
Asian Journal of Accounting Perspectives 8 (2015) 1-21 

 

USING AUDIT COMMITTEE AND INTERNAL 

AUDIT FUNCTION INTER-RELATIONSHIPS  

TO DRIVE UP EFFECTIVENESS 
 

 
1Naqiah Razak* and Rusnah Muhamad 

 

 
Abstract 

 

The Audit Committee (AC) has become a common mechanism for ensuring good 

corporate governance in firms. The interaction between the AC and Internal Audit 

Function (IAF) is important for the AC in fulfilling its oversight responsibilities. 

Hence, it is very important that the interaction between the respective roles of the AC 

and IAF is of good quality. However, little is understood about the quality of the 

interaction between these two roles. Extant literature suggests that a conclusive theory 

and/or theories are lacking that can provide an in depth understanding of how the AC 

and IAF foster a quality working relationship between their respective roles. Hence, we 

are proposing the relational coordination theory as a framework to enrich the 

understanding of the interaction between the AC and IAF. This conceptual paper 

reviews the literature on the AC effectiveness (ACE) and process, and analyses how 

the interaction quality can be determined using the proposed conceptual model 

encapsulating this theory.  
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1. Introduction 

Corporate Governance (CG) is an imperative concept as it concerns corporate 

performance enhancement through monitoring or evaluation of management 

performance, and ensuring the accountability of management to shareholders 

and other stakeholders (Keasey and Wright, 1997 as cited in Spira, 1999). 

However, mega scandals across the globe in the past decade have called for 

stronger CG, and prompted the public to question the integrity and effectiveness 

of the monitoring system in an organisation (Raphaelson and Wahlen, 2004). 

Thus, many countries began to reform their CG mechanisms in response to the 

risks that poor monitoring systems pose. Major reforms were made concerning 

the responsibilities of the principal actors in the CG mosaic, such as the 

management, external and internal auditors, board of directors (BoD), as well as 

the Audit Committee (AC) (Cohen, Krishnamoorthy, and Wright, 2004; 2010).  

                                                           
*Corresponding author: Naqiah Razak is a SLAI fellow from the Department of Accounting, School of 

Management, Universiti Sains Malaysia, 11800 USM Penang, Malaysia. Email: naqiah78@yahoo.com.  

Rusnah Muhamad is an Associate Professor at the Department of Accounting, Faculty of Business and 
Accountancy, University of Malaya, 50603 Kuala Lumpur, Malaysia. Email: rusnah@um.edu.my. 

jap.um.edu.my


Razak, N. and Muhamad, R. 

2 

The AC is widely promoted as a CG mechanism by regulatory and 

professional bodies in many countries because the AC monitors management on 

behalf of shareholders. This monitoring role by the AC is vital to ensure a ‘true 

and fair view’ of financial statements and effective internal controls, thus 

making it an integral part of most CG systems. The information asymmetry that 

exists between the agents and the principal (i.e. agency problem) is reduced 

when the AC acts as a monitoring mechanism. The level and intensity of this 

agency problem is argued to be further reduced or resolved when ACs are 

effective in their monitoring role (Chen, Chen and Wei, 2008; Dey, 2008). 

However, the efficacy and efficiency of an AC may be compromised when the 

AC is composed of non-executive directors, as information asymmetries may 

occur between these directors and management, which may cause doubt 

concerning the ability of ACs to protect the credibility of financial statements 

(Raghunandan, Read, and Rama, 2001). In order to resolve these doubts, the 

impact and effectiveness of the AC can be improved through several significant 

factors. One of these factors is its relationship with the IAF as a resource 

provider to the AC on organization-specific matters (Bishop, Hermanson, 

Lapides, and Rittenberg, 2000).  

Raghunandan et al. (2001), and Scarbrough, Rama, and Raghunandan, 

(1998) attest that information asymmetry between the AC and operational people 

is likely to be reduced when good quality interaction exists between the AC and 

IAF. Prior studies indicate that a quality reciprocal relationship between the AC 

and IAF entails the AC strengthening the IAF whilst the internal auditors are an 

important resource to the AC (Bishop et al., 2000; Braiotta, 1999; Verschoor, 

1992 and Turley and Zaman, 2004). Nevertheless, these studies reveal little 

concerning how to achieve quality AC-IAF interaction and how this interaction 

impacts the effectiveness of the decision-making process of the AC. This is 

because these studies applied an economic perspective by focusing on the 

measureable features of the AC (such as the number of financial experts or 

independent members) through quantitative methodologies. The outcome of 

these studies merely revealed that ACs with greater independence and members 

with financial expertise (i.e. technical expertise) interact more extensively with 

internal auditors. This simply tells us that the mutual interdependent relationship 

between the AC and IAF is an interdependent relationship between tasks (i.e. 

technical work process). However, the mutual interdependency that is shared 

between the AC and IAF should not be viewed simply as interdependence 

between tasks, but as interdependence between the people who perform these 

tasks (i.e. behavioural process). Therefore, research to identify ACE fulfilling its 

oversight role needs to move beyond the neoclassical economics theoretical 

framework and encapsulate a more behavioural and psychological perspective. 
One way of doing this is through the use of qualitative methodology.  

Data collection through direct interaction with key governance actors and 

alternative theories has been called for due to the mixed findings of previous 

research based on the agency theory (Bedard and Gendron, 2010). Qualitative 

research allows researchers to capture the perspective of key governance actors 
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and capture a richer depth of information. This makes qualitative methods 

valuable for theory building and elaboration (Glaser and Strauss, 1967; Strauss 

and Corbin, 1988). Through the use of qualitative research, adopting a 

behavioural and psychological theoretical lens (in the form of relational 

coordination) opens up a new perspective for understanding the ACE, as current 

research in the AC process and behaviour is limited (Beasley, Carcello, 

Hermanson and Neal, 2009; Cohen, Krishnamoorthy and Wright, 2008; 2010).  

The main objective of this conceptual paper is to extend the prior research 

on the ACE framework. In this paper, we are proposing a framework using 

qualitative methodology by adopting a behavioural and psychological theoretical 

lens (in the form of relational coordination theory) to understand the ACE 

through the interaction quality of the AC and IAF. The importance of this 

proposed conceptual framework is described as follows. First, this research adds 

to the understanding of the ACE through the process dimension. Secondly, this 

research provides a new conceptual framework that adopts a behavioural and 

psychological perspective in extending prior ACE frameworks. This paper is 

organized into the following parts. The first part provides the literature review, 

which discusses prior literature concerning the interaction of ACE and AC-IAF. 

The second part provides the proposed conceptual framework. Finally, the 

conclusion together with the discussion concerning the implications of the 

research and the direction for future research are presented. 

 

2. Literature Review 

2.1. Audit Committee Effectiveness (ACE) 

Due to its important contribution to effective CG and quality external financial 

reporting, the AC has received greater attention in the past decade in numerous 

professional publications as well as academic research in the wake of several 

highly publicized accounting scandals (DeZoort, Hermanson, Archambeault and 

Reed, 2002). Increased research on the ACE attributes may be due to the 

increase in the regulations to enhance the governance structures of companies, 

and to investigate whether the proposed ACE characteristics meet their intended 

purposes. These studies have provided useful information regarding what 

variables have been extensively studied in prior literature and what new 

variables could be examined further in the future. Nevertheless, the effectiveness 

of an AC is in itself an elusive and multidimensional notion that is difficult to 

measure (DeZoort, 1998), which raises the question of how one defines an 

effective AC. Some definitions that have been offered include “the competency 

with which the AC carries out its specified oversight responsibilities” by Kalbers 

and Fogarty (1993, p. 27), “an effective AC is the one that fulfills its 

responsibilities” by Rittenberg and Nair (1993, p. 3), while DeZoort et al. (2002, 

p.41) assert that “an effective AC has qualified members with the authority and 

resources to protect stakeholder interests by ensuring reliable financial reporting, 

internal controls, and risk management through its diligent oversight efforts”. In 

reflecting on the definition of an effective AC, academic interest in the ACE has 
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moved from its earlier focus of whether companies possessed an AC and what 

was the impact of the AC presence on a range of company characteristics and 

behaviour to issues such as its composition and expertise, and relationship with 

other elements of governance within companies (Ghafran and O’Sullivan, 2013). 

Most ACE studies primarily focused on the economic perspective by 

espousing the agency theory framework. In order to investigate effectiveness, 

prior researchers essentially relied on a “black box” approach in which analysis 

was restricted to the quantitative examination of relationships between the 

measurable features of the AC and the indicators of effectiveness. Spira (2003) 

states that detailed accounts of the role, membership characteristics and duties of 

the AC are unlikely to improve CG without understanding how it works in 

practice. Carcello, Hermanson and Ye (2011) argue that to capture the ACE the 

agency theory is not the only theory and neither are the formal AC 

characteristics the only factors to be considered. Anecdotal evidence shows that 

ACs with mandated characteristics of effectiveness still fail. Therefore, it is 

possible that although ACs may appear to structurally follow the agency 

perspective, the actions of its members may follow the institutional perspective. 

As a result of ‘black boxing’, Gendron and Bedard (2006) argue that regulators 

and professional bodies are implementing regulations and providing best 

practices based on shaky foundations. This is because amendments in 

regulations or best practices on the promotion of the ACE (such as described 

earlier) are based on unproven, and, to a great extent, unquestioned assumptions, 

which can be misleading to those who must have assumed (i.e. shareholders) that 

the existence of such structures and processes protects their interests (Spira, 

2003). Past studies espousing the “black box” approach do not provide insights 

into the nature of the work carried out by the AC members per se, nor do they 

identify the way in which the meaning of ACE is socially constructed (Gendron 

and Bedard, 2006). In short, these studies have more or less neglected the 

process and behaviour through which the AC members operate (Beasley et al., 

2009).  

In addition, several papers have synthesized the ACE research (DeZoort et 

al., 2002, Turley and Zaman, 2004; Bedard and Gendron, 2010; Ghafran and 

O’Sullivan, 2013), thereby providing a summary of the research concerning the 

attributes of AC effectiveness and a structure for identifying any gaps for future 

research opportunities. These papers also provide a clear consensus for involving 

a more psychological and behavioural based research compared to the 

dominance of the economic centric archival and survey methods. An example of 

such methods is available in the synthesis by DeZoort et al. (2002) of the 

empirical literature on the ACE. The authors posit that while the composition, 

authority, and resources of the AC provide the basic inputs to achieve ACE, it is 
the diligence (i.e. behavioural process) of the members of the AC that dictates its 

success. The authors define AC diligence as the members’ willpower to act and 

expend effort, and state that the components of diligence are incentive, 

motivation, and perseverance. Likewise, Ghafran and O’Sullivan (2013) call for 

future researchers to explore the AC process, such as the process of questioning 
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to elicit information, and the relational process of informal networks of the AC 

members to better understand ACE. Hence, it cannot be stressed enough that 

understanding the AC process is the key to developing a better understanding of 

ACE (Gendron, Bedard and Gosselin, 2004). In order to shape the meaning of 

ACE, there are different theories that can provide different perspectives. Future 

researchers are encouraged to use different theoretical perspectives to examine 

the process associated with the operations of the AC to which researchers like 

DeZoort et al. (2002), and Bedard and Gendron (2010) claim is the key to 

developing a better understanding of ACs in action. Therefore, it can be 

concluded that more research needs to be conducted on the AC process by 

utilising other theoretical perspectives.  

 

2.2. The AC process and AC-IAF relationship 

Bedard and Gendron (2010) identify “relationship” as one of six process 

dimensions, whereby process in itself is a component for determining ACE 

(Figure 1). 

 

 
Figure 1: AC and dimensions of effectiveness (Bedarad and Gendron, 2010) 

 

However, as mentioned earlier, most studies that examined ACE have more 

or less neglected the process and behaviour concerning how the AC members 

operate (Beasley et al., 2009). Interrelationships between the CG actors are 

essential (Cohen, Krishnamoorthy and Wright, 2004), and, to effectively execute 

their CG duties, ACs rely in part on the IAF (Abbott, Parker, and Peter, 2010) as 

one of their primary resources (KPMG AC Institute (ACI) Roundtable 

Highlights, 2007) for ensuring quality CG (KPMG ACI, 2003; McHugh and 

Raghunandan, 1994). Internal auditing plays a unique role in the governance 

process (Bishop et al., 2000) and has been recognized as an important role in 

helping the AC to effectively discharge its responsibilities (Blue Ribbon 

Committee (BRC), 1999; Treadway Commission, 1987). Although the two are 
different control bodies in that the IAF operates within the company and the AC 

comprises members of the BoD, the two functions have related purposes. One of 

the objectives of the AC is to monitor and evaluate the internal control system, 

which is also the primary goal of the IAF (see for instance COSO, 1992; BRC, 
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1999). The Institute of Internal Auditors (IIA) promotes internal auditing in the 

evaluation of internal controls and contends that, "where scoped and resourced 

adequately, internal audit is well placed to provide the board with an objective 

opinion on risk management and internal control across all the activities of the 

company (IIA, 1999)”. Because of their position and role within a company, 

internal auditors possess a good and objective understanding of the culture, 

system of internal control, operations, and industry. As the role of the IAF 

mainly pertains to providing assurance regarding a company’s governance, risk 

assessment, and control processes, its function essentially becomes the “eyes and 

ears” of the AC and is largely instrumental in acting as an independent sounding 

board to the AC concerning areas of weaknesses or deficiencies in the risk 

management, governance and control processes (BMCGG, 2009). Several 

authors contend that a quality reciprocal relationship between the AC and IAF is 

beneficial as the AC can strengthen the IAF, and internal auditors, in turn, can be 

an important resource to the AC as it strives to fulfil its responsibilities (Bishop 

et al., 2000; Braiotta, 1999; Verschoor, 1992 and Turley and Zaman, 2004). 

As with the argument made in most the ACE research, authors such as 

Gramling, Maletta, Schneider, and Church (2004) have contended that studies 

(e.g. Goodwin and Yeo, 2001; Raghunandan et al., 2001; Scarbrough et al., 

1998) examining the AC interactions with internal auditors have not provided 

much insight into the nature and quality of the interaction between the AC and 

IAF. This is because these studies have mostly utilized an economic perspective 

through the association of ideal-typical AC characteristics and their interaction 

with the IAF. They conclude that ACs with mandated characteristics (i.e. 

member independence and/or with financial or accounting expertise) are more 

likely to be effective in their internal control oversight responsibilities when 

they: 

i. have private meetings with the Chief Audit Executive (CAE); 

ii. are involved in the decision to hire and/or fire the CAE; and  

iii. review the work of the IAF. 

Inasmuch as these conclusions have provided insight, a thorough 

understanding is still lacking about the quality and nature of the reciprocal 

relationship between the AC and IAF and how this impacts the effectiveness of 

the decision-making process of the AC. Ardalan (2007) argues that the 

researchers of CG must accept the fact that CG is also a social process, and, 

therefore, they must look beyond believing that CG is a purely technical matter 

from a solely economic perspective. The change from a solely economic 

perspective to a more behavioural and psychological perspective of CG, and, 

specifically, the AC-IAF interaction will enable an increased understanding into 

the nature and quality of this interaction. Hence, this contributes to the increased 
understanding of the AC process and activities (Raghunandan et al., 2001). In 

addition, Goodwin and Yeo (2001) also argue that research on the process 

dynamics surrounding ACs (e.g. the communication and coordination between 

the AC and IAF) could further enhance the understanding of the effectiveness of 

each party. Similar to Raghunandan et al. (2001), and Goodwin and Yeo (2001), 
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Turley and Zaman (2004) have also called for research to focus more attention 

on the process issues and to the people involved in the day-to-day activities of 

the AC. Thus, rather than focusing primarily on the measurable features of the 

AC as a means to determine the effectiveness of the AC in fulfilling its oversight 

role, the nature and quality of the interaction between the AC and IAF constitute 

a new means to identify the effectiveness of the AC. This acts as an extension to 

prior frameworks in understanding the interaction quality between the AC and 

IAF.  

Most prior frameworks on AC-IAF interactions were researched using 

quantitative methods, which mostly involved surveys of internal auditors. The 

results of these studies show that the composition of the AC is associated with 

the strength of the interaction between the AC and the IAF. However, the 

limitation of quantitative studies is that they provide limited in-depth insight into 

the interactions between the two functions. This is because the interactions 

among people are difficult to capture with the existing measures. For instance, 

the measures of the AC composition can deflect from the truth when the 

independence of the AC members is only measurable in appearance and not in 

fact. As a result, Raghunandan et al. (2001) suggest that the nature of this 

relationship should be examined by delving into the issues brought into the 

relationship by the AC, such as personality, attitude and character, which is 

achievable by espousing a qualitative approach. In fact, Spira (1999) argues that: 

“...there is a dearth of studies which explore the perceptions of those involved in 

the AC activity through the use of qualitative research methodologies.” 

Likewise, Turley and Zaman (2004) are convinced that qualitative research 

methods incorporating case studies and interviews provide significant potential 

for research into the interaction of ACs with other parties, such as auditors. 

Beasley et al. (2009) also used the qualitative approach by incorporating 

qualitative inquiries to comprehend CG processes in action. Most recently, 

Zaman and Sarens (2013) have also encouraged the use of qualitative methods as 

they argue that they have greater potential to provide a more substantive 

contextual understanding of the AC-IAF informal interactions. 

Since the goal of the research is to have detailed insights into the interaction 

quality between the AC and the IAF, the interview method should be used to 

gather such insights, because this method allows the researcher to explore issues 

that are difficult to examine using archival methods (Beasley et al., 2009). In 

order to undertake future research using a new theoretical lens, it is encouraged 

that researchers adopt a phenomenological methodology as the best means for 

this type of research. This is because the epistemological position for the study is 

that data are contained within the perspectives of the people that are responsible 

for CG oversight in a public limited company. According to Welman and Kruger 
(1999, p. 189) (as cited in Groenewald, 2004) “the phenomenologists are 

concerned with understanding social and psychological phenomena from the 

perspectives of people involved.”  

In conclusion, this literature review has provided a snapshot of the need to 

transition from the traditional quantitative economic centric AC-IAF research to 
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include a more qualitative behavioural and psychological research concerning 

the quality of the AC-IAF relationship. To reiterate, a new conceptual 

framework is suggested in order to undertake this endeavour. The next section 

discusses how the new proposed conceptual framework will help mould a more 

thorough understanding of AC-IAF relationship quality.  

 

3. Proposed Conceptual Framework 

3.1. Relational Coordination Theory 

There is a need for more research on the dynamic process surrounding ACs, such 

as communication and coordination between the IAF and AC (Goodwin and 

Yeo, 2001). In order to conduct further research on the AC’s “relationship” 

process with the IAF, this paper expands the current ACE framework by 

introducing the use of the relational coordination theory (as depicted in Figure 2) 

to further understand the quality of the interaction between the AC and IAF 

during the oversight work process.  

 

 
 

Figure 2: Extension of current ACE framework by introducing 
AC-IAF interaction quality through Relational Coordination Theory  

(adapted from Bedard and Gendron, 2010 and Gittell, 2002) 

This paper suggests the use of the relational coordination theory (Gittell, 

2002) as a means of identifying the quality of the interaction between the AC 

and IAF. Relational coordination is an emerging theory that offers a unique way 
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of understanding the relational dynamics of coordinating work. Relational 

coordination is defined as a mutually reinforcing process of the interaction 

between communication and the relationships carried out for the purpose of task 

integration (Gittell, 2002, p. 301). Developed and tested in the context of air 

travel (Gittell, 2001), surgical care (Gittell, Fairfield, Bierbaum, Jackson, Kelly, 

Laskin, Lipson, Siliski, Thornhill and Zuckerman, 2000) and long term care 

(Gittell, Weinberg, Pfefferle, and Bishop, 2008), the relational coordination 

theory is defined as a communication and relationship-intensive form of 

coordination carried out by workers that can span multiple functions, and, 

potentially, multiple organizations. In the context in which it has been explored, 

relational coordination appears to have a significant positive impact on the key 

measures of performance, including both quality and efficiency (Gittell et al., 

2008; Gittell, 2006). 

It is proposed that relational coordination be used in the context of CG due 

to the arguments made by prior researchers. For example, some qualitative 

research that explored the interaction process between the AC and IAF (e.g. 

Beasley et al., 2009; Davies, 2009; Gendron and Bédard 2006, Gendron et al., 

2004, Zain and Subramaniam 2007, Sarens, DeBeelde and Everaert, 2009; and 

Turley and Zaman, 2007) reveals that AC communication (either formal or 

informal) is an important aspect in understanding how the interaction between 

the two roles aids the AC in performing its oversight responsibilities. Zaman and 

Sarens (2013) argue that communication, including communication outside of 

the formal pre-scheduled meetings, plays a significant role in CG. In addition to 

communication, studies examining the interaction between the AC and IAF (e.g. 

Davies, 2009; Sarens et al., 2009; and Zain and Subramaniam, 2007) have also 

revealed that shared mental models are important in determining how well the 

coordination between the two roles takes place. Mental models are knowledge 

structures or cognitive representations that people use to organize information 

(Smith-Jentsch, Zeisig, Acton and McPherson, 1998). Shared mental models are 

shared knowledge structures that enable members of a team to accurately assess 

tasks and coordinate their actions with other team members (Cannon-Bowers, 

Salas and Converse, 1993). The general argument of the shared mental model 

(SMM) literature is that team effectiveness will improve if team members have 

adequate shared understanding of task objectives and team process (Mohammed 

and Dumville, 2001) SMMs developed by individual board members represent 

knowledge and understanding about the board’s purpose and characteristics, 

connections and linkages among collective actions and various roles and 

behaviour patterns required of individual members to successfully formulate and 

implement collective governance activities for the firm (e.g. task objectives and 

team processes). The AC and IAF are highly interdependent and must work as a 
team in order to be effective.  

The relational coordination theory identifies specific dimensions of 

relationships that are essential to the coordination of work. The theory holds to 

the assumption that work is successfully accomplished when high-quality 

relationships and communication exist among the participants in the work 
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process. Organizations can improve their desired outcomes through the 

coordination of frequent, high quality communication supported by the 

relationships of shared goals, shared knowledge, and mutual respect (Gittell, 

2006). The sections below provide a brief explanation of the attributes of these 

relationships, and how these attributes are significant in understanding the AC-

IAF interaction quality.  

 

3.1.1. Shared Goals 

The shared goals that surpass the specific functional goals of participants 

motivate the participants to work optimally. According to Gittell (2011), when 

participants have a set of shared goals for the work process, they will tend to 

have a powerful bond and can more easily arrive at compatible conclusions 

about how to respond as new information becomes available. The participants of 

the work process must work to reach their own objectives while knowing how 

they contribute to the overall process. The monitoring and evaluation of the 

internal control system, as well as the identification and management of risks, 

are the major objectives/goals of both the AC and IAF (BRC, 1999; COSO, 

1992; NACD, 2000). However, prior qualitative research (e.g. Zain and 

Subramaniam, 2007) reveals that, sometimes, ACs and IAFs do not share the 

same sense of urgency or the same goals in terms of their oversight 

responsibilities. In order for the overall oversight process to be effective, the AC 

must realize that its objective is to not only assess the information presented to 

them by the IAF, but to provide an environment of support to the IAF, which, in 

turn, allows the IAF to be effective in providing information to the AC 

(Gramling, 2004). The IAF must also realize that it must conduct its 

responsibilities with independence and objectivity in order to disseminate quality 

information to the AC, which, in turn, will allow the AC to discharge its 

oversight responsibilities effectively. Hence, it can be assumed that the AC and 

IAF must both share the same values of maintaining high governance standards. 

Therefore, it is contingent for both roles to know their respective objectives, to 

know how they contribute to the overall process as well as recognise the 

objectives of other roles, and how those objectives also contribute to the overall 

process. 

 

3.1.2. Shared knowledge 

As for the shared knowledge, it enables participants to see how their specific 

tasks interrelate or fit in with other tasks within the whole process. Gittell (2006) 

claims that the effective coordination of a work process is attainable when 

participants have a collective mind, or shared knowledge of the overall work 

process. Participants who have a high degree of shared knowledge regarding 
each other’s tasks and know how their tasks fit together with the tasks of others 

in the same work process will have a context for knowing who will be impacted 

by any given change. It is important for both the AC and IAF to understand how 

the shared goals, as discussed above, are to be achieved. This is done through the 
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knowledge of the specific tasks that each role undertakes in achieving the said 

goals. Shared knowledge of the task interdependencies between the two roles is 

essential in maintaining coordination at its optimum between the AC and IAF in 

the oversight process. The participants in the work process must have a clear 

mental model of the overall process. They must understand the links between 

their own jobs and the jobs of others. This collective mind or shared 

understanding of the overall work process then enhances the coordination efforts 

between the roles (Gittell, 2006). Hence, it can be interpreted that shared 

knowledge is imperative, as participants will not only understand ‘what’ and 

‘why’, but also the degree of urgency. This then allows them to enhance their 

communication with greater accuracy and timeliness. 

 

3.1.3. Mutual respect 

Finally, mutual respect encourages the participants of a work process to value 

what others have contributed and enables the participants to overcome the status 

barriers that prevent them from seeing and taking account of the work of others. 

Gittell (2006) states that effective coordination depends upon the participants 

having respect for other participants in the same work process. Disrespect serves 

as a potential reason for division among the participants who fulfil different roles 

in the work process, which could undermine the coordination process between 

the roles (Gittell, 2006). Conversely, Gittell (2006) contends that respect for the 

competence of others creates a powerful bond, which is important for the 

effective coordination of highly interdependent work. The importance of the role 

of the AC is to provide the IAF with an environment of support, which is viewed 

as a key safeguard mechanism for internal auditors in managing their 

professional objectivity (Stewart and Subramaniam, 2010). The feeling of 

mutual respect is present when the participants of both roles have a collective 

identity and appreciate the roles of others, which will inevitably lead to a more 

comfortable interaction between the two roles. Both the AC and IAF should not 

harbour any feelings of animosity, offend or feel offended, which, as portrayed 

in Gittell (2006), are indicators of disrespect. Together, the three relational 

attributes discussed above reinforce and are reinforced by communication that is 

frequent, timely, accurate, and problem-solving (rather than blaming), as briefly 

explained below. 

 

3.1.4. Frequent Communication (Formal and Informal Communication)  

According to Gittell (2011), frequent communication helps to build relationships 

through the familiarity that grows from repeated interaction. Frequent formal 

communication is already apparent in the nature of the interaction between the 

AC and IAF, as the chief internal auditor (CAE) is required to report periodically 
to the AC concerning the IAF’s activity, purpose, authority and responsibility, 

and performance of its audit plan (Guidelines on IAF, 2002). It is the duty of the 

IAF to convey information concerning its engagement results to the AC on a 

periodic basis in a formal setting. Even though frequent informal communication 
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is not an attribute as proposed by Gittel (2002), prior AC-IAF research shows 

that having frequent informal communication encourages strong ties between the 

two roles. Zaman and Sarens (2013) find evidence that informal communication 

between the AC and IAF complement formal meetings with the AC and 

represent additional opportunities for the AC to monitor the IAF. In addition, the 

findings from Turley and Zaman (2007), Gendron and Bedard (2006), and 

Beasley et al. (2009) indicate that substantive communication takes place outside 

of the formal meetings, and that this informal channel of communication is an 

important means for the AC to gain more information. They argue that the AC is 

significantly more effective in its oversight responsibilities when informal 

voluntary interaction is undertaken with the IAF. Hence, it is argued that 

uncovering the frequency of both formal and informal communication between 

the AC and IAF will help to better understand the interaction quality between the 

two roles during an oversight work process.  

 

3.1.5. Timeliness of Communication 

Although Gittell (2011) does not provide an estimated measure of time to 

indicate timeliness, she defines it as communication that is not delayed 

unnecessarily. The timeliness of communication was thought of as being how 

soon pertinent information needs to be communicated to the AC. Schneider 

(2009 p. 25) claims that “the timing of information provided by the IAF to ACs 

varies according to its importance. Important information needs to be conveyed 
as soon as possible.” 

 

3.1.6. Accurate Communication 

Accurate communication is another important aspect in ascertaining effective 

coordination between the two roles (Gittell, 2011). It is useless if updates are 

received in a frequent and timely manner but the information is inaccurate; here 

Gittell (2011) contends that either an error will occur, or a delay will occur as 

participants halt the process to seek more accurate information. Disseminating 

accurate information is also deemed to be an important element in the oversight 

process. According to Practice Advisory 2060-1 (1), the CAE must report 

significant engagement observations and recommendations. Significant 

engagement observations are those conditions that, in the judgment of the CAE, 

could adversely affect the organizations. Significant engagement observations 

may include conditions dealing with fraud, irregularities, illegal acts, errors, 

inefficiency, waste, ineffectiveness, conflicts of interest, and control weaknesses. 

(Practice Advisory 2060-1 (2), International Professional Practices Framework 

(IPPF), 2009). The audit report should contain information that is sufficient, 

resourceful and of quality in order for it to act as an important resource to the 
AC in discharging its responsibilities. The importance of explaining the 

information already present in the audit reports prior to the formal meetings is to 

prevent the AC from any surprises that may surface during the formal meetings. 

Private meetings between the AC and IAF are a good forum for the IAF to raise 
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matters affecting management (Goodwin and Yeo, 2001). Management may 

influence the IAF concerning the selection of information that is communicated 

to the AC. Prior studies, such as Spira (1999), reveal that managers are able to 

influence control on various aspects of the AC meetings, such as the selection of 

information to send to members before meetings. Christopher, Sarens and Leung 

(2009) argue that having an improved control environment in which the IAF can 

trust that the AC will provide them support will reduce reporting errors. Hence, 

when there is a level of mistrust, inaccurate information may be brought to the 

AC.  

 

3.1.7. Problem Solving Communication 

In an environment in which a work process consists of task interdependencies, 

such as the task interdependencies between the AC and IAF, problems that occur 

may require joint problem solving communication (Gittell, 2011). Problem 

solving communication allows the participants of a work process to adapt 

quickly and work together (Gittell, 2002). The act of questioning is an important 

element in problem solving communication. Cohen et al. (2010) and Beasley et 

al. (2009) agree that the skill in questioning is the prime quality of an AC 

member. The key role of the AC is in asking management and auditors 

challenging questions, which was also a central issue in the paper by Gendron et 

al. (2004). In addition, the act of questioning, blame avoidance and fault-finding 

should be deterred as it is counteractive to effective problem solving 

communication. The findings of Gittell (2002) reveal that information sharing 

was hampered when her research participants tended to avoid blame. Likewise, 

when one resorts to fault-finding rather than problem solving, it can undermine 

both the performance and the potential to improve performance over time 

(Deming, 1986). Hence, both the AC and IAF need to discuss with one another 

regarding disputes or problems that may occur during an oversight work process. 

Engaging in problem solving communication will ensure that these disputes or 

problems will be resolved accordingly and warrant effective coordination 

between the two parties.  

 

3.1.8. AC-IAF Interaction Quality and the Mutually Reinforcing Process of 

Relational Coordination 

Relational coordination is defined as “a mutually reinforcing process of 
interaction between communication and relationships carried out for the 

purpose of task integration” (Gittell, 2002, p. 301), as illustrated in Figure 3. It is 

seen as a mutually reinforcing process as the attributes ‘reinforce’ and ‘are 

reinforced’. This action of ‘reinforce’ and ‘are reinforced’, is illustrated when 

the participants of a work process have shared goals, as it increases their 
motivation to engage in high quality communication (e.g. an increased likelihood 

that they will resort to problem-solving communication rather than blaming 

when things go wrong). Shared knowledge also enables participants to 

communicate with each other with greater accuracy due to knowing not only 
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their own specific tasks but also knowing how their tasks relate to the tasks of 

the participants in other functions. In addition, knowledge of what each 

participant contributes to the overall work process enables him or her to 

communicate in a timely way with participants in other functions, which is 

grounded in an understanding of who needs to know what, why, and with what 

degree of urgency. Furthermore, mutual respect increases the likelihood that 

participants will be receptive to communication from their colleagues in other 

functions. Together, these mutually reinforcing relationship and communication 

ties form the basis for coordinated collective action (Gittell, 2006).  

 

 
Figure 3: Mutual Reinforcement between Relational Coordination Dimensions during an AC-

IAF oversight work process (adapted from Gittell, 2002) 

This “mutually reinforcing process of interaction between communication 
and relationships” (Gittell, 2002) has been featured in the context of AC-IAF 

interaction. For instance, in their study, Zain and Subramaniam (2007) discover 

that CAEs perceive that the existing audit practices and attitudes, such as the 

AC’s submissive approach when dealing with management and limited private 

meetings, hinder the opportunity for more open and frank discussions that lead 

to a lack of trust in the AC, which may act as a barrier to an effective 

relationship between the AC and IAF. Having a climate of trust is vital for a 

healthy relationship between the AC and IAF (Gul and Subramaniam, 1994) as 

cited in Zain and Subramaniam (2007). In addition, the study finds that in order 

to promote values, such as professionalism, honesty and integrity, there needs to 

be mutual respect between the CAE and AC members. In addition, it is shown 
that the understanding of ACs concerning the adequacy of the internal audit 

programmes and the work of the IAF is still lacking (Zain and Subramaniam, 

2007 and Davies, 2009). Despite the fact that some AC members may lack an 

understanding of the internal auditor’s work, Sarens et al. (2009) reveal that ACs 

Relationship Dimensions 

Shared Goals 

Shared Knowledge 

Mutual Respect 

Communication Dimensions 

Frequent Communication 

Timely Communication 

Accurate Communication 

Problem Solving Communication 

Audit Committee 

Internal Audit Function 



Using Audit Committee and Internal Audit Function Inter-Relationships to Drive Up Effectiveness 

15 

seek comfort from the IAF with respect to the control environment and internal 

controls, two areas in which the ACs experience considerable discomfort. Their 

case study reveals that due to the IAF’s traditional assurance role, knowledge 

about risk management, its involvement in improving internal controls, and 

combined with appropriate interpersonal and behavioural skills, enables them to 

provide a significant level of comfort to the AC. 

The use of the relational coordination theory in understanding the 

interaction quality between the AC and IAF is further promoted due to the 

uniqueness of the theory, which focuses on the development of the relationship 

between the roles rather than between individuals. The emphasis is on the role 

rather than on the individuals because coordination is the management of 

interdependencies between tasks. As people are typically assigned to tasks 

through their roles, relational coordination is measured as coordination between 

roles rather than between unique individuals. The importance of a role-based 

relationship is highlighted by Klein, Ziegert, Knight, and Xiao (2006):  

“Organizational members grant one another respect, authority, and 
information not because of their personal knowledge of one another’s 

competencies and personalities but because of their trust in the wisdom of the 

role structures (and role allocation decisions) that guide their coordination and 
collaboration.” (p. 617) 

Hence, it is quite apt to use the relational coordination theory in terms of the 

AC-IAF interaction as the two roles do not work together on a day-to-day basis. 

If coordination is successful between the two roles, then integration across the 

differing organizational tasks and activities of both the AC and IAF are deemed 

effective. Therefore, it can be assumed that the ultimate goal of governance, with 

which the two roles are entrusted, is achieved. With that being said, we believe 

that the relational coordination theory is able to provide the foundation for 

understanding the vital role which the relationships play in successful 

coordination – like that of the assurance of the work process coordination 

between the AC and IAF. 

 

4. Conclusion and directions for future research 

ACs play a fundamental role in ensuring corporate accountability and sound 

governance. The IAF becomes a valuable resource to the AC to meet its 

oversight mandate as the IAF can provide information concerning organization-

specific matters. For this reason, good quality interaction between the two roles 

is very important for both the AC and IAF, as this will help reduce the 

information asymmetry and improve the effectiveness of the AC oversight 

responsibilities. However, little is understood about the quality of the interaction 

between these two roles. There is a need to further understand the AC process in 

terms of the interaction quality that it shares with the IAF. In order to understand 

the mutual interdependency that is shared between the AC and IAF, this mutual 

interdependency has to be viewed not only as the interdependence between tasks 
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(i.e. technical work process), but as the interdependence between the people who 

perform these tasks. 

Thus, in meeting this objective, one can no longer only rely on the 

traditional agency theory to understand the AC process, and other theories must 

come into play. Abbott (2001) and Flyvberg (2001) argue that the value of social 

sciences lies in their capacity to provide multivocality in the study of social 

objects through diverse perspectives and lenses. Multivocality relates to the 

belief that no single theory, perspective of analysis, or way of producing 

knowledge can account for the complexity of human behaviour. The study of the 

AC and its effectiveness in its oversight responsibilities is no exception to this 

need for theoretical pluralism. Shapiro (2006) attests that, “we need multiple 

perspectives to understand the interconnected economic, political, and social 

dimensions of CG and accountability” (p. 53). Eisenhardt (1989) asserts the need 

to look beyond the economics literature as a recommendation to organizational 

researchers. She cautioned that those who rely too heavily on economics due to 

its restrictive assumptions, such as efficient markets and its single-perspective 

style, risk doing second-rate economics without contributing first-rate 

organizational research. Similarly, Gendron (2009) posits that social life is too 

complex, ambiguous, contradictory, and ever-changing to study it only from a 

univocal approach (which in accounting research tends to be neoclassical 

economics). Hence, concerning the effectiveness of the AC process, researchers 

have moved beyond the neoclassical economics theoretical framework and have 

begun to encapsulate a more sociological and psychological perspective together 

with the classical agency or institutional theory perspective. Moreover, due to 

the lack of a conclusive theory and/or theories that can provide an in depth 

understanding of how the AC and IAF foster a quality working relationship with 

each of their specific roles, the relational coordination theory has been proposed 

as a framework to enrich the understanding of the interaction between the AC 

and IAF. 

The relational coordination theory holds the assumption that work is 

successfully accomplished when high-quality relationships and communication 

exist among the participants in a work process. In this conceptual paper, the 

relational coordination theory attributes were related to the findings of past 

literature concerning the interaction between the AC and IAF. This was 

undertaken to ascertain whether the theory would be relevant as a foundation in 

understanding the quality of the interaction between the AC and IAF. As the 

attributes were found to correspond to this relationship, it is argued that the 

relational coordination theory is a viable theory to be used in further 

understanding the AC and IAF interaction quality. Hence, future researchers on 

the AC-IAF interaction are encouraged to use more behavioural and 
psychological theoretical perspectives, such as the relational coordination theory 

instead of a solely economic theoretical perspective. Not only is there a need to 

transcend to different theoretical perspectives, but the dominance of quantitative 

methodologies also need to be changed. In order to undertake future research 

using this new theoretical lens, it is encouraged that researchers adopt a 
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qualitative methodology. Overall, this conceptual paper is expected to contribute 

to the conception of ACE and oversight not only in Malaysia but in other 

countries as well. 
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