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Abstract
The study examined the relationship between Corporate Governance and
Financial Performance in four Public Universities in Uganda. The study
was prompted by Institutional turbulences as a result of adhoc policy and
decision making processes and poor financial performance of Public
Universities.
A cross sectional and correlational study was conducted in four public
Universities in Uganda. Statistical Package for Social Scientists (SPSS)
was used so as to work out Correlation Coefficient and Multiple
Regression Analysis. These determine the magnitude of the relationship
and prediction of financial performance respectively.
The findings revealed that corporate governance variables namely; board
size, had a negative effect on financial performance while policy and
decision making had a significant positive relationship with financial
performance. Corporate Governance had a significant positive relationship
with board roles, board roles had a significant positive relationship with
board effectiveness, and contingency had a significant positive relationship
with board roles and effectiveness. There is need for Public Universities to
formulate policies and make decisions that can stand test of time.
Constitute manageable Council and Senate committees, understand their
roles, manage contingency and improve on board effectiveness to realize
improved financial performance.
Background of the study
Corporate Governance has come to mean many things. Traditionally
and at a fundamental level, the concept refers to corporate decision making
and control, particularly the structure of the board and its working
procedures. Hermes, (2004). Jenifer, (2002) defines Corporate Governance
as a set of interlocking rules by which corporations, shareholders and
management govern their behaviour. In each country, this is a combination
of a legal system that sets some common standards of governance and
systems of behaviour

Corporate Governance scandals and accounting failures such as
Maxwell in the UK and Enron in the US have been dominating business
debates during the last decade. An increasing and ethical problems are
recognized as symptoms of failing Corporate Governance and systems of
accountability and control in publicly quoted firms Igor, (2004).
The governing boards /University councils monitor and control
performance of Universities and other Tertiary Institutions as stipulated by
Act 200land an amendment Act 2003. The creation of a board of Directors
is to monitor the performance of the firm Kosnik (1987 and 1990) and
American Law Institute, (1982). It is, therefore predicted that if the Board
performs its duties effectively, the value of the firm is predicted to increase
and the wealth of shareholders would be enhanced accordingly.
According to Kyambogo University strategic plan 2006/07 a number of
polices were approved by council that includes restructuring of staff,
appointments, salaries and benefits. These have caused academic staff
unrest at Kyambogo University. The academic staff took the issue to courts
of Law, which courts ruled in favour of the academic staff and ordered
management of Kyambogo University to reverse the earlier decision on
appointment letters.
Makerere University council approved a new fees structure for the
academic year 2005/2006 which was in the Makerere University strategic
plan 2005/06 which caused public outcry and Government had to intervene
and stopped the increment in fees. Mbarara University of Science and
Technology has a debt of Shs 420 million as compensation to former
owners of University Inn buildings since 1989 which the University
Council and Top management have failed to settle and instead continue to
appeal to Government for their rescue (MUST Annual Financial reports
1990 - 2005). The University is under threat to be sued, University Council
and Top management by now could have put up measures to generate funds
to clear the debt, therefore the continued indebtedness may cripple the
financial performance of the University and may also retard the
institutional life cycle. Gulu University Academic Staff had a sit down
strike protesting non-payment of Salary Arrears and non remittance to
NSSF (NSSF Annual Reports 2005-2006) and URA (URA Annual financial
reports 2005-2006) monies deducted from their salaries. Public
Universities continue to experience low revenue collections that do not
match the expenditure figures Financial Reports 2004/5 - 2005/6 of the four
Universities.
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The question that remains to be answered is: Do councils function
effectively in setting up appropriate policies, decision making and
monitoring the performance of public Universities? Therefore there is need
to investigate the institutions' financia74 Tc( financia) d 42inanciStatemeTc(g) Tj1.t 74 T3008 Tc(

Related Literature
Corporate Governance and financial performance
Gedajlovic et al., (2004) extend an agency perspective on governance
to suggest that particular blend of incentives, authority relations and norms
of legitimacy in founder firms interacts with the external environment to
affect the nature and pace of learning and capability development.
Zahra and Filatochev, (2004) argues that corporate governance systems
and organizational learning are independent, and in some cases may
substitute or complement each other. Prior research has investigated the
emergence of corporate governance in developing economies in the context
of corporate governance reforms in Africa, Rwegasira, (2000).
Krambia and Psaros (2006) investigated the implementation of
Corporate Governance principles in an emerging economy of Cyprus and
the findings indicated only a minimal impact unless it is supported by other
initiatives. Further noted that Cyprus was making serious endeavors to
improve the corporate governance of its listed companies. A number of
mechanisms have been suggested, such as removing senior managers in
poorly performing firms Palepu, (1986), Morch, Shleifer and Vishney,
1988, 1989); demanding cash flow payments in the form of debt service
Jensen, 1986); and linking executive compensation to performance,
including equity and options Jensen, (1986). Masibo, (2005) researched on
Board Governance and firm performance of selected state owned
corporations and in listed organizations on Uganda Securities Exchange,
obtained a positive direct and indirect link between Board Governance and
Firm Performance through Board Effectiveness. Piesses, (2005 & 1999),
carried out empirical research on Corporate Governance and firm
performance in an international perspective and obtained conflicting results
on the link between Corporate Governance and Firm performance.
Research design
The current study used cross sectional and analytical research designs.
These research designs were used to collect a snap shot of data and analysis
of the relationships between study variables.
The study population size of 221 constituted 91 council and 130 senate
members of 4 public Universities namely; Makerere University, Mbarara
University of Science and Technology, Kyambogo University and Gulu
University. The unit of analysis was Universities.
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A sample size of 142 council members and senate members was used
as determined from Krejcie and Morgan (1970) table. Proportionate
stratified and simple random sampling designs was used to select the
sample of 142 members.
Questionnaires and abstraction methods were used in collecting data.
Semi structured questionnaires were used to collect primary data directly
from the field. Abstraction method was used to collect secondary data from
financial reports. Content validity index (CVI) indicated CVI's of 0.6974
and 0.5789. This showed that questions were relevant to the study
variables. The reliability tests performed indicated alpha coefficients for all
variables above 0.60.
Primary and secondary data was coded, edited and analyzed using the
Statistical Package for Social Sciences (SPSS) version 10. Normality tests,
multi-collinearity tests and model specification tests were performed.
Spearman correlation was used to measure the relationship between
Corporate Governance, board roles, board effectiveness and performance.
Multiple regression was used to predict financial performance of public
Universities in Uganda.
Corporate Governance,

Multiple regression analysis was used to predict the financial performance
of public Universities as shown in the regression model table 3 below;
Table 3: Regression model for Corporate Governance, board roles,
contingence, board effectiveness and financial performance.
Model

Unstandardized
coefficients
B
Std. Error
1.692
0.213
-0.456
0.165
0.455
0.233
0.651
0.057

Standardized
coefficients
Beta

T
Sig
2.324
0.000
Constant
-0.472
0.000
-4.054
Board size
0.000
Board roles
0.352
3.167
0.000
Board
0.543
4.498
effectiveness
Policy &
0.420
0.363
3.267
0.000
0.431
decision
making
Contingency
0.562
0.000
0.213
0.431
3.687
R- Square = 0.490, Adjusted R- square = 0.484, F= 4.400, Sig = 0.000
Financial performance was significantly explained by Corporate
Governance, board roles, contingence and board effectiveness.
The multiple regression model indicated that 48.4% of the financial
performance of public Universities was contributed by Corporate
governance, board roles, contingence and board effectiveness. Board
effectiveness contributed more to financial performance followed by
contingence, policy and decision making and board roles. However board
size had a negative effect on the financial performance of public
Universities. Also Significant positive relationship was obtained between
Corporate Governance and board roles.
Above results are consistent with Bonn et al., (2004) whose findings
showed a negative relationship between board size and performance of
Japanese firms. Results above are consistent with Masibo,(2005) who
established that good Governance, board effectiveness and board process
positively explained firm performance and also found out that increase in
board size reduces on the firm performance. Furthermore, the results are in
line with Gavin and Geoffrey, (2004) who established that corporate
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governance, board roles, contingency and board effectiveness led to
improved firm performance. Gavin and Geoffrey, (2004) widely accepted
that advice and counsel is important to Top management in serving the
interests of the institution and this was supported by Lorsch and Maclever,
(1989).
Conclusions
Corporate Governance positively contributes to financial performance of
public Universities through board roles, contingence and board
effectiveness.
Recommendations
There is need to review the membership of council and senate to avoid
having large boards.
On the effect of policy and decision making on board roles, it is
recommended that council and senate should set up policies that can stand
the test of time whereby different view points, ideas and opinions from all
the stakeholders are considered, should avoid rubberstamping of top
management's recommendations on policy issues. Set measurable
objectives that permit monitoring and control of public University
performance this can be achieved through discussing thoroughly their
strategic plans. Council members of the University must formerly evaluate
the performance of the top University executives.
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