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OPERATIONAL DEFINITION OF TERMS.

Audit committee: According to the Public Finance and Management Regulations, 2015 Audit

Committee is a key element in the governance process which provides an

independent expert assessment of the activities of top management, the quality

of the risk management, financial reporting, financial management and internal

audit, to the board of directors or a supervisory board or executive

management.

County Government: Devolved unit of government which comprises of ministries, government

agencies and departments which execute functions of the national

governments for the benefit of the general public.

Performance : This incorporates the ultimate cumulative outcome of the entire

firms’ processes of work and undertakings.

AC Independence: Presence of non-executive members, Influence of management on audit

committee, Independent objectives from those of organization

AC Diversity: Expanding the pool for recruitment of highly skilled people to
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Select from. Age, gender, regional and profession diversity.

AC Experience:  Audit committee members understanding of their role, their financial

competence, their knowledge on how the county operates and membership

to relevant professional bodies.

AC Meeting: A planned sitting of the members of the audit committee in order to consult

and arrive at decisions.
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ABSTRACT.

Kenya embraced the devolved governance system to promote development across the country and

also to ensure service delivery is done more effectively by the government to the citizens. It is
expected of county governments in Kenya to carry out their mandate and issue services with utmost
accountability and openness. Audit committees of the county governments are mandated by the
constitution of Kenya to see to it that the counties observe their constitutional and legal obligations
to the various groups of stakeholders. With the intention of fostering better performance, county
governments are mandated to establish audit committees that will enhance good governance and
accountability. This project purposed to bring to light how the audit committees characteristics;
(its independence, diversity of the members, experience and meetings) influenced the performance
of Kilifi County Government in Kenya. The research project was embedded on the Agency theory
Institutional theory, stakeholder’s theory and theory of inspired confidence. Empirical evidence
gathered on how the audit committees affect performance was scrutinized, measured and the
research gaps identified. Evidenced by some literature reviewed, studies are limited on how the
audit committees’ characteristics impact county governments’ performance in Kenya. This
research study was founded on a conceptual framework that elaborated the connection linking the
audit committee’s characteristics and Kilifi County Government’s performance. Descriptive cross
sectional research design was utilized in the research with a target population of 76 people.
Purposive sampling was employed to choose informants from the target population. Data for this
research project was then gathered by use of questionnaires through drop and pick method and
email where necessary. A computer Statistical Package for Social Science (SPSS) program was
utilized to analyze the data. Descriptive statistics employed included frequencies, mean and
standard deviation, and inferential statistics used was the multiple regression analysis in measuring
the variables. The connection linking the dependent variable and the independent variables was
assessed using Multiple Linear Regression analysis. Data gathered in this research was displayed
by use of frequency distribution tables and bar graphs. The research established that the various
characteristics of the audit committees namely; Audit committees’ independence, audit
committees’ diversity, audit committees’ member experience and audit committees’ meetings
were positively correlated to the performance of the county government. However, it was revealed
that the audit committee independence influence on service delivery was not significant. The study
arrived at the conclusion that the audit committee characteristics are an important tool for
performance however its attributes are not yet fully constituted hence the committee was not very
effective. It was also noted that some members of staff were not informed of the existence of the
audit committee. The study recommended the county should do a sensitization on its management
on the constitution and importance of the audit committee, also so that they may set the tone at the
top to enable the audit committee to perform its roles effectively. The audit committees should
hold some meetings with top level executives to ensure that their recommendations are
implemented and finally, training for related staff like the accountants and internal auditors on the
various structures of checks and balances available including the existence and role of audit
committee should be done.

XV



CHAPTER ONE.

INTRODUCTION.

1.1 Background to the Study

This research study targeted to assess how the various audit committee characteristics affected the
performance of Kilifi County. According to the PFM regulations, 2015, The Audit Committee
forms a key element in the governance process by providing an independent expert assessment of
the activities of top management, the quality of the risk management, financial reporting, financial
management and internal audit, to the board of directors or a supervisory board or executive
management. Another important role is to ensure that external audit recommendations are fully
addressed, that the quality of internal audit is of an appropriate standard and that line management
has full regard to internal audit recommendations. If properly exercised, their role is vital in being
the watchdog for the independence of internal audit and in ensuring that the information made
available to the owners (the stakeholders) is reliable thereby enabling them to make judgements

about the quality of the management and the future prospects for the public entity.

The audit committees’ existence can be dated back to the 1990s. This may be attributed to the
Cadbury Committee Report of 1992, which recommends that among the essential steps in
enhancing the standards of corporate governance, all public entities should establish properly
constituted audit committees, (Collier, 1996). Among the major reasons supporting formation of
audit committees is increasing auditing quality and holding the board of directors accountable.
Hamdan, Sarea, and Reyad (2013) explained that an audit committee is a team of people who are
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chosen from members of the board of directors and are entrusted with the role of ensuring the
auditor remains independent. The audit committees were recognized as a constructive way of
corporate governance to decrease the chances of dishonest financial reporting. According to
Locatelli (2002) and Stein ( 2003) the committee in addition to giving impartial oversight of the
accounting of a firm, it can also be helpful to put an ethical commitment at the management level

of the organization.

Following the wake of corporate scandals in the USA, the roles of audit committees continues to
evolve through the Sarbanes-Oxyley Act, 2002 and includes whistle blower and financial expertise
disclosure requisites for audit committees. New regulations to strengthen the audit committees
were also proposed by Securities and Exchange Commission and stock exchanges. Other
dominant expositions and boards which necessitated the advancement for adoption of audit
committees are namely; The Australian Treasury report of 2002, recommendation of the Smith
Committee of 2003 and the Higgs review in UK of 2003. Corporate Governance reports in South
Africa advanced by King 1 (1994), King 11 (2002) and King 111 (2009); also informed the need for

audit committees as they strongly advocated for importance of institutionalizing audit committees.

Basing their research on agency and resource dependency theories, researchers insinuate that
changes in the audit committee practices, their structure and their focus in improving and
monitoring top management activities will enhance organizational performance (Madawaki, 2012;
McDaniel et al., 2002). In accordance with Public Financial Management Act (2012) Regulations
[Section 165], the main aim for the existence of the Audit Committees in the County Governments
will be to oversee on issues of risk management, internal control systems and governance and

2



related assurances. An emphasize for the need for audit committees possessing various
characteristics  like independence, possession of some members with financial expertise and

frequent meetings by the audit committees has been made by commentators.

This study argues that effective audit committees will bring about increased oversight on the
county operations, thus resulting in higher performance through improved service delivery by the
county government of Kilifi. Hence, the intention of this study is to establish if some audit
committee’s characteristics would influence the performance in Kilifi County. There are several
means of measuring how effective the audit committees are; this research study assumed that the
audit committees’ effectiveness could be influenced by its’ characteristics, namely its
independence, diversity of the members, experience and meetings. Preceding studies that are on
the characteristics of audit committees on performance have been limited on county governments,

hence the motivation for this study.

1.1.1 Audit Committee Characteristics.

The Constitution of Kenya in 2010 brought forth detailed good governance provisions that were
aimed at avoiding the flaws of the previous years and also to protect the devolved units from poor
governance. These provisions were to make sure that public affairs were carried out in
transparency in regards to accountability in exercising of authority, segregation of authority,
integrity, public finance and oversight (KPMG, 2017). The audit committees of the counties are
mandated to ensure that the counties conform to their constitutional and statutory obligations to
the various groups of stakeholders through Article 183 of the Kenyan constitution that deals with

the county audit committees. To safeguard the interest of the stakeholders and to ensure maximum
3



shareholder value through overseeing governors and meditation on the county’s primary purpose
is also within their mandate (CoK, 2010). Anchored on agency theory, a study by Zahra & Pearce
(1989), noted that empirical studies have increasingly recognized that audit committees hold a

crucial part to play in minimizing agency problems.

A challenge was disclosed in previous studies on developed economies that numerous members
of audit committees don’t have the prerequisite competencies, knowhow and expertise required
in order for them to qualify as members and also to carry out their roles effectively Cascarino &
Van Esch (2005). The study also disclosed an existent of management challenge whereby there is
an evident unavailablilty of independent directors with the vital business proficiency and
background in accounting and finance who have the will to work as members in the audit

committees (Njunga ,2000).

Abboet et al..,, 2003 asserted that the audit committees’ attributes are very essential to the firm’s
performance as suggested by a growing stream of research. The quality of an organization
performance is substantially affected by the constitution and character of the audit committee
(Cadbury, 1995). In order for audit committees to have positive effect on a firms’ financial
wellbeing, literatures on corporate governance emphasize on the essence of independence of the
audit committee members, containing some in possession of financial expertise (Carcello et al.,
2002; Abbott et al., 2004). Saleh, et al., (2007) in their research attempted to analyze some
characteristics inherent in the audit committees in regards to the independence of the audit
committee members, its size, meeting frequency, and also the expertise and knowhow which the
committee members possess to keep an eye on the behavior of the management.
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Gabriela (2016) did an analysis of how the firm performances of non- financial UK companies
are affected by audit committee’s characteristics and found that the audit committees’
independence was adversely associated to the performance of the firm. Salisu and Nur Ashikin
(2016) also analyzed performance of financial companies in Malasia and how audit committee
attributes impact them. They discovered that the connection linking the independence of the audit
committees and firms’ profitability was significantly positive. Mwangi ( 2018) found out that the
audit committee independence enabled it to better perform its duties compared to non-independent
committees and among the benefits of their independence was to improve the standard of financial
reporting. Inclusion of non-executive committee members ensures that there are no conflicts of
interests hence ensuring sharcholders™ interests supersedes self-interests. The independence of the
audit committee was assessed using the percentage of the committees’ members who are non-
executive. Samaha, Khlif and Hussainey (2015) stated that the audit committee ought to have at a
minimum of three directors, with two thirds of the members being non-executive directors. Other
empirical studies however provided prove that the audit committee independence tend to be
adversely correlated with earnings’ management (Bedard, Chtourou, & Courteau, 2004; Davidson,

Goodwin-Stewart, & Kent, 2005).

Diversity, at its most basic level, is about expanding the pool for recruitment of highly skilled
people to select from. Mwangi, (2018) observed that diversity contributes significantly to quality
of financial reporting as it breeds multiple ideas originating from individuals of various points of
‘view which ensure quality financial reporting is realized at the end. Organizations with diversified

audit committees realize better financial reporting.



Bedard & al (2004) recognize three areas of expertise in relation to audit committees, namely;
finance/ accounting experience, mastery in government operations and lastly an understanding of
the specific firm. Mwangi (2018) also recommended that for the audit committee members to get
a good basis to examine and analyze financial information, they should comprise of members who
are knowledgeable in accounts and finance. Educational background, according to his study, is an
essential trait to aid the audit committees do their duties well. The members of the audit committee
with accounting and audit expertise could give a major contribution in the committees by giving
important insights, justifications and recommendations, which eventually may escalate a
committees’ effectiveness. Empirical evidence gathered suggests that the market reaction for
recruitment of a new Audit committee member who is has expertise is more positive (Davidson et

al.2004; DeFond et al. 2005).

Regularity of audit committees meetings enhances quality and effectiveness of audit committees
(Raghunandan, Read& Rama, 2001). Frequent meetings will indeed help the audit committees in
watching over the accounting records and system of internal controls (Lisic et al., 2015). Regular
meetings of not less than four times upto sextuplicate which have an approximate timespan of
about 3 to 4 hours per session is the norm in the United states and Britain has been reported by

several studies (Collier and Gregory, 1999; McMullen, 1996).

1.1.2 Performance

Performance is ascertaining if available resources have been utilized according to the plan to
ensure efficient, effective and fair operations, Hubbart (2009). Sun, Lan& Liu, 2014 stated that

performance is the output that is attained through individual or through working as a team in an
6



organization in relation to its mandate and in carrying out its duties to achieve its goals legally yet
upholding morale and good ethics, hence very important to not only the management but also to
other stakeholders. Differences in performance of organizations is oftenly a topic of academic
research and government analysis (Verreynne and Meyer 2008). The performance of public sector
today is assessed by the efficiency of its service delivery because it defines and informs the
efficiency of all other sectors of an economy. (Chandrashekhar, 2007; Bartiuseviciene & Sakalyte,

2013).

According to Ntoiti 2013, development and access to public services in Kenya has through the
years been embroiled mostly by poor administration of policies evidenced through patronage, lack
of democracy, poor answerability in use of public funds and lack of transparency. Kenya embraced
the devolved government system to promote enhancement of livelihoods in all localities and ensure
that there is an effective service delivery to all her people. The citizen service charter in Kenya
stipulates the service delivery aspects of public sector performance. The service charter as per
Elke, Salvador and Tomas (2007), is a public document that stipulates the fundamental details on
services being offered including expected quality, cost expectations and time lines for the services
and also avenues for redress. The charters raise organizational performance through making a
public obligation to stick to quantifiable service delivery standards. Currently, all the government

institutions are required to develop and implement service charters.

Awino (2011) postulated that an organizations’ performance cannot be constructively affected by
one element and that the whole board of directors together with the audit committee of an
organization among others have an effect on its performance. Ogoro and Simiyu (2014) also

7



conducted a study on effectiveness of audit committees in the public sector: a case of parastatals
in Kenya. The researcher found that the most important and influential characteristics of audit
committees is multiple directorships and audit committee tenure as they are statistically significant

in reducing the number of financial statement restatements.

In spite of all the studies that have been done with regard to the topic no study has been done on
the relationship between audit committees characteristics and performance in Kilifi County
Government in Kenya. This creates a knowledge gap that exists in this field and also some of the
determinants of audit committee effectiveness have been found to have conflicting findings in
different contexts. It is on these grounds that the researcher would like to fill in the existing gap to
ascertain the effect that the attributes of audit committee may have on the performance of Kilifi

county government.

1.1.3 Kilifi County Government.

In the developing countries in Africa, Counties have been introduced to enable development to
reach grassroots levels and for the citizens of the country to reap great benefits from the services
offered by the government (Walls, Berrone & Phan, 2012). By establishing elected county
governments, giving them constitutionally mandated service delivery responsibilities, and
providing them with financial resources, devolution has the potential to strengthen service delivery
further in two ways: first, by reducing the gap between citizens and the state, which can bring
decisions on service delivery closer to the public and enable the public to hold the officials more
easily to account; and second, by providing county governments with the flexibility to deploy

human and financial resources in ways that respond to local demands for service delivery. By
8



establishing this shorter route, the expectation was that citizens would also be more able to hold
officials accountable for their performance (World Bank 2003, 2012) and that county governments

would provide better-quality services that are more responsive to local needs and priorities.

Promulgation of the constitution of Kenya on 271" August 2010, brought about the devolved units
of government which specifically created 47 devolved governments (counties) in Kenya among
them, Kilifi County government. Devolution gave rise to relinquishing of some powers such as the
powers to incur expenditure and for revenue collection among others from the central government
to the devolved governments. As a public sector, the county government comprises of ministries,
departments and agencies all of which perform roles on account of the Kenyan government so as
to better the livelihoods of its citizens. Kilifi county government is one among the forty seven
counties of Kenya located at the coast region and was formed by a merger between Kilifi and
Malindi Districts. Its capital city is in Kilifi whereas its largest town is Malindi. The county
neighbours the County Government of Kwale to the south west, Taita Taveta county to the West,
Tana River county to the North, County Government of Mombasa to the South and from the East
borders the Indian Ocean. The county was selected as it was noted to be one of the counties which

had already constituted an audit committee.

1.2 Statement of the Problem

Establishing the effect of the audit committees on performance of organizations has been at the
core of several conceptual and empirical researches in corporate governance (Jacobs, 2002). From
the effecting of the constitution of Kenya in 2010, the counties in Kenya were created in order to

make sure that services are decentralized and have the ability of reaching grassroots levels which
9



in turn is anticipated to enhance the whole government performance as they are expected to provide
these services while carrying out their roles effectively with accountability and openness (CoK,
2010). There are however several challenges that have mired the county governments from
meeting their constitutional and legal obligations (Mwongozo, 2017), hence deterring
performance. To promote good performance of the county governments through influencing
accountability mechanisms and county governance, the counties are mandated to constitute audit

committees .

The Public Finance Management Act, 2012 recommended establishment of functional audit
committees in all government public entities. According to the guidelines issued which provide a
guide on membership and duties of the committees, an effective audit committee will bring forth
an improvement in surveillance, governance, transparency and also answerability in the public
service hence improving performance. Even with the Audit Committee existence in public service,
the performance of the public service in developing countries is yet to be efficient or effective in
service delivery to the general public. Sultana, Singh and Van der Zahn (2015) asserted that the
challenges of audit committees in Kenya stem from a culture of corruption and the incapacity of
institutions to execute the codes of conduct governing audit committees as the company executives
enjoy an ambience of lack of counterbalances in the system to be engrossed in gross misconducts

because investors are not included in the governing structure .

A lot of studies have been done to establish how the audit committees affect the performance of
various types of organizations hence providing the empirical evidence for this research. However,
there exists some conceptual and contextual gaps. For instance, Cheah, Kuan, Chew, Low and
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Poon (2016) carried out a research on how the audit committee characteristics affects the
performance of Malaysian publicly trading corporations. Results of the research showed that
independent audit committees and which have frequent meetings had a huge influence on
organization’s performance. The research was concerned with the public listed companies but not
Kilifi County Government; therefore the finding might not be applicable in the current study.
Abbott, Park and Parker (2018) also did a study on the effects of the audit committee’s
independence and its activities on corporate fraud and their findings suggested that audit
committee experience, their diversity in terms of gender, audit committee’s size and the
independence of the committee was found to have a remarkable influence on the performance of
an organization. These authors were more concerned with the corporate fraud and not with the

performance thus the verdicts were not appropriate in the present study.

Some researches on developing countries like Kenya brought to light that numerous members of
the audit committee members don’t have the prerequisite competencies required, the
comprehension and even the prerequisite expertise hence posing a challenge for them to act and
execute their roles effectively (Cascarino & Van Esch (2005). In addition, the study disclosed a
presence of management challenge whereby there is an evident unavailablilty of independent
directors with the vital business knowhow and background in accounting and finance who possess
the will to work as members in the audit committees (Njunga ,2000). Mwangi (2018) also progated
that the audit committees of non-commercial state companies in Kenya ought to be with high
independence, be diverse, comprise of members with financial expertise and hold quality meetings
S0 as to increase the standard of their financial reporting. There however is little, if any, research

done on audit committee characteristics on performance of county governments. The motivation
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for this kind of research is the quest to analyze and bring to light the influence the various features

of the audit committee may have on the performance of Kilifi County government.

1.3 Research Objectives.

1.3.1 General Objective.

The main aim of this research study was to establish the effect of audit committee characteristics

on performance of Kilifi County Government in Kenya.

1.3.2 Specific Objectives.

1. To determine the effects of audit committee independence on the performance of Kilifi county
Government, Kenya.

2. To examine the influence of audit committee diversity on the performance of Kilifi county
Government, Kenya.

3. To establish the influence of audit committee experience on the performance of Kilifi county
Government, Kenya.

4. To evaluate the effect of audit committee meetings on the performance of Kilifi county

Government, Kenya.

1.4 Research Questions.

This research paper probed to gain insight on the stated below study questions in reference to the

specific objectives
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1. What effect does the audit committee independence have on the performance of Kilifi
County government, Kenya?

2. How does audit committee diversity affect the performance of Kilifi County government,
Kenya?

3. What effect does audit committee experience have on the performance of Kilifi County
government, Kenya?

4. What effect does audit committee meetings have on the performance of Kilifi County

government, Kenya?

1.5 Significance of the Study.

This research study targeted to explore the influence that the audit committee’s characteristics may
have on the performance of Kilifi County government which would provide evidence of
performance in Kilifi County government. With the increase of corruption in Kenya and the public
outcry for accountability in government institutions, the researcher believes that this study will
give invaluable benefits to the management on the best audit committee composition to improve
the organisation performance. Findings from the research may also be used by the government to
review audit committee guidelines with a view to improve accountability in the public sector.
Future researchers, policy makers and academicians who may wish to conduct studies on firm
performance may use this research as a foundation and build on it or use it as reference for

conducting other studies.
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1.6 Scope of the Study.

This research concentrated on the effects of audit committee’s independence, its diversity,
experience and meetings on performance of Kilifi county government. The research study will be

undertaken within three months from July 2020 to September 2020.

1.7 Limitations of Study.

It was anticipated that during data collection, the respondents would be hesitant to assist in the
research due to the delicacy of the information required, this however did not materialize as the
researcher gave an assurance of the confidentiality and purpose of the information which was
strictly for academic reasons only and also acquired an introductory letter from the university. The
limitation that the study encountered during data collection arose due to the corona virus disease
2019 pandemic that limited contact with people, however the researcher was able to email the

questionnaires to most of the responders.

1.8 Organization of the Study

The research paper was arranged into five chapters. Chapter one was the introduction comprising
of background, statement of the problem, objectives of the research, research questions,
significance of the study, scope of the study and limitation of the study. Chapter two addressed
the literature review which encompassed a synopsis of the theoretical and empirical literatures,
and also the conceptual framework. The third chapter stipulated the methodology and the design
of the research utilized so as to aid in conducting the study. These encompassed: the research

design used, the population targeted, sampling procedure and size, data collection instruments and
14



procedure, reliability and validity of the research instruments used, data collection procedures,
data analysis techniques and finally ethical consideration. Chapter four included data analysis,
presenting and discussing of findings. Chapter five encompassed of findings’ summary,

conclusions and recommendations.
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CHAPTER TWO.

LITERATURE REVIEW

2.1 Introduction

The chapter covered the theoretical and empirical literature, as well as conceptual framework. It is
intended to acquaint the reader with existing studies carried out in relation to audit committees’
characteristics and their influence on an organization’s performance. The chapters’ main aim was
to highlight gaps in research that would be covered by this proposed research through summarizing
theoretical and empirical literature and the criticism received on the literatures. The conceptual
framework was also captured for elaboration of the variables and clearly depicted the connection

linking the independent and dependent research variables.

2.2 Theoretical Review

2.2.1 Agency Theory.

Champions of this theory; Jensen and Meckling (1976) suggested that separating owners and the
management of a business could bring about misunderstandings among the management and
stakeholders. Principals are not able to run their firms due to various reasons so they appoint agents
whom they delegate decision making power to hence putting their faith in their agents to work
with their best interests in heart. There however sprouts doubt and mistrust from the principals
because of information asymmetry and differing motives of the principals and agents. It was in
1976, that this apparent irreconcilable state between the investors and agents was titled the
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principal- agent situation and was viewed as the cause for incurring agency costs (Ingley and Walt,
2013). Baccouche, 2015 postulated that in agency theory, audit committees which comprise of
independent directors who have a varying comprehension and expertise in running the operations
of organizations that are in unrelated industries and who hold high quality multiple directorships
can be a constructive monitoring mechanism through supervision of the company’s financial
statements’ integrity hence reducing agency conflict while improving the company stature and also
the performance of the company. Jensen in 2013 also states that the biggest agency issue is
incapability of the principals to monitor the agents perfectly and without additional costs. Samaha,
Khalif, and Hussainey, (2015) assert that audit committees are utilized especially when agency
costs are towering so as to promote how the information flows between the agents and the

principals.

Within corporate governance, the composition of the audit committee is an essential tool that
promotes assurance and reinforces trust in an organization. The principle —agent relationship
inherent in agency theory is essential in understanding how audit committees emerged. Using the
agency theory perspective, having diverse and non-executive directors in the audit committee
composition brings fourth means to monitor the activities of the managers (agents) and make sure
that shareholders (principals) interests are being safeguarded. Several researchers based their
studies on effect of audit committees on performance on agency theory. Beasley (1996) and Felo
& al (2003) asserted that the standard of financial statements and having an audit committee had
a beneficial and significant association. Mc Mullen (1996), also proved that the audit committee’s
presence in an organization is positively correlated with its financial statements dependability.

Although the aforementioned theory suggested that audit committee’s presence in a firm is enough
17



to give assurance on the financial statements dependability, Beasley (1996) observed their being
in existence alone in an organization was not enough to make sure that it performs its oversight

role effectively.

Dhaliwal, Naiker and Navissi (2010) insisted on essence of functional internal corporate
governance operations to allow for adequate supervision of the doings of the management and
control opportunistically managed earnings. One of the internal governance mechanisms is
ensuring there is internal audit committee independence which enables it to oversee the
undertakings of the managers and ensure that the organization complies with set financial rules.
For the audit committee to effectively do it’s mandate however, it depends on it’s constitution and
the experience of it’s members. Effect of expertise from highly regarded industry also (Kibiya,
Che-Ahmad & Amran, 2016), and accounting and industry experience (Cohen et al., 2014) came

to be at the heart of many studies with contradicting results.

The agency theory is appropriate to the research study as it lays the foundation of analyzing the
agency issue between Kilifi county government and the public. The County government may fail
to carry out its mandate with the best interest of the public and hence necessitating ways that may
either line up the interests of public and those entrusted to manage resources or ways of monitoring
the activities of agents to make sure that they use the authority entrusted to them for the benefit of
the principals. As such, agency theory tries to give an explanation on characteristics audit
committee should possess to work impartially for overall success in performance of the county

governments.
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2.2.2 Institutional Theory

Among the most presiding theoretical theories in organization theories is the institutional theory.
This theory was championed by Meyer and Rowan in 1977 and it asserts that components of the
environment have an essential part in generating an isomorphic effect which brings about
organization adopting certain types of technology and management anatomy in a bid to seek for
their legitimacy. The institutional theory is appropriate to analyze all organisation genres as they
are all institutionalized organizations (Scott, 1995); all organizations are social entities and subject
to institutional processes which define what forms they can take and how they may make their
operations legitimate. The institutional theory is mainly affiliated with the connection between an
organisation and the external institutional environment, the social expectations effects, and how
the organizations incorporated these expectations, and reflected in their organizational
characteristics and practices (Martinez, 1999). The concept of institutional theory is based on the
certainty that organizations consist of cultural, social and symbolic factors which comprise the
wider institutional environment. The institutional theory proposition can promote the essence of
professional bodies and also regulatory audit committees (Chandrasegaram, Rahimansa, Rahman,

Abdullah and Mat, 2013).

Zaman 2002, stated that the adopting and the operating of audit committees as discussed on the
basis of this proposition can affect and be affected by a multiplicity of agents. Various researchers
Klein (2002) and Bryan &al (2004) also in relation with this perspective emphasized on the essence
of some characteristics that the members who constitute the audit committee should possess in
order to perform their monitoring and control function efficiently. According to, Lawrence et al
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(1998), institutional theory asserts that control structures are mere symbolic displays of
conformity to social expectations and that they only have minute relation to how effective actual
controls are. The Vienot report (1995) also asserted on the major audit committee’s responsibility
IS ensuring that accounting policies adopted for consolidation of financial statements are relevant
and consistent hence maintaining the company’s social standing and also giving assurance that
the internal processes for the collection and monitoring of information are well done. Similarly,
Spira (2003) proved that the audit committees are an important part for the protection of the

interests of stakeholders and gives assurance of information disclosed.

Institutional theory is appropriate to this research and the best choice in that it is best suited to
explain why an organization may adopt specific practices, or management structures in
departments in a bid to improve its general performance. Entrusted with an oversight role, the
audit committee is instrumental to help boost public finance management by adoption of the
principles of institutional theory. These principles and practices can be applied to give a finer
explanation of the adopted structures and operations in practice and how they can improve the

general performance of public sector.

2.2.3 Stakeholders theory

Described by Fort and Schipani (2000), as essential for ensuring the conditions of the
responsibilities to the various stakeholders to create value and co-ordinate the management levels
among various stakeholders including stockholders, employees, customers, creditors, suppliers,
competitors, even the whole society, Stakeholder Theory was identified as an alternative to Agency

Theory. The theory proposes the importance of corporate governance activities is not only to
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benefit the shareholders but also the other relevant stakeholders. The emergence of stakeholder
theory, according to Gay (2002) was promoted by the rising recognition by boards of the need to
take account of the wider interest of the society. He lists the essential premises upon which the
stakeholder theory rests, citing Jones and Wicks (1999) as being: that the corporation has
relationships with many constituent groups (stakeholders) that affect, and are affected by its
decisions; that the theory is concerned with the nature of these relationships in terms of both
processes and outcomes and focuses on managerial decision making ; that the interest of all
legitimate stakeholders have intrinsic value and no set of inherit value is assumed to dominate the

other.

According to this theory, effective audit committee ensure better corporate governance practices
in an organization, which ultimately leads to the overall welfare of many stakeholders. Dey,,s
(2008) conclusion is notable in this respect, he mentioned that an organization’s performance and
stakeholders value are positively affected by various governance mechanisms, including audit
committee. DeZoort, Hermanson, Archambeault, and Reed (2002) stresses the interests of the
stakeholder in defining an effective audit committee by stating that the ultimate goal of the
committee is to protect all stakeholders™ interests and welfare. This is because if the financial
statements are of the highest attainable quality, then all stakeholders™ interests will have been
safeguarded. However, Jensen (2001) realized that proponents of the Stakeholder Theory had not
been able to give realistic answers of the many conflicts of interest of stakeholders that businesses
need to protect. He thereafter proposed a variant of Stakeholder Theory which he referred to as the
“enlightened Stakeholder Theory”. He proposed that a business wouldn’t be able to ensure

maximum shareholders’ value if any stakeholder is ignored or mistreated. Braam and van Beest
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(2013) also adopted stakeholders™ theory in conceptually-based financial reporting quality
assessment in an empirical analysis on quality differences between UK annual reports and US 10-

K reports.

Basically, this theory is used to assist in understanding the groups and individuals that can affect,
and can be affected by, the achievement of an organization’s purpose, and those effects may be
economic, regulatory, technological, social, political and managerial. This theory hence is relevant
to the study since it argues that a well-functioning audit committee ensures better corporate
governance practices which in turn will have an effect on the performance and ensure improved

service delivery.

2.2.4 Theory of Inspired confidence.

Also referred to as the theory of rational expectations, the theory was developed in the late 1920’s
by a Dutch professor Theodore Limperg (Hayes et al., 1999). It was developed to address both the
demand and the supply for auditing services. Stakeholders of an entity require the managers to be
accountable, in return for their investments. Accountability is realized through the issuance of

periodic financial reports which are subjected to independent opinion of the external auditor.

Okpala (2015) asserted that with the possibility of biased information given by the top executive,
bringing about an increase in probability of conflict of interest between the top leadership and
outside stakeholders, an audit of this information is needed. With reference to the degree of audit
assurance that auditors need to avail (the supply side), Limperg adopted a normative approach.
Their capacity need to be undertaken in a way that the expectations and confidence of the members
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of the public is upheld (Ramamoorti (2003); Okpala (2015); Waring & Morgan (2007)). So, given
the possibilities of audit technology, the auditor should do everything to meet reasonable public
expectations in turn bringing an improvement in service delivery in the public sector of the

economy.

Theory of inspired confidence assists in explaining how internal audit heavily relies on the trust of
the members of the public on the audit committees as a watchdog for the government’s activities.
Thus, it will help explain the research project objective, which is effects of audit committee
characteristics on performance of Kilifi County Government. With the devolution of government
services and resources to the counties, there is even increased demand for accountability by the
leaders and government bureaucrats entrusted with managing these resources. It is against this
backdrop that the research will utilize this theory to investigate whether the audit committees

characteristics will affect performance in terms of service delivery in Kilifi County Government.

2.3 Empirical Literature

2.3.1 Audit Committee independence and Performance.

The establishment and mostly the audit committees’ member independence has been the center of
attention for many researchers. In general, the classification of an audit committee as
“independent” derives from the fact that the majority of its members are outside executives, rather
than internal executives (Abbott et al., 2007). When independent managers play an active role in
the audit committee, the business’s accounting performance ameliorates. Oruod, (2019), carried
out a study and based on statistical results obtained, discovered that the independence of the audit
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committee and the performance of the company were correlated positively which was in
concurrence with other previous researches which reported that the independent audit committees
and the performance of various companies related positively (Dey, 2008; Abdullah et al., 2008;
Swamy, 2011). The study deduced that an independent audit committee is essential enabling the
members to have the power to make decisions impartially and free from management influence,
hence achieving their set objectives and in turn increasing the value of the company. In 2016,
Salisu and Nur Ashikin assessed the influence of audit committees’ characteristics on the financial
performance of firms in Malaysia, a study that covered 5 years from 2007 to 2011 in the periods
prior to and following the Malaysian Code on Corporate Governance (MCCG). Their study
findings propounded a consequential beneficial relationship connecting audit committees

independence and profitability of the companies.

Mwangi (2018), carried out a study that showed that the audit committees’ independence and the
standard of financial reporting of non-commercial state corporations in Kenya are adversely
related. His research results further recommended that increasing the independence of the audit
committees would reduce queries of transactions which in turn would improve the standard of
financial reports. The finding also affirmed the adverse connection of the audit committees’
independence to the ratios of transactions queried to the annual budgets of the stated corporations
in Kenya. The decrease in the ratio suggested an improvement in financial reporting. All these
research results asserted that increasing the audit committee’s independence would promote an

improvement in the standard of financial reporting.
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There however exists some other studies that found no material connection of the independence of
the audit committees and their effectiveness or improvement of financial statements. Wakaba
(2014) sought to bring to light the connection of performance and the proportion of independent
auditors and found that there was a significantly negative connection between the two. Al-Matari
et al. (2012), Jermias and Gani (2014) and Ghabayn (2012) found no connection between the two
variables. Chariri et al (2017) also postulated that having audit committees that are independent
does not have a great effect on integrated reporting of companies listed with JSE. It was revealed
through the study that for the effective role of the audit committees as pertains to overseeing
preparing and presenting of integrated reporting is not automatically guaranteed by a high
proportion of independent audit committees. The study also suggested that most corporations
establish independent audit committees just to comply with set regulations on corporate
governance and observed that the audit committees will perform their roles well if they contain
members who are accounting or finance experts and who have sufficient communication through

regular scheduled meetings rather than their independence.

2.3.2 Audit Committee Diversity and Performance.

Previous studies propagate that gender has a high possibility of influencing a company’s decisions
and state that females have different perspectives and demand different information from men (e.g.
Peni &Vahamaa, 2010; Abdul, Hameed & Counsell, 2012; Algatamin et al., 2017).Wakaba (2014)
found that committee gender diversity impacts positively on performance of the firm. Dennis and
Kunkel, 2004 propounded that it is advantageous for a firm to engage women in the board as
women are more capable, active, rational and emotionally stable. Further, gender diversity
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promotes better understanding of the market since a wide array of skills are brought on board.
Diversity brought by difference in gender in the constitution of the audit committee is an essential
attribute as the difference in gender may bring about a difference in the attitudes and ethical
consideration in carrying out of their specific roles. Bilic and Sustic (2011) discovered that women
conduct their duties more ethically as compared to their male counterparts. It is in this light that
the existence of females on the board is seen as essential in enhancing the ability of a business to
run efficiently as they complement the male directors. Huang et al. (2011) concurs with these
sentiments as they observed that women easily empathize with people and are mostly natural at
establishing communications thus this makes it difficult for them to act unethically and do actions
like; manipulating of earnings, delaying in financial reporting, non-disclosure of material
information and misreporting in regards to income. The study established that there is a difference
in audit committees that have men only and those that contain at least one female in the director

function.

Mwangi (2018) in his study wanted to determine how the diversity of the audit committees; that
is; members age group, tenure in the board, gender represented and the regional representation of
the members in non-commercial state corporations affected their standard of financial reporting.
By use of correlation analysis, the study proved that the diversity in the audit committees has an
important connection with the standards of financial reports which was analyzed as a ratio of the
total queried transactions to the annual budget. Due to the decrease in the queries on transactions
to their annual budgets, the findings of the study proved that increasing the diversity in the audit

committee composition would affect positively the standard of financial reporting.
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Gunes and Atilgan (2016) conducted a study for them to compare the audit committees’
functionality of the UK banks versus the Turkish banks. Their study aimed to measure and give
emphasis on the audit committees’ effectiveness on performance of banks utilizing several key
bank performance indicators namely; return on assets (ROA), return on equity (ROE) and net
interest margins in the Turkish and the UK banks between 2006-2010. For the Turkish banks, the
results showed that the ROA and ROE both had an adverse connection with the board members’

ages and the independence of the audit committee.

2.3.3 Audit Committee Experience and Performance.

Wakaba (2014) did a research study aimed to examine how companies publicly trading at the
Nairobi Stock Exchange were influenced by various characteristics of audit committees financially
and it proved that the experience of the audit committees was positively connected to the financial
performance of the companies. The research also proved that the availability of experienced audit
committee members reduced the occurrence of financial misreporting thereby improving the
performance of the company. Probability of fraud occurring was also minimized along with cost
of debt. Additionally, extensive knowledge and adeptness of audit committee members was
connected with high level of monitoring and great auditing knowhow which was important to

improving the performance of the firm.

In reference from the agency and the resource dependency theories, Oruod 2019 suggested making
sure there are enough controls in financial reporting can greatly improve companies accomplishing
their goals through having members with finance experience. A constructive correlation in the

financial adeptness of the members of the audit committee and the industrial companies’
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profitability was hypothesized in the study and with the statistical results, this was proved.
However, the results of the study were in disagreement with the resource dependency theory that
suggests that the experience of the managers, mostly independent ones, can lead to an increment
in resources hence influencing profitability of the organization positively. Corporate governance
rules for companies in Jordan do not explicitly require them to have audit committees composed
only with accounting or financial expertise hence proving the results of the study to be reasonable.
Kibiya, Che-Ahmad & Amran, 2016 also noted that as guided by the code of corporate governance
, 2011, increasing proportion of finance experts and ownership of shares required by NGSEC
brought about an increase in the quality financial reporting in Nigeria. They also observed that
having members of an audit committee all finance experts was not enough rather having an all-

round industrial expertise would further propel the standard of financial reporting.

In a bid to establish the connection linking various audit committee characteristics and integrated
reporting, Chariri et al (2017), found out that audit committees constituting of some members with
financial knowhow affected the company’s integrated reporting substantially and in a positive way.
The study recommended that companies should engage audit committee members with
accounting/ finance expertise as this would promote more disclosure when it comes to reporting.
With good integrated reporting, both the management and stakeholders can be influenced in terms
of their views on the company performance hence increase their confidence. More experienced
members of the audit committees will also promote their ability to enhance monitoring of the
financial reporting procedures and their publication. Odumegwu (2018) researched on how audit
committees characteristics would influence the performance of non-financial companies with

reference to an economic recession period. His findings showed that even though their
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qualification was positive with the return on assets of the chosen non-financial firms in Nigeria,

the relation was statistically not significant.

2.3.4 Audit Committee meetings and Performance.

In execution of the Directive of 2006/43/EC from the Parliament of Europe and of the Council that
is about the statutory audits required on annual accounts and consolidated accounts, the European
Parliament Resolution of March 10, 2009 emphasizes that there is need for regular and great
standard communication with and within audit committees if the recent happenings is to go by.
Atieno (2017) for example, asserted that audit committees which held meetings regularly were
more informed on the latest audit affairs improving their effectiveness, hence, have a high
possibility of reinforcing the auditor and in bringing up crucial issues that will enhance the standard
of financial statements and foster a stronger internal control system. Also, meeting more times in
a year is seen to enable the audit committees to have the ability to monitor the ministries effectively

and hence contribute to value for money.

Researches show that an increment in undertakings of the board and regularity of the board
meetings should bring about an improvement in the operating performance and profitability of the
business (de Andres & Vallelado; 2008). Sharma et al. (2009) suggested that the size of the audit
committee and the meeting regularity can bring about a constructive outcome on the performance
of the firm. Stewart and Menro (2007) as well proved that existence of an audit committee, their
meeting regularity and having auditors attend some of their meetings have a huge constructive
impact as it was associated with reducing of audit risk. Alzeban and Sawan (2015) confirmed that

an audit committee that was characterized by high experience which holds meetings regularly
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greatly enhances the performance of the firm. The regular meeting of the audit committee enhances
their calibre and effectiveness (Raghunandan, Read& Rama, 2001). Similar results were found by
Sultana (2015), that regularity of audit committee meetings had a positive connection to the
performance of the organization. AtTunisia, Adel and Maissa (2013), established a positive

connection in audit committees’ regularity of meeting and the performance of the firm.

Moreover, Ntim and Osei (2011) acknowledges that the company’s regularity of meetings is
proportionally related to its performance. Briefly, they verified the positive association inherent in
the number of board meetings and corporate performance.Additionally, other researchers as
Aljaaidi et al. (2015) discovered that regularity of the audit committees’ meetings bring about
improvement in the performance of the firm. Regular meetings promote the audit committee to be
more successful in their oversight role in financial reporting procedures and internal controls
(Goodwin-Stewart and Kent, 2006; Hoque et al., 2013). Finally, Ali (2010) suggested there was
an essential association in the meeting frequency of the audit committees and the standard of

financial reporting and ethics.

Several previous studies however found contrary results and concluded that there was a negative
correlation between the number of meetings held and Performance (Aminul et al. 2018;
Ahlulbaitulaah 2018; Awinbugri and Prince 2019). Bedard, Chtourou and Courtteau (2004) didn’t
notice any meaningful correlation in the audit committee meeting regularity and the standard of
financial reporting .Mustafa and Meier (2006) through their research proved that the audit

committees’ meeting regularity was not important. Xie et al. (2018) also stated that there exists an
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adverse association in the regularity of meetings of the audit committee and corporate

performance, as analyzed through return on asset index.

2.4 Summary of Empirical Review and Research Gap.

As evidenced by literature checked, several researchers have been done on audit committee
characteristics and firm performance worldwide and recently locally, albeit most of the reviewed
researches focused on companies quoted in the stock exchanges of the various countries. More
concentration has been laid on the effect of audit committee on firm performance(Bryan&Tiras,
2004), characteristics of audit committees for effectiveness (for instance Ogoro&Simiyu, 2015)
and the factors influencing the performance of audit committees(Waweru et al., 2008). The county
governments in Kenya, have received little, if any research on audit committee characteristics and
their performance. This might be due to the fact that the county governments are pretty new
(established in 2013 in Kenya) and some of the counties are even yet to constitute the audit
committees. The study has outlined four theories (agency theory, institutional theory, stewardship
theory and Theory of Inspired confidence). Literature gaps have also been identified as

summarized as in below table:

Table 2.1: Empirical Evidence and Research Gaps.

Researcher Research Key Results Gaps in | Focus of this
Objectives Research Study

Madakawi Characteristics | Audit committee | Madakawi The current

(2012) of audit | possession of | (2012) study was | study was
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committees
influence on
financial
reporting
standards in
Nigerian
publicly trading

corporations.

shares, and their
financial literacy
are  connected
and statistically
significant,
indicating  that
audit committee
attributes have an
effect the
financial
reporting
standards of
listed
nonfinancial

organizations in

Nigeria

conducted on
Nigerian listed

companies.

The study further
concentrated on
share ownership
financial

and

expertise.

conducted in
Kenya and
focused on
independence,

diversity,  and
meetings in
addressing  the

conceptual gap.

Wakaba (2014)

Characteristics

of the audit
committee
influence on
financial

performance of

The results of the
research proved
that the
performance of a

firm is affected

by various audit

Wakaba (2014)
study focused on
how the traits of
the audit
committees

affected the

The current
study
determined the
impact the audit
committee

characteristics
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firms that are
publicly trading
at the Nairobi
securities

exchange

committee traits,
namely;  audit
committee’s
independence,
committee
experience,
committee’s
gender diversity
audit

and the

committee size.

performance of
organizations

that are trading

publicly in the
Nairobi  Stock
Exchange,
Kenya

hence the results
might not apply
to other

organizations.

have on
performance of
Kilifi county
government in

Kenya.

Gunes and

Atilgan (2016)

Comparison  of
the effectiveness
of audit
committees

between the UK
Turkish

and

banks

The results

showed there
was an adverse
connection in the
performance of
the Turkish
banks analyzed

through  ROA

Gunes and

Atilgan  (2016)
study focused on
the effect of how
the audit
committees

effectiveness on

bank

Current  study
was focused on
the influence of
various

characteristics of
audit committees

on the

performance of
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and ROE and the
age of the
members of the
committee  and
the number of
independent
directors. Net
interest Margin
was also
negatively

connected to the

independence of

members of
board from
directors and

experience in
years of member
in the audit
committee but it
had positive

relationship with

performance in

the UK and

Turkish  banks
and not on the

audit committee

characteristics.

Kilifi county
government in
Kenya.
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educational level

of members.
Impact of | The study | This study was | This study
various established that | conducted on | focused on Kilifi
Zabojnikova
characteristics of | the non-financial County
(2016)
the audit | characteristics of | firms in the UK | Government,
committee  on | audit committees | that are listed on | Kenya.

profitability  of

the firm.

have an influence
on the financial
performance of
companies that
are listed in the
London  Stock
Exchange and
that there exists a
meaningful

connection

between the audit
committee size,
regularity of
and

meetings

their  financial

the London
Stock Exchange
and the results
may not apply to

all industries.
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expertise
however, the
independence of
the Audit
committee  was
discovered to be
adversely

connected to firm

performance.

Mwangi, (2018)

Audit Committee
Characteristics
influence on
standard of
Financial
Reporting of
Non-
Commercial
State Companies

in Kenya.

Findings showed

that the audit
committees’
independence,
audit
committees’
diversity, audit
committees’
financial
competence and
audit

committees’

meetings

The research was
only on
corporations that
are non
commercial in
nature in Kenya
and not
necessarily  on

county

governments.

This study
focused effects
of the audit
committee

characteristics
on the

performance of

Kilifi County
Government,
Kenya.
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decreased
queries on
transactions  of
the annual
budgets of
noncommercial

state companies

in Kenya.

Oroud ( 2019)

Audit committee
characteristics

and its
association with

the profitability

of industrial
firms that are
listed on the
Amman  Stock

Exchange (ASE)

Results revealed

that the audit
committee

attributes had a
big influence on
profitability — of
the industry
companies listed
on the ASE in

Jordan.

This research
was focused
effects on
financial
performance of
industrial
companies

publicly trading
on the Amman

Stock Exchange

This study
focused on
effects on

performance of

Kilifi County
Government,
Kenya.

Source: Researcher (2020)
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2.5 Conceptual Framework.

Cooper and Schindler (2011), stated that researchers hypothesize the relation present in the
independent and dependent variables. The dependent variable is performance (service delivery)
.The independent variables are audit committee independence, audit committee diversity, audit
committee experience and audit committee meetings. This conceptual framework has outlined the
independent variables, the dependent variable and intervening variables together with their

indicators as discussed in the literature review and elaborated in figure 1 below:
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Independent Variable

Audit committee Independence

Presence  of  non-executive
members

Influence of management on audit
committee

Independent  objectives  from
those of organization

Audit committee diversity

Gender Diversity

Age Diversity

Regional Diversity

Assessment of  the different

professions represented in the
committee

Audit committee experience

e Understanding of their role

e Financial competence

e Knowledge on how the
county operates

e Membership to relevant
professional bodies

Dependent Variable

Audit committee meetings

Frequency
Attendance
Content

Figure 1: Conceptual Framework.

Source: Researcher (2020)
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CHAPTER THREE.

RESEARCH METHODOLOGY.

3.1 Introduction

Chapter three was on research methodology and basically encompassed the research design, the
target population, determination of the sampling size and the various sources of data for this
research were also analyzed. Methods of collecting the data and the instruments employed to

collect the data were also be covered in this chapter.

3.2 Research Design.

Cooper and Schindler (2013) described research design as how the research study is designed.
Descriptive cross-sectional research design has been adopted for this research as it allows
observation without affecting normal behavior. Mugenda and Mugenda (2003) propounded that
this research design was best suited for facts determination/gathering as it incorporates

interpretation, comparisons, proper analysis, relationships and identification of trends.

3.3 Target Population.

Kombo and Tromp (2011) propounded that a target population is a class of people, things or
objects where a sample is selected and measured. Also, Cooper and Schindler (2008) considers a
target group as an overall set of individuals that a researcher will seek information that will be

representative of the whole population. The target population is 76 employees of the county
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treasury and chief officers of various departments. The targeted population is as presented in table

3.1 below:

Table 3. 1: Target Population

Class Population
Chief officers 18
Accountants 47
Internal Auditors 11
Total 76

Source (Kilifi County payroll, 2020).

From the above results, the target population of this study was therefore be 76 respondents.

3.4 Sampling Design.

The act of choosing a sample from a finite population while ensuring the that the selected sample
gives an accurate representation of the whole targeted population is what is termed as sampling
Borg and Gall, (1996). Mugenda and Mugenda, (2003), stated that a sample of more than ten
percent to thirty percent from the whole targeted population was an efficient sample size for a
noticeable small population. This research employed a purposive sampling approach so as to give
the researcher autonomy to select the concerned staff from the county treasury and the chief
officers. Therefore the sample was 23 staff at Kilifi County Government were selected as displayed

by table 3.2 below.
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Table 3.2 Sample size

Class Target Population Sample size.
Chief Officers 18 4
Accountants 47 11

Internal Auditors 11 8

Total 76 23

Source: Researcher (2020)

3.5 Data Collection Instruments.

The research utilized Primary data sources obtained from the administration of semi structured
questionnaires. Dawson (2002) suggested that questionnaires are the best and easiest instruments
of data collection to use in terms of their construction, administration and also collection from
respondents. He went further to suggest that with questionnaires, one is able to effectively extract
the required information, the attitudes of the respondents, their believes and their feelings in
regards to the given subject of the study hence they are preferred in social sciences. The
questionnaires was subdivided into three sections. Section (A) will possessed the Biodata of the
respondents (B) captured information on the various audit committee characteristics and (C)
captured information on how the various audit committee’s features influence the performance of

Kilifi County as per study objective.
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3.5.1 Reliability

The projects reliability was also tested through pilot testing. Pilot testing means finding out if your
survey, key informant interview guide, or observation form will work in the “real world” by trying
it out first on a few people, (Meriam & Tisdell, 2016) .Cooper and Schindler (2011) concur that
the purpose of pilot test is to check weaknesses in design and implementation and to provide proxy
for data collection of a probability sample. As such, a pilot survey was administered up front to
establish whether the actual data collected would help to meet the project research objectives.
Through the well-designed questionnaires to 5 respondents in the neighbouring Kwale county
government, the survey done through the pilot study helped to enhance the questionnaires and their

responses were not included in the final sample for the actual survey.

This study also employed the Cronbachs’ coefficient to check on internal consistency also referred
to us the data reliability and also average correlation (Osborn and Waters, 2012). With reference
to the thumb rule that the acceptable alpha should be at least 0.70 or more. Whereas the researcher
employed the cronbach’s coefficient to determine the average correlation in the measuring tools,
the Statistical Package for Social Science software was employed for verification of the reliability

of data collected.

Table 3.3 Cronbach’s Alpha

Cronbach's Alpha Cronbach's Alpha Based on|N of Items

Standardized Items

.859 776 23

Source: Study Data (2020)
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The cronbach alpha was found to be 0.859 which equates to the data being reliable with reference

to the thumb rule that the acceptable alpha should be at least 0.70 or more as per table 3.3 above.

3.5.2 Validity

Mutai 2003, stated that the extent to which findings derived from analyzing of data is a true
reflection of the real situation under the study is what is referred to as the validity. With validity
having been proven, all conclusions drawn from such type of data is correct and important
(Mugenda & Mugenda, 2003). The researcher also sought for the adept perception and affirmation

from the supervisor to give assurance on the instruments’ validity.

3.6 Data Collection Procedures

First, the researcher obtained an introductory letter from Kenyatta University to the county
secretary Kilifi County for permission to carry out a study in the county. To ensure that the
answerers had enough time to fill in the questionnaires, drop and collect later technique of data

collection was used for this research. Some questionnaires were emailed to some responders.

3.7. Operationalization and Measurement of research variables

Table 3.3 contains the variable, type of variable, its Operationalization, measurement and

measurement scale and the analysis that will be done on the variable.

Table 3. 3 : Operationalization and Measurement of Variables.
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Variables Type Operationalization Measurement. Measurement
Scale
Audit Independent | ¢ Presence of non- | ¢ Presence of non- | Nominal scale
committee executive executive
Independence members, members
Influence of | e Influence of
management  on management on
audit committee, audit committee
Independent ¢ Independent
objectives  from objectives  from
those of those of
organization organization
Audit Independent | Expanding the pool | ¢ Gender Diversity | Nominal scale
committee for recruitment of | ¢ Age Diversity
diversity highly skilled people | ¢ Regional
to Select Diversity
from
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Audit Independent | ¢ Audit committee | ¢ Assessment of | Nominal scale

committee members the different
experience understanding  of professions
their role, their represented in the
financial committee.

competence, their | ¢ Financial
knowledge on how competence
the county

Knowledge on how
operates and

the county operates
membership  to
relevant

professional

bodies.
Audit Independent | ¢ a planned sitting | e Frequency Nominal scale
committee of members in|e Attendance
meetings order to cosultand | ¢ Content

arrive at decisions.
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Performance

Dependent

ultimate cumulative
outcome of the entire
firm’s

processes of work and

undertakings.

Service delivery

Ordinal Scale

Source: (researcher, 2020).

3.8 Diagnostic Tests.

Due to the fact that the research utilized multiple regression equations, the data was first checked
on adherence to assumptions of linear regression through various tests including; normality test,
multicollinearity and heteroscedasticity. Tests of normality are of essence as most of the statistical
analysis such as regression, correlation, and t-tests are based on the assumption of normal
distribution of data (Ghasemi & Zahediasl, 2012). Although there are various methods for
normality testing but for small sample size (n <50), Shapiro-Wilk test was used as it has more
power to detect the non-normality and this is the most popular and widely used method
The test rejects the hypothesis of normality when the p-value is less than or equal to 0.05. Failing

the normality test allows you to state with 95% confidence the data does not fit the normal
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distribution. Passing the normality test only allows you to state no significant departure from

normality was found.

The identification of multicollinearity in a model is important and was tested by examining the
tolerance and the variance inflation factor (VIF) diagnostic factors. The variance inflation factor
(VIF) was used to measures the multicollinearity among the variables in a regression model. One
of the assumptions made about residuals/errors in linear regression is that the errors have the same
but unknown variance. This is known as constant variance or homoscedasticity. When this
assumption is violated, the problem is known as heteroscedasticity. A significance test is carried
out to detect heteroscedasticity. If the computed value of t is more than the tabulated value, then
the researcher assumes that heteroscedasticity is present in the data. Otherwise, heteroscedasticity

is not present in the data.

3.9 Data Analysis and Presentation.

After gathering of raw data, the questionnaires were examined to ensure completeness before being
classified. Coding and checking for errors and omissions will be done on the data (Kothari, 2007).
Tabulating, coding and processing of the responses deduced from the questionnaires was done by
use of Statistical Package for Social Science (SPSS) program for analysis. Descriptive statistics
utilized were frequencies, mean and standard deviation and inferential statistics employed was
regression analysis. Presentation of the data collected for this research was done through frequency
distribution tables and bar graphs.
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Moreover, the association of the dependent variable (A) and the independent variables (B) was

measured by use of a multiple linear regression model as noted below.

A= o+ B1B1 + B2B2 + B3Bs+ faBa + €

where:

A = Performance

B1

audit committee’s independence

B>

Audit committee’s diversity

Bs = Audit committee members experience

Bs = Audit committee’s meetings.

o = Constant

e = Error term

Bi (i=1,2,3,4) = Coefficients for the independent variables B1, B2, Bz and Ba.

3.10 Ethical Consideration

The researcher conducted the research with ethical consideration. Approval for data collection
from NACOSTI and the Kenyatta University Graduate School was obtained. Confidentiality was
upheld on all data gathered and the researcher committed in writing that the data gathered was
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only to be used for academic purposes only. The questionnaires were also be coded to avoid
identification of respondents. Besides these, all secondary sources that are being used in this study

have been acknowledges through citation.
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CHAPTER FOUR.

DATA ANALYSIS, INTERPRETATION AND DISCUSSION.

4.1 Introduction.

Chapter four is constituted with the results of the data analyzed. It purposed to establish the audit
committee characteristics in Kilifi County government and their impact on the performance of the
organization as per the objectives of this research. The chapter includes the response rate of the
respondents, the composition of the respondents in terms of demographic distribution, gender
distribution, their educational level and duration they have worked for Kilifi County Government.
It also includes the results of the descriptive and analytical tests that were carried out on the data
and a discussion of the results. The results are displayed in bar graphs and frequency tables for the
descriptive analysis. Correlation and inferential statistics have also been computed for examination

of the connection linking the independent variables and the dependent variable.

4.2 Response Rate

23 questionnaires were administered and all of the 23 samples targeted were responsive, giving a

response rate of 100%. Data was analyzed in reference to the objectives of the research.

4.3 Demographic Information

In a bid to get demographic particulars about the respondents, this section covered gender
distribution, education level distribution and duration the responders have worked for Kilifi

County Government.
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4.3.1 Gender distribution

The research targeted to disclose the gender distribution of the responders and as shown by the

chart below 56.5% of the responders were female whereas 43.5% of the responders were male.

Figure 2: Gender distribution.

Gender
0,

60 56.5%

43.5%
40 -
20 - m Gender
0 ,

Male Female

Source: Study Data (2020).

4.3.2 Education level.

The research purposed to determine the level of education of the responders and according to the
results, 52.2 % of the respondents had reached the university level, 39.1 of the respondents were
at a post graduate level and only 8.7% of the respondents were at polytechnic/ college level as

shown in figure 3 below.

Figure 3: Distribution according to education level.
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Education Level
60

52.2%

50

39.1%

40
30

20 W Education Level

8.7%
10

Polytechnic/College University Level Post graduate level
level

Source: Study Data (2020).

4.3.3 Duration of work.

The research also established the duration that the responders had worked for the organization and
Figure 4 revealed that most of the responders, 52.2% had worked for a period of over 5 years at
Kilifi County Government, while 43.5% of the responders had been with the county for a period

between 3 to 5 years and 4.3% of the responders had been in the county for not more than 2 years.

Figure 4: Distribution according to number of years worked.
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Duration of Years worked
60

52.2%

50

43.5%

40

30
M Duration of Years worked

20

10
4.3%

Less than two years 3-5years 5 years and above

Source: Study Data (2020).

4.4 Descriptive statistics.

The responders were to give responses to some structured gquestions on the extent they agreed to
them on a rate of 1-V with I representing strongly disagree, 1l representing disagree, 11 neutral, IV
agree and V strongly agree. The results of the responders were then tabulated and average and

standard deviation of the various research variables computed.

4.4.1 Audit Committee Independence.

As per below table it was found that the respondents were somewhat in agreement in regards to
the audit committee having nonexecutive members in its composition at an average of 3.87 and a

standard deviation at 1.424. With reference to the audit committee having clear objectives than
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those of the organisation, the responders agreed at an average of 3.74 and with standard deviation
at 1.389. The respondents however disagreed with the insinuation that the audit committee is free
from management response scoring an average of 2.22 and standard deviation at 1.413. With
regards to whether the audit committee had an unrestricted access to internal auditors, the
responders agreed at an average score of 3.48 and with the standard deviation at 1.082. The
responders agreed about audit committee consistently demonstrating an independence of mind and
objectivity with an average score of 3.3 and the standard deviation at 1.295. Lastly, the responders
agreed about the audit committee giving independent opinions and acting free from any conflicts

of interest with an average of 3.26 and the standard deviation at 1.214.

One study by (Carcello and Neal (1999), found that in regards to the going concern opinion
received on a company from auditors, the chances of financial distress of the company are most
likely to be lower when the percentage of nonexecutive members in the composition of the audit
committees is high. This actually narrates that the audit committees’ independence can be of
assistance to the external auditor while undertaking their fiduciary duties with minimal
interference from management. The researchers also carried another study about the audit
committees in which they recommended about the independence of audit committee from the
management influence can boost improvement of the firm’s performance through the positive

association inherent in audit committees’ independence and the standard of financial reporting.

Table 4.1 :Audit Committee Independence.

Variable N Mean Std. Deviation
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Valid

freely from any conflicts of interest

Our audit committee has nonexecutive members 23 3.87 1.424
The board has a clear set of objectives that are | 23 3.74 1.389
independent of those of the organisation

Audit committee is free from management influence 23 2.22 1.413
Our audit committee has unrestricted access to internal | 23 3.48 1.082
audit unit and management

Our audit committee has consistently demonstrated an | 23 3.3 1.295
independence of mind and objectivity

The audit committee gives independent opinions and act | 23 3.26 1.214

Source: Study Data (2020).

4.4.2 Audit committee diversity.

The responses received revealed that the audit committee was diverse in regards to age, regional
representation and it also consisted of members from different professions. The respondents
strongly concurred to the insinuation that the audit committee is comprised of members of different
age groups at a mean of 4.48 and a standard deviation of 1.261. For the aspect of the audit
committee having a diversified regional representation, the responders concurred with the

responses averaging at a score of 3.7 and the standard deviation at 1.063. However, at a mean of
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1.96 on gender diversity, it shows that the respondents disagreed with the audit committee being
properly diverse in terms of gender. The respondents also strongly agreed on the audit committee
being constituted with members of different professions.

The results in this research are in _harmony to the findings of Mwangi (2018), whom in his research
wanted to determine how the diversity of the audit committees; that is; members age group, tenure
in the board, gender represented and the regional representation of the members in non commercial
state corporations affected their standard of reporting finances and came to a conclusion that due
to the decrease in the queries on transactions to their annual budgets, the results of the research
proved that increase in the diversity of the members of the audit committee had a positive influence

on the calibre of financial reporting.

Table 4.2: Audit Committee Diversity.

Variable N Mean | Std. Deviation
Valid
The audit committee comprises of members with | 23 4.04 1.261

different age groups

The audit committee has a diversified regional | 23 3.7 1.063

representation

The audit committee has both male and female | 23 1.96 1.065

members
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The audit committee comprises of members of different | 23 4.48 0.947

professions

Source: Study Data (2020).

4.4.3 Audit Committee experience.

The answerers as per table 4.4 below strongly agreed that the audit committee has a great
understanding of its role, obligation and responsibilities at an average of 4.22 and with a standard
deviation at 1.166. In regards to the audit committee members possessing knowledge in accounts
and financial matters, the responders agreed at an average of 3.7 with a standard deviation of 0.876.
At an average score of 3.65 and with the standard deviation at 1.191 the answerers agreed that the
audit committee demonstrates a good comprehension of the organization’s statutory and legal
objectives and roles. The responders agreed that the audit committee demonstrates an all-round
comprehension of the organizations risk management and compliance disposition and the related
internal control structure with a mean scoring of 3.22 and with a standard deviation of 0.951. In
respect to the audit committee members having enough expertise to enable it to carry out its duties
effectively, the responders agreed at an average of 3.87 and with a standard deviation at 1.254.
The responders also agreed that the audit committee members ought to be registered members to

relevant professional bodies with responses averaging at 3.17 and with standard deviation at 1.302.

In line with these findings of this Wakaba (2014) in his research found that having experienced
audit committee members reduced the probabilities of financial misreporting hence sequentially
improving the performance of the firm. Kibiya, Che-Ahmad & Amran, 2016 also noted that audit
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committee members with finance experience was not enough rather an all round industrial

expertise would further enhance the standard of financial reporting.

Table 4.3: Audit Committee Experience.

Variable N Mean Std. Deviation
Valid
The audit committee has a great understanding of it's | 23 4.22 1.166

role, obligations and responsibilities

The audit committee members possess knowledge in | 23 3.7 0.876

Accounting and finance matters

The audit committee demonstrates a good | 23 3.65 1.191
comprehension of the organization’s statutory and legal

objectives and roles

The committee demonstrates understands the | 23 3.22 0.951
organization’s risk ~ management, compliance

arrangements and internal control framework

The committee members have sufficient expertise to | 23 3.87 1.254

enable it to discharge its duties effectively

Members of the audit committee ought to be registered | 23 3.17 1.302

members of relevant professional bodies.

Source: Study Data (2020).
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4.4.4 Audit committee meetings.

Table 4.5 below displays the responses in regards to audit committee meetings. The respondents
agreed that the audit committee holds meetings frequently averaging at 3.43 with a standard
deviation at 0.778. Most responders concurred on the insinuation of audit committee meetings held
being adequate with the responses averaging at 3.09 with a standard deviation at 0.848. Responders
were in agreement that the agenda of meetings held are relevant scoring a mean of 3.74 with a
standard deviation of 1.01. Scoring a mean score of 3.96 and a standard deviation at 1.022,
responders agreed that the meetings are well attended with majority of the members present at
each meeting. Alzeban and Sawan (2015) also confirmed

characterized by high experienced members and regular meetings bring about better performance

to the firm.

Table 4.4: Audit Committee Meetings.

that audit committees’ that are

their meetings

Variable N Mean | Std. Deviation
Valid

Our audit committee holds meetings frequently 23 3.43 0.788

Number of meetings convened by the audit |23 3.09 0.848

committee are adequate

Our audit committee have a relevant agenda during | 23 3.74 1.01
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Meetings are well attended with majority of the | 23 3.96 1.022

members present at each meeting.

Source: Study Data (2020).

4.4.5 Audit Committee Characteristics on Performance.

The outcomes of the analysis as per table 4.6 revealed that the audit committee’s independence,
audit committee’s diversity, the audit committee members experience and the audit committee
meetings had a notable association with the performance of the organization. With responses
averaging at of 3.96 and the standard deviation at 0.638, the responders agreed that audit committee
independence influenced service delivery by the organization. Through the unstructured section of
the questionnaires it was revealed that most of the responders felt the impact of their independence
was very minimal and suggested that the audit committee was not fully independent and noted that
that they were appointed by the organization they oversee and received monetary rewards in form

of allowances.

Respondents agreed that audit committee’s diversity influences service delivery by the
organization with their responses averaging at a score of 4.3 with a standard deviation at 0.703.
Although the gender representation was low at a mean of 1.96, it was noted that the audit
committee members’ diversity did have a big effect on the performance of the county government
of Kilifi. Through the unstructured section of the questionnaires it was noted that the respondents

felt that with an increment in diversity, there is an increment in pool of expertise and knowledge
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base hence the audit committee brought in a wide array of ideas that helped to improve the

performance of the county.

The responders strongly concurred that the experience of the audit committee members influenced
service delivery by the organization scoring an average of 4.48 with the standard deviation at
0.665. It was noted through the unstructured questionnaire that the audit committee members
experience was important as it helped them to understand their mandate and the roles that they
were expected to carry out and also it enabled them to give useful insights for the improvement of
performance of Kilifi County Government. However, experience of the audit committee members
was noted to not have necessarily come from the county government background so did not fully
relate to the organizations environment hence they ought to go an extra mile of understanding how
the county government works and the risks inherent in its environment. The expertise of the audit
committee members was also noted to help in strengthening the internal audit function which is

one of its mandate and in turn helped to improve performance.

Also, the responders strongly agreed that the audit committee meetings influenced service delivery
at an average of 4.57 and with the standard deviation of 0.662. According to the data collected
from the unstructured section of the questionnaires, it was through the meetings that the audit
committees are able to effectively deliberate on issues. However, the need for meetings between
the audit committees and the management was emphasized majorly because in as much as the
committee will issue its recommendations, the management must buy in to them as they are the
implementers. Abboet et al..., 2003 also asserted that audit committees characteristics were very
crucial to the firm’s performance as suggested by a growing stream of research. The quality of an
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organization performance was substantially affected by the constitution and features of the audit
committee (Cadbury, 1995). (Madawaki, 2012; McDaniel et al., 2002) in concurrence to the
findings of this study noted that various researchers having based their researches on agency and
resource dependency theories insinuated that changes in the audit committee practices, their
structure and their focus in improving and monitoring top management activities enhance

organizational performance.

Table 4.5: Audit Committee Characteristics And Performance.

Variable N Mean Std. Deviation
Valid
Audit committee independence has influenced service | 23 3.96 0.638

delivery by your organisation

Audit committee diversity has influenced service | 23 4.3 0.703

delivery by your organization

Audit committee members experience has influenced | 23 4.48 0.665

service delivery by your organization

Audit committee meetings has an influence on service | 23 4.57 0.662

delivery by your organization

Source: Study Data (2020).
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4.5 Diagnostic Test Results

4.5.1 Normality Test

One of the assumptions of linear regression is that the data should be normally distributed.

Therefore to test the normality of the dependent variable Shapiro- Wilk test was conducted

especially because the sample size was below 50. Shapiro—Wilk test was used as it has more power

to detect the non-normality and is the most popular and widely used method. The test rejects the

hypothesis of normality when the p-value is less than or equal to 0.05. Failing the normality test

allows you to state with 95% confidence the data does not fit the normal distribution. Passing the

normality test only allows you to state no significant departure from normality was found.

Table 4.6: Normality Test.
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Shapiro-Wilk
Statistic Df Sig.
Audit Independence .928 23 .584
Audit Diversity .905 23 505
SERVICEDELIVERY
Audit Experience 771 23 903
Audit Meetings .750 23 .816



https://variation.com/wp-content/distribution_analyzer_help/hs132.htm

Source: Study Data (2020).

As per the table above the data gathered are normally distributed across all variables hence the null
hypothesis is accepted. With the p value denoted by sig and the p value of audit committee
Independence at 0.584, Audit committee Diversity at 0.505, Audit committee Experience at 0.903
and Audit committee Meetings at 0.816 all the variables are greater than the p value 0.05 hence

the data is normally distributed.

4.5.2 Multicollinearity.

In multiple regression, the variance inflation factor (VIF) is used as an indicator of
multicollinearity. Variance inflation factor (VIF) is a factor by which the variance of the given
partial regression coefficient increases due to given variable’s extent of correlation with other
predictors in the model (Dennis, 2011). Cited by Keraro (2014) it was argued that even though
there is no formal criterion for determining the bottom line of the tolerance value or VIF, tolerance
values that are less than 0.1 and VIF greater than 10 roughly indicates significant multicollinearity.
As 100 a rule of thumb, lower levels of variance inflation factor (VIF) are desirable as higher levels
of VIF are known to affect adversely the results associated with multiple regression analysis. This
study adopted a VIF value of 4.0 as the threshold. Audit committee Independence had a VIF of
2.447, Audit Committee Diversity 1.655, Audit Committee Experience 1.849 and Audit
Committee Meetings, 2.189. These results show that the VIF values of the independent variables

were within the threshold of 4.0 as illustrated by table 4.8 below. The results imply that there is no
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case of multicollinearity between dependent and independent variables and the study used linear

regression model.

Table 4.7: Multi collinearity

Model Collinearity Statistics
Tolerance VIF
(Constant)
Auditindepence 409 2.447
1 Auditdiversity 574 1.655
Auditexperience .506 1.849
Auditmeeetings 414 2.189

Source: Study Data (2020).

4.5.3 Heteroscedasticity.

Among the assumptions of linear regression is that the data is heteroscedasticity.
Heteroscedasticity is a systematic change in the spread of the residuals over the range of measured
values. Heteroscedasticity is a problem because ordinary least squares (OLS) regression assumes
that all residuals are drawn from a population that has a constant variance (homoscedasticity). The
study employed the Levine test to assess heteroscedasticity. This test tests whether the variances
of samples are approximately equal (heteroscedasticity). If the sig >0.05 levenes’s test is non-

significant so equal variances are assumed. If the resulting p-value of Levene's test is less than
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some significance level (typically 0.05), the obtained differences in sample variances are unlikely
to have occurred based on random sampling from a population with equal variances. Thus, the null
hypothesis of equal variances is rejected and it is concluded that there is a difference between the

variances in the population.

Table 4.8: Levene’s Test..

Levine statistic ~ |Df1 Ipf2 Sig
Auditindepence 2.447 2 23 .309
Auditdiversity 1.655 2 23 574
Auditexperience 1.849 2 23 506
Auditmeeetings 2.189 2 23 414

Source: Study Data (2020)

The test statistics are 2.447 and the corresponding p-value is .309*, t statistic of 1.655 with a p-
value of 0.574 , t statistic of 1.849 with a p value of 0.506 and a t statistic of 2.189 with a p value
of 0.414 for audit committee independence, audit committee diversity, audit committee experience
and audit committee meetings respectively . Since this p-value is not less than .05, we fail to reject
the null hypothesis. This means we do not have sufficient evidence to say that the variance in the

audit committee characteristics is significantly different.

4.6 Correlation Analysis.
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Correlation analysis was done for this research to establish the relationship inherent between the
independent variables; the audit committee’s independence, the audit committee’s diversity, the
experience of the audit committee members and the audit committee meetings and the dependent

variable, performance.

Table 4.9 : Correlation.

Variable Auditindep | Auditdive | Auditexper | Auditmeee | Perform
ence rsity ience tings ance
Auditindep | Pearson | 1 566 705" 727 205
ence Correla
tion
Sig. (2- .005 .000 .000 347
tailed)
N 23 23 23 23 23
Auditdiver | Pearson | .566 1 .840™ 7217 566"
sity Correla
tion
Sig. (2- | .005 .000 .000 .005
tailed)
N 23 23 23 23 23
Auditexper | Pearson | .705™ 840" 1 773" 474
ience Correla
tion
Sig. (2- | .000 .000 .000 .022
tailed)
N 23 23 23 23 23
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Auditmeeet | Pearson | .727" 7217 7737 1 525"
ings Correla

tion

Sig. (2- | .000 .000 .000 .010

tailed)

N 23 23 23 23 23
Performance | Pearson | .205 566** 474* .525* 1

Correlati

on

Sig. (2- | .034 .005 .022 .010

tailed)

N 23 23 23 23 23

*. Correlation is significant at the 0.05 level (2-tailed).

Source: Study Data (2020).
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Results from the correlation analysis evidenced a presence of positive correlation among all the
features of the audit committee tested in this study and the performance of Kilifi county government
although how strong the correlation was differed. The connection between audit committee
independence and performance of the organization was weak at only 0.205 but significant at
0.0324(p<0.05)These results concurred with those of Chariri et al, 2017 who also postulated that the
audit committees’ independence did not have a great effect on the integrated reporting of companies
listed with JSE. Their study revealed for the effective role of the audit committees as pertains to
overseeing preparing and presenting of integrated reporting it is not automatically guaranteed by a
high proportion of independent audit committees and that most corporations establish independent
audit committees just to comply with set regulations on corporate governance.Contrary to this,
according to Sharma et al..2009, having independent members may impact the level of monitoring
on the corporations operations negatively. This according to them may be brought about by
completely separating the audit committees from management which in turn may mean the audit
committee members will not easily notice issues inherent in the industry and will likely to concur

with the auditors requiring minimum meditation and contemplations and hence less meetings.

Audit committee diversity was strongly correlated with performance of the organization with the
Pearson correlation coefficient at 0.566 and also was also highly significant as the significant level
was 0.005(p<0.01) .In concurrence to this study findings, Mwangi (2018) in his study using
correlation analysis to determine how the diversity of the audit committees; that is; members age
group, tenure in the board, gender represented and the regional representation of the members in

non-commercial state companies affected their standard of financial reporting, the research proved
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that the diversity in the audit committees had an important relationship with the standards of financial

reports which was assessed as a ratio of the total queried transactions to the annual budget.

It was established that the audit committee members’ experience had a medium connection with the
performance of the organisation with the Pearson correlation of 0.474 and was significant in
predicting performance with a p value of 0.022(p<0.05) Oruod (2019) also hypothesized a
constructive association found in the experience in finance of the audit committee members’ and the
profitability of the industrial companies which he proved through statistical results obtained.
However, Odumegwu (2018) researched on how audit committees characteristics would influence
the performance of non-financial companies with reference to an economic recession period and
found t that even though their qualification was positive with the return on assets of the chosen non-

financial firms in Nigeria, the relation was statistically not significant.

The audit committee’s meetings were also found to have a strong and positive relationship with the
performance of Kilifi County Government with a Pearson correlation coefficient of 0.525 and was of
importance in predicting the dependent variable with a p value of 0.010 (p=0.01). Stewart and Menro
(2007) as well proved that the audit committee’s presence, the meeting frequencies and having
auditors attend their meetings had a huge constructive impact as it was associated with reducing of
audit risk. Other studies however found contrary results and concluded that there was a negative
correlation between the number of meetings held and Performance (Aminul et al. 2018;

Ahlulbaitulaah 2018; Awinbugri and Prince 2019).
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4.7 Regression Analysis.

The research employed regression analysis to assess the connection between the dependent
variable (A), service delivery, an indicator of performance and the independent variables(B) ; audit
committee’s independence, audit committee’s diversity, audit committee members experience and

audit committee’s meetings.

4.7.1 Model Summary.

The model summary table presented how strong the connection between the model and the
dependent variable was. R is the multiple correlation coefficient which reveals the linear

correlation between the observed values and model-predicted values of the dependent variable.

Table 4.10: Model Summary.

Model R R Square Adjusted R Square Std. Error of the
Estimate
1 .6542 428 301 68119

a. Predictors: (Constant), Auditmeeetings, Auditdiversity, Auditindepence, Auditexperience

Source: Study Data (2020).
The adjusted R square from the model summary is 30.1 % which implies that that the various audit
committee characteristics contributes to the performance of Kilifi County Government by 30.1%

whereas 69.1% of performance can be explained by other aspects other than the variables in this
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research study. Awino (2011) also postulated that the performance of a firm cannot be
constructively influenced by one element and that the audit committee of the firm among others

have an effect on its performance.

4.7.2 Anova.

Analysis of Variance (ANOVA) for this study provides information on extent of variability of the
regression analysis model and creates a foundation for testing its importance. According to the
Anova results, the model’s p value was 0.032 which is less than the alpha of 0.05 hence proved
that this model was statistically important and could be utilized in the future to predict
improvement in the organization’s performance. With a statistically significant f- value of 3.371,
it proves that the multiple correlation or the R squared value from the model summary is equal to
zero. The results depict that the audit committee characteristics were statistically and significantly
important in predicting the performance of Kilifi County Government in Kenya hence the
regression model was a perfect fit of the data.

Table 4.11: Anova.

Model Sum of Squares | Df Mean Square |F Sig.
Regression | 6.256 4 1.564 3.371 .032°
1 Residual 8.352 18 464
Total 14.609 22

A. Dependent Variable: Perfomance.
B. Predictors: (Constant), Auditmeeetings, Auditdiversity, Auditindepence,
Auditexperience

Source: Study Data (2020).
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4.7.3 Coefficients.

Regression coefficients represented an average deviation in the dependent variable for each
unit of deviation in the independent variable whilst holding other factors within the model
constant.

Table 4.12: Coefficients.

Model Unstandardized Standardized (T Sig.
Coefficients Coefficients
B Std. Error | Beta
(Constant) 1.886 746 2.527 021
Auditindepence 334 142 420 2.352 149
Auditdiversity 423 198 406 2.136 .024
Auditexperience 231 0112 .033 2.062 .034
Auditmeeetings 559 281 512 1.989 .012

a. Dependent Variable: PERFOMANCE

Source: Study Data (2020).
The resulting regression analysis model was;
A=1.886+0.334b1+0.423b,+0.231b3+0.559h4
Where A is the performance of the Kilifi County Government, and b1, b2, b3, and b4 were the
independent variables, audit committee’s independence, audit committee’s diversity, audit

committee members experience and audit committee’s meetings respectively.
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The results suggested that when all of the coefficients of this model were kept constant,
performance of Kilifi county Government would be 1.886 at the intercept.

A unit increment in audit committee independence brought about an increment in performance of
the organization by 0.334 however the effect was statistically insignificant having a p value of
0.149 which was more than the common p value 0.05. Chariri et al (2017) in his research also
established that the audit committee independence did not have a big influence on integrated
reporting of companies listed with JSE and that for the effective role of the audit committees as
pertains to overseeing preparing and presenting of integrated reporting was not automatically
guaranteed by a high proportion of independent audit committees. They also suggested that most
corporations establish independent audit committees just to comply with set regulations on
corporate governance and observed that the audit committees will perform their roles well if they
contain members who are accounting or finance experts and who have sufficient communication

through regular scheduled meetings rather than their independence.

Also, in concurrence to these findings, Plumlee and Yohn (2010) also found no connection in the
decrease in financial statement restatement and the independence of the committees rather they
noted that the mere existence of independent committees can bring about a decrease in financial
statement restatements and not necessarily their independence. They opined that the audit
committees may be perceived as independent yet their independence may have been eroded
through their affiliation with the management hence their interest changed as they mainly depend

on the financial rewards that accrue from the relations at the cost of their working effectively.
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A unit increase in audit committee diversity brings about an increase in performance of the
organisation by 0.423 and their relationship is statistically important as it has a p value of 0.024;
which is less than common p value of 0.05. Mwangi (2018), in his study to determine how the
audit committee diversity of noncommercial state corporations affected their standard of financial
reporting, due to decreased transaction queries to their annual budgets, the research findings
proved that an increment in the audit committee members diversity positively influenced the

standard of financial reporting.

Expertise of the audit committee members had a statistical significant relationship with the
performance of the organization with a p value of p=0.032. An increase in a unit of audit committee
members experience brings about an increase in performance of the organization by 0.31. Wakaba
(2014) in his research also found that having experienced audit committee members with reduced
the chances of financial misreporting, chances of fraud and the cost of debt which consequentially

enhances firm performance.

A strong positive statistical relationship was also established between the audit committee
meetings and the performance of the organisation with its p value of 0.012, also an increment in a
unit of audit committee meetings affects the performance of the organization by 0.559. In
concurrence with De Andres & Vallelado , 2008 that researches showed that an increment in the
activity of the board and the regularity of board meetings resulted in improved operating
performance and profitability of the business, the results of this research also proved that meetings

of the audit committee meetings were of essence to improve the performance of the organization.
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CHAPTER FIVE.

SUMMARY, CONCLUSION AND RECOMMENDATIONS.

5.1 Introduction.

Chapter five comprises of a summary of the results giving a conclusion of the research and
recommendations based on results. Findings in this chapter were summarized sequentially as per
the specific questions the research study wanted to address which sought to find out the effects of
various audit committee’s characteristics; audit committee independence , diversity of the audit
committee, audit committee members experience and audit committee’s meetings on the

dependent variable that is performance of Kilifi County government.

5.2 Summary of Findings.

This research study was undertaken to determine how various audit committee’s characteristics
affect the performance of Kilifi County. Descriptive design of research was employed whilst being
guided by the research objectives. The study targeted 76 employees of Kilifi County Treasury
consisting of the accountants, internal auditors and the chief officers. Data was gathered from a
sample of 23 people with a response rate of 100%. Questionnaires were issued to the respondents
and they were given time to fill and return them. Statistics used were cross sectional descriptive

study and inferential statistics.

First from the demographic results, it was found that 56.5% of the responders were female while

43.5% of the responders were male. 52.2 % of the respondents had reached the university level,
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39.1 of the respondents were at a post graduate level and only 8.7% of the respondents were at
polytechnic/ college level. It was also noted that 52.2% of the responders had worked for a period
of over 5 years at Kilifi County Government, while 43.5% of the responders had been in the county
for a duration between 3 to 5 years and 4.3% of the responders had been in the county for not more

than 2 years.

Research results revealed that the responders concurred to the supposition that the audit committee
had nonexecutive members in its composition and that the committee had clear objectives than
those of the organisation. The respondents however disagreed that the audit committee was free
from management response with a mean of 2.22. The study also established that the audit
committee had an unrestricted access to internal auditors and they consistently demonstrate an
independence of mind and objectivity. The respondents agreed that the audit committee gave
independent opinions and act free from any conflicts of interest. Through the unstructured
questions, the respondents asserted that since the audit committee were appointed by the
organization and relied on the organization for their financial facilitation, the committee was not
fully independent. In regards to audit committee independence influence on performance, it was
revealed that the audit committee independence influences service delivery by the organization.
The correlation of the audit committee’s independence and the performance of the county
government was found to be weak but significant. However, according to the regression coefficient
in as much an increment of a unit of the audit committee independence could lead to an increment

in performance of the organization by 0.334, the effect was statistically insignificant.
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The researcher noted that the audit committee of Kilifi County Government was diverse in regards
to age, regional representation and it also consists of members from different professions. The
study revealed that the audit committee’s composition consisted of members of different age
groups and they were diversified in terms of regional representation. However, with a mean score
of 1.96 on gender diversity, it revealed that the audit committee was not diverse in terms of gender.
The respondents also strongly concurred on the audit committee’s constitution comprising of
members with different professions. The research established that audit committee diversity
influences service delivery by the organization .Audit committee diversity was strongly correlated
with performance of the organization also very important in predicting the performance of the

county government.

In reference to the experience of the audit committee members, the responders strongly agreed
that the audit committee had a great understanding of its role, obligation and responsibilities and
that they have knowledge in accounting and finance matters. With an average of 3.65 the
answerers concurred that the audit committee demonstrated good knowledge of the organization’s
statutory and legal objectives and roles. It was noted that the audit committee demonstrated an
all-round comprehension of the organizations risk management and compliance set up and the
related internal control structures in place also the audit committee members had sufficient
expertise which enabled it to discharge its duties effectively. Members of the audit committee
ought to be registered members of relevant professional bodies was among the findings of this
study. The respondents strongly agreed that the audit committee experience had influence on

service delivery by the organization. Expertise of the audit committee members had a medium
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connection with the performance of the organisation and was significant in predicting
performance and regression coefficient also proved that the audit committee members experience
had a statistical important connection with the performance of the organization.

The researcher unveiled that the audit committee’s meetings were held frequently and that the
audit committee meetings held are somehow adequate. The agenda of meetings held were found
to be relevant and that the meetings were well attended with majority of the members present at
each meeting. Also, the study established that the audit committee meetings affected service
delivery as they had a big positive connection with the performance of Kilifi County Government
and was very significant in predicting the dependent variable. According to the regression
coefficient findings, the meetings held by the audit committee also brought about a strong positive
statistical association with the performance of the organisation.

The resulting regression analysis model from the regression analysis was;
A=1.886+0.334b1+0.423b,+0.231b3+0.559b4. This results suggested that when all of the
coefficients of this model were kept constant, performance of Kilifi county Government would be
1.886 at the intercept. It was evident through the study that the audit committee characteristics are
essential to help improve the performance of Kilifi County Government although there is still more

to be done to ensure that the composition is efficient for it to carry out its roles effectively.

5.3 Conclusion.

Derived from the research results, the researcher drew a conclusion that in as much as the audit
committee characteristics are an important tool for improving performance, there are various other

factors that make it not so effective in its roles hence having a lesser influence on the performance
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of Kilifi County Government. The audit committee’s independence contributes albeit to a small
percentage to the performance of the county government yet the relationship was statistically
significant. This might be attributed to the fact that the audit committees are not fully independent
as they are employed by the organization and also receive allowances/ financial rewards from the

organization as per the observation of most respondents.

Diversity plays a big role in ensuring audit committee perform their roles successfully and in turn
positively influence the performance of the county. Evidence by the positive statistically important
relationship found, having members of different age groups, from different regions and also a
presentation of different professions within the committee has brought a greater array of skills and
knowledge base to aid the county performance. This in line with Mwangi (2018) in his study who
determined that the diversity of the audit committees; that is; members age group, tenure in the
board, gender represented and the regional representation of the members affected their financial

reporting.

The audit committee members’ expertise is among factors that help improve the performance of
the county government majorly because experienced audit committee members understand their
roles and have appropriate expertise to carry their responsibilities well. However because the
county government operates in a different field with different risk exposure contrary to what the
members of the audit committee have exposure to, the members of the audit committee ought to
gain more insight on the operations of the organization before they can effectively execute their

roles.
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The researcher established that audit committee meetings were essential to the performance of the
county government. It is through the meetings that the committee members are able to deliberate
on pertinent issues that may mire or/and improve service delivery. In as much as the audit
committee members are committed to the meetings, it was found that they lack management
support hence the implementation of their recommendations is not done. Finally, it was also
noticed that the audit committee existence is not known by some of the critical staff especially the

accountants.

5.4 Recommendations.

Kilifi county Government should conduct a sensitization on its management in order for them to
gain an understanding and appreciate the composition and essence of having the audit committee
and also so that they may support the committee’s operations to enable it to perform its roles
effectively. The audit committees should hold meetings with top level executives to ensure that
their recommendations are implemented and finally, training for related staff like the accountants
and internal auditors on the various structures of checks and balances available including the

existence and role of audit committee should be done.

5.5 Contribution to Practice and Policy.

The management of the county government could utilize the findings made through the research
to make suitable options regarding the characteristics of the audit committees especially on their
independence, composition in terms of their diversity, their experiences and also meetings held. It
is apparent from the study the importance of the audit committee characteristics in its execution of
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duties to enhance the performance of the county government trough improved service delivery.
Through the research findings, the county government can gain an insight on the operations of its
audit committee and give the board needed support and environment to enable it to carry out her
duties effectively. The county government of Kilifi could do a sensitization on its management on
the constitution and importance of the audit committee, also so that they may set the tone at the
top to enable the audit committee to perform its roles effectively. The audit committees should
hold some meetings with top level executives to ensure that their recommendations are
implemented and finally, training for related staff like the accountants and internal auditors on the
various structures of checks and balances available including the existence and role of audit

committee should be done.

The policy setters such as the Public Sector Accounting and standards Board and the legislators in
enacting laws and regulations may use the research findings when developing new accounting
standards and oversight requirements to develop standards and regulations that take into
consideration the need for audit committee as a measure to improve public service delivery.
Regulators in finance, accounting and auditing such as Icpak and 11A and other oversight agencies
like the Parliamentary Public Accounts and Investment Committees may use the findings from the
research when conducting their oversight role to ensure that the public sector audit committees
composition and characteristics are sufficient to enable them carry out their mandate effectively
for the betterment of the organization and a country as a whole. The auditor general may also use
findings from this study to understand how the audit committee characteristics affect the

performance of the organization hence give more reports that add value to the public sector.
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5.7 Suggestions for Further Studies.

In light of this research study other research studies can be conducted on the current audit
committee characteristics on performance from other counties other than Kilifi County as as to
expound on this research and improve on its applicability and increase the knowledge on the
research study. Other studies that could be carried out would be on other variables that would
affect the effectiveness of the audit committee other than its characteristics or how the
characteristics of the audit committees could affect performance of any other public institution

from the county governments.
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Appendix I: Introduction Letter

Phelister Pili Ruwah

P.O BOX 71- 80109

Date:

Dear Respondent,

This is Phelister Pili Ruwah, a graduate student at Kenyatta University. For my final project, lam
checking on the effects the audit committee characteristics may have on performance of Kilifi
County Government. lam writing to kindly request for your assistance by participating in this

research study through filling in the attached questionnaires.

There isn’t any reward for responding nor is there any known risk. So as to make sure that all the
information will remain confidential, kindly do not include your name. Information that will be
gathered will only be used for this academic exercise. Upon your acceptance to be part of this
research, please give answers of all the questions as truthfully as you can and return the filled
questionnaires promptly. Thank you in advance for choosing to assist me in my educational

endeavors.

Phelister Pili Ruwah

0711571671Email; phelisterruwah@gmail.com
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Appendix I1: Research Questionnaire

INTRODUCTION

This study seeks to determine the effects that Audit Committee Characteristics may have on
performance of Kilifi County, Kenya. You are required to answer the questions as accurately and
truthfully as possible and wherever you don’t understand a concept, you are free to inquire. Your

responses will greatly help in the research.

SECTION A: GENERAL AND DEMOGRAPHIC DATA .

1. What gender do you identify with?
Male [ ]
Female [ 1]

2. Kindly show the peak level of education you have achieved

a. Polytechnic / College level [ ]
b. University level [ 1]
c. Post graduate level [ ]

3. Cumulatively, for what duration have you been employed at Kilifi County Government?

a.) two years and below [ ]
b.) between three and five years [ ]
c.) Above five years [ ]

SECTION B. AUDIT COMMITTEEE CHARACTERISTICS.
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This section purposes to establish the various characteristics of the audit committee in Kilifi

County, Kenya.

4. Audit committee independence

Kindly mark to what degree you concur with the following assertions. Tick as appropriate

as 1= Strongly Disagree, 11=Disagree, Il1=Neutral, IV=Agree, V=Strongly Agree.

S/INO 1 2 3 4 5
1 Our audit committee has non-executive members.
2 The board has a clear set of objectives that are

independent of those of the organisation

3 Audit committee is free from management influence

4 Our audit committee has an unrestricted access to the

internal audit unit and management

5 Our audit committee has consistently demonstrated

an independence of mind and objectivity

6 The audit committee gives independent opinions and

act freely from any conflicts of interest

5. Audit committee diversity
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Kindly show to what degree you concur with the following statements. Mark the most suitable

with 1= Strongly Disagree, 11=Disagree, I11=Neutral, IV=Agree, V=Strongly Agree.

S/INO STATEMENT I i {m | | v

1 The audit committee comprises of members from

diverse age groups

2 The audit committee is diversified in respect to

representing of different regions

3 The audit committee consists of both male and

female members

4 The audit committee comprises of members of

different professions

6.Audit committee members experience

Kindly show your level of agreement with the assertions. Tick as appropriate as I= Strongly

Disagree, I1=Disagree, Il1=Neutral, I\V=Agree, V=Strongly Agree.

S/INO | STATEMENT I I m | |V

1 The audit committee have a great of understanding of

the it’s role, obligations, and responsibilities
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2 The audit committee members are knowledgeable in

Accounting and finance matters

3 The audit committee demonstrates a good
comprehension of the organization’s statutory and

legal objectives and roles?

4 The audit committee demonstrates an all-round
comprehension of the firm’s risk management and
compliance arrangements and the related internal

control framework?

5 The audit committee members have sufficient
expertise which enables it to effectively execute its

roles

6 The members of the audit committee should be

registered members of relevant professional bodies.

7. Audit committee meetings.
Kindly mark to what degree you concur with the following statements. Mark as appropriate

as |= Strongly Disagree, I1=Disagree, Il1=Neutral, IV=Agree, V=Strongly Agree.

S/INO | STATEMENT | 1 " [ 1v v

1 Our audit committee hold meetings frequently
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The meeting regularity held by the audit committee are

adequate
3 Our audit committee have relevant agenda during their
meetings
4 Meetings are well attended with majority of the members
present at each meeting..
SECTION C: AUDIT COMMITTEE CHARACTERISTICS
PERFORMANCE OF KILIFI COUNTY GOVERNMENT.
This section purposes to determine the effects of audit committee characteristics on
performance of Kilifi County, Kenya.
8. Please show to what level you agree with the statement. Mark as appropriate as I=
Strongly Disagree, I1=Disagree, Il1=Neutral, I\V=Agree, V=Strongly Agree.
S/INO | STATEMENT 11 111 |1V
1 audit committee independence influences service delivery
by your organization
2 audit committee diversity in your institution has an

influence on delivery of services by your organization
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3 audit committee experience in your organisation has an

influence on service delivery by your organisation

4 audit committee meetings of your organisation have an

influence on service delivery by your organisation?

9. In your opinion, how has the audit committee independence affected the service delivery of your

organisation?

10. In your opinion, how has audit committee diversity affected the service delivery of your

organisation?

11. In your opinion, how has audit committee experience affected service delivery of your

organisation?

12. What are your thoughts on how the audit committee meetings have influenced service delivery

of your institution?
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lam greatful for the assistance you have given me for this research.
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Appendix I11: Research authorization letter from Graduate school.
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GRADUATE SCHOOL
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