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ABSTRACT

The primary objective of this study was to asstss effect of audit committee

efficiency on corporate governance performanceha gublic sector: the case study
being the government ministries in Tanzania 18istiies were assessed through CAG
reports of 2008 to 2012 all the finding were ai¢d from secondary sources such as

CAG reports NAO report and other reports relatethe topic under the study

The findings of this study have revealed some 8ant relationship between audit

committee efficiency and corporate governance petdoce.

As one of the component of corporate governanagif aammittees have an important
role to play in promoting the corporate governapaecess. This is due to the fact that
audit committees have been entrusted with the ¢tdskverseeing other activities e.g
accounting, auditing, procurement e.t.c. This stealuated the effect of audit
committee efficiency on corporate governance paréorce; it was established that audit
committee efficiency has a positive effect on coap® governance performance which

concurs with the theoretical propositions and eioglifindings from other studies.
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CHAPTER ONE
INTRODUCTION AND BACKGROUND TO THE STUDY

1.1 Introduction

This chapter has presented the background of tlay sthich has critically discussed

the magnitude of the problem in different countireduding Tanzania. The chapter has
also presented the objectives of the study, sianifie, limitation, delimitations and

scope of the study.

1.2 Background of the Study

The issue of effective corporate governance has leentified to be serious to all
economic transactions especially in emerging aaasttion economies (Dharwardkar et
al., 2000). This concept has been there for sey@als and it has been originated in
developed countries but it has become famous inlakedecade; this is due to the
collapse or near collapse of giant companies ireldg@ed countries like USA, UK, Italy
and others. These problems were a result of lackogforate governance among the
directors of these companies hence making decisf@tsare not in the interests of the
shareholders, rather to their own benefits. Thesésat were popular and captured the
attention of everyone include the collapse or naalapse of giant companies that
include WorldCom and Enron all of which occurredJ8A (Markham, 2006).

The problems related to lack of corporate goveredmave great impact to firms and
economies of different countries in general. Coapmigovernance has been observed to
have a tremendous impact on firm’s performance ar@, South Africa, Nigeria and
Kenya (Coleman, 2007). The firms in these counttieg had independent board of
directors, independent audit committees that meetgiently perform well compared to
those with non-independent boards and audit coresitivhich are influenced by CEOs.
This shows that even in Africa, the issue of coap®rgovernance is critical and has a

tremendous impact on firm’s value.



Corporate governance also has an impact on thetrgmgireconomies in general. For
instance in one of the more developed economy ic&f South Africa, about 25% of
the government procurement expenditure amountirgptbillion rand a year is wasted
through overpayment and corruption. Furthermorethi@ ministry of public works

approximately 3 billion rand worth of tenders weneproperly awarded (Malcolm,

2011).

Lack of corporate governance in Africa has a sigaift impact on the economy and
livelihoods of people in general. A unit increasecorruption reduces the growth rates
of GDP and per capita income by between 0.75 a@gpércentage points and between
0.39 and 0.41 percentage points per year respic{Beempong, 2001). Furthermore, it

accelerates income inequality among householdsshenceasing poverty.

In general, the global knowledge of the impact afporate irresponsibility for instance
of the Asian financial crises, corporate scandal€Enron and WorldCom in USA,
Parmalat and Siemens in Europe and of crises andiml circles in several major
African countries over the last decade; in eachaim, negatively affected the
wellbeing and lives of thousands including empl®yepensioners, depositors and
ancillary enterprises (Cooper, 2007). These ratkedneed to have formal regulations
for corporations and other public institutions tsere that there are sound mechanisms

to promote corporate governance.

Some of the most famous corporate governance guideinclude the Sarbanes-Oxley
Act (2002) in USA; this stipulates how internal #@udexternal audit and audit

committees should be structured. Also United Kirmgdormed the Cadbury Committee
to propose guidelines to improve corporate goveragmocess which include guidelines

on structure and functioning of audit committeesl{i€r and Gregory, 1996).



One of the most crucial guidelines for corporat@ggoance includes those for audit
committees. For instance in USA and UK, guidelisgpulate that companies should
form audit committees that are composed of findritexate and independent members
to oversee various financial matters including flrancial reporting, internal and

external audit processes. The guidelines of thishawe been adopted in different
countries in both public and private sectors touemshat corporate governance is
promoted. However the problems are still thereesithe inception of this act due to the
collapse of other large organizations in the 1&@@8@e for instance Lehman Brothers.
However various studies such as (Goddard and Mas?&00) discovered that audit
committees roles are considered to be less impoitacompanies and they have been

formed merely to meet the regulations.

The mere presence of audit committees however duds guarantee corporate
governance performance; only the efficient/effextaudit committees are the ones that
may be able to positively influence corporate gomece process by protecting
stakeholders interests (DeZoort et al, 2002). Aficieht/effective audit committee
should be properly composed e.g. independent andndial literate members;
authoritative e.g. management support, clear respitities; resourceful e.g. size and
support from internal and external auditors (DeZ@ral, 2002). This means that the
efficiency/effectiveness of audit committees mafjuence to a great extent corporate

governance performance.

In an attempt to promote corporate governanceearptiblic sector due to various cases
and claims of misuse of government resources, tivergment of United Republic of
Tanzania issued the Public Finance Regulations 4(20Regulation (30) of these
regulations requires every government entity tonf@udit committees for monitoring
various financial matters. Furthermore the regatetistipulate that the audit committees
should be composed of at least three (3) membdradiumore than five (5) members
and at least one (1) member should be financigkyate. So this study has made an



assessment of the effect of audit committee efimye on corporate governance

performance in the Tanzanian public sector.

1.3 Statement of the Problem

Corporate governance is very crucial especiallyafateveloping country like Tanzania
because the problems associated with it affectfithes, individuals and economy in

general. For example in 2008 the prime ministeg, former minister for minerals and
energy and minister for East Africa Cooperation evésrced to resign due to some
serious allegations of corruption and misuse ofrtipewers for personal benefits
causing a loss of about Tshs. 160 million ($ 100)Qfer day. (Franklin, 2008). This is
just one example of malpractices there are numenther cases of similar nature
involving very large amounts of money which shovwsittthe problem of lack of

corporate governance is serious.

Lack of corporate governance i.e. through corruptitas a significant impact to
Tanzanian economy and livelihoods of people. Pregmermand Combating of Corruption
Bureau (2012) depicted that fraudulent practiceses the government to fail to meet
its budgetary objectives hence poor provision afiadoservices, rise in administration
costs due to inflated prices of government procer@nio finance “kickbacks”. At

individual level it leads to increased income in&@gy hence accelerates poverty.

In an attempt to promote corporate governance enpthblic sector, audit committees
were introduced in the public sector of Tanzanipas of the requirements of the Public
Finance regulations (2004) that require every gawent institution that include central
government, local governments and parastatals o faudit committees to ensure
corporate governance process. However experiercshiavn some problems with the
implementation of these regulations as annual awegidrts by National Audit Office

(NAO) have shown that there are institutions ththtee do not have audit committees or
have inactive audit committees resulting into cmmtd misuse of public assets and

fraudulent financial reporting (Marobhe, 2011).



The other studies conducted in Tanzania have eealibe aspects of audit committee
for instance factors affecting their effectivendag, neither of these studies has assessed
the effect of audit committee on corporate govecegorocess in the public sector. This
created a research gap that this study has closadsessing both audit committees and

corporate governance phenomenon.

So this study evaluated the effect of audit conesitfficiency on corporate governance
performance in the public sector of Tanzania. Thiby first assessing the factors that
make audit committees efficient for instance conitpog responsibilities and resources
and their influence on corporate governance pefdoce i.e. the magnitude of

misstatements in the financial reports discovereNAO.

1.4 The Research Objectives
The main objective of this study is to assess #ffect of Audit Committee efficiency
on corporate governance performance in Public 8eétacase study of Government

Ministries in Tanzania". The specific objectives as follows;

1. To evaluate the efficiency level of audit contgetin Government Ministries in

Tanzania

2. To evaluate the corporate governance performiawvetat the Government Ministries
in Tanzania

3. To examine the effect of Audit Committee effifttg on corporate governance

performance in Government Ministries in Tanzania

4. To examine the factor affecting audit commigdfeciency and corporate governance

performance in Government Ministries in Tanzania.

1.5 The Research Questions
1. What is the level of efficiency of audit comragtwithin the Tanzania Government
Ministries?



2. What is the corporate governance performance kvthe Government Ministries in

Tanzania?

3. What is the effect of audit committee efficierary corporate governance performance

in Government Ministries in Tanzania?

4. What are the factors that affect audit commieeiency and corporate governance

efficiency in Government Ministries in Tanzania?

1.6 The Study Significance

A few studies have been conducted in Tanzania sisgesudit committees in the public
sector using different approaches for instance btaeo(2011) and Mligo (2009) as
discussed in the research problem. These studies helped to provide valuable
knowledge to the public on how audit committeescfiom in the public sector by
assessing their composition, responsibilities sesburces. However these studies did
not relate the efficiency of audit committees topowate governance performance which
has created a research gap. This study go in detailose this gap by creating a
relationship between audit committee efficiency. ii@ terms of composition,
responsibilities and resources, and corporate gawee performance which will be
expressed by the amounts of misstatements disabaecdocumented in CAG reports.

So this study will help to provide valuable knowgedas to whether audit committee
efficiency influences corporate governance perfeoreeain the public sector. The
relationship created between these two (2) varsabll be able to provide reasonable
conclusions on the matter. Academicians, policy ensaland practitioners will be able to
understand whether improving audit committee efficiy can help to improve corporate
governance performance or not. And if not the stoigjlight the other possible factors
that may negatively affect corporate governancéopmance despite audit committee
efficiency. Corporate governance performance wasasomed by the amounts of
misstatements discovered and documented by CARRirelspective ministries.



1.7 The Scope of the Study
This study focused on central government wherebywua government ministries were
used as case study to assess the effect of auditittee efficiency on corporate

governance performance in the public sector.

1.8 Limitations of the Study

This study chose a case study of the governmensimés to represent the public sector
because of limited time and budget to cover othalip offices. The public sector of

Tanzania is divided into several categories thaluoke the central government, local
government and parastatals. Covering all thesegoaés is a cumbersome task given
the time and funds available for research. So ®anme this, this study focused on

government ministries.

1.9 Delimitation of the Study

This study was delimited only on CAG reports on #uglit of ministries because they
usually contain information about audit committeesl the amounts of misstatements
discovered.

1.10 Definition of Terms

Audit Committee: is a specialized governing body within the orgatiratasked with
the oversight of financial reporting process, ing¢rand external audit processes and
risk management. It is composed of majority indeleelh members and internal and
external auditors report to this committee.

Corporate Governance: corporate governance comprehends that structure of
relationships and corresponding responsibilitiesorgna core group consisting of
shareholders, board members and managers designbdst foster the competitive
performance required to achieve the primary objedtOECD, 2004)



1.11 Structure of the study

This study contains five (5) chapters, chapter presents the historical background of
the problem, chapter two covers literature revievd a&hapter three elaborates the
research methodology. Furthermore, chapter fousgos the results from analysis of
data and presentation of findings. The last chapit¢éne study i.e. chapter five presents

the summary of findings, recommendations and canmfis.



CHAPTER TWO
LITERATURE REVIEW

1.1 Introduction

This chapter present the literature review reldtethis study, it shows various literate
that have been reviewed by the researcher. Thisdes the regulatory framework of
audit committees in Tanzania and various theoriesuadit committees and corporate
governance. The chapter also covers the revievhefempirical findings from other

studies about the similar subject.

1.2 Theoretical Literature review

2.2.1The concept of corporate governance

The concept of corporate governance has been wagdlained by various institutions
that deal with the issues related to corporate g@aree. Cadbury Committee is one of
the most famous committees in the world that waméad in UK to propose ways to
ensure corporate governance in UK companies. CgdBommittee (1992) defined
corporate governance as “the system by which compare directed and controlled”.
For instance for a company, it is the way the camgpa directed by managers to ensure
that the shareholders’ wealth is maximized. Bus tbannot be left to the hands of
managers only due to the agency problem; there bt monitoring mechanism to
ensure that these managers make decisions in tdresh of maximizing shareholders’
wealth. This monitoring mechanism includes aspékesinternal audit, external audit

and audit committee.

In the public sector, corporate governance meamnsvily public offices are directed and
controlled to maximize value for money to the gahgublic. But again due to the
agency problem, there must be mechanisms to etisatréhis is done by those entrusted

with the control of public offices.



Another important organization that narrated altbatissues of corporate governance is
Organization for Economic Co-operation and Develepm(OECD). OECD (2004)
narrated that “corporate governance comprehendssthacture of relationships and
corresponding responsibilities among a core groopsisting of shareholders, board
members and managers designed to best foster mthgetitive performance required to
achieve the primary objective”. This definition @alemphasizes on the achievement of

primary objective of the company which is to maxaeshareholders’ wealth.

2.2.2 The concept of audit committee

Audit committee is a specialized governing bodyhwitthe organization tasked with the

oversight of financial reporting process, interaad external audit processes and risk
management. It is composed of majority independetnbers and internal and external

auditors report to this committee (Turley and Zan2404).

Audit committees originated in private companidgyt were established in order to
assist the board of director to oversee variousnitial matters. They were created so as
to help the governance process by providing anpeddent expert assessment of the
activities of top management, the quality of thek rmanagement, financial reporting,
financial management and internal and externaltatdithe board of directors or a

supervisory board (Keasey et al, 1997).

The primary duties and responsibilities of audimoattee by (Walker, 2004) are; to
monitor the integrity of the company'’s internal tms over financial reporting, monitor
the qualifications, independence and performanceeoCompany’s independent auditor
and internal auditing function. Furthermore audimenittees provide a channel of
communication among the board, the independentt@udnternal auditing function,

management and other concerned individuals. They adsist the Board in meeting its

fiduciary duties to shareholders and the Company.

10



2.2.3 Corporate governance in public sector

Corporate governance in the public sector is nathhdifferent from the private sector.
The main difference is in the structures of orgatian and the rationale of the sector
e.g. profit or non-profit making motive. Richard9@) proposed the principles that
define corporate governance in the public sechwse include; accountability which is
the process whereby public sector offices, and itiddviduals within them, are
responsible for their decisions and actions andnguihemselves to appropriate external
scrutiny. This is achieved by all parties havingcl@ar understanding of those
responsibilities, and having clearly defined rolesough a robust structure. In effect,
accountability is the obligation to answer for aspensibility conferred. This
responsibility extends across a range of concanokiding probity and ethics as well as
the effective and efficient implementation of pragis and encompasses a range of
processes (Sun, 2003).

The other principle is transparency/openness;ishisquired to ensure that stakeholders
can have confidence in the decision-making prosess®l actions of public sector
offices, in the management of their activities, amdhe individuals within them. Being
open, through meaningful consultation with stakdbed and communication of full,
accurate and clear information, leads to effectwe timely action and stands up to
necessary scrutiny (Shleifer and Vishny, 1997) .

Integrity is the other principle of outmost importe. This comprises both
straightforward dealing and completeness. It isstagon honesty and objectivity, and
high standards of propriety and probity in the stelghip of public funds and resources,
and management of an entity’s affairs (McKinsey @minpany (2002). It is dependent
on the effectiveness of the control framework,uaficed by relevant legislation such as
Code of Conduct and ultimately determined by thersgeal standards and
professionalism of the individuals within the ewtitt is reflected both in the entity’s
decision-making procedures and in the quality & financial and performance

reporting.

11



Stewardship is another principle of corporate goaece which means that Public
officials usually exercise their powers on behdlfh@ nation. The resources they use are
held in trust and are not privately owned. Offisia@re therefore stewards of those
powers and resources. It is important to governliputector offices so that their
capacity to serve Government and the public inteéeesnaintained or improved over
time (Gregory, 2000). This includes financial sushility and the efficient and
effective management of resources, as well astéeggble factors, such as maintaining
the trust placed in the organisation and/or thegBawent as a whole.

Leadership is also important in corporate govermant is critical to achieving an
organisation-wide commitment to good governancethEse could be added efficiency,
which is the best use of resources to further times aof the organisation with a
commitment to evidence-based strategies for imprave. Efficiency thus requires
objectivity and the application of the merit priple (Erkens et al, 2010). For example,
in carrying out public business, including makingbfic appointments, awarding
contracts, or recommending individuals for rewasd®l benefits, holders of public

office should make choices on merit.

2.2.4 Role of audit committee in the public sectarorporate governance

The issues related to audit committees and corp@@iernance has a vast of literature
on the especially on the effect of audit committeiiciency on the corporate

governance. An efficient audit committee usuallgutes into corporate governance
performance; this is by efficiently overseeing tinéernal audit, external audit and
financial reporting processes. Audit committeesusthonake sure that both internal and
external audits are carried out transparently givimoper consideration of risks and

scope of the audits (Sori et. al., 2007).

Abbott et. al., (2004) depict that audit committéase the responsibility of reviewing
and discussing with external auditors; the scopaudit, audit plan, risk assessment and
related control procedures and audit personnegediin the audit to prevent conflicts

of interest. Furthermore the audit committee hastdsk of reviewing deviations from
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audit plan, significant discoveries, resolved amdesgolved issues, any disagreement

with management and any material audit adjustment.

Apart from audit processes, audit committee maynote corporate governance through
an oversight of the financial reporting processe Hudit committee is responsible to
ensure the faithfulness of information providedimancial statements. While the task of
an external auditor is to check whether managetastprepared financial statements
with objectivity, audit committee is tasked withvi@wing the financial information for
representational faithfulness. Audit committee atscesponsible for exercising control
over management to ensure that management hasdpplieptable accounting policies,
estimates and rules (Menon and Williams, 1996; eZet. al., 2002).

However this depends on the efficiency of the awdimmittee, an efficient audit
committee may be defined by various attributesiddta (2004) depicted that effective
oversight of the financial reporting process, exdrand internal audit is to the large
extent dependent on strong audit committees, aalifigd, committed, independent and
tough-minded audit committees represent the mdsibte guardians of the public

interest.

2.2.5 Factors that affect audit committee and corpate governance

There are several factor that affect audit commiékiciency and corporate governance
process. An efficient audit committee should haweappropriate size in relation to the
scale of operations of the organization. VafeasO%20narrated that if the audit
committee is too small then the monitoring effeetiess of the committee will
eventually decrease. This is due to the fact thahall audit committee is incapable of
fulfilling its duties efficiently because the assigents are always increasing. However
too large committee may result to diminishing merabperformance because of the
coordination and process problems and hence highlamother reason for weak

monitoring (Raghunandan et al., 1998).

13



Composition of the audit committee is another @blattribute that may result to good
corporate governance. An efficient audit commitsdéeuld be comprised of financial
literate members because the tasks of audit coemmitequire one to possess
accounting/auditing and finance knowledge. A lotefinitions have been provided for
financial literacy, for instance SEC (2003) defirfaddit committee financial expert” as
an individual with an understanding of financigboeting and related internal controls,
but not necessarily with direct experience in thatction. Audit committees with
financial literate members can competently assesth kthe nature and the
appropriateness of accounting choices, constr&raticounting policies' aggressiveness
and provide incentives in order to avoid the litiga risk (Krishnan and Visvanathan,
2008).

Bull and Sharp (1989) narrate that proper audit rodtee members should possess
knowledge of accounting concepts and the auditingcgss to enhance their
understanding of the financial statements, rec@gpipblems, ask relevant questions of

the management and auditor and make leadershiplagigns to audit committees.

Also an efficient audit committee must be independ® as to ensure good corporate
governance practices. Those companies comprisaddif committee members that are
independent are expected to have minimal inciddintancial fraud compared to
companies with no independent audit committees ¢ftldt al., 2003). This is due to the
fact that independent audit committee members ddanve personal or financial interest
in the company, and thus are able to put theirraggu without fear and favour (Beasley
et al.,, 2000). By including outside parties thae dree from association with
management in audit committees, the agency cosyshmaninimized especially when

credible and vigilant monitoring duties are prastic

Firms with a large proportion of independent awdinmittees are less likely to receive
a going-concern audit opinion from the externalitoug (Carcello and Neal, 2003).
They depicted further that independent audit cone@dét are more effective in protecting

auditors from dismissal following the going-concenrdit report issuance; this improves
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the audit process and hence ensuring good corpgoaternance. DeZoort and Salterio
(2001) depict that independent audit committee mexsbre more likely to understand
the external auditors’ position, particularly wh#re position is based on economic
substance.

Sawyer et al (2003) depict further that audit cottees composed of directors from
within the organisation may be affected by thenedi involvement with the matters
reported. So in order to ensure the independen@udit committees, they should be
organized as a standing committee of the board oseth mainly of non-officer
directors” or outside directors, that is, non-exeeudirectors.

Also an efficient audit committee should be ablenteet more frequently to discuss
various financial matters. Bedard et al. (2004)icted that audit committees that meet
more than twice a year, comprised of financialrdte members and with solely

independent members have less tendencies of earmragpagement. Abbott et al.,

(2004) portrayed that firms with higher frequendyaadit committee meetings usually
experience less financial restatement and arelilkedy to be sanctioned for fraud as

well as aggressive accounting. Audit committees itiget regularly during the financial

year are associated with effective monitoring. Tingre frequent they meet, the more
efficient they discharge their oversight responiis.

2.3 Empirical Literature Review

2.3.1 Audit committee efficiency in Public sector @anizations: Empirical review
Several studies have provided empirical evidenctherefficiency of audit committee in
the public sector. Van Der Nest (2006) conductetidy assessing audit committee in
South Africa public sector. It was found out thaajamity of audit committees in the
South African public service comply with legal régments and best practice regarding
the suggested functions of committees. Howeverai$ &dvised that these committees
can improve their efficiency further effectivenaastheir performance of certain key
functions in the areas of oversight over risk mamagnt, financial reporting, internal

control and support for external audit.
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2.3.2: Corporate governance performance in Publicextor organization:

Empirical review

Corporate governance performance in the publicosediffers between countries
depending on the level of development of the cquritr Australia, the government
required public offices to have executive managenierards, advisory boards and
cross-jurisdictional commissions to oversee corgogavernance (Horrigan et al 2001).
However these boards were found not to have indkpenautonomy or authority to
ensure high performance of corporate governancspizetheir shortcomings, these

mechanisms have helped to prevent foul plays iusigeof public resources.

A study conducted in public universities in Uganfiiaind out that corporate governance
variables namely; board size, had a negative efbectinancial performance while
policy and decision making had a significant pesitirelationship with financial
performance (Robinah, 2012). Corporate Governanad B significant positive
relationship with board roles, board roles had gmiStcant positive relationship with
board effectiveness, and contingency had a sigmfipositive relationship with board
roles and effectiveness.

2.3.3: Audit committee efficiency and corporate gasrnance performance:

Empirical review

A research conducted by Chien et al (2010) asspssidit committee effectiveness in
US public hospitals found out that the presencaudfit committee and the committee’s
specific quality characteristics of independendearicial expertise, and increased
activity, positively correlate with reduced freqeess of internal control problems. They
further found out that audit committees with finehcexpertise associated less
frequently with material weaknesses over financegdorting and over major Federal

programs.

The results from a study by (Okpala, 2012) shoves there is significant relationship
between audit committee activities and integritfiofncial statements, which enhances

the quality corporate governance and prevents argtonal failure in Nigerian firms. It
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was recommended that a committed audit committeeldlbe established and members

to be appointed should possess analytical skili stitong financial background.

2.3.4: Determinants of audit committee efficiencyrd corporate governance
performance: Empirical review

Determinants of audit committee efficiency and cogbe governance are similar to
those in the private sector. A survey conductediina found out that firms with
independent audit committee members with finaneigdertise tend to have efficient
audit committees. Also those firms with well compated directors and supervisors that
are independent have less earnings management Beegang corporate governance
(Chen and Zhou, 2007).

Chang et al (2013) assessed the determinants arskaquences of audit committee
effectiveness in China, the findings revealed thrats with effective audit committees
are associated with less earnings management aed &udit fees, and are less likely to

have modified opinions and delayed filings.

Saat et al (2012) evaluated the factors that afifeltpendent audit committee members’
effectiveness in Malaysian companies; they dis@dahat the relationship between
composition of audit committee exclusively by indedent director and the convening
of independent committee members meeting with ¥tereal auditor without executive

officers presence and firm performance is negatiMeey observed that the audit
committee effectiveness is crucially dependent wditacommittee members collective
commitment to fulfill their oversight duties resganly and management giving full co-

operation and support to the access of requireatrirdtion for decision-making.

A research by (Gendron et al, 2004) which investigan detail the nature of audit
committee meetings discovered that the crucial @spef the audit committees’ work
included asking challenging questions and evalgatime reports and feedback of
managers and the audit findings of external auslitbhese findings imply the relevancy

of audit committee members self-awareness andimg, that is, the need for them to
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be proactively involved and committed to the taskd matters pertaining to their duties.

The findings of this study were similar to thosg®aghunandan, 2001)

However a study by (Norman, 2011) found out thatghactice of establishing separate
sessions for the meeting between independent aadimittee members and external
and internal auditors without the presence of etteeulirectors or officers will provide

an open, useful and dynamic forum to discuss isthas may be sensitive to the

executives.

Another study by (Dionne and Triki, 2005) found ot the presence of independent
directors with financial knowledge and skills irethudit committee to the large extent
enhances evaluation of management decisions airdeffect on shareholders’ wealth.
The absence of the members of this caliber limiaré of directors active participation
in the evaluation of management derivatives planspospects.

2.3.5 Empirical studies on audit committee efficiecy and corporate governance
performance in Tanzania.

A few studies have been conducted in Tanzania ¢katuates the audit committee
efficiency and corporate governance performancelamzania. These studies have
focused most on the audit committee efficiency &5 on corporate governance
performance. Marobhe (2011) carried out a studgssssg the factors influencing the
effectiveness of audit committees in the publict@easing a case of the government
ministries. His study was confined to the charasties of audit committees only e.g.
size, composition, frequency of meetings and firerderacy of members. He found
out that audit committees in the public sector nmetverage four (4) times in a year,
also they have on average only one (1) independerhber. Furthermore it was
observed that most of the audit committee membersiat financial literate as they are

chosen based on departments or seniority.

Also a study by Mligo (2009) that assesses auditmiitee effectiveness in ministries,

Local Government Authorities and parastatals. Timeliigs show that these audit
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committees are less efficient because its membersless experienced in financial
matters, not independent and do not meet as dgouia the regulations i.e. some meet

only twice or never meet at all.

2.4 Audit Committee and Corporate governance in Tapania

2.4.1 Audit committee in Public organizations in Tazania

The formation of audit committee in public organiaas in Tanzania is required by
Public Finance Regulations (2004). Regulation 300flthe Public Finance Regulation
(2004) stipulates that there shall be, in each stiyi department, agency or region a

committee to be known as “an audit committee”.

Regulation 31(1) of the Public Finance Regulati¢2804) further stipulates that an
audit committee shall be composed of senior memioérshe Ministry, Agency,
Department or Region who are to be nominated byréspective “accounting officer”
and at least “one (1) member” should be appointethé Permanent Secretary from the

external sources.

The nominated audit committee shall be comprisatbbimore than five (5) and not less
than three (3) members and at least one (1) ofrtbbers shall have experience of
accounting and auditing.

2.4.2 Corporate governance regulatory framework infanzania

The corporate governance framework in Tanzaniaowdl the same principles of
corporate governance for the public sector. It @erfocused on accountability so as to
promote corporate governance. The framework asepted by (ADB, 2005) involves

the following aspects;

Public Sector Management: The responsibility of agging the public service is vested
in the President’'s Office-Public Service Managem@®-PSM). According to the
Presidential Order of 1993, the role of the POPSNbiimplement the Public Service
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Reform Programme (PSRP) and its functions therefoctude: (i) formulating,

preparing and monitoring the implementation of adstrative and personnel.

Public Financial Management: In 1998, the Goverrintesnched the Public Financial
Management Reform Programme (PFMRP) to co-ordiaateamber of complementary
projects operating within the divisions, departrseahd agencies of the Ministry of
Finance. Its objectives are to strengthen finaraaltrol, enhance accountability and to
minimize the leakage of resources. At the time meption of the PFMRP, the

Government focused on budget and accounting refamdsthe components included:
(i) reform of budget processes; (ii) the introdontiof a computerized Integrated
Financial Management System (IFMS); (iii) strengtihng the tax administration; (iv)

external resources management; and (v) strengtipenidit system.The implementation
of proper public financial management the goverrinesactment of the Public Finance
and Procurements Act (2001); the Country Finan&@ountability Assessment Report
(2001); and the Report on the Observance of Stdsedard Codes (2002).

Public Procurement: Due to the importance of pupliocurement to the country’s
economic development following the preparation loé ffirst Country Procurement
Assessment Report (CPAR) in 1996, the Governmait various steps to improve the
procurement system, including the enactment ofPthiglic Procurement Act (PPA) and

the implementation of Regulations in July 2001.

Public Sector Accounting: Under the Constitutidme Controller and Auditor-General
(CAG) heads the National Audit Office (NAO) and rissponsible for examining,
inquiring into, auditing and reporting on the acctsuof the Government. These include:
(i) all Ministries and departments of Governmentadl as their accounting officers; (ii)
all persons entrusted with the collection, receiptsstody, issue or repayment of public
or with receipt, custody, issue, sale, transfededivery of any stamps, securities, stores
or other public property; (iii) all public authdas and other public bodies; (iv) any

authority or body that receives funds from the @tidated Fund or from public funds
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for a public purpose; and (v) any authority or bodguired by law to be audited by the
CAG.

2.4.3 Role of Audit committee in corporate governage in public institutions in
Tanzania

The roles of audit committee in the public sectar stipulated in the Public Finance
Regulations (2004). Regulation 32(1) of the Pubfimance Regulations (2004)
stipulates that audit committees shall meet at lgaarterly, be responsible for approval
of internal annual and strategic auditing planghef Ministry, Agency, Department or
Region. Also are responsible for reviewing all it and external audit reports
involving matters of concern to the senior managenw the Ministry, Agency,

Department or Region including identification ansisemination of good practices.

Audit committees are responsible to provide adwcthe accounting officer on actions
to be taken on matters of concern raised in a tegonternal auditor or in a report of a
Controller and Auditor General (CAG) concerning Miny, Agency, Department or
Region. Also as far as practicable, they are swggpdse coordinate audit programs
conducted by internal auditors and programs cordudty Controller and Auditor
General (CAG) and to provide advice to the accognbfficer on preparation and

review of financial statements of the Ministry, Agg, Department or Region.

The regulations further stipulate that audit cone$ should prepare an annual report
on its functions, copies of which shall be senthi® Permanent Secretary, Accountant

General and Controller and Auditor General (CAG).

Also Regulation 32(2) of the Public Finance Regatet (2004) stipulates that; in order
to discharge its responsibilities effectively, art@unting officer shall ensure that the
audit committee has access to him at all reasonés and that it has power to call for
independent advice on auditing, accounting and Latedility issues, Call ad hoc
meetings, require the attention of any officer arpoyee of the Ministry, Agency,

Department or Region at audit committee meetings.
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Regulation 32(3) of the Public Finance Regulati¢?2@04) further stipulates that the
Controller and Auditor General (CAG) shall be imfead in advance of all the meetings

of the audit committee and shall have right tody@esented at any meeting of the audit

committee.

2.4.4 Conceptual framework

Figure 2.1: The conceptual framework
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The conceptual framework on the effect of audit cottee efficiency on the
performance of corporate governance shows vari@gesors that characterizes the
efficient audit committee. The first factor is tliequency of audit committee meetings,
it is argued that those audit committees that meet frequently than others are highly
probable to be efficient in properly and timely ale various financial matters that
come to light. For instance audit committees thaetmat least quarterly are able to
resolve the issues discovered in quarterly findnamernal audit reports in a timely
manner rather than waiting to resolve these isatiéise year-end which may cause the
committee to overlook some of the issues due tgelamumber of accumulated issues.
Financial irregularities discovered at the quartery not be repeated in annual reports

because the audit committee resolved the matteerear

The second factor is the size of the audit commiittke size of the audit committee is
very important in determining whether the committeesfficient or not. The size of
audit committee should reflect the scale of operatiof the public office. This is due to
the fact that when the scale of operations is |lagyen the issues that have to be
discussed by audit committee usually increase,éndribe audit committee is small e.g.
3 members then they would be overwhelmed with éingel workload hence performing

poor quality work hence affecting corporate govenea

The third factor is the number of independent mase the audit committee; audit
committee needs to be comprised of majority inddpah members so as to improve
objectivity of their work. This is due to the faittey would be reviewing the reports
prepared by their colleagues e.g. accounting officeiternal auditors some of whom
may be friends hence possibly impairing objectivitly their work by not critically

review the reports prepared by their colleagues.

The fourth factor is the number of members withaficial expertise in the committee;
most of the tasks of the audit committee involveia®ing internal audit reports,
financial reports and other reports involving fioeh matters. Hence if the audit

committee members are not competent in financidtersae.g. without CPAs, they may
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not competently analyze these reports becausepbssess little understanding of the

matters contained in the reports.

Audit committees play a major role in ensuring avgbe governance performance well
in an organization by raising various matters thenagement have to resolve e.g

implementation of audit recommendations.

Corporate governance performance can be measuradskegsing the factors that cause
corporate governance process to perform well; tta@secalled corporate governance
performance indicators. The first indicator is mmf@ation disclosure and transparency,
this indicator aims to determine whether the actiognand auditing information is
prepared and reported objectively and in a timebnner. In this indicator there are
several aspects that have to be assessed, thesghatber the ministry produces its
legally required financial reports by the requirddte, applies to the large extent
international public sector accounting standardSAB) in preparing accounting
information. Also it assesses if the internal amdjprepares the internal audit reports
objectively and on a timely manner and lastly ifezral auditors are independent and

work and report objectively on the operations @f thinistry.

The second indicator of corporate governance padace is the ministry Board
Composition and Functioning; this indicator assessehe Chairman of the ministry
board and the Permanent secretary are not the garsen and whether the board is to
the large extent not made up of ministry executivEsese are aimed to ensure
objectivity of the board in making various decisor\Iso the indicator evaluates the

board size and the term of service for the members.

The third indicator is management discipline ancbaatability; this aims to ensure that
management implement to the large extent the plaeladed in the ministry annual
plans and incidences of financial irregularitiesraicated in the CAG reports. Also the
indicator assesses whether management is held raebdel for their actions especially

in cases of fraud and if management acts transgppranmanaging the ministry.
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Corporate governance performance is influenced dayous factors; firstly the risk
management process in the ministry has an impactcorporate governance
performance. As the ministry conducts more risk ag@ment reviews i.e. through
internal audit, more embezzlement issues will beouared and discussed. This helps to

reduce these incidences of fraud though they seesary rampant in the public sector.

Secondly, corporate governance performance is yigtiécted by the independence of
the ministry board. The ministry board is the topharity that oversees the activities of
the particular ministry. Most of the issues arecdssed and decided upon by the board
including discussions and decisions on fraud anHerotfinancial irregularities
discovered. If the board is composed of more nacetves then the embezzlement
issues uncovered may be discussed with objectarity transparency so as to eradicate

these incidences of fraud.

Thirdly, top management involvement in the boartivaies has a tremendous impact
on corporate governance performance. If the topstmnmanagement is involved with
the board activities then they may be able to erflte some decisions in their favour if
they are involved in fraud themselves i.e. managenieaud. This may be done

regardless of whether there are non- executive raesnb the board.

Lastly, corporate governance performance depend$ o the number of management
sub-committees e.qg. finance committee, procuremamimittees. These sub-committees
prepare reports on their operations and help theagement in specific areas hence they
may make the task of uncovering embezzlement espheaevhen it falls within the

responsibility of a particular committee.

2.4.5 Hypotheses development
After conducting critical literature review and @aping a conceptual framework, the

following hypothesis has been developed,;

Hypothesis There is significant relationship between audit auttee efficiency and

corporate governance performance)
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2.5 Chapter Summary

This chapter presented various aspects of litexathese included theoretical literature
review which reviewed some theories on audit cortmitefficiency and corporate
governance. Also empirical findings from studieswadacted in Tanzania and other
countries were discussed. Lastly the chapter ptedethe conceptual framework

employed in explaining the relationship betweenoe variables.
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CHAPTER THREE
RESEARCH METHODOLOGY

3.1 Introduction

This chapter discusses the methodology that wasogetgbin conducting this study; this
includes the types of data used, data collecti@aharalysis methods, the population of
the study and sampling design. The chapter hasdisosses the design to be used in
carrying out this study together with the strategy.

3.2 Research Design

This study uses the case study strategy wherebgatbe of government ministries was
used to represent other institutions in the puddictor. The public sector is composed of
government ministries, parastatals and local gawernt authorities. But this study used
the case study of the government ministries toesgmt other government offices
because most government ministries have audit ctieesi compared to other
government office that according to National Au@itfice (NAO) reports they don't
have audit committees. This design has been fralyuesed in other studies of similar
nature, for instance Mustafa and Youseff (2009esssd audit committee financial
expertise and its impact on corporate governancdonpeance represented by
misappropriation of assets. The study also empldlgedmethodologies used by other
studies which were more focused on corporate geween performance such as
(Waduge, 2011) and Klein (1998).

This study undertook a similar design using theegoment ministries in this case all of
them using information from audit reports prepadsgCAG in the period (2008-2012).

3.3 Research Variables
This study is quantitative in nature; hence mosttleé aspects were measured

guantitatively. The following table shows the vaies used in this study
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Table 3.1: The Variables used to Assess Audit Comttee Efficiency

Inputs Outputs

Variable Description Description
Frequency of meetings Number of meeting
conducted in a financial

o

year -Number of accounting irregularities raised gnd
Independence of audjtNumber of independentdiscussed
committee members

Financial expertise of Number of rnernbers-Number of internal control weaknesses raised

the audit committee | with financial expertise | 2nd discussed
Size of the audit Number of members in
committee the committee

Source:Researcher’s compilation (2014)

These variables were created in relation to thdyshy (Mustafa and Youseff, 2009)

although this study has not used only financialegtipe as the efficiency factor.

3.4 Types of data

The nature of this study requires the use of semgndata, this is due to the fact that
there are public sector reports that report onfithencial affairs of each ministry and
describe the status of audit committees in theip@egctor. The reports that contain this
information are the annual audits reports of theGCtat cover the audit of every
government office in Tanzania. These reports arg detailed as they provide the audit
opinion; disclose accounting and other irregulesit.g. procurement. Also these reports
assess and comment on other organizational isdutie ublic offices that include
audit committees. The reports indicate whether ghblic office has formed audit
committee, the frequency of meetings, financialeztipe of members etc. The CAG
reports that will be used will cover the period @8&012). The study by (Mustafa and
Youseff, 2009); (Turley and Zaman, 2004) and (Josth Wakil, 2004) also used various
company reports as a source of data.
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3.5 Population of the Study

The population for this study is that of the goveemt ministries in Tanzania and in
order to produce a good model using many obsengtiall the ministries was used for
this study. This is due to the fact that the dataetich ministry is included in the CAG

reports hence it is easy to extract the data.

3.6 Data Analysis

The study used Data Envelopment Analysis; (DEAA imodel to measure the relative
efficiency of Decision Making Units (DMU'’s) (Kipesh 2012). DMU’s could be
organizations, divisions, or units that use similgputs and produce similar outputs.
DEA is defined as a linear programming techniquectvhdentifies the best practice
among a sample of units, and measures efficiensgdan the difference between best
practice and the observed units. Best practicéddoel identified at the organizational,
national, and international levels. In essence, Dd#&mpts to measure the technical
efficiency (TE). The later is expressed as the i@kto increase quantities of outputs
from a given quantities of inputs. This approacts viest proposed by Charnes et. al.
(1978), and later extended by Banker, CharnesCaruger (1984).

Farrell's work, Charnes, Cooper, and Rhode (Chaehea., 1987) introduced their CCR
DEA model that can handle multiple inputs and rpldtioutputs to measure TE. In the
presence of multiple input and output factors, técdd efficiency is defined as followed:

Technical Efficiency=weighted sum of outputs (2)

Weighted sum of input
Assuming that there ame DMUs, each one haw inputs ands outputs, and then
technical efficiency of thg's DMU is given by the following model proposed by
Charnes et. al. (1978):
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Where,k=1tos, j=1ton, y,;=amount of outpuk produced by DMUi, x; =amount of

inputj used by DMUi,v, =weight assigned to outpitu; =weight assigned to inpyt

Because of the difficulty of solving fractional dar programs, Charnes et. al. converted
the above model into a more simplified model whgbhxpressed below .
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The previous model is executedimes to identify the relative efficiency scordsati
DMUs involved in the evaluation. Inputs and outptitat maximize the efficiency of
each DMU are selected for each DMU. The DMU is aered efficient if it obtains a
score of 1, otherwise the DMU is inefficient (Coopé al., 2006).

In order to identify benchmarks for the inefficie@MUs, DEA provides set
corresponding efficient units that may be usedeaxbmarks to improve the inefficient
DMUs. The solution of the following dual form ofdrabove linear model provides the
possible benchmarks for the inefficient units.
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Where
6 =efficiency score

A =dual varables

3.6.1 Choices of inputs and output variables measaiments for DEA

Due to the limitations of the inputs and outputsbeused the study used four inputs
costs and two outputs. The study adopted produeipgmoach as the ministries are not
financial institutions which are involved in lendirand depositing functions (Aikaeli,
2008), Berger and Humphrey (1997) and Kipesha (RGdbRowed intermediation
approach in measuring financial institutions, hogreor this particular research

production approach was adopted.

Table 3.2 The Variables Used in the Data EnvelopméAnalysis (DEA)

s/no Variable name Classification
1 number of members Input 1

2 number of meetings Input 2

3 number of independent members Input 3

4 number of member with financial literacy Input 4

5 number of accounting irregularities raised arstugsed Output 1

6 number of internal control weakness raised asdudised Output 2

Source:Researcher’s compilation (2014)
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3.6.2 Data analysis tools by objective

Various studies conducted about this topic havel us#erent models to analyze data

depending on the variables used. Chieni and Serjgeft0) (Josh and Wakil, 2004) and

(Mustafa and Youseff, 2009) developed the logiséigression model from the data

using multiple regression analysis. However Chiand Sennetti (2010) also used

correlation analysis to test for relationship bedwehe variables developed so as to
reach proper conclusions using more than one tqubniSo this study used two (2) data
analysis tools namely multiple regression analymigl data envelopment analysis
(DEA). However the following data analysis toolsreveised for each specific objective

as follows;

Objective One: To evaluate the efficiency level adudit committee in Government
Ministries in Tanzania.

The efficiency level of audit committees was meaduby the frequency of meetings,
financial expertise, size and independence of mesnfdée tool that used to measure
this phenomenon was the data envelopment analid\) which was applied to

determine the audit committee efficiency index.

Objective 2: To evaluate the corporate governance goformance level at the
Government Ministries in Tanzania.

This was analyzed by computing the Corporate Garera Performance Index (CGPI)
for each ministry in each of the years (2008-201Phis method requires first
developing the main indicators of corporate govecegperformance. These vary among
various studies, however it was vital to develop ltkt of indicators that are compatible
with the public sector. This is attributed by tlaetfthat most of the literatures cover the
issues of corporate governance performance in tivatp companies. The corporate
governance indicators were developed mostly from ftudies by (Silva and Leal.,
2005); (Black et al., 2003) and (Klapper and Lov#04). From these studies the
following list of indicators and sub indicators ajrporate governance performance was

complied;
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Table 3.3: Corporate Governance Performance IndexGGPI) Framework

Information Disclosure and Transparency (48%) Weight  Value
1. The ministry produces its legally required fin@h reports by the required

date. 12% -
2. The ministry applies to the large extent intéomal public sector

accounting standard (IPSAs) 12% -
3. The internal auditor prepares the internal agtibrts objectively and on a

timely manner 12% -
4. The external auditors are independent and wodkraport objectively on

the operations of the ministry. 12% -
Ministry Board Composition and Functioning (32%)

1. The Chairman of the ministry board and the Paantasecretary are not

the same person. 8% -
2. The board is to the large extent not made upiofstry executives. 8% -
3. The board size is between 5 and 9 members. 8% -
4. Board members serve consecutive one-year terms. 8% -

Management Discipline and Accountability (20%)

1. Management implement to the large exteatplans included in the

ministry annual plans. 5% -
2. There are minimal cases of financial irtagties as indicated in the
CAG reports. 5% -
3. Management is held accountable for theioas especially in cases of
fraud. 5% -
4, Management acts transparently in manadjiagrinistry. 5% -

Corporate governance performance Index -
Source:Field data (2014)

Each question corresponds to a “yes” or “no” ansWethe answer is “yes”, then the

value of 1 is attributed to the question, otherwtise value is 0. Then the values are
multiplied by the weight allocated to the each dad¢b get the weighted average which
is the new value. Then the total of these weighades is the corporate governance

performance index (CGPI). The weights to each mgicare allocated on the basis of
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the importance of the indicator to corporate goaaoe performance. After reviewing
the above literatures, the weights were allocabedach of the three (3) indicators. All
guestions are answered from public information |dsed by ministries and not by
means of potentially subjective interviews. Souroésnformation are CAG reports,

ministry filings and charters.

Objective 3: To examine the effect of Audit Commitke efficiency on corporate

governance performance in Government Ministries infanzania

To examine this relationship between audit commitefficiency and corporate
governance performance, regression analysis anctlabon analysis were utilized
similar to a study by (Chieni and Sennetti, 2010This is by relating the audit
committee efficiency indices (independent variablejd corporate governance

performance indicators (CGPI). The model is asfed;

Y (Corporate Governance Performance IndexBX (Audit Committee Efficiency

Index) + e

Objective 4: To examine the factors affecting auditcommittee efficiency and
corporate governance performance in Government Mirstries in Tanzania.

The analysis of this objective depends with theultssfrom the other preceding
objectives. Multiple regression analysis and catreh analysis were used to examine

the factors affecting audit committee efficienchelmodel is as follows;

Y1=pX1+pX2+B X3 +pX4+e

Y1= Number of internal control weaknesses raisetidiscussed
X1=Number of meetings conducted in a financial year
X2=Number of independent members

X3=Number of members with financial expertise

X4=Number of members in the committee
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3.7 Chapter Summary
This chapter presented various methods that we¥e tos conduct the study including,
the research design, types of data, choice of Masadata collection and data analysis

tools. The next chapter presents the findings isfgtudy.
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CHAPTER FOUR
PRESENTATION AND DISCUSSION OF THE FINDINGS

4.1 Introduction
This chapter presents the results of data anadysidiscussed the findings of this study.

The findings have been presented and discussedegipiect to the specific objectives.

4.2 Descriptive statistics
This study used various variables that measureiefity of audit committees and
performance of corporate governance respectivehe descriptive statistics for the

variables used to assess these two (2) aspecds &okows;

4.3 Descriptive Statistics for Audit Committees Efficiency Factors

A total of 90 Observations (18 ministries x 5 y¢argre used whereby the inputs used
were size of the committee, frequency of meetmgnber of independent members and
number of members with financial literacy where the#put was number of accounting
irregularities raised and discussed and numbentefnal control weakness raised and
discussed. The following table presents the deseeipstatistics for the inputs and
outputs used in the DEA model in assessing audinaittee efficiency.

Table 4.1 Descriptive Statistics for Inputs and Ouytuts Used to Assess Audit
Committee Efficiency

Minimum Maximum | Mean Std. Deviation

Number of audit committee members |4 5 476 432
Number of audit committee meetings |2 6 3.33 .887
Number of independent members 0 1 0.63 485
Number of financial literate members |1 3 1.43 .619

Source:Field data (2014)
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Results from table 4.1 above reveal some critissilies as related to the characteristics
of audit committee and ministry boards. Firstlgdin be observed that audit committee
in the ministries have on average 4.76 membershmsicconsidered sufficient as per
public finance regulations and other literaturewdwger these audit committees meet on
average 3.33=3 times per year, this is not appaipas audit committees that are well
functioning are supposed to meet at least quarterlp financial year. Also audit
committees have approximately one (1) independeetipers, this may reduce
efficiency as the staff members may have the paiéne group against the opinion of
one independent member from outside sources. Alsaverage audit committee have
approximately one (1) member only who has finanegbertise, this may affect the

ability of audit committee to efficiently raise igss and resolve them.

4.4 Data analysis by objective

4.4.1 To evaluate the efficiency level of audit camittee

The efficiency of audit committees was evaluatedgithe Data Envelopment Analysis
tool (DEA). The inputs and outputs for each phenoonehave been discussed before in

the descriptive statistics part. Table 4.2 presgr@summary of DEA results;

Table 4.2: General Summary of DEA results (2008-2@)

YEAR 2008| 2009 201( 201 2012
Number of DMU 18 18 18 18 18
Number of Efficient DMU Under (CRS) 0 7 12 6 11
Number of Efficient DMU Under (VRS) 1y 17 16 14 16
Average Technical Efficiency Score(CRS) 0.834 56.8 0.922 0.844 0.896
Average Pure Technical Efficiency Score(VRE) 0.989| 0.996 0.98% 0.96 0.988
Average Scale Efficiency Score 0.843 0.859 0.9350.883 0.904

Source:Field data (2014)
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The results from table 4.2 show that the ministhesl the average scale efficiency

scores of 0.843, 0.859, 0.935, 0.883 and 0.904arnyears 2008, 2009, 2010, 2011 and

2012 respectively. This indicates an average 057Q.0.141, 0.065, 0.117 and 0.096
divergences from most productive scales of audihrodtees. The average scale
efficiency was less than average pure technicatieficy in all five (5) years; this

implies that the source of technical inefficiensyniot generally due to pure technical

inefficiency resulting from misallocation of inputsthe production of outputs.

Audit committee efficiency in 2008

The results for DEA for efficiency of audit comneitts in the year 2008 are presented in
the table 4.3 below;

Table 4.3: DEA results for audit committee efficiexy in 2008

NO | DMU CRS VRS Scale RTS
1 | Ministry of water and irrigation 0.667 1.00(d 676 Incr
2 | Ministry of Agriculture, Food Security and Coopévas 1.000 1.000 | 1.000 Con
3 | Ministry of Communication, Science and Technology 1.000 1.000 | 1.000 Con
4 | Ministry of Community Development, Gender and|@fgn 0.833 1.000 | 0.833 Incr
5 | Ministry of Defense and National Service 0.778 .00D0 | 0.778 Incr
6 | Ministry of East African Cooperation 0.500 1.0000.500 Incr
7 | Ministry of Energy and Minerals 0.583 1.000 @58 | Incr
8 | Ministry of Finance and Economic Affairs 1.000 .000 | 1.000 Cons
9 | Ministry of Home Affairs 0.667 1.000| 0.667 Inc
10 | Ministry of Industries, Trade and Marketing oo 1.000 1.000 Cong
11 | Ministry of Information, Youth, Culture and Sgor 0.617 1.000 | 0.617 Incr
12 | Ministry of Infrastructure Development 0.625 8@0 | 0.781 Incr
13 | Ministry of Justice and Constitutional Affairs 1.000 1.000 | 1.000 Con
14 | Ministry of Labour and Employment 1.000 1.00p .00D Const
Ministry of Lands, Housing and Human Settlements
15 | Development 0.750 1.000 0.750 Incr
16 | Ministry of Livestock Development and Fisheries 1.000 1.000 | 1.000 Con
17 | Ministry of Natural Resources and Tourism 1.000 | 1.000 | 1.000 Cons
18 | Ministry of Education ad vocation training 1000 1.000 | 1.000 Cons

st

SourceField data (2014)
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The results from table 4.3 reveal different efficig scores for various ministries in the
year 2008. Various ministries revealed increasiffigiency scores, the Ministry of
Community Development, Gender and Children had Highest efficiency score of
0.833 followed by the ministry of infrastructurevééopment which had the efficiency
score of 0.781. These were followed by the MinisifyDefense and National Service
with the score of 0.778, Ministry of Lands, Housirapd Human Settlements
Development with the score of 0.75 and MinistryHaime Affairs and Ministry of water
and irrigation both with the efficiency scores 06®7. Lastly Ministry of Information,
Youth, Culture and Sports had the efficiency saoir®.617 followed by Ministry of
Energy and Minerals with the efficiency score dd&B and Ministry of East African
Cooperation with the efficiency score of 0.500. Theaining ministries had constant
efficiency scores of 1.000. The results show thalitacommittees in various ministries
have a certain degree of inefficiency due to thet that its inputs e.g. number of
meetings, financial literacy of the members havebsen appropriately used to improve
audit committee efficiency.

Audit Committee Efficiency in 2009
The study also assessed audit committee efficien@@09 using DEA. The results for
DEA are presented in table 4.4 below;
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Table 4.4: DEA results for audit committee efficiey 2009

NO DMU CRS VRS Scale RTS

1 Ministry of water and irrigation 0.795 1.000 957 Incr
Ministry of Agriculture, Food Security and

2 Cooperatives 1.000 1.000 1.000 Const
Ministry of Communication, Science and

3 Technology 1.000 1.000 1.000 Const
Ministry of Community Development, Gender and

4 Children 0.800 1.000 0.800 Incr

5 Ministry of Defense and National Service 0.750 .00D 0.750] Incr

6 Ministry of East African Cooperation 0.594  1.0000.594| Incr

7 Ministry of Energy and Minerals 0.780 1.0p0  @7%5Incr

8 Ministry of Finance and Economic Affairs 0.857 .0a0 0.857| Incr

9 Ministry of Home Affairs 0.750 1.000  0.780 Incr

10 Ministry of Industries, Trade and Marketing aog 1.000 1.00Q Const

11 Ministry of Information, Youth, Culture and Sp® 1.000 1.00d 1.00p Cons

12 Ministry of Infrastructure Development 1.0p0 0a0 1.000| Const

13 Ministry of Justice and Constitutional Affairs 0.667 1.000 0.667 Incr

14 Ministry of Labour and Employment 0.797 1.000 .797 | Incr
Ministry of Lands, Housing and Human

15 Settlements Development 0.750 1.000 0.750 Incr

16 Ministry of Livestock Development and Fisheries 0.884| 0.923 0.958 Incr

17 Ministry of Natural Resources and Tourism 1.0001.000 1.000 Const

18 Ministry of Education ad vocation training 1000 1.000 1.000 Const

SourceField data (2014)

The results from table 4.4 above show differentigicy scores for various ministries
in 2009. The Ministry of Livestock Development armdsheries had the highest
efficiency score of 0.958 followed by the Ministof Finance and Economic Affairs
with the score of 0.857, Ministry of Labour and Haypnent with the score of 0.797,
Ministry of water and irrigation with the score @795, Ministry of Lands, Housing and
Human Settlements Development, Ministry of Deferssel National Service and
Ministry of Home Affairs all with the scores of &J. These ministries were followed
by the Ministry of Justice and Constitutional Afiawith the efficiency score of 0.667
and lastly Ministry of East African Cooperation wihe efficiency score of 0.594.
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The remaining ministries had the constant efficyeswores of 1.000, these results show

that in 2009, some ministries like the ministryliekestock development and fisheries

audit committees were very efficient in using theputs e.g. the number of meetings,

independent members to provide desirable outputsveder some ministries were

inefficient in 2009 for instance the ministry of &EaAfrican Cooperation which shows

that audit committees in these ministries do natkvefficiently.

Audit Committee efficiency in 2010

The results from DEA for the audit committee e#iacy in 2010 are presented in table
4.5 below;

Table 4.5: DEA results for audit committee efficiemy 2010

NO | DMU CRS VRS Scale RTS

1 Ministry of water and irrigation 0.769 1.000 697| Incr
Ministry of Agriculture, Food Security and

2 Cooperatives 1.000 1.000 1.000 Const
Ministry of Communication, Science and

3 | Technology 1.000 1.000 1.000 Const
Ministry of Community Development, Gender

4 | and Children 1.000 1.000 1.000 Const

5 Ministry of Defense and National Service 1.000 .00D 1.000[ Const

6 Ministry of East African Cooperation 1.000 1.000 1.000| Const

7 Ministry of Energy and Minerals 0.750 1.000 @75Incr

8 Ministry of Finance and Economic Affairs 1.000 .0@o 1.000[ Const

9 Ministry of Home Affairs 1.00d 1.00p 1.000 Cong

10 | Ministry of Industries, Trade and Marketing aog 1.000 1.000 Const
Ministry of Information, Youth, Culture and

11 | Sports 1.000 1.000 1.000 Const

12 | Ministry of Infrastructure Development 1.000 0a0 1.000| Const

13 | Ministry of Justice and Constitutional Affairs 0.750 0.895 0.838 Incr

14 | Ministry of Labour and Employment 1.000 1.000 .00D| Const
Ministry of Lands, Housing and Human

15 | Settlements Development 0.818 1.000 0.818 Incr

16 | Ministry of Livestock Development and Fisheries 0.690 0.833 0.828 Incr

17 | Ministry of Natural Resources and Tourism 1.0001.000 1.000 Const

18 | Ministry of Education ad vocation training 088 1.000 0.818 Incr

t

SourceField data (2014)
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The results from DEA presented in table 4.5 showat tNinistry of Justice and

constitutional Affairs had the highest efficienayoee of 0.838 in 2010, it was closely
followed by Ministry of Livestock Development andskeries with the efficiency score
of 0.828 and Ministry of Lands, Housing and Humagttl8ments Development and

Ministry of Education ad vocation training both wgcores of 0.818.

Lastly, Ministry of water and irrigation had thefielency score of 0.769 in 2010
followed by the Ministry of Energy and Minerals withe score of 0.750. The other
remaining ministries had the constant efficiencgres of 1.000. The results seem to
have improved from the previous years hence showimgroving audit committee

efficiency.
Audit committee efficiency in 2011

The following table presents the results for DEAdadit committee efficiency in 2011;
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Table 4.6: DEA results for audit committee efficiemay 2011

NO | DMU CRS VRS Scale| RTS
1 | Ministry of water and irrigation 0.600 1.000 0oepPIncr
2 | Ministry of Agriculture, Food Security and Cooatives 0.935 1.000 0.935 Deg
3 Ministry of Communication, Science and Technology 0.826| 1.000 0.826 Decr
4 Ministry of Community Development, Gender and|@t&n 0.818/ 1.000 0.81B Incr
5 Ministry of Defense and National Service 0.750 850.| 0.875| Incr
6 Ministry of East African Cooperation 1.000 1.0001.000| Const
7 | Ministry of Energy and Minerals 0.587 0.800 0.73Hcr
8 | Ministry of Finance and Economic Affairs 0.789 81| 0.965 Incr
9 | Ministry of Home Affairs 1.000| 1.000 1.000 Con
10 | Ministry of Industries, Trade and Marketing 1000 1.000| 1.000 Consg
11 | Ministry of Information, Youth, Culture and Spor 1.000, 1.000 1.000 Con
12 | Ministry of Infrastructure Development 0.826 @0Q 0.826| Decr
13 | Ministry of Justice and Constitutional Affairs .000| 1.000, 1.000 Cong
14 | Ministry of Labour and Employment 1.000 1.000 0aQD | Const
Ministry of Lands, Housing and Human Settlements
15 | Development 0.800| 1.000 0.80 Incr
16 | Ministry of Livestock Development and Fisheries 0.739| 0.800 0.924 Incr
17 | Ministry of Natural Resources and Tourism 0.80@..000| 0.800 Incr
18 | Ministry of Education ad vocation training 0.8001.000( 0.800 Incr

Source:Field data (2014)

The results from DEA analysis show that the auditnmittee of various audit
committees further improved. The Ministry of Finanend Economic Affairs had the
highest efficiency score of 0.965 followed by thenltry of Agriculture, Food Security
and Cooperatives with a score of 0.935 and MinistryLivestock Development and
Fisheries 0.924. The Ministry of Defense and Natid®ervice had an efficiency score
of 0.875, Ministry of Communication, Science andccAmology had a score of 0.826,
Ministry of Community Development, Gender and Cteld had a score of 0.818 and
these were followed by the Ministry of Lands, Hagsiand Human Settlements
Development, Ministry of Natural Resources and T8mrand the Ministry of Education
ad vocation training all of which had the same saoafr 0.800 in 2011. The efficiency

scores of other ministries were 0.734 for the Migi®f Energy and Minerals 0.734 and

43



0.600 for Ministry of water and irrigation. The ethremaining ministries had constant

efficiency scores of 1.000
Audit Committee efficiency in 2012

The results for DEA analysis of audit committeasZ012 were presented as follows;

Table 4.7: DEA results for audit committee efficiecy 2012

NO | DMU CRS VRS Scale RTS
1 | Ministry of water and irrigation 0.750 1.000 0075 Incr
2 | Ministry of Agriculture, Food Security and Coogatves 1.000 1.000 1.000 Const
3 | Ministry of Communication, Science and Technology, 1.000 1.000 1.000 Const
Ministry of Community Development, Gender and
4 | Children 1.000 1.000 1.000 Const
5 | Ministry of Defense and National Service 1.000 00D.| 1.000[ Const
6 | Ministry of East African Cooperation 1.000 1.0p0 1.000| Const
7 | Ministry of Energy and Minerals 1.0Q0 1.000 1.g0Const
8 | Ministry of Finance and Economic Affairs 1.000 00 1.000| Const
9 | Ministry of Home Affairs 0.750 1.000 0.730 Incr
10 | Ministry of Industries, Trade and Marketing 1000 1.000 1.000 Const
11 | Ministry of Information, Youth, Culture and Sgsr 0.889 1.000 0.889 Incr
12 | Ministry of Infrastructure Development 1.000 aog 1.000{ Const
13 | Ministry of Justice and Constitutional Affairs .686 0.897 0.710 Incr
14 | Ministry of Labour and Employment 1.000 1.000 00D | Const
Ministry of Lands, Housing and Human Settlements
15 | Development 0.750 1.000 0.75 Incr
16 | Ministry of Livestock Development and Fisheries 0.600 0.889 0.67% Incr
17 | Ministry of Natural Resources and Tourism 0.7501.000 0.750 Incr
18 | Ministry of Education ad vocation training 1.0p0 1.000 1.000 Const

SourceField data (2014)

The results from DEA of audit committee efficiency2012 showed that Ministry of
Information, Youth, Culture and Sports had the bgjhefficiency score of 0.889
followed by Ministry of water and irrigation, Mirtiy of Home Affairs, Ministry of

Lands, Housing and Human Settlements Developmeitisiviy of Natural Resources

and Tourism and Ministry of water and irrigation alith scores of 0.750. These
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ministries were followed by Ministry of Justice a@nstitutional Affairs that had an
efficiency score of 0.710 and Ministry of Livestoblevelopment and Fisheries with the
score of 0.675. The other remaining ministries Hael constant efficiency scores of
1.000.

Trend analysis ofAverage Efficiency of Audit Committees

The results from DEA for various audit committeesduced different efficiency scores
for each ministry in each of the studied years 2008012. The analysis of the
efficiency scores was done for yearly results,ibwias also important to show the trend
of the average efficiency scores for each ministiye results of the trend analysis for

each of the government ministries are presentéabie 4.8 below;

Table 4.8: Trend of efficiency scores for audit comittees (2008-2012)

DMU 2008 2009 2010 201p 2012 Mean
Ministry of water and irrigation 0.66f 0.795 0.7690.600| 0.750| 0.7162158
Ministry of Agriculture, Food Security and Coopévas | 1.000 1.000 1.00p 0.935 1.0p0 0.9869566
Ministry of Communication, Science and Technology| .00D 1.000f 1.000 0.826 1.000 0.9652174
Ministry of Community Development, Gender and

Children 0.833| 0.800 1.00 0.818 1.000 0.890303
Ministry of Defense and National Service 0.7]78 0.751.000|f 0.875 1.000 0.8805556
Ministry of East African Cooperation 0.500 0.594 00| 1.000f 1.00¢ 0.81875
Ministry of Energy and Minerals 0.583 0.750 0.750.732| 1.000{ 0.7634058
Ministry of Finance and Economic Affairs 1.000 0/851.000| 0.965 1.000 0.964411
Ministry of Home Affairs 0.667 0.750 1.000 1.000 780 | 0.8333334
Ministry of Industries, Trade and Marketing 1.0p0 .0a0| 1.000, 1.000 1.000 1
Ministry of Information, Youth, Culture and Sports 0.617 1.000 1.000 1.000 0.839 0.9011112
Ministry of Infrastructure Development 0.781 1.00Q.000| 0.826 1.00 0.9214674
Ministry of Justice and Constitutional Affairs 1m0 0.667| 0.83§ 1.000 0.710 0.8429384
Ministry of Labour and Employment 1.000 0.797 1.00Q2.000| 1.000 0.95937pb
Ministry of Lands, Housing and Human Settlements

Development 0.750 0.750 0.818 0.800 0.7%0 0.7736364
Ministry of Livestock Development and Fisheries a0Q 0.958| 0.828 0.924 0.645 0.8768788
Ministry of Natural Resources and Tourism 1.000 00.p 1.000f 0.800 0.750 0.91
Ministry of Education ad vocation training 1.000 0@0| 0.818] 0.800 1.00p 0.92363p4

SourceField data (2014)
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Table 4.8 reveal some interesting results for trehdfficiency scores for government
ministries in the period (2008-2012). There areitacommittees that had the average
efficiency scores of 0.9 and above, these includistry of Agriculture, Food
Security and Cooperatives, Ministry of Communicatidgscience and Technology,
Ministry of Education ad vocation training, Minigtrof Community Development,
Gender and Children, Ministry of Finance and Ecowomffairs, Ministry of
Infrastructure Development, Ministry of Justice dbainstitutional Affairs and Ministry
of Labour and Employment. However some of the rrigis had the constant efficiency
scores of one (1). Regardless of that these reshtw that these ministries use their

inputs very well to give out desirable outputs.

The other remaining ministries had the averageieficy scores of between 0.7 and
0.89, these included the Ministry of water andgmtion, Ministry of Community
Development, Gender and Children, Ministry of Defeiand National Service, Ministry
of East African Cooperation, Ministry of Energy aiinerals, Ministry of Home
Affairs, Ministry of Justice and Constitutional Affs and the Ministry of Lands,
Housing and Human Settlements Development. Thesealao generally efficient as

they scored above 0.7.

4.4.2 Corporate governance performance level at the Govement Ministries in
Tanzania

The other objective of this study was to evaluhtedorporate governance performance
level in the government ministries. This was dong domputing the corporate
governance performance index (CGPI) for each nmnistthe period (2008-2012). The
results that show the corporate governance perfacenandices for each ministry and

the average index are presented in table 4.9 below;
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Table 4.9: Corporate Governance Performance Indice€CGPI) for the Ministries

Ministry 2012 | 2011] 2010 2009 2008 Mean
Ministry of water and irrigation 0.59 0b 043 0.630.59 | 0.548
Ministry of Agriculture, Food Security and Coopévat 0.75 0.6 0.8 0.6 0.4 0.63
Ministry of Communication, Science and Technology 58| 058 062 049 077 0.608
Ministry of Community Development, Gender and

Children 0.58| 0.75( 0.59( 042 058 0584
Ministry of Defence and National Service 0.87 0/71055 | 0.75| 0.83] 0.74p
Ministry of East African Cooperation 04p 0.65 0.850.65| 0.37| 0.594
Ministry of Energy and Minerals 0.6f 058 0.418 0.650.45| 0.626
Ministry of Finance and Economic Affairs 05 0.75 4D | 0.68 0.48 0.576
Ministry of Home Affairs 0.45| 0.44 0.66 0.58 0.13 .566
Ministry of Industries, Trade and Marketing 0.62 5®., 0.75| 0.62 0.82 0.67R
Ministry of Information, Youth, Culture and Sports 0.38 0.55 0.75| 0.62 0.82 0.624
Ministry of Infrastructure Development 0.7 05 D.3 0.62| 042 0.516
Ministry of Justice and Constitutional Affairs 0.450.65| 0.78| 0.62] 0.49 0.598
Ministry of Labour and Employment 0.79 059 0.15 62| 0.75 0.7
Ministry of Lands, Housing and Human SettlementptDy 0.5 0.7 0.87| 0.74 0.57 0.676
Ministry of Livestock Development and Fisheries DB 063| 052| 0.55 0.38 0.54
Ministry of Natural Resources and Tourism 0.7 0[540.74 | 0.58| 0.47 0.6
Ministry of Education ad vocation training 0J5 0.7 0.57 0.67 0.87 0.662

SourceField data (2014)

The results from table 4.9 show varying figures parformance indices in different

ministries within Tanzania. However by determinthg@ mean index for each ministry,

the study can establish the overall performanddenfive (5) years period. The results

show that two (2) ministries namely; Ministry ofi@ur and Employment and Ministry

of Defence and National Service had very good aagogovernance performance as

they have the average corporate governance penfi@ganadices of above 0.7 or 70%.

This shows that these ministries have manageddorerthat their corporate governance

structures are well established to ensure thamihesterial objectives are well achieved.

These results also show that the Ministry of Edocaénd vocation training, Ministry of

Communication, Science and Technology, Ministr{nergy and Minerals, Ministry of

Industries, Trade and Marketing, Ministry of Infation, Youth, Culture and Sports,
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Ministry of Lands, Housing and Human Settlementsdd@ment, Ministry of Natural

Resources and Tourism and Ministry of Agricultuf@od Security and Cooperatives
had the corporate governance performance indic€st6obr 60% but not exceeding 0.7
or 70%. This is also a good performance and shdves these ministries have

established suitable structures to promote corp@avernance performance.

Lastly, the Ministry of water and irrigation, Minig of Community Development,
Gender and Children, Ministry of East African Cogi®mn, Ministry of Livestock
Development and Fisheries, Ministry of Home Affaifglinistry of Infrastructure
Development, Ministry of Justice and Constitutioddfairs and Ministry of Finance
and Economic Affairs had the corporate governarr&pmnance indices of 0.5 or 50%
but not exceeding 0.6 or 60%. This is an averag®imeance but not poor one, so these
ministries should strive to improve their corporagevernance performance i.e.

improving the board independence, reporting proedss

4.4 .3 The effect of Audit Committee Efficiency ofCorporate Governance
Performance in Government Ministries

The effect of audit committee efficiency on corgergovernance performance was
evaluated using regression analysis whereby theiexfCy indices of audit committees
were compared with the corporate governance pedioce indices. The results are as

follows;
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Table 4.10 a Results from Regression Analysis

Model Unstandardized Coefficienty Standardized T Sig.
Coefficients
Std. Error Beta
(Constant) .528 .091 5.794 .000
Audit Committee 098 102 102 964 338
Efficiency Index

a. Dependent Variable: Corporate Governance Perforenarmex
Source:Field data (2014)

The results from table 4.10a show that audit cotemitefficiency has a positi

influence on corporate governance performance agaaby the beta value of 0.1(

This shows that those ministries that have efficardit committees are likely to ha

good corporate governance performance. However tfieence is insignificant a

explained by the significance value of 0.338 whihbove 0.05 thresholdalso this

can be explained by the coefficient of determirmatichich is very low at 0.10, th

showsthat only 10% of the variations in corporate goastce performance are cau:

by audit committee efficiency and the remaining 93%explained by other factoi

This shows that audit committees have insignifi¢afilence on corporate governar

performance. The results for coefficient of determinatame showed in table 4.1!
and 4.10c below.

Table 4.10b: Results of ANOVA

Model Sum of Squares df Mean Square Sig.
Regression 016 1 .016 .930 338
Residual 1.477 88 .017

Total 1.492 89

Source: Field data (2014)
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Table 4.10c: The results of coefficient of determation

Model

R

R Square

Adjusted R
Square

R Square Chang

Sig. F Change

1

102

.10

-.001

.010

.338

Source:Field data (2014)

Correlation analysis was also conducte@stablish the degree of correlation betw

audit committee efficiency and corporate governgpedormance. The results frc

Pearson Correlation analysis are presented in fablebelow;

Table 4.11: Results of Correlations analysis betwaecorporate governance
performance and audit committee efficiency

Corporate Audit
Governance Committee
Performance Efficiency
Index Index
Pearson Correlation 1 181
Corporate Governance Performance In{ Sig. (2-tailed) .088
N 90 90
Pearson Correlation .181 1
Audit Committee Efficiency Index Sig. (2-tailed) .088
N 90 90

Source:Field data (2014)

The results from the Pearson correlation analysisnftable 4.11 shows that audit
committee efficiency and corporate governance perdoce are positively correlated.
This means that when audit committees are efficigr@n corporate governance
performance would also improve. However the retetiop is not significant, these

results concur with those of regression analysis.

4.4.4 To Examine the Factor Affecting Audit Commitee Efficiency and Corporate

Governance Efficiency in Government Ministries

As explained in literature and descriptive statsstithere are several factors that affect

audit committee efficiency and corporate governasftfeciency in the government

ministries.
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In order to examine factors affecting audit comedattefficiency multiple regression
analysis was used to measure the effect of eadbrfan efficiency measured by the
number of accounting irregularities raised anduised and number of issues raised by
the audit committee. The following are the resfrtisn multiple regression analysis with

number of accounting irregularities raised anduised as a dependent variable;

Table 4.12: Regression Analysis Results for FactoAffecting Audit Committee

Efficiency
Model Unstandardized Coefficients | Standardized T Sig.
Coefficients
B Std. Error Beta

(Constant) 2.807 2.058 1.364 176
Number of members -.282 .438 -.068 -.643 522
Number of Meetings .344 217 170 1.581 118
Number —of Independey qqq 414 180 1614  |.110
members

Number of Financial literat 704 303 249 2324 022
members

a. Dependent Variable: number of accounting irragigs raised and discussesue
solved
SourceField data (2014)

The results from the table show that the numbemeimbers in the audit committee is
negatively related to number of issues resolvedighahe relationship is insignificant.
Number of meetings, number of independent membmisnamber of financial literate
members were all positively related to the numbérissues resolved though the
relationship was significant in only number of fircéal literate members. This shows that
audit committee efficiency can be improved by hgvimajority financial literate
members, this is attributed by the fact that mdsthe tasks of audit committees are
related to financial matters e.g. financial repagfiauditing. So possession of financial
knowledge may allow members to understand the éiaameports and critically raise

concerns where appropriate.
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Regression analysis was also conducted to testrhect of independent variables e.g.
number of members, meetings on the other dependeigble named the number of

internal control weaknesses raised and discussed

Table 4.13: Regression Analysis Results for Factoiffecting Audit Committee

Efficiency

Model Unstandardized Standardized T Sig.
Coefficients Coefficients
B Std. Error Beta

(Constant) 2.014 1.163 1.732 .087
Number of members | .260 .248 116 1.050 297
Meetings -121 123 -111 -.987 .326
Independence -.164 234 -.082 -.703 484
Financial literacy 311 A71 .199 1.819 .072

b. Dependent Variable: Number of internal contrebknesses raised and discussed
Source:Field data (2014)

The results from table 4.12 show that the othetofacsuch as number of members,
number of meetings and the independence of awmhtinuttee had insignificant
relationship with the number of internal control akeesses raised and discussed.
However the financial literacy of members had digant positive relationship with the
number of internal control weaknesses raised amsdudsed. This shows that the
financial literacy of audit committee members isiagle most important factor that
influences audit committee efficiency. This is dige the fact most of the matters
discussed by audit committee are financial in reaeig accounting and auditing, so if
the members are not financial literate, they wotildnderstand these accounting and

auditing reports even if they are large in numlzgrthey meet more often.
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Table 4.14: Results from correlation analysis on th factors affecting audit committe

efficiency
number issu{ Number of | Number of | Number of | Number
solved members Meetings | Independent of
members | Financial
literate
members
Number of issue 1 .058 223 277 275
solved
Number of .058 1 .186 265 .190
members
Number of 223 186 1 340" 020
Meetings
Number of
Independent 277 265 340 1 .236
members
Number of
Financial literate 275 .190 .020 236 1
members

Source Field data (2014)

The results from correlation analysis show thatoélthe independent variable has a
positive correlation with audit committee efficignepresented by the number of issues
resolved. However the most significant relationshigs with number of meetings at
0.05 significant level which is the one under cdesation. But at 0.01 significance
level, the number of independent members and numbénancial literate members

have a significant relationship with audit comnetefficiency.

4.5 Discussion of the findings

The findings of this study have revealed some irgmirissues related to audit
committee efficiency and corporate governance perdoce. Firstly it has been
observed that different ministries have varyingiceghcy levels with some doing
extremely well and others that are less effici@is is caused by the differences in the
factors that determine audit committee efficierfégr instance it has been observed that

some audit committees are composed of majorityntired literate members and
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independent members, and also they meet regularigehmaking them efficient. But at
the same time there are other audit committees atatjust formed for appearance
purposes because the composition of these commiiteeery poor to function as an

audit committee.

On the issues of corporate governance performdheestudy evaluated the corporate
governance performance indices for each ministdyestablished the performance level
of each ministry. The results varied across mimgstas some ministries showed good
corporate governance performance and others shewege performance. This has
been attributed by differences in corporate govwaaastructures in these particular

ministries e.g audit and accounting mechanismsggleship and decision making e.t.c.

As one of the component of corporate governancdif @ammittees have an important
role to play in promoting the corporate governapaecess. This is due to the fact that
audit committees have been entrusted with the ¢tdskverseeing other activities e.g
accounting, auditing, procurement e.t.c. This stwaluated the effect of audit
committee efficiency on corporate governance peréorce; it was established that audit
committee efficiency has a positive effect on cogp® governance performance which

concurs with the theoretical propositions and eroglifindings from other studies.

4.6 Chapter Summary

This chapter presented the results of data anadysighe findings for this study. Firstly
the chapter described the variables used in thidysin terms of mean, standard
deviation and other descriptive statistics. Theta @alysis and presentation of findings
was done with respect to each specific objectiweldped in the first chapter. The next
chapter is the last one in this study and it prissehe summary of findings,
recommendations and conclusions.
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CHAPTER FIVE
SUMMARY, CONCLUSIONS, AND POLICY IMPLICATIONS

5.1 Introduction

This is the last chapter of this study; it presehts summary of findings which were
analyzed by specific objective. The chapter alss@nts the conclusions drawn from the
findings and the recommendations on how to imprawdit committee efficiency and

corporate governance performance in the governmenstries.

5.2 Summary of Findings

This study intended to evaluate the effect of aagdihmittee efficiency on corporate
governance performance of ministries. In order ¢bieve this overall objective the
study firstly evaluated audit committee efficienof the ministries using Data
Envelopment Analysis (DEA). The results showed thate are audit committees that
had the best efficiency scores, these included $#inof Agriculture, Food Security and
Cooperatives, Ministry of Communication, Scienced ahechnology, Ministry of
Education ad vocation training, Ministry of CommiynDevelopment, Gender and
Children, Ministry of Finance and Economic Affairdfinistry of Infrastructure
Development, Ministry of Justice and ConstitutioAfflairs and Ministry of Labour and
Employment. However some of the ministries haddiwstant efficiency scores of one
(1). Regardless of that these results show thaetha@nistries use their inputs very well

to give out desirable outputs.

Also the other remaining ministries had the averffieiency scores, these included the
Ministry of water and irrigation, Ministry of Commity Development, Gender and
Children, Ministry of Defense and National Servicklinistry of East African
Cooperation, Ministry of Energy and Minerals, Minysof Home Affairs, Ministry of
Justice and Constitutional Affairs and the Ministf Lands, Housing and Human

Settlements Development.
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After assessing audit committee efficiency, thedgtsecondly evaluated the corporate
governance performance of the ministries usingdbmorate Governance Performance
Index (CGPI). The results showed that two ministm@amely; Ministry of Labour and
Employment and Ministry of Defence and National\v&=r had very good corporate
governance performance as they have the averagerate governance performance
indices of above 0.7 or 70%. These results alsawstidhat the Ministry of Education
and vocation training, Ministry of Communicatiorgi€hce and Technology, Ministry of
Energy and Minerals, Ministry of Industries, Trad®ed Marketing, Ministry of
Information, Youth, Culture and Sports, Ministry @Bnds, Housing and Human
Settlements Development, Ministry of Natural Researand Tourism and Ministry of
Agriculture, Food Security and Cooperatives hadcibrporate governance performance
indices of 0.6 or 60% but not exceeding 0.7 or 708s is also a good performance and
shows that these ministries have established s$aitstbuctures to promote corporate

governance performance.

The study then established the causal relationséipveen audit committee efficiency
and corporate governance performance using regressialysis. The results showed
that audit committee efficiency has a positive uafice on corporate governance

performance, however the influence was observée tosignificant.

Also with regard to the factors influencing audihamittee efficiency, results from data
analysis showed that among the factors that a#fedit committee efficiency, only the
number of financial literate members in the comeeitt has a significant relationship
with the number of accounting issues raised andlved and the number of internal
control weaknesses. This proves that efficiencyudit committees can be influenced

by the financial literacy of the members.

5.3 Conclusions
Audit committee is an important tool to any orgaian especially in the public sector
where the habits of embezzlement are rampant. Aodimittee assists in improving the

operations of organizations by reviewing the ind¢controls, financial reports and audit
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processes i.e. internal and external audit. Howeliere has been a tendency of
organizations to form audit committee for appeagaparposes so as to show the
authorities that they are complying with the regolas. For instance in Tanzania, there
are some ministries that meet less than requirgkerpublic finance regulations (2000)
i.e. at least quarterly. Also some of these audihmittees have majority of members
with no proper knowledge and experience of findnomatters e.g. accounting and
auditing hence affecting the ability of audit corttees to carry out their activities
efficiently. Audit committees should be formed withe intention of helping the
organization to oversee financial affairs and nady dor appearance purposes. So there
is a need to have proper mechanisms to ensuraudatcommittees work effectively by
selecting members with financial expertise, prawydthem with resources so as to do

what they are intended to do.

5.4 Policy Implications
In order for audit committee to be efficient hemegroving the corporate governance

process the following should be done;

1. Transgression of audit committees should be deitit ivgal action; this means
that those audit committees that do not operaggeagpublic finance regulations
(2004) should be dealt with disciplinary actionattshould be enforceable by
law just like the Sarbanes Oxley Act (2002) in USAe CAG reports usually
indicate audit committee weaknesses of variousipuolfffices e.g. not meeting as
required, not having independent members. Legabratagainst these audit
committees and public offices will create involugtaompliance with the public

finance regulations (2004).

2. Provision of training and workshops on public finarand audit issues to the
audit committee members is important. This will l@eahem to be updated and
gain knowledge on these key aspects of their resptitities. For instance public
offices should have a budget for audit committeenimers training just like they

have the same budget for accountants and inteudtoas. These workshops
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should be those related to International Publict@eéccounting Standards
(IPSAs) and International Standards on Auditinghdp

. The National Audit Office (NAO) should play its paio ensure that audit

committees work as stipulated in the public finanegulations (2004). These
regulations stipulate that the CAG should be infednabout audit committee
meeting prior to the meeting and should be reptesgeim these meetings by a
member within NAO. But this seems not to be theedascause if NAO made
proper follow-up of the meetings there wouldn’'t Ipeoblems like audit

committees not meeting as stipulated, having noepeddent member or
financial literate members. So NAO should play ritde to ensure that audit
committees function as stipulated by having clageesvision of the activities of

audit committees to prevent problems.

5.5 Areas for further Studies

The proposed areas for further studies are asaisjlo

1.

To assess the efficiency of audit committee on @@te governance performance in
parastatals.

To evaluate the functioning of audit committee hie tocal government authorities
(LGAS).

5.6 Chapter Summary

This chapter presented the summary of findings ftbendata analysis with respect to

each specific objective, also the conclusions, ggolecommendations and areas for

further studies have been discussed in this chapter
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