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Abstract 

The purpose of this study was to find out the state of financial expertise of Audit 

Committee(AC) chairmen for companies operating in the Nigerian Capital Market in the light 

of the proposal by the Financial Reporting Council of Nigeria (FRC) to make it mandatory for 

all AC chairmen of companies operating in the Nigerian Stock Exchange to be financial 

experts. 136 companies listed in the Nigerian Stock Exchange in 2012/2013 year (with the 

exception of companies in the financial sector of the Exchange) constituted the population of 

study. Using the Taro Yamani formula, 104 companies sample companies were randomly 

selected. However, 20 companies were dropped for insufficiency of data leaving only 84 

companies for the study.  A content analysis of the 84 companies was undertaken to determine 

those chairmen who were compliant. Our financial experts were those who are members of the 

Institute of Chartered Accountants of Nigeria(ICAN)or members of Association of National 

Accountants of Nigeria(ANAN). We found that 47 of the 84 companies or 56% were 

compliant. We also found theoretical and empirical support for the proposal of FRC to 

mandate financial expertise of AC chairmen on the ground that such action is capable of 

improving financial reporting and audit quality. We thus recommended that FRC should go 

ahead and mandate financial expertise of AC chairmen in Nigeria. 

 

 

INTRODUCTION  

Auditors are important gate keepers in any corporate governance arrangement. They attest to 

the Financial Statements prepared by Company Management and in doing so lend credibility 

to the Statements(Alabede, 2012). In recent times, there has been a spate of audit failures both 
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in Nigeria and globally. Okaro&Okafor (2013)document the classical case of audit failure in 

Nigeria involvingCadbury (Nig.) Plc and the auditing firm of Akintola Williams Delloite 

(AWD). In the same vein,Cunningham & Harris (2006) describe the Enron corporate collapse 

in US which saw the severe indictment, and eventual demise of the auditing firm of Arthur 

Anderson, for audit failure. Audit failures result in the waning of investors’ confidence in the 

capital market. This has dire consequences for economic growth and development of the 

Nation(Osaze, 2011). The client and the Auditor are also not spared (Aamir, Farooq, & 

Ittonen, 2011). The need for audit committees arose as  a result of the desirability of  having a 

body of individuals that are detached from the activities of the company and are as such in a 

position to work independently of the auditors and act as a liaison between the main board of 

directors and external auditors on one hand and members of management and the auditors on 

the other hand(Okoye & Akenbor, 2010).  

The spate of audit failures has also turned the search light on this all- important body. The 

world bank report on observance of corporate  governance code in Nigeria  state that audit 

committee of many companies are not effective as many members are not fully equipped for 

the job(Okere, Mustafa, Linde, & Rahman, 2004).  The Institute of Chartered Accountants of 

Nigeria has come out to query the efficacy of this committee, (Komolafe, 2012). In the same 

vein, Modum, Ugwoke, & Onyeanu (2013) report that over 80% of the audit committees in 

Nigeria are weakly constituted and lacking in integrity, dedication and a thorough knowledge 

of their companies. Many other factors have also been canvassed as a necessary desirata for 

effective audit committee work. These include financial; literacy of members(Saidin, 2007), 

size(Ibadin, 2012), meetings(Lifschutz & Jacobi, 2010), independence(Adeyemi & Okpala, 

2011) and financial expertise(Wu, 2012). This study will investigate empirically the state of 
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audit committee chair expertise in the Nigerian capital market in the light of the Nigerian 

Financial Reporting council (FRC) expressed intention to mandate audit committee chair 

financial expertise in the Nigerian capital market(Osunkeye, 2014).The rest of this study will 

proceed as follows; review of relevant literature; methodology; presentation and discussion of 

result; finally summary and conclusion. 

 

REVIEW OF LITERATURE 

According to CAMA S.359(6), the following are the functions of the audit committee 

i. To ascertain whether the accounting and reporting  policies of the company are in 

accordance with legal requirements and agreed ethical practices which will strengthen 

corporate governance 

ii. To review the scope and planning of audit requirements 

iii. To review the findings on management matters in conjunction with the external 

auditor and departmental responses thereon 

iv. To keep under review  the effectiveness of the company’s system of accounting and 

internal control, to ensure transparency 

v. To make recommendations to the Board in regard to the appointment, removal and 

remuneration of the external auditors of the company 

vi. To authorize the internal auditor to carry out investigations into any activities that may 

be of interest or concern to the committee to sustain governance(Owolabi & Dada, 

2011).   

The Security and Exchange Commission code of 2011 has extended these functions to 

include 
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vii. Overseeing external audit, internal audit 

viii. Overseeing compliance and the financial reporting processes 

ix. Overseeing management processes for the identification of significant fraud risks and 

ensuring that adequate prevention, detection and reporting mechanisms are in place, 

(SEC, 2011).The committee is also required to report regularly to the board of their 

audit findings. 

The establishment of audit committees is predicted on agency theory which suggests that a 

firm’s demand for an audit committee is associated with the magnitude of its agency problem. 

Agency problem arises as a result of separation between ownership and control. Usually 

shareholders are dispersed in Nigeria and cannot hold the professional managers 

accountable(Samuel, 2012). The problem usually inherent in the agency relationship is that 

the agent and the principal may be at variance with each other for the following reasons 

among others: 

a) The agent is generally assumed to be a risk- averter while the principal is assumed to 

be a risk –seeker or risk- averter. 

b) The agent might have a shorter duration with the organization than the principal. 

c) The agent’s earnings are fixed(inthe absence of incentive payments)while the principal 

is the residual claimant. 

d) The principal does not directly take part in the day to day management decision-

making and control. 

e) There is information asymmetry between the agent and the principal as the principal is 

ignorant of many details of the agent’s activity( Islam et al. 2010). 
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The audit committee  is usually a board committee with the main responsibility of overseeing 

financial reporting(Zheng, 2008a).Among the elements of corporate governance, audit 

committee is the key element that strengthens the health of financial reporting (Salehi, 

Zanjirdar, & Zarei, 2012). Since managers usually do not have to interact frequently with 

shareholders, a distance in terms of trust might exist due to this communication gap. Ideally 

the demand for accountability from managers for their decisions needs to be monitored closely 

by the shareholders themselves. However, because of high cost of involvement and in some 

cases due to lack of expertise the shareholders may not be in a position to do so(Karbhari & 

Mohiuddin, 2010).  Audit committee can act as a bridge in such gaps especially in terms of the 

integrity of the financial statements of an organisation. An effective audit committee will 

therefore help in aligning the interests of management with that of shareholders(Chan & Li, 

2008). Thus academic literature suggests that a qualitative audit committee has significant 

positive impact in minimizing agency conflicts and protecting shareholders’ interest(Al-matari 

& Al-matari, 2012). It is posited that mere formation of audit committee on its own does not 

necessarily translate into an effective or qualitative monitoring body. The activities and 

effectiveness of such a committee need to be systematically investigated(Al-lehaidan, 2006). 

The process of educating accountants in Nigeria emphasizes tertiary institutions based training 

and internship with professional bodies. Many courses are taught in the tertiary institutions to 

provide a solid base for accounting graduates who will then go on to write the professional 

examinations of the two recognized  accounting bodies in Nigeria- ICAN and ANAN. The 

subjects covered (Mainoma, 2013)usually include financial accounting, management 

accounting, auditing, taxation and financial management. Additionally members of the 

professional accounting bodies are required to show annually evidence having attended a 
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minimum level of continuing professional education if they must remain in the register as 

members 

The topic of audit committee financial expertise has been widely discussed by accounting 

researchers. The need for financial expertise of audit committee members arises from the fact 

that audit committees are responsible for numerous duties that require a high degree of 

accounting sophistication such as understanding auditing issues and risks as well as the audit 

procedures proposed to address them. Understanding audit judgments and comprehending the 

substance of disagreement between management and external auditors, and evaluating 

judgmental accounting areas. As a result those with such expertise are more likely to make 

expert judgments than those without  such expertise(Wan-Hussin & Haji-Abdullah, 2009). 

Huang & Thiruvadi (2009)found that a committee comprised of at least one member having 

an accounting or finance background is more likely to: 

i. Have longer meetings  with the chief internal auditor 

ii. Provide private access to the chief internal auditor and  

iii. Review internal audit proposals and results of internal auditing.  

They further found that stock markets react positively to the announcement of the appointment 

of a financial expert in an audit committee.  One other finding by this study is that the 

tendency for fraud in a company is negatively related to the number of financial experts in an 

audit committee.  An Australian survey in 1994 found that 46% of Audit Committee (AC) 

chair persons had accounting expertise. Although (Adelopo, 2010) found insignificant 

relationship between financial expertise of audit committee members in UK and their 

activities , many other studies have found a positive relationship between the two variables. 
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Such studies include(Ashikin, Saat, Karbhari, Xiao, & Heravi, 2012) and (Madawaki & 

Amran, 2013).Lin, Xiao, & Tang(2008) found that there is significant positive stock price 

reaction if new audit committee members possess financial expertise, or the stock market will 

reward firms that appoint financial experts to their audit committees. In addition, aggressive 

earnings management was documented by the same study as being negatively associated with 

the financial and governance expertise of audit committee members. For (Zheng, 2008b) audit 

committee Chairmen with  financial expertise drive audit quality.(Samuel, 2012)documents 

the following advantages, among others, of financial expertise in audit committees: higher 

ability to produce good annual reports; capability to meet responsibilities of monitoring 

internal control and financial reporting and forestalling financial problems for the companies. 

The SEC corporate governance code of 2011 made the following provisions about financial 

literacy in audit committees. 

i) Members must possess basic financial literacy and ability to read financial statements 

ii) One of the members is required to have knowledge of accounting or financial 

management. 

The SEC code did not therefore mandate financial or accounting expertise for the Audit 

Committee Chair or for other members of the audit committee. 

 

Methodology 

We used the annual reports of 136 companies quoted in the Nigerian Stock Exchange in 

2012/2013 as our population of study. In arriving at the number we excluded all companies 

listed in the financial sector of the Nigerian Stock Exchange for the reason that they are 
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subject to special regulations. We then applied the Taro Yamani formula to determine a 

sample size of 104 companies.However, for insufficiency of data, we dropped 20 companies 

thus using 84 companies for our study. Content analysis was then used to extract data on the 

financial expertise of audit committee Chairmen of the 84companies. We defined financial 

expertise as membership of either the Institute of Chartered Accountants of Nigeria (ICAN) or 

The Association of National Accountants of Nigeria(ANAN). The two bodies are the only 

recognized bodies of professional Accountants in Nigeria.  Membership of either body confers 

financial expertise on its holder. We obtained the list of the financial members from their 

websites. For every audit committee chairman identified as belonging to any of the 

professional bodies we code 1, otherwise 0 

FINDINGS AND DISCUSSION 

We found that 47 out of the 84 companies had either a member of ICAN or ANAN at the 

chair of the audit committee. This gives a 56% compliance rate. Majority of those occupying 

the chair were ICAN members confirming the WorldBank report of 2004 that members of 

ICAN dominate the private sector of the Nigerian economy. We found that elite companies in 

the Exchange, with the exception of few, had ICAN or ANAN members at the chair of the 

audit committees. Our result show that 44% of companies listed in the Nigerian Stock 

Exchange (excepting the financial institutions) do not deem it fit as yet to appoint a financial 

expert at the chair of their audit committees.  Many corporate governance codes globally stop 

short of mandating financial expertise for audit committee chair. They however, generally, 

recognize that financial literacy by as many members as possible of audit committees has a 

salutary effect on the effectiveness of such committees. This is in line with many studies that 

document positive relationship between financial literacy of audit committee members and the 
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committee’s effectiveness. Such studies include(Kiatapiwat, 2010) and(Song & Windram, 

2000). 

The move by the financial reporting council of Nigeria to mandate audit committee 

chairman’s financial expertise, in our opinion, can be supported on the following grounds. 

Firstly, since evidence abound that financial literacy is important for AC effectiveness it 

follows that mandating AC to have financial expertise can only but add to the number of AC 

members having financial literacy . This will have a positive effect on the overall performance 

of the committee. Secondly, empirical studiesalready referred to above document a positive 

association between audit committee chairman’s financial expertise and audit quality and 

shareholder value. Thirdly and more importantly are the environmental factors that make audit 

committees ineffective in Nigeria. The pervasive atmosphere of corruption in Developing 

Countries and the fact that some auditors are known to accept gratification in the course of 

their work(Chowdhury, 2012);(Akpomi, Amesi, & Harcourt, 2009) will put the chairman of 

such committee into a position of lack of trust on members who may use their financial 

expertise negatively. It will take the Chairman who is a financial expert to effectively rein in 

the fraudulent members of the committee. Fourthly, corporate governance experts in Nigeria 

are beginning to lend their weight to the need for mandating financial expertise for audit 

committee chair(ASEIN, 2014). 

SUMMARY AND CONCLUSION 

The objective of this study was to investigate the state of financial expertise of Audit 

Committee Chairmen in the Nigerian Capital Market as Financial Reporting Council of 

Nigeria gears towards mandating that Chairmen of audit committees in Nigeria must be 

financial experts. To achieve this we did a content analysis of 84 companies out of a possible 
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136 companies listed in the Exchange (Companies in the Financial sector were excluded).  We 

used as proxy membership of either ICAN or ANAN- the two recognized accounting bodies 

in Nigeria to represent financial expertise. Using number counts and simple percentages we 

found that 47 companies or 56% of the companies were already compliant with the intention 

of FRC to have audit committees that are chair manned by financial experts only. We also 

found theoreticalsupport in agency theory for FRC proposed action. Although many corporate 

governance codes stop short of mandating financial expertise for audit committee members, 

we also found empirical support for FRC proposed action especially in the particular 

environment of Nigeria. 

Our study contributes to the scanty information available in this area and, to the best of our 

knowledge, is the first study to investigate empirically the issue of financial expertise of audit 

committee chairmen in Nigeria. The study should inform company management and the 

regulators but particularly the FRC as it grapples with the challenge of mandating financial 

expertise for audit committee chairmen in Nigeria. 
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Appendix  

List of Sampled Companies 

Number Company Fin Expertise of Audit Committee Chair 

1 
Chams 

 
0 

2 Paints and Coatings manufacturers Plc 1 

3 Julius Berger 1 

4 Dangote Cement Plc 1 

5 Trans Nationwide Express Plc 0 

6 Roads Nig. Plc 1 

7 PrescoPlc 0 

8 Beta Glass Plc 1 
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9 Nestle Food Plc 1 

10 Tantalizers Plc 1 

11 Grief NigPlc 1 

12 May and Baker Plc 1 

13 BOC Cases (Nig) Plc 0 

14 Triple GEE and CO 0 

15 Aluminum Extrusion Industries Plc 0 

16 Multiverse Plc 0 

17 ConoilPlc 0 

18 CutixPlc 0 

19 BAGGO Plc 0 

20 UTC Nigeria Plc 0 

21 Portlands Paints 1 

22 Mobil Oil NigPlc 1 

23 African Paints 1 

24 first Aluminum Nigeria Plc 0 

25 Courteville Business Solutions Plc 0 

26 Dangote flour Mills 0 

27 John Holt Plc 1 

28 Premier Paints Plc 0 

29 AG Leventis 1 

30 Cement Company of Northern Nigeria Plc 1 
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31 Total (Nig) Plc 1 

32 Academy Press 0 

33 OkomuPlc 0 

34 MRS Oil Plc 0 

35 Unilever Plc 0 

36 Cadbury NigPlc 1 

37 Nigerian Breweries Plc 1 

38 Dangote Sugar 1 

39 National Salt company of Nigeria Plc 1 

40 Red Star Plc 0 

41 UACN Property Development Company Plc 1 

42 International Breweries Plc 1 

43 ABC Transport Plc 0 

44 Longman Plc 1 

45 Chellarams 0 

46 UACN Plc 1 

47 PharmaDekoPlc 0 

48 JuliPlc 1 

49 Guinness NigPlc 0 

50 OANDO Plc 1 

51 Lafarge Plc 1 

52 Forte Plc 1 
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53 TranscorpPlc 0 

54 Honey Well Flour Mill 0 

55 R.T Briscoe Plc 1 

56 WAMCO Plc 1 

57 G S K Plc 1 

58 Champion Breweries Plc 0 

59 Vita Foam Plc 1 

60 PZ Cussons Plc 0 

61 Nigerian Enamelware Plc 1 

62 Seven Up Bottling Company Plc 0 

63 Flour Mills Nig Plc. 1 

64 Berger Paints Plc 1 

65 Thomas Wyatt 1 

66 Studio Press 0 

67 Morison Industries Plc 1 

68 CAP Plc 1 

69 D N Meyer Plc 0 

70 SCOA Plc 1 

71 Ashaka Cement Plc 0 

72 Eterna oil 0 

73 Japaul Maritime Services 1 

74 Tourist Company of Nig. Plc 1 
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75 CostainPlc 1 

76 Avon Crown Caps and Container Plc 1 

77 Nigerian Aviation Handling Company Plc 0 

78 Learn Africa 1 

79 E Transact Plc 0 

80 Nigerian Ropes 0 

81 VonoPlc 1 

82 FidsonPlc 1 

83 University Press 1 

84 AfromediaPlc 0 


