BUSITEMA
%R F UNIVERSITY

CORPORATE GOVERNANCE AND QUALITY OF FINANCIAL REPORTING IN
LOCAL GOVERNMENTS, A CASE OF PALLISA DISTRICT LOCAL GOVERNMENT

BY
SANYU JOVIA HIVISHAM
BU/UP/2020/1294

sanyujoviahavisham@gmail.com

A RESEARCH REPORT SUBMITTED TO THE FACULTY OF MANAGEMENT
SCIENCES, DEPARTMENT OF ECONOMICS AND MANAGEMENT IN

PARTIAL FULFILLMENT FOR THE REQUIREMENT OF AWARD OF A
BACHELORSDEGREE IN BUSINESS ADMINISTRATION OF

BUSITEMA UNIVERSITY.

JANUARY, 2024



DECLARATION

DECLARATION

| Sanyu Jovia Hivisham, hereby pronounce that the content of this research work is my onginal
work and that no other study has been conducted on the topic. To the best of my knowledge, this
work has never been submitted before. in any other university or higher institution of learming
for any degree or related qualificanon In all cases where other people's ideas were quoted, they

have been duly acknowledged by complete references.

SANYU JOVIA HIVISHAM
(BU/UP/2020/1294)

Signature: &P

Date. !2-101[20a%. . ..




APPROVAL

APPROVAL

This is to endorse that this Research report by Sanyu Jovia Hivisham on“corporate
governance and quality of financial reporting in local governments in Uganda: a case of
Pallisa district local government™ has been under my supervision and is now submitted for

examination with my approval as the University supervisor.

Mr. ESUKU JOSEPH

(SUPERVISOR)
Department of Economics and Management

_ Busitema University




DEDICATION

| dedicate this research work to my parents Mr. Kimera Henry Benjamin Waguma, Mrs. Kiiza
Sarah Kimera, and Mrs. Lukia Mbasalizaki my dear sister Nabirye Tracy Whitney who provided
me with both financial and non-financial assistance that enabled me accomplish this course and

above all the almighty GOD.



ACKNOWLEDGEMENT

| am indebted to the almighty God that he has given me the gift of life, the gift of my parents and
friends, given me the opportunity to be in school and guided me throughout this study and
writing of this research proposal. My thanks go to all Busitema University lecturers without
forgetting my supervisor Mr. Esuku Joseph who guided me in the right direction from the
beginning till the end of this work and he has greatly contributed in making a difference in my

performance.

Profound thanks to all the people who have been resourceful throughout this study. It is due to

your support and ideas that | have been able to produce this work.

Utmost thanks to the Head of Department, Busitema University, and my sincere thanks goes to
friends Neili, Mustafa and Ekwamu, course mates Kyobe and Annitah and lecturers especially

for their dedicated support throughout this research and the entire three years of the course.



TABLE OF CONTENTS

DECLARATION ...ttt e ettt e s e e e e e e e ettt et e a e e e e eeeee et een e s b e e e eeeeeeeseeenessanaa s aeeeaeaseneennnns i
APPROVAL. ...ttt e e e ettt ettt e e e e e e e e et ettt e s b a s e e e aeeeeseteee s s an e e s e eeaeeeeneensnnna e e e eaaaaaaes ii
DEDICATION ...ttt ettt e e ettt ettt e e e e e e e e et e et ees s e seeeeeaeeeaeeeesaa s e eeaeeeseaenensnnaaaseeeaeesenennnnnnnn iii
ACKNOWLEDGEMENT ...cceiitttitittiee ittt ettt ettt ettt e e eeeaaaaeeeeeaaa s e s s ebbeseeebeeeeeeeeeaaaaaaaaaeseesasaaannnn iv
TABLE OF CONTENTS ..ttt ettt ettt et e e e et e e ettt ettt e et eeeeaaaaaaaeeesasaaan annnsnsnbbsbebaeeeeeeeeeaaeeeens v
LIST OF FIGURES. ..ttt ettt ettt e et e e eeeaeaaeeae e s e e e e snasbesbebbeeeteeeeeaaaaaaaeeens viii
LIST OF TABLES. ...ttt ettt e e e e e e et e ettt e e s e e e e eeeeeeeeee s e e e s eeaeese et eensnnnnaaeeeeeasenennnnnnnn ix
LIST OF ABBREVATIONS AND ACRYONYIMS ... ettt e e ettt s e e s e e e e e s e eene s e e e e e eaeeneeenens X
EXECUTIVE SUMIMARY ..ttt ettt et ettt e ettt ettt ettt et e eeeaeaaeaaeaeesaaaaan nnnnnnnsbsbenbaeeeeeeeeaeaeaens Xi
CHAPTER ONE ...ttt ettt ettt ettt e et e e eeeaaaaeeeeesaa e e e e aa e as e as bbb bee ettt eeeeeeaeaaaaaaaaaessaessanaanan 1
INTRODUGTION. ...ttt ettt ettt e e e e e e e e e e e e e e e e e e ea b ee b e ee ettt e e et e eeeaeaaeaaeaessaesaaaaannnnnnsnsssssbnneeeeeeeneaaaeaens 1
O 1Yo oo (¥ o1 o o IO PO PP PP 1
1.1 Background Of the STUAY ...eeeeiiiiieececcccee e e e e e e e e e e e e e s e s e e a e b e e e e e e e e e eeeeaeaeas 1
1.2 Statement Of the ProbIEM .......cooii ettt e sbe e es 3
I U o To Tyl 0 TS (U Lo L SRR 3
T T T el (T @ oY [Tl 1 Y7 4
1.5 RESEAICH QUESTIONS ....eiiiiiiiiiiiiee ettt e e s st e s n e e e s nre e e s snre e e s sabeeesanneeeesnreeessnnens 4
1.6.0 SCOPE OF the STUAY et e et e e e e e et e e e e e e e s ab b e e e e e e e e abraeeeeeeenseeeeas 4
1.6.1 CoNTENT OF TNE STUAY ..uvviiieie i et e e et e e e e e et b e e e e e e e abbaee e e e e e abraeeeeeeennsrennas 4
1.7 SignificanCe Of the STUAY ....eeeii i e e e e et e e e e e ab e e e e e e e e abraeeeeeeensreenas 5
1.7.1 TO the rESEAICREIS ...ttt eh e e be e sbt e s bt e e nbe e e sae e e sateesbeeenneeenaeeen 5
O 0 Ko o o (o= oY V7= o oY o Y=Y oY SRR 5
1.9 .0 Definition Of KEY TEIMIS....oii e e e et e e e e e ettt e e e e e e e s nbraeeeaeeeanraeeas 7
CHAPTER TWO .ttt ettt ettt et e e e e e e e e e e e e e e s e e s e e e b b s bbb s bee ettt e e e et eeeeaeaaeaesesseessnasannan 9
LITERATURE REVIEW ...ttt ettt e e e e e e e e e e e e e e e e e e s e as bbb beeeee et e e eeeeaaeaeas 9
2.0 INEFOAUCTION 1.ttt et e s st e s e et e s e b et e s ssbe e e e saraeesaareeeeanneneesane 9
2.ATNEOIELICAI FEVIEW ..ttt ettt e s e st e st e st e st e e sabe e s b e e sabeesabeesabeesabeesanes 9
A 1YY Tor Vi oY= T YU UPUP 9



2.2EMPITICAI FEVIBW ...eeiiiiiie ettt e et e e e e ettt e e e e e e esbttaeeeeeeastaaeeaesssanssaeaaeesaanstsnaaessannsnns 10

2.2.1Audit Committees and Quality of Financial Reporting ........ccceeveviieeiiiiiiiiieee e e 10
2.2.2Board Composition and Quality of Financial REpOrting .......cccceecuiieeieiiiiiiieei e 11
2.2.3. Separation of Ownership and Control and Quality of Financial Reporting........ccccccceeevecvveeeeeiicnns 12
2.3 Gaps identified from the [IHErature FEVIEW ........occuiiiiii i e e e e srree e e e e eaaees 14
CHAPTER THREE: ... ettt ettt ettt sttt sab e st e st e st e s et e s et e e s b e e st e e s bt e sabeesareesaneesaneens 15
RESEARCH METHODOLOGY .....eeiiuiieiiiieiiiiesiie ettt sttt st ste e st sit e st e st e st e sabe e saneesaneesmneesaneesmneesareenanis 15
B0 INTFOTUCTION ettt e st s e st e st e st e st e e sar e s b e e st e e sabeesabeesareesaneesaneens 15
S A T ST T o I DT T o TSR 15
I (8 Lo AV A oY 1U] =1 4 o] o FS PR UURU N 15
IR Y- 10 0] o1 LI LT P UUUUPU N 15
YT g Yo [T =4 4 1= o o Yo PSP PPPR 16
R /o1 e] e I - PRSP 16
3.6 Data ColleCtion INSTIUMENT .....ccouiiiiiiie ettt ettt e s sttt e et e e e st e e s sabbeeesabaeeesareeesanreas 17
A - W olo] | =Tt o] g I o o Yol =T [V T4 PR 17
3.8 DAt ANAIY SISt ttiiiii ittt e e e e e e et e e e s ————eeeeeaa——ateeeeaataaeaaeeaaarrreeaeeaaas 17
3.9 Data QUAlitY CONTIOl ..uviiiiiiiiiiieee e e e e e e e st a e e e e e s atbaeeeeeesnaaaeeeeeesnsrseeaeeanas 18
3.9.1 Validity of the research iNSTrUMENTS ......occuiiiiii e e s s e e e e e sans 18
3.9.2 Reliability of the research iNStrUMENTS ........uviiiiiiiciie e e e e e 18
3.10 Ethical CONSIAEIatioNS. ...ccccuviiiiiiiee ittt ettt ettt e e st e s e bt e e sabe e e e sabbeessanbeeesabseeesnreeesanreas 19
CHAPTER FOUR ..ttt e ettt ettt s e e e e e e e et e et babb e s e e e eeeeeetesbs s e e eeeeaeesenensnsannansseaaaans 20
ANALYSIS, DATA PRESENTATION AND INTERPRETATION OF FINDINGS.....ccovtiiiiiieeeeeeeeeeceeeiiicee e 20
v/ 0 Lo} i oTe [FTor i To T W PSPPSR PPPTT 20
o I =T o To T [ - | (= PP PPPPRTRt 20
4.2 Demographic INfOrMaAtioN ......coii i e e e e e e e e e e e e e e s e e e a e e e e e e e eeaaaaaaaaaans 20
v By R C1=T g Vo [=T o) oY o T g [T 0 & PP PP 20
3.2.2 Years served in the Organization ...t e e s e e e e e 21
4.2.3 EAUCALION [@VEL ... .ttt ettt et e e st e e s b e e e s nre e e snre e e e nre e e snreeesaneeas 21
N N oY g ¢ =1 - FoY g I T o T=1 LYY PR 22
4.3.1BoardComposition and Quality of Financial Reporting ..........cceeeeeiiieiii e, 22
4.3.2 Audit Committee and Quality of Financial REPOIrtiNg.......ccovvcuiiiiiiiiiiiiiiee e 22
4.3.3 Separation of Ownership and Control and Quality of Financial Reporting.........cccccovvvviveeeevencninennn. 23

Vi



T T oY I 1 =AY £ USRI 23

4.4.1BoardComposition and Quality of Financial REPOrting ........ccccvveeiiieiiiiiiieee e 23
4.4.2 Audit Committee and Quality of Financial REPOIrting.......ccocccuiviiiiiiiiiiiiee e 24
4.4.3SeparationofOwnershipandControl and Quality of Financial Reporting ........ccccccceveveiciieereeeeccninenn. 24
CHAPTER FIVE: ..ottt ettt ettt ettt et e s e e st e st esat e e s st e e sab e e s et e e st e e sab e e saneesaneesabeesaneesaneesaneens 26
DISCUSSION OF FINDINGS, CONCLUSION, AND RECOMMENDATIONS......ccociiriierieenieenree e 26
5.0, INTFOTUCTION ..ttt ettt e st e st e st e st e s bt e st e esabeesabeesareesaneesaneens 26
5.1.0 Discussion of the StUdY FINAINGS .......vviiiiiiiiiiiiee et et e e st e e e e e aabreee e e esneraeeaeeenas 26
5.1.1 Board Composition and Quality of Financial REporting ..........ceeevveiiiieiiiiiiiiiieee e 26
5.1.2 Audit Committee and Quality of Financial REPOIrting.......cccuvieiiiiiiiiiiiee e 27
5.1.3 Separation of Ownership and Control and Quality of Financial Reporting........cccccccvveeeieviciiveeennnnn. 28
I o] 4Tl [0 1Y (o] PO TP PP URTR PR PPROP 29
5.3 RECOMMENAATIONS ...eeiiiiiieeiiie ettt ettt e st e e s bt e e s s bt e e s sabeeeesabbeeesanbeeesabbeeessbeeesanreas 30
5.4, Limitations Of the STUAY. ..o e e e e s e e e e e e s ssabraeeaeeeas 30
5.5. Areas Of FUMher RESEAICN.....cooo ittt ettt e st e et be e e sabee e sareas 31
F Yo o 1=T o Vo Lo YU PRR 36
FAY oY o= o Lo P B O TUT=E] d o1 Yo =11 o I PRSP 36
FAY oY o= o Lo P L Vo] o [ - T o [PPSR 45
Appendix H1:RESEAICh BUAGEL ....cc.eeeiiiiieiicieee ettt e s e e e e s e e e s e s sabbeeaeeeesnsreeeeas 46
Appendix IV: Krejcie and Morgan(1970) table of sample size determination..........cccceeevvveevieeeccveeeenen. 47
AppPendixX Vi INtrodUCTONY LETEEI ....uviiiiii ittt e e e e e s ree e e s e s snbaaeaeaeesnnsseeeeas 48

vii



LIST OF FIGURES

Figure 1.1 Conceptual framework showing corporate governance on quality of financial

=70 10 1] T [OOSR T SO P TP PRPRUR PRSPPI 6

viii


file:///F:/kiiza%20sarah%20current%20document%20proposal.docx%23_Toc151733965
file:///F:/kiiza%20sarah%20current%20document%20proposal.docx%23_Toc151733965

LIST OF TABLES

Table 3.1 Showing sSampling framMe .........ccoviiiiie e 16
Table 3.2 ShoWINg reliability .........cooiiiiii s 18
Table 4.1 showing gender Of reSPONUENTS.........ccuoiuiiiriiirieeee e 20
Table 4.2 Years served in the organization...........ccccoceiiiiieiii s 21
Table 4.3: showing EAUCAtION LEVEI .........coviiiiiiicc e 21
Table 4.4 showing Correlation analysiS...........coeiieiiiii i 22
Table 4.5 showing Board Composition and Quality of Financial Reporting ...........c.ccocevovvvnnne. 23
Table 4.6 Audit Committee and Quality of Financial Reporting...........ccccoovvvvveieneninesineenn 24

Table 4.7 showing Separation of Ownership and Control and Quality of Financial Reporting... 25



LIST OF ABBREVATIONS AND ACRYONYMS

Bn Billion

CEO Chief executive officer

CVI Content validity index

DMBs Deposit money banks

IT Information technology

LGAs Local government authorities
LGS Local governments

MOLG Ministry of local governments
PDLG Pallisa district local government
Q Quarter

QFR Quality financial reporting
SPSS Statistical package for social sciences
UGX Ugandan shillings




EXECUTIVE SUMMARY

This study examined the effect of corporate governance on quality of in local governments in
Uganda. The study applied a cross sectional research design and quantitative approach. Data was
collected from 140 as a target population with accessible unit of inquiry being 103 respondents
consisting of consisting of accountants, administrators, internal auditors, social workers, legal
officers, IT specialists, public information officers, security personnel, environmental officers
and elected officials. Data was collected using a closed ended questionnaire and statistical
package for social sciences was used for analyzing data from which frequency tables, descriptive
statistics, reliability, validity, correlation and regression results were obtained. The study
findings revealed that there was a positive and significant relationship between board
composition and quality of financial reporting; audit committee and quality of financial
reporting, and also on separation of ownership and control on quality of financial reporting. The
study therefore, recommended that in order to improve the quality of financial reporting, local
governments and other organizations should respect the autonomy of board of directors, should
respect the set audit standards exercised by the audit committee and should also respect the
supervision of the finance staff while conducting out their duties and responsibilities of their

owners by not interfering in their activities.
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CHAPTER ONE
INTRODUCTION
1.0 Introduction

This chapter presents the introduction, background of the study, problem of the statement,
purpose of the study, objectives, research questions, scope of the study, conceptual framework,
and significance of the study and definitions of key terms.

1.1 Background of the study

Financial reporting quality is of concern globally to all stakeholders such as shareholders, lenders
and suppliers and financial misreporting practices are common. For example, Board &
Nederland (2019)Global Economic Crime and Fraud Survey indicates that 49% of financial

reports presented by firms do not meet the quality standard.

Globally, according to the western Australia Annual Report (2023) - Cisco, n.d.)indicates
timeliness and the cost of delays, also remains a concern and more than a quarter of local
government entities still had not finalized their financial reports to an acceptable standard with
39% yet not finalized by the end of 2022.

In Africa, according to the report of the auditor general in Ghana Vision, (2022), the overall
financial impact of weaknesses and irregularities identified in the course of the audit amounted to
GH¢1,412,021,784.33 thus leading to poor quality financial reporting.

In East Africa, Tanzania, according to the annual General Report on the audit of LGAs for the
financial year (CAG, 2020) inconsistencies, material errors, omissions, and misstatements
resulted into modification of opinions to some LGAs where qualified opinions were 53 (29%)

entities’ financial statements.

In Kenya, according to the auditor general report for the national government (Accountability,
2020), the financial statements exhibit significant misstatements with the underlying accounting
records and thus existence of significant disagreement(s) between the financial statements and

the underlying books of accounts and standards.

The picture in Uganda is more pronounced according to the annual report of the auditor general
to parliament The Republic of Uganda Report of the Auditor General (2022)where 28,172
employees in 26 LGs were paid on wrong steps or levels leading to over payments of UGX.2,

1
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