACs process from within the organization and to see how 

organizational context affect the operational process of the ACs.  

 

SIGNIFICANCE OF THE STUDY 

The result of this study will be of immense contribution to the study of audit committee 

nationally and internationally, it will increase more awareness to companies on the need 

for effectiveness of audit committees, also the regulatory bodies would find it very useful 

in terms of making further provisions and pronouncement to strengthen audit 

committees.  

 

RESEARCH HYPOTHESIS 

In order to achieve the purpose of this study, the following hypotheses are formulated 

to guide the researcher. 

1. There is no positive relationship between audit committee establishment and 

good corporate performance 

2. There is positive relationship between audit committee establishment and 

good corporate performance. 

 

SCOPE OF THE STUDY 

This study focused on the case of high profile companies in the north eastern Nigeria 

to investigate the impact of Audit committee on the good corporate governance using 

both primary and secondary data. 

The remainder of the paper is structured as follows. The next section present a literature 

review on effectiveness of AC. This is followed by a section that set out the approach used 

to analyze the case study, an outline of the case company and the analysis of the evidence 

gathered regarding the AC’s activities and effects. In each category, the work investigate 

and figure out the roles of audit committee as provided by the regulatory bodies and to 

assess the current levels of the performance of the audit committee in the North eastern 

Nigeria. Also the work uncovered if any the types of expertise required of audit 

committee members for effectiveness in their operations and to identify the “knowledge 

gap” that might have contributed to the corporate failures the world has experienced.  

 

AUDIT COMMITTEE EFFECTIVENESS 

In number of cases, accusing fingers has been pointed at ACs, in the event of financial 

failures of companies. The question is, are these fingers pointed in the right direction. 

BOD is responsible for the governance of the corporation, although AC’s is delegated with 

the responsibility of overseeing the financial reporting process of the company as a 
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subcommittee under the BOD. However, most of the responsibilities of the failures rest 

with the management who are unwilling to present a clear looks of the procedures and 

the rationale behind most of their deals. While they lacked the access to information that 

will allow them have better understanding of the situation, the AC’s are sometimes at a 

fault of not being inquisitive on a matter of concern for more details (Sandra, 2005). The 

increasing corporate failures in recent years, such as the (Enron, Bre-x, Satyam, and 

Lehman) has turns the public searchlight on the audit committees and raised a lot of 

question on the need for more transparency in running the public held companies. The 

growing public pressure has placed a greater deal for emphasis on ACs roles in pursuit 

of effective corporate governance. Robin (2013), states that ACs are failing to deliver on 

their responsibility whenever an organization suffers a catastrophic failure or even 

significant risk that could have been prevented, blaming the failure to lack of risk 

awareness system in most of the organization which could have assist the ACs in 

identifying an events that might have been in excess of board reach. 

To ensure good corporate governance and effectiveness of corporate management, 

emphasis has been made on the independence and competency of AC’s. Pradeep (2006), 

suggested that regulators should focus on composition of ACs rather than simply 

emphasizing on the establishment of the ACs, it is evident that ACs in most cases are 

rarely utilized as management control tools, they are rather used as compliance to SOX 

and the SEC requirement. To ensure independence of AC’s Winford, (2013) in his paper 

found that firms with nomination committees are more likely to have a higher number 

of independence and foreign directors. This findings is in line with the requirement of 

both UK and US codes which stipulate that for effectiveness of AC’s it must at least 

comprises of  independent directors with recent relevant financial expertise. 

Specification on the level of expertise is left to the board of director to decide on what 

constitutes financial expertise. However, these may pose the risk of employing 

independent director with a broad supervisory or commercial expertise, but lack the 

expertise required to monitor the integrity of the financial reporting. According to 

Ismaila et al (2010), in the paper in which they employed the agency theory to assess the 

effectiveness of AC’s in UK companies, found that AC’s expertise, size, accountability and 

charter are not significant determinants of ACs activity, the result suggest that to 

improve AC’s performance in UK, Board independence should be increased, because the 

ownership structure affect or slowed the activity of AC’s. Agency theory, resources 

dependent theory and group effectiveness theory helps in explaining different aspect of 

board composition and effectiveness.  

Apart from the independence and expertise of ACs as a determinant of effectiveness, the 

kind of information gathered by ACs form an important factor for effective oversight. 

Most of the ACs rely heavily on the information provided by the CEO and CFO who are 

the suppose person the ACs is expected to provide oversight to protect shareholders. 

Unless the ACs has effective and independent information source, it effectiveness is not 

guaranteed (Lipman, 2013). ACs activity is an increasing function of board 
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independence, expertise and commitment, independence of source of information helps 

the ACs in discharging its duties and it need to be considered when establishing the ACs. 

Failures of different corporate governance instrument created so many problems; an 

active ACs is one of the important mechanisms for minimizing these types of problems. 

Their ability to obtain information independent of the CEO and the CFO is crucial for 

effective oversight. ACs role is to ensure that management has established and stick to 

the system of internal control, most a time ACs assert the responsibility for monitoring 

the internal control system as required by the Blue ribbon committee report as AC’s best 

practice. Moreover, an ACs comprising of independent and knowledgeable directors 

with right information is in the right position to ask management the right question to 

determine whether the company’s management is sufficiently managing risk as 

identified by Blue ribbon committee report as one of the ACs best practice. The most 

important and reliable source of information to ACs as pointed out by Lipman (2013) are 

the employee whistleblowers, lower level executive and the external auditor, although 

communication from employees to ACs requires the employees to acknowledge the 

misconduct or the risk attached to it, also they need to be motivated to reveal the 

information directly to the ACs. Lipman (2013) on improving the flow of information to 

the ACs, found that employee whistleblowers do not acknowledge the misconduct or 

company’s risk and are not well motivated to disclose the information to the ACs, the 

lack of motivation is associated to the fear of retribution from the company and lack of 

reward for disclosing the information to ACs. The FRC (2010) in the UK provided that, 

the ACs should review arrangement by which staff of the company may , in confidence 

raise concerns about possible improprieties in matters of financial reporting or other 

matters. The ACs objective should be to ensure that arrangements are in place for the 

proportionate and independent investigation of such matters and for appropriate 

follow-up action 

In number of cases, the FRC provision are not adhered to by the management of the 

companies, even if the whistleblowers system is in place, the individual blowers are 

discourage and almost never recognized as good employees. Although, some employees 

are driven by their moral standing to do the right thing and do not need to be rewarded, 

but the whistleblowers system do not guarantee anonymity, as a result of advancement 

in technology where voice recognition devices can be used to detect the hotline calls 

made by the whistleblowers and the letters written to the ACs. Sometimes the ACs do 

not act on the information disclose to them by the individual whistleblowers due to their 

relationship with the management of the company and negligence of duties as enshrined 

in corporate governance codes. An example of such situation could be found in the case 

of Enron. Where Sherron Watkins wrote a letter to Enron chairman Kenneth Lay, 

disclosing his personal fear about what is happening in the company by saying “I am 

incredibly nervous that we will implode in a wave of accounting scandals”, the Chairman 

then push the matter to inside counsel to administer and investigate Watkins’ complaint, 

in place of employing the service of independent counsel to investigate on the matter. 
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The inside counsel then take the matter to the regular outside counsel of the company 

who received substantial legal fees from Enron, to carry out the investigation. After a 

short investigation, the regular counsel gave Enron a report that generally found no 

substance in Watkins’ complaint. After the Enron’s bankruptcy, a separate investigation 

was carried out by an independent board committee, using a different counsel and found 

a significant substance to Watkins’ complaint (Zellner et al, 2002 pp 34-35). This event 

is an indication that most of the corporate scandals the world experienced could have 

been prevented, if all the participant and stakeholders with the responsibilities acted in 

the best interest of the shareholders and the interest of the companies. For effectiveness, 

the whistle blowing system should be well administered by the companies with 

oversight from the AC’s, and it presence should be well known to all and sundry in the 

organization. The AC’s should consider any complaint by whistle blowers and relate to 

the auditor any matter concerning the financial reporting process. (Jeffers, 2011) 

Viewing effectiveness from the psychological perspective, Alexander (2013), criticized 

the traditional approach of corporate governance which based on agency theory of 

incentive and control as the main cause of ineffectiveness in the governance of 

companies, He suggest that a new behavioral approach to corporate governance focusing 

on the psychological aspects of human being inside organization need to be evolve in 

order to reduce the emergence of corporate scandals in the near future. The new 

approach should concentrate on three focal point of mitigating cognitive bias in 

management decision, foster stakeholder awareness to encourage unselfish long-term 

cooperative behavior and reduce the likelihood of fraud and other dishonest act through 

new strategy and psychological motivation. This suggestion came after a careful 

examination of eight cases of corporate scandals where Hamilton et al, (2006), conclude 

that the root cause of the failures were: 1) poor strategic decision; 2)over-expansion and 

ill-judged acquisition; 3) dominant CEOs; 4) greed, hubris and a desire for power; 5) 

failure of internal control and ineffective boards. 

The OECD in their report states that, corporate failures at financial institutions that occur 

during the 2007-2009 period happened due to: i) inadequate incentives, ii) deficient risk 

management practice, iii) poor board practices and iv.) Tendency of shareholders, 

especially the institutional investors to act reactively rather than proactively, which 

point out the need for all those in the position of decision making should act in their best 

long-term interest by complying to rules. Alexander (2013), concluded that inclusion of 

the psychological aspect of human beings inside organizational settings will help the 

organization to benefit from the well accumulated knowledge about human behavior 

from other field of study which may reduce the occurrence of future scandals. 

Experimental study on ACs members need to assessed the difference between auditor-

proposed adjustment and management proposed adjustment found that, ACs members 

acknowledge with accuracy the degree of change in management incentives, although 

it’s not all the committee members that believed that the change in incentives result in 

change in management behavior. The result also indicate that trusted ACs members can 
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be able to explain the management intent to deceive by assessing the management 

incentives, it is concluded that the effects of both trust and incentives on ACs decision to 

support management versus the external auditor are affected by the perception of the 

intent to deceive (Rose et al., 2010). However, identifying the perceive intent to deceive 

and trust in human being call for the inculcation of psychological knowledge into the 

main stream of governance activities. By combining both the existing approach to 

corporate governance with a new behavioral approach which focus on human factor, 

stakeholders confidence will be restored to expect good corporate governance. 

 

METHODS 

Description of study area: The area for this research work is the entire North Eastern 

part of Nigeria where indigenous companies operating in the axis will be the population 

of the study. To understand how and why a company is committed to fraudulent financial 

reporting and the role of ACs in that regard, therefore a “qualitative” research is needed 

to explore and describe fraudulent financial reporting practice. Employing an 

“interpretive” approach give an appropriate picture of the fraudulent financial reporting 

practice. 

The researcher employed a case study method to investigate the impact of ACs 

effectiveness on good corporate governance. According to Yin (2014), a case study 

method does not seek to control any variables; it looks at case in its natural context and 

can be undertaken by using any approach (a positivists or interpretive). The 

phenomenon of corporate failure is on the increase in the recent past and that has 

exposed the failure of the existing regulatory oversight mechanism, and the roles of ACs 

are questions. According to Creswell et, al (2007) a qualitative research approach to 

investigate the phenomena of corporate performance, it appears to suit well on Audit 

committee. 

 

AUDIT COMMITTEES RESEARCH FRAMEWORK 

The interest of this study is the process involved within an organization whereby the AC 

existence affect governance outcomes. Certainly a case study approach allow in-depth 

investigation beyond the formal regulatory policies to include consideration for 

behavioural effects and the informal process involved which affect the AC’s contribution.  

The data for analysis of the case study was generated from three different sources: 

Publicly available information such as annual reports, semi-structured interviews with 

relevant personnel affected by the AC’s activities; internal documents made available by 

the company. Interviews were carried out on a number of visit paid to the company’s 

premises. The categories of individuals interviewed are mainly board members, 

members of the financial reporting section, internal audit unit. All the interviews were 

recorded and transcribed for analysis purpose. Find the schedule of the interviewees as 

set out in Table 1. 

 



 
INTERNATIONAL JOURNAL OF AFRICAN SUSTAINABLE DEVELOPMENT 

(VOL. 18 NO.2) JUNE, 2022 EDITIONS 
 

 
  
 

196 

Table 1: Interviews with relevant personnel. 

S/N INTERVIEWEES 

1. Audit committee Chair 

2. Head of Finance 

3. Head of Internal Audit 

4. Operations Audit Assistant 

5. Head of Risk and Compliance 

6. External audit Partner 

  

The discussion in the main analysis of this paper geared on the evidence of the operation 

of the AC in the case company, both in formal process and non-formal process which 

affect the general outcome of the organization. While it is noteworthy to state that the 

governance outcome could have resulted with or without the influence of the AC 

involvement. The main interest is the manner in which the AC affect the governance issue 

and how relevant it’s in the way other actors involve in the process.  For this reason, the 

analysis of the case being study is structured to cover three inter-related factors affecting 

the AC operation and it organizational impact. These factors are formal process, non-

formal process and organizational influence. 

i. Formal process: The regulatory framework clearly spell out what is expected 

of an AC’s concerning the requirement of membership, composition, charter 

and meetings (Nig. Code of Corp. Governance, 2018). This regulatory 

component highlight the basis for data collection, on such factors as 

membership structure, size, meeting frequency and level of experience of 

members. Thus, analysing the formal responsibilities as regards their 

regulations is appropriate. 

ii. None formal process: Business enterprises are social gathering filled with 

individuals with different norms, values and expectations. And so, the 

individual behaviour and interaction between the individuals’ results in the 

establishment of process outside the one recognized in the formal structure. 

Such process are none formal in nature, they mostly rely on the attributes of 

the key participants and be exhibited on a regular or occasional basis. These 

create an institutional practice that is away from the formal practice as 

enshrined in the code of corporate governance and it help in defining the 

organizational operation and they are likely to be of great significance in 

resolving organizational issues and challenges (Dirsmith and Covaleski, 

1985; Scott,2001; Shapira, 2000). The non-formal activities are hardly 

observe and comprehend their effects on AC activities externally, however, 

not recognising them may block the possibility for understanding corporate 

governance processes. 
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In view of the above factors highlighted, the main focus of this paper was conceived. The 

formal responsibilities of AC is spelt out by the code of corporate governance which 

guide the conduct of AC and for helping the board of directors to assess the AC’s roles 

and responsibilities. However, the institutional power of the AC enhance the exercise of 

written terms of reference and its presumed power to affect organizational performance. 

It is possible to create and authority and make it operational in an organization through 

non formal AC activity, and such could be achieve depending on the influence exercised 

by the AC Chair. The nature leadership and competence displayed by the AC Chair and 

other members as well as the perceived independence of the committee in carrying out 

their duties are important factors affecting their power. An AC that has members with 

relevant financial expertise and who are capable of influencing others are likely to make 

a difference to governance outcomes. Similarly, an AC with committed members is likely 

to have a high level of engagement in and concern for its activity, in the same vein, the 

level of AC member oversight function can vary from being strictly conscious to merely 

’rubber stamping’ the activities and report of others. AC has the power to exercise 

influence on various interest group within an organization, be it relationship between 

top management and other levels in an organization and the relationship between 

management and external auditors as well. 

In this context, the framework recognizes flexible nature of the factors affecting the AC 

operations. Formal process and non-formal process are related to organizational 

context. Power relations between organizational participants and as well as the history 

of the previous organizational events experienced, in most cases affect both formal and 

non-formal processes in an organization. 

Inaccessibility of empirical data has limit the scope of the paper and so it does not extend 

to provide a historical explanation which may unfold events and changes over a period 

of time. The intention of the paper is not to argue the case for the relevance of a particular 

theory by reference to the case, but rather the paper use the above classification (formal 

process and non-formal process) as a background for structuring the analysis of the 

evidence gathered. 

 

THE CASE STUDY COMPANY 

At the time of carrying the research, the case company Vamulmu Nigeria Limited was 

having 20 years of existence as a registered company. The company’s primary operations 

are in Gombe state Northeastern Nigeria, but in recent years it has also expanded into 

others states in the Northeast. It was registered as a limited liability company with a 

simple operational structure, however, numerous internal changes followed as the 

company responded to environmental changes arising from its expansion. In common 

with most limited liability companies, the company was originally localized in Gombe 

state, but has now grown to become a regional organization, with a branch network in 

most the Northeastern state and mostly presence in urban/commercial centers. 
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The Board of Directors of the COMPANY has 9 members, including 4 non-executive 

Directors. Within the company’s organizational structure the following functional areas 

are most relevant to the work of the AC. 

• Group Finance: Headed by the Finance Director, who is responsible for 

preparation of annual financial statements, financial reporting etc. the financial 

reporting is overseen by the Head of Finance, reporting to the Finance Director. 

• Internal Audit: This unit is headed by Head of Group internal Audit, who has a 

direct reporting line to the Group Managing Director and is assisted by an 

Operations Audit Manager and a team of internal auditors. 

• Risk and Compliance: This is a new unit created as a result of company’s 

expansion, it is new separate function, with a Head of Risk and Compliance, 

responsible to the Group Managing Director and also responsible for preparing 

certain reports considered by the AC. 

 

THE AUDIT COMMITTEE 

The VAMULMU NIGERIA LIMITED AC existed for some year’s penultimate to the study, 

this is connected to the long-standing institutional practice of the company as provided 

by the code of corporate governance. The AC’s terms of reference was subjected to 

changes from time to time as a result of changes in its external environment. Those 

changes comes with a clear distinction between the roles and responsibilities of the 

board in company’s governance and the control system and the AC’s role in overseeing 

the matter. 

 The board has responsibility for ensuring that the required system of control of the 

company’s business are provided and its record are in accordance with the provision of 

CAMA, regulations are made in accordance with best accounting practice and the audit 

committee shall be responsible to the Board for reviewing those systems of 

control over the company’s business as provided in the original terms of 

reference.  

Specific areas of responsibility for AC relating to internal control, financial reporting and 

external audit are discussed later in the case analysis, however, AC terms of reference 

also recognizes the powers “to investigate any activity within the Audit Committee’s 

terms of reference, including seeking information from any employee” and “to obtain 

external legal or independent professional advice and to secure the attendance of 

outsiders with relevant experience and expertise if need be”. 

The AC’s membership is in compliance with the provision code of corporate governance, 

it is made up of non-executive directors, and none of them had any prior relationship 

with the company. The Chair of AC is a non-executive with relevant knowledge and 

experience, he worked in many government agencies. The second AC member, is a 

qualified accountant with several working experience in the field of accounting and prior 

to this, he has served as a director of a listed company. The third member became a non-

executive director while a chair in other company, a position he held for a long time 
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before he retired, and at the time of the study he did not hold any executive or non-

executive position in another company. 

 

ANALYSIS OF AUDIT COMMITTEE PROCESSES 

As mentioned in the beginning of the paper, a case study approach can provide a room 

for an in-depth study of the effective discharge of AC operations in two ways. Firstly, case 

study offers an avenue to go beyond formal attributes and other measured, some 

external factors to allow consideration of the processes by which the AC operates. 

Secondly, case study can reveal particular situation where AC is perceived as having 

impact that could hardly be observed immediately. The analysis in this section contained 

both the two aspects and follow the structure earlier referred to as Formal process, 

none-formal processes. In the end, the findings and discussion of ideas would be 

harmonized toward promulgating a theory for the study of the operation and impact of 

ACs effectiveness on good corporate governance in northeastern Nigeria. 

 

FORMAL PROCESSES 

The disclosure with regards to AC in the annual report company was: 

The board has a number of standing committees. The Audit committee monitors 

the adequacy of the company’s internal controls, accounting policies and 

financial reporting. It also maintains a liaison with the internal and external 

auditors. The committee meets four times in each financial year, which includes 

in part of the being held between the committee members and the external 

auditors in private, 

 

Table II: AC scheduled meetings 

Meeting Specific focus Regular Items 

March 

Review the policies and procedures on 

which the AC would be relying during the 

year. 

Progress reports on 

outstanding control issues 

and on internal Audit 

activity. 

May Review the interim financial statements  

August 

Review results of the external auditor’s 

interim work and the internal Audit plan for 

the forthcoming year. 

 

December 

Review the final accounts and financial 

statements together with reviews of the 

various high level control processes and the 

work of internal and external audit. 

Ad hoc reports requested 

by the AC 

 

Table II above contains the indication of the content of the four meetings annually. The 

meetings are was held base on the standing agenda approved by the committee 
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members. The content of the agenda were mostly reviews of various report relating to 

internal control, financial reporting and external audit. 

The AC terms of reference state that: 

The Finance Director, Head of Internal Audit and a representative of the 

external auditors should normally attend meetings. Other members of 

the Board also have the right to attend. However, at least once in a year, 

the Audit committee shall meet with the external auditors without 

executive directors being present.  

 

This position on representation was seen by some internal audit staff as a signal of 

importance of their function. According to AC chair, internal control and audit have over 

time become prominent features of AC activity. However, when look deeply into the 

formal process alone, the interviews and documentary evidence suggest that the direct 

impact of the AC on matters of internal control has limitation. The AC received a large 

number of internal audit reports and the internal audit classification acts to structure 

the attention given to an issue and so, the activity of the AC and its potential influence is 

highly dependent on the agency of internal audit (Sarens and De beelde, 2006). 

This gatekeeping role was described by the Head of Internal Audit as thus: 

As the Head of Internal Audit my aim is to give the Audit Committee 

comfort that risk are being managed and if they are not to provide them 

with a measure of why and how those risk are not managed. As a result, 

the AC needs to have specific reasons that may draw their attention to 

enquire more. 

 

Additionally, action on internal audit and compliance reports is majorly dependent on 

executive processes. Most of the information presented to AC are in most cases also 

required by the executive for management purposes. Therefore, the AC does not appear 

to create a significant demand for additional information.  

The action of getting remedial action, the process of obtaining 

management’s acknowledgement of the seriousness of the issues, all 

work within the executive process are not in line with the non-executive 

process. (Operation Audit Manager). 

 

The evidence of audit questioning or challenge on internal audit findings are limited. The 

influence of AC on the agenda and work plan of internal audit also appears to be limited. 

These limitations could be attributed to lack of detailed knowledge of internal control 

matters by the AC. 

I don’t believe the AC has the experience or the detail knowledge to say 

“that is wrong or right”. So as it is, I think there is an element of rubber-

stamping of the internal audit plan. (Head of Internal Audit). 
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Similarly, it is evident with respect to the impact of AC on external audit activity.  

“It is the Board rather than the Audit Committee that chooses the 

external auditors” (AC Chair) 

 

The AC does not exercise any authority on the matters of auditors’ appointment and 

consideration for fees. There little or no evidence of AC committee involvement on the 

design of audit, or of the external auditors doing anything different from what they 

would have done in the absence of the AC. The external auditors only present the plan to 

the Ac after it has been discussed and agreed with the executive management and the 

discussion on at the AC normally do not lead to any adjustment in the plan. In most cases 

questions from the AC tend to skew to focus on business 

issues rather than process and procedural aspects of the audit plan. Again the AC does 

not probe the auditors on their findings, but does expect a briefing from the auditors. 

Audit findings stand to be an item of concern in the agenda toward every 

end of the year. Some audit committees are quite happy for you to just 

talk to the issues. But in this company they like all material issues be 

given to them in written form so they can take it away and think over it 

and come with it later time. (External Audit Partner) 

 

Summarily, the formal processes associated with internal audit and control, financial 

reporting and external audit operations are carried out with little or no involvement 

from the AC. While the AC is seen as a monitor, there is little evidence that they play any 

significant role in the process. Formally, AC should act as a “receiving and responding” 

body in an organization and so it depend largely on the manner in which other parties 

choose to operate and pass information to the AC.  From the discussion of the formal 

processes of the AC of Vamulmu Nigeria Ltd, two observation stand to be pertinent. First, 

it is very clear the participation of Executive management in AC meeting and that alone 

could influence the degree of independence of the AC in exercising their monitoring role 

through its formal meetings. Secondly, the manner in which the agenda is scheduled, 

which emphasize on receiving reports that have already been subjected to executive 

consideration or action, could inform the fact that the AC meetings only provide the 

‘Form” of governance but it substance couldn’t be effective. From these two 

observations, it could be said that the informal processes are more likely to provide 

prove of AC effectiveness. 

 

NON-FORMAL PROCESSES 

From the analysis of the case study evidence, it could be deduce the critical role of the 

non-formal process of communication and interaction in understanding the role played 

by AC in ensuring good corporate governance. As noted at the beginning of the paper, 

the non-formal aspect is largely unexplored area in AC research. Besides the formal 

business of the regular meetings, outside interactions between the AC, executive 
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management and the external auditors mostly influences the corporate governance 

outcomes, and some cases, the viable evidence of the impact of AC on organizational 

survival comes from outside the formal settings of AC operations. The non-formal 

communication and interactions affect power relation around the AC and so it affect 

corporate governance outcomes. These could be illustrated in two different scenarios 

where the authority of the AC was used to resolve some organizational issues.  

Scenario one: This has to do with an error discovered by the internal audit in accounting 

document prepared by Group Finance. The AC Chair was gave explanation as to how the 

issue was initiated. 

Group Finance stated that there is an error of putting a capital item into 

a revenue matters which has to do with IT expenditure. The Head of 

Internal Audit call me up, and the two of us met and discuss the matter. 

 

Furthermore, the Head of Internal Audit explained that: 

We had an exercise here, where the reporting of some expenditures were 

made in mistake, there was a misallocation between capital and 

revenue items. And it’s been done in a systematic way to show 

improvement in short-term results. It’s quite serious, though not a huge 

sum. I went further to see the AC Chair and I told him about it, this is 

because it is going to affect our audit plan and I wouldn’t want it to be 

a surprising thing to the Audit Committee, I thought I ought to tell you. 

 

From the above scenario, it should be noted that there was no formal requirement for 

internal audit to report this matter to the AC, but presence of non-formal channel of 

communication gave room for the action. In addition it was clear that the internal audit 

use that chance to inform the AC in order to give significance to it activities within the 

company. This scenario in particular, is in consonant with the evidence found in other 

previous studies that a supportive organizational culture and a trusting relationship 

encourage the reporting of wrong doing willingly (Miceli and Near, 1984 and Hooks et 

al, 1994). 

The internal audit makes it a culture of “no surprises” and so, whenever a matter was 

considered to be of significance, it will promptly reveal it to the AC Chair.  

Whenever I found in some way that the internal audit was being 

hampered or stopped from doing its job, I would go to the AC Chair. 

 

Clearly it could be seen here that the internal auditors will normally report any issue first 

to the chief executive, however, if the issue relates to the chief executive or other senior 

management officer in the company, the matter is likely to be reported to the AC. 

Scenario two: this has to do with a situation that keep reoccurring previously when the 

internal audit discovered that a senior management officer had been misusing the 

company’s resources. This finding was reported immediately to the AC Chair, who later 
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brought it to the attention of the entire board. The board decided that the officer, who at 

that moment was on leave, must be met and be prevented from returning to company’s 

premises. The AC Chair described the impact of the incident as thus: 

The facts and the allegations at that stage came out, through internal 

audit while carrying out their routine checks on where the money had 

gone and what the expenditure had been for. Through the efforts of the 

internal audit , the AC was able to discover much of wrong doing going 

on for quite a long time, but no one could say about the happenings due 

to fear of unknown 

 

Thus, the company introduced a new code of ethics which encourage whistle blowing 

which allowed employees to report any suspicious matter and the communication 

channel for such matters is the internal audit unit. Then the AC Chair and through him 

the whole board is informed. It should be noted that code of conduct alone have little or 

no impact if the top management doesn’t reinforce them by actions of creating secure 

reporting channel and encourage their use (Hooks et al, 1994). The case above 

demonstrates the importance of AC in encouraging and supporting the need for 

reporting any wrong doings. On several occasion, the Ad hoc meetings held between the 

AC Chair and the external auditors, also help to encourage raising a concern informally 

with the AC. It was established that both the AC Chair and the external auditors are 

comfortable with each other while discussing issues of interest informally. 

Private meeting was arranged by the External Audit partner, just the 

two of us, at his office to see if there are any particular problems. (AC 

Chair) 

We talked frankly on business issues, and the discussion turn out to be 

control issues. Some of the issues has connection with leadership style 

adopted by the chief executive. External Audit Partner) 

 

Despite the fact that the AC has an established means of communication with any other 
functional unit of the organization, the evidence in the scenario posit that corporate 
governance outcomes appeared to be affected significantly by the non-formal 
communications and interactions. The scenarios suggested the possibility for disclosure 
of information at ease when it’s done non-formally. Although relying on such source of 
information could pose certain dangers for good governance, but vividly these non-
formal processes are seen to be more important that the formal processes in the 
Vamulmu Nigeria Limited AC’s role in resolving issues. 
Research findings relating to non-formal processes and information flow is significant 
given that, the existing results on ACs has skewed and restricted itself to the formal 
structure of communication and information flow (see Bedard et al (2004), Carcello and 
Neal, (2003) and Beasely et al, (2000)). In the same vain, this case shows that the 
contribution of ACs to good corporate governance processes and outcomes is largely 
influenced by the existence and use of non-formal channels of communication in an 
organization. Good corporate governance code as established in most countries, tends to 
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make emphasis on formal communication only, however, the evidence in this case 
demonstrate that non-formal processes is an important aspect of corporate governance.  
 
DISCUSSION 
This paper examined the actual processes obtainable in the activities of AC in the studied 
company. The study investigate the impact these processes on AC roles in the 
governance outcome. In the course of the study, evidences were gathered and a number 
of instances were identified where the AC participation significantly affect the 
governance outcomes. These identified instances could hardly be observed or reported 
to the public through the normal way of presentation, however, case study approach 
unearth and exposed them. A case study analysis is able to highlights some significant 
factors which could have an adverse effect on the governance outcomes, and these 
factors are not fully recognized in most of AC researches with regards to AC contribution 
in the development of theories or policy and regulations on the conduct of ACs.  
Presence of standardized and formal structure alone is not a determinant for likely good 
outcome of governance. The impact of the AC on good cooperate governance is not only 
as a result of the established formal structure and processes involved (as specified in 
code of corporate governance) but are marginally dependent on the informal 
interactions among the management, internal and external auditors. However, it does 
not mean that the result of this paper will render the formal processes ineffective or 
irrelevant EC (2006). In most of AC research, greater attention were given to AC 
characteristic and formal processes as the factors that influence the effectiveness of the 
AC. It could be seen from the evidences reported here where the AC could be considered 
to have “made a difference” in Vamulmu Nigeria Limited, its impact were achieved 
majorly through the non-formal processes. It only suggest that the importance of non-
formal processes and network, because existing researches ( see Carcello and Neal, 
2003) mainly focused on the formal features as the testing variables for assessing AC 
effectiveness. 
It is also evident from the analysis of the case study in this paper that AC is highly 
influential on power relations between relevant stakeholders in an organization. The 
existence of AC alone has some behavioral effect in influencing the way in which those 
involved in internal audit activities perceive the role of other functional unit. Identifying 
the roles of AC outside it formal processes as seen illustrated in the Vamulmu case is an 
addition to the AC literature which geared toward formal responsibilities alone. The 
pedigree of the individuals that form the committee, especially the AC chair, has great 
influence on the impact on the AC on the organization. He overall success of both the 
formal and the non-formal processes relied heavily on the involvement of the AC and the 
degree of power relations exercised by the AC. The AC attributes as perceived generally, 
combined with the organizational culture established, encourages non-formal 
interactions between functional units and the AC seems to have a significant influence 
on good corporate governance. 
Similarly, the case studied had shown that, to understand the role and the influence that 
could be exert by the AC, it is paramount recognizing the context of the organization and 
it history. It is clear that most of the published researches on AC skewed the concept 
away from the organizational context. In the case of Vamulmu, it is apparent that the 
activities of the senior executive had a significant effect on the company’s attitude 
toward accountability and internal control. Certain events discovered in the case will 
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exert significance influence on the governance outcome, hence the need to view the 
governance as a dynamic events in the organization. 
Obviously, the limitations of data and specifically the non-charlatan exhibition of the 
individual concern to be available for interview hindered the researcher from having an 
in-depth exploration of the issues in the case studied. However, a longitudinal study 
could help in some ways to provide required evidence about the organization and 
significant changes that might affect the regulatory environment and governance 
outcome. It evident that environment of corporate governance is ever changing, and in 
particular following the world experience of high profile companies collapse and other 
scandals which makes it mandatory for the AC operations to also changes based on the 
changes in the corporate environment. Hence, the need for attention on the 
organizational and institutional context of AC operation, upon the formal processes as 
provided in the code of corporate governance. 
Lastly, the case of Vamulmu suggest that, the AC greatest impact lies in its non-routine 
situation or non-formal processes, on several occasion the AC stand as mediator in 
resolving so many organizational issues outside it formal role. While it is a fact that 
following the set standard does not mean that the non-formal processes is inevitable, by 
extension, this findings suggest that it may be hard to obtain a full of the effectiveness of 
AC through formal processes alone. For example in Abbot et al (2004) it was found that 
ACs composed of independent directors and which meet at least twice a year are much 
likely to expose any fraudulent and misleading statement, however, this paper exposed 
the importance of the non-formal processes which are mostly voluntary networks and 
organizational power relations which significantly affect the AC processes and in turn 
affect the governance outcome positively, by exposing any lingering fraud and 
irregularities. 
 
CONCLUSION 
This study focused on the case of high profile companies in the north eastern Nigeria 
to investigate the impact of Audit committee on the good corporate governance. From 
the case studied in this paper and the evidence gathered, the result suggest that, in 
addition to the formal processes recognized or outline by the code of corporate 
governance, governance outcome are largely influenced by the non-formal processes 
and power relationship existing in the corporate environment. The non-formal 
processes are not captured with precision in the code of corporate governance and so, 
it’s an area that is unexplored in the extant research on AC activities. These unexplored 
aspect are interwoven with each other in ensuring good governance outcome and it is 
very difficult to isolate the effect of one from another. The aspect of confidentiality has 
constrained the paper from getting in-depth of happenings in the organization, due to 
the nature of the information needed from board members and the senior 
management. The insight derived from the analysis complement the existing research 
and open a new dimension into the study of AC activities beyond it formal processes 
and this may potentially be useful in postulation of theories about ACs activities by 
researchers and the regulators as well.  
The result is conformity with the research hypothesis that state that there is a positive 
relation between the AC and the good corporate governance outcome and so, it suggest 
the need to identity the caliber of persons that forms the ACs in every organization.  
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