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Abstract

Higher education institutions are presently facing many challenges, ranging from economic and
financial constraints to social and educational issues. Accordingly, sound management and
governance are essential, and this brings the governance model of HEls more in line with business
corporations. This article provides an overview of the state of governance practices at higher
education institutions in South Africa, and an assessment of the corporate governance disclosures in
their annual reports. This was done through a literature review of higher education developments,
including a South African perspective, supported by empirical evidence obtained from assessing the
annual reports of these institutions. The study found that, although most of these institutions are
providing disclosure on their corporate governance structures and practices in line with the
recommendations of the Higher Education Act and King Il, such disclosure is often lacking in detail
and could be improved.
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1. INTRODUCTION

Corporate governance can be described as the system by which entities are directed and
controlled. This definition was formulated by the Cadbury Report on Corporate Governance in the
United Kingdom as far back as 1992 (Cadbury, 1992), and, although refined over the years, the
term corporate governance still remains variously defined (Goedegebuure & Hayden, 2007).
Davis (2005), for example, describes it as the structures, processes and institutions within and
around organisations that allocate power and resource control among participants for which
they will be held accountable. In the context of higher education, corporate governance refers to
all processes and institutions that rule the division and management of power (making
decisions that are binding on others) inside higher education institutions (HEls) and national
university systems (Lazaretti & Tavoletti, 2006).

The higher education environment has become more demanding over the years, resulting in HEls
currently facing many challenges, which include the lack of student preparedness due to
inadequate school education, institutional capacity constraints, increased emphasis on
research, quality assurance expectations, globalisation, rapid development in information
technology, the quest for market orientation and customer centred-operations, increasingly
complex legal environments, funding and resources constraints, as well as the growth in the
local and international providers of private higher education (Council for Higher €ducation
(CHE), 2009a; CHE, 2009b; CHE, 2009c; De Groof, Neave & Svec, 1998; Kezar & Eckel, 2004; Marx,
2007; Mills, 2007; Peterson, 1986; Pope, 2004; Republic of South Africa (RSA), 2007; Salter,&
Tapper, 2002). €ven within such a complex environment public HEls carry substantial economic
weight (Kiipper, 2003) and are fulfilling many occupational roles that involve various
stakeholders.

Traditionally, universities or HEls were governed by means of the collegial model, embodying the
philosophy of self-governance with little or no direct government interference (Harman &
Treadgold, 2007). Over the past few decades there has been a move away from this self-
governance model to a model more closely aligned with business corporations (Lazaretti &
Tavoletti, 2006). The initial paradigm for managing HEls by means of state policy-making and
implementation has now been extended to include a more cooperative method of governing,
where the state and non-state actors participate in mixed networks (Enders, 2004). According
to Mok (2003:119), this movement has changed the role of HEls: they now act less as critics of
society and more as servants responding to the needs of society, being at a crossroads between
the “alleged democracy of a whimsical collegiality and the problematic efficiency of hard-
nosed managerialism”.

Governments throughout the world have thus in recent years sought to achieve alignment of
accountability and control over higher education by delegating to HEls increased authority over
their inputs and resource use, while increasing accountability for outputs and performance
(Hall, Symes & Luescher, 2002). New responsibilities added to HEls require sound management,
effective leadership, and strong governance structures for effective and efficient management
(Geuna & Muscio, 2009; Marx, 2007; Kezar & Eckel, 2004; Bargh, Scott & Smith, 1996).

Annual report disclosure of information on governance is pertinent to investors’ decision-
making as well as stakeholders’ interests (Ponnu & Ramthandin, 2008). Skaerbak (2005)
believes that annual reports lend legitimacy to an organisation, mainly for external readers and
audiences, while Doost (1998) maintains that for HEls such information should be disseminated
to the general public and affected constituents who make judgements in terms of cost and

318 Journal of Economic and Financial Sciences |JEF | October 2011 4(2), pp. 317-332



Barac, Marx & Moloi

service delivery. Steccolini (2004), however, questions whether the annual reports of public
institutions could be regarded as an accountability medium. While supporting the idea that
annual reports should be directed to both internal and external stakeholders, Steccolini (2004)
believes that annual reports as a medium for the accountability of public institutions should be
researched further. In his research on a large Danish business university’s reporting practices,
Skaerbaek (2005) demonstrated that the management of this HEl utilises its annual report not as
information for decision-making, but rather “for impression management purposes”.

Very little research on the governance of HEls in South Africa exists. Marx (2007), benchmarked
the basic governance-regulatory requirements of South African HEls against corporate
governance principles and practices, and concluded that although HEIs’ councils appear to be
well established, their corporate governance disclosures need to be improved. Arnold (2006)
focused attention on the reporting of South African HEls by researching university sustainability
through decision-orientated financial reporting, and found that financial reports constitute the
major medium of financial accountability through which HEls render an account of their
performance in fulfilment of their responsibilities.

2. OBJECTIVES, SCOPE AND LIMITATIONS

The objectives of this article are twofold. Firstly, it provides a brief overview of the state of
governance practices of HEls in South Africa by reviewing international higher education
governance changes and placing these it in the context of current literature on HEls’ governance
developments in South Africa. Secondly, it assesses the corporate governance disclosures in the
2009 annual reports of the 23 public HEls in South Africa against the requirements of the Higher
€ducation Act 101 of 1997 (RSA, 1997), the Regulations of the Act of 2003 and 2007 (RSA, 2003;
2007) and the Implementation Manual for Annual Reporting by Higher €ducation Institutions
issued by the Department of Higher Education and Training under the regulations of the Act
(Department of Education (DOE), 2007).

The study has specific limitations. The assessment is limited to the published annual reports of
the 22 public HEls in South Africa, which had been submitted to the Department of Higher
E€ducation and Training (DoHET) for 2009 (these reports had to be submitted by 30 June 2010).
One public HEl had not submitted its annual report to the DoHET, and was therefore excluded
from the study. Private HEls operating within the South African higher education environment
did not form part of the study, and represent a research area to explore in future. The
justification for limiting this study to the public HEls’ governance disclosures in their submitted
annual reports is that these represent the official reports that HEls are liable to submit to the
DoHET (RSA, 1997). An investigation during the second half of 2010 revealed that the annual
reports of only 11 of the 23 South African HEls were available on their websites and therefore the
researchers’ reviews were limited to the hard copies of the submitted annual reports obtained
directly from the Council of Higher Education in January 2011.

There are also limitations inherent in the contents analysis technique that was used to assess
the annual reports of the 22 South African public HEls. Even though the content analysis
technique has limitations, as noted by Unerman (2000), recent literature still supports content
analysis as an acceptable research method for analysing annual reports, because the technique
is particularly useful for extracting information that is not explicitly presented in a quantified
and structured format, but is implicit in the text (Abeysekera, 2007; Barac & Moloi, 2010;
Brennan & Solomon, 2008; Boesso & Kumar, 2007).
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The remainder of this article is arranged as follows: the next section presents an overview of
recent changes in the governance of HEls, with an emphasis on the South African perspective.
Then the methodology followed in this study is outlined, and this is followed by a section
reporting on the findings that resulted from the assessment of corporate governance disclosures
in the 22 South African public HEIs’ annual reports. In the final section the results are
summarised, and conclusions and recommendations are made.

3. THEORETICAL BACKGROUND

3.1 Recent developments of corporate governance in higher education

HEls are unique entities operating in an ever-changing educational landscape and are faced
with many challenges in meeting their core responsibilities of teaching and research. Daniel
Tarschys, Secretary General of the Council in Europe, described the extraordinary character of
universities as follows: “the university is in origin and to a considerable extent remains, a
mediaeval corporation: that is to say, a private association recognised by the state as pursuing
a public purpose. In practice, European countries, east and west, strive for the difficult balance
between autonomy and accountability” (De Groof et al., 1998).

The importance of sound governance at HEls as a means of realising institutional goals by
regulating their internal affairs accordingly (Salter & Tapper, 2002) has grown over the years
(Kennedy 2003). Bargh et al. (1996) attribute the emphasis placed on higher education
governance during the last number of decades to, firstly, rising activism that has questioned the
legitimacy of university councils and governing bodies, and, secondly, to the pressures of
massification and marketisation, which have tilted the balance of university business away from
‘internal’, essentially academic issues to ‘external’ issues concerning institutional positioning,
mission and even survival.

Vaira (2004) identifies additional factors contributing to the emphasis on HEls’ governance,
namely: the reduction in state endowment, HEls obtaining more institutional, organisational
and financial autonomy, the growing requirement to pursue and improve quality, effectiveness,
efficiency and responsiveness in all the strategic higher education activities as well as increased
socially and politically acountability. Shattock (2004) elaborates on the advances of sound HE|
corporate governance by claiming that it alleviates pressures and improves effectiveness —
contributing to improved performance and reducing the possibility of malpractice or simply
misgovernance.

Initially a traditional or collegial model of governance in higher education was followed,
focusing on self-governance and with little or no direct government interference (except for the
indirect influence of ministerial appointees) (Harman & Treadgold, 2007). Following the
increased expectations of governments, society, students and staff for higher education
(Newby, 2003), the governance in HEls gained more emphasis, resulting in a move away from the
traditional governance model to a model closely aligned with business corporations. This move
largely reflects the belief that the “corporate”-aligned governance model will assure greater
efficiency/transparency and accountability in managing financial and human resources. Henkel
(1997) holds that this move is justified, arguing that higher education is provided largely
through public money, and affects the interests of multiple stakeholders in society. The
academic profession should therefore be called to public account.
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The abovementioned reform initiatives required a commitment to more managerial modes of
operation in HEls and ostensibly led to increased accountability and reporting (Mir & Rahaman,
2003).

3.1.1 International perspective

In an attempt to improve governance in HEls, the higher education landscape worldwide has
been subjected to a continuous process of reorganisation and change over the last number of
decades. Geuna and Muscio (2009) found that these re-organisations started in the United
Kingdom, and spread to €urope, beginning with the Netherlands and the Scandinavian countries,
and more recently to countries such as France and Italy. They found that universities have been
transformed from small, elite institutions, managed by academic peers in a collegial way, into
large multi-task organisations, and that this requires new governance structures to manage all
the tasks and roles of today’s institutions (Geuna & Muscio, 2009).

There is an extensive body of knowledge on the reform of higher education to promote
transparency and accountability. Taylor (2003), for example, explains that the period since 1979
has witnessed radical changes in England’s higher education, including the introduction of new
instruments for accountability and audit, a reduction in government funding and an increasing
diversity of funding sources. The Jarratt Report in 1985 and the Report of the National Advisory
Body of 1987 advanced the idea of a university as a corporate enterprise, stressing the authority
of university councils and the role of the vice-chancellor as chief executive (Middlehurst 2004;
Taylor, 2003; Henkel, 1997).

The idea of a university as a corporate enterprise therefore became well established in England,
where entrepreneurial universities emerged with strong institutional management (Taylor,
2003). This can be ascribed to many factors, such as higher student numbers, the reduction in
dependence on state funding, increased local and international competition, and demanding
customers (Middelhurst, 2004).

The United States higher education system has also been reformed to ensure that it can cope
with new environmental conditions such as constricted state resources, globalisation,
increasing competition from for-profit education providers, the rapid development of
information technology, and the quest for market orientation and ‘customer-centred’
operations (Lazzeretti & Tavoletti, 2006). According to Huisman and Currie (2004), the United
States higher education system has shifted from an internally orientated system of
accountability towards being more externally orientated. It is noted, however, that practices in
the United States vary: for example, some states opt for more centralised organisations, while
others attempt to decentralise their systems (Mills, 2007).

Over recent years, Australian HEls have also moved away from largely collegial to much more
corporate styles of university management (Harman, 2002; Kennedy, 2003). Harman and
Treadgold (2007) ascribe this to the decline in the confidence of the state in the self-governing
models traditionally valued by universities The period between 1986 and 1996, when the number
of enrolled higher education Australian students nearly doubled, led to the establishment of
‘executive-centred governance’ in an HEl system where strong support and incentives were
provided to vice-chancellors to centralise authority and capture internal resources (Considine,
2000). Harman and Treadgold (2007) believe that the role of vice-chancellor becoming more
managerial in nature, similar to that of a chief executive officer (CEQ) in commerce, is a clear
indication of the application of a new managerial governance model in Australian higher
education.
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In Europe there has been a similar trend favouring managerialism over more collegial
approaches to the management of higher education (Kennedy, 2003). De Boer and Goedebuure
(2007), for example, claim that during the mid-eighties Dutch HEls became more autonomous
by embracing the concept of institutional management. This was followed by the introduction of
new legislation in 2006, which encouraged HEls to act as “public entrepreneurs”, where groups
with stakeholder interest in universities should play a more prominent role, thus establishing
horizontal accountability in Dutch higher education (De Boer & Goedebuure, 2007).

According to Belloc (2003) a similar trend is evident in France, where deliberate efforts are
made to improve transparency in higher education, but the process is far from complete.
Although French HEls are moving towards increasing autonomy, they are also subject to more
frequent government monitoring (Huisman & Currie, 2004), which Belloc (2003) regards as “both
excessive and inadequate”. Belloc (2003) advocates increased autonomy for French HEls and a
real system of accountability to ensure management and decision-making accountability and to
assess the ability of HEls to achieve the strategic objectives they have set themselves.

3.1.2  South African perspective

Early HEls in South Africa were based on models from United Kingdom and Scottish universities
(Hall et al., 2002). Over the years these HEls have been subjected to political and socio-cultural
pressures and developments that have played a role in the formation and structuring of the
current South African higher education landscape. Another factor significantly influencing
higher education in South Africa was early dissension as regards the medium of instruction,
which led to a split between English- and Afrikaans-medium universities (Hall et al., 2002).

Hall et al. (2002) note that the language split was followed by sharp divisions along racial and
ethnic lines, with the 36 HEls being divided into sub-categories: four English-medium
universities reserved for white students, six Afrikaans-medium universities reserved for white
students, seven technikons reserved for white students, six universities and five technikons
located in apartheid homelands and reserved for African students, two urban universities and
two technikons reserved for Coloured and Indian students, two “special-purpose” institutions
reserved for black students, and two distance-education providers (Hall et al., 2002:20).

Since 1994, however, the trend has been to realign and reintegrate South African higher
education institutions with their global counterparts, and this trend, in turn, triggered an
avalanche of reports (such as, to name a few, the Green Paper on Higher Education
Transformation, 1996; A Programme for the Transformation of Higher €ducation, 1997; the
Higher Education Act 101 of 1997; the National Plan for Higher E€ducation, 2001; the Regulations
and Manual for Annual Reporting of Higher Education Institutions, 2001, 2003 and 2007; and the
Research and Policy Report on Governance in South African Higher €ducation, 2002) (Marx, 2007;
Wolhurter, Van der Walt, Higgs & Higgs, 2007). According to the CHE (2000) as well as Smout and
Stephenson (2002), the objective with restructuring the higher education landscape was to
achieve an integrated, unified higher education system based on the principles of equity,
democratisation, quality, academic freedom, institutional autonomy, effectiveness and
efficiency. This was further supported by the “The National Plan for Higher Education”; which set
out the purposes of higher education as being: human resource development, high-level skills
training and the production, acquisition and application of new knowledge (CHE, 2009a; CHE,
2010b).

A new government department responsible for higher education, the DoHET, was created by
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Parliament in 2009, and this presented an opportunity for universities to redefine their role and
to look for mechanisms that would support diversity, appropriate governance, funding and
quality assurance (CHE, 2009a). Currently, South Africa’s higher education system consists of 23
public HEls, which according to the CHE (2010a) enrolled 799 490 students (653 398
undergraduate students and 118 622 postgraduate students) and produced 133 241
qualifications at all levels, including 7 514 master’s and 1 182 doctoral degrees in 2008 (CHE,
2010a).

3.2 Governance at South African HEls

The underlying philosophy that HEls are commodities, and that students, society and business
are customers, prevails in South Africa (Grundling & Steynberg, 2008). HEls in South Africa are
regulated by the Higher Education Act 101 of 1997 (RSA, 1997), the Regulations of the Act of
2003 and 2007 (RSA, 2003; 2007) and the Implementation Manual for Annual Reporting by Higher
Education Institutions (hereafter referred to as the reporting manual) issued by the Department
of Education under the regulations of the Act (DOE, 2007).

South African HEls are governed by their respective councils, subject to the Higher Education Act
and their own institutional statute (RSA, 1997). As such, councils are their highest decision-
making body, responsible for the governance, quality, integrity, financial affairs, performance
and reputation of each institution. The council structure is determined by section 27 of the
Higher €ducation Act, with various committees of council elected under section 29 (RSA, 1997).
The Institutional Forum is one of those committees of council that is required in terms of section
31 of the Higher Education Act (RSA,1997) to advise council broadly on issues affecting the
institution. It specifically directs its attention to the areas of implementation of legislation and
national policy; race and gender equity; the selection of candidates for senior management
positions; codes of conduct, mediation and dispute resolution; and the fostering of an
institutional culture (Hall et al., 2002:20). The other committees of council include, inter alia,
audit, remuneration and finance committees (RSA, 1997). A further key governance component
of HEls is the senate, with its subsidiary structures, of which the principal is the faculty boards.
Senate is accountable to council for the academic and research functions of the HEl, and must
further perform other functions delegated to it by council (RSA, 1997; Hall et al., 2002:20). The
Institutional Statute determines that the principal (vice-chancellor and rector) is the CEO of the
HEl and responsible for the day-to-day management and administration of the HEl (Hall et al.,
2002; Marx, 2007; PricewaterhouseCoopers, 2009).

Annual reporting by HEls is governed by the Higher Education Act 101 of 1997 (RSA, 1997), the
Regulations of the Act of 2003 and 2007 (RSA, 1997; 2003; 2007) and the reporting manual (DOE,
2007). The reporting manual’s guidelines are based on King Il (oD, 2002), which in turn requires
disclosure on aspects of boards and directors (meaning council and council members), risk
management, internal audit, integrated sustainability reporting, accounting and auditing, and
compliance and enforcement of laws and regulations (loD, 2002). The manual further requires
specific disclosures regarding the HEl corporate governance of council, including that of the
composition of council and its committees (DOE, 2007; Hall et al., 2002; Marx, 2007). It is also of
interest to note that King Ill, which became effective on 1 March 2010, applies to all entities,
including HEls, and will probably result in a revised reporting manual (loD, 2010).
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4. RESEARCH METHODOLOGY

In order to determine the amount and the extent of information disclosed in each section and to
decide if an HEl has fully disclosed, not disclosed or obscurely disclosed the required corporate
governance information in its annual report, the empirical method known as “content analysis”
was utilised. Further to the discussion in section 2, Berelson (1952), Krippendorff (1980) and
Weber (1990) all agree that content analysis is a systematic, replicable technique for
compressing many words of text into fewer content categories based on explicit rules of coding.
For Ingram and Frazier (1980), the methodology of content analysis involves the selection of
analytical categories within the context of the content material. Stemler (2001) believes that in
order to allow for replication, the content analysis technique can be applied only to data that is
durable in nature. Mouton (2005) agrees with Stemler (2001), and goes on to state that content
analysis is a study that analyses the content of texts or documents such as letters, speeches and
annual reports.

For the purpose of coding the HEls” annual reports, the following guidelines were used.

CONTENT ANALYSIS GUIDELINES

NOT DISCLOSED

Guideline

FULLY DISCLOSED

If the required information is
disclosed under its category
in a paragraph, a few
paragraphs or a full page and
this information contains all
the required information as
well as voluntary disclosures
for that category, the item is

If there is no disclosure at all
of the minimum required
information, the item is
marked as No in the
checklist.

OBSCURELY DISCLOSED

If the minimum required
information is disclosed, but
is not disclosed separately
under its category, and is not
disclosed in detail (i.e. it
appears in one sentence that
does not give adequate
details), the item is marked

marked as Yes in the as Obscure in the checklist.

checklist.

5. RESEARCH FINDINGS AND INTERPRETATION

The research findings present the results of content analyses performed on 22 annual reports,
which were analysed for their disclosure of corporate governance information in their annual
reports. As explained in section 2, one of the 23 public HEls in South Africa is not represented
here, as its annual report was not submitted to the DoHET and thus it is not part of the analyses .

Table 1 shows the categories and disclosed topics (number 1 to 21) relating to the council, its
meetings and members and their responsibilities and roles, which were reviewed during the
content analysis. It revealed that both the name and independence of the chairperson of the
council of the participating HEls were fully disclosed in their annual reports, while none of them
disclosed the fact that the independence of the chairperson of the council is regularly
evaluated, and only one of the participating HEls disclosed background information of the
chairperson or noted that the chairperson’s performance is regularly evaluated by the other
members of council.
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TABLE1: Council, its members, meetings and responsibilities and roles

Nr Category and disclosed item Jes No Obscure Total

Council chairperson

1 Name of chairperson 22 0 0 22

2 Independence of the chairperson 22 0 0 22

3 Background of the chairperson 1 18 3 22

4 Regular evaluation of the independence of the 0 22 0 22
chairperson

5 Chairperson’s performance is evaluated by council 1 21 0 22
members

Other members of council

6 Independent non-executive members 21 1 0 22

7 Executive members 21 1 0 22

8 Student and employee members 20 1 1 22

9 Non-executive members (not independent) 21 1 0 22

10 Qualifications of members of council 4 17 1 22

11 Experience (in years) of members of council 0 20 2 22

12 Regular evaluation of council’s performance 6 16 0 22

13 Formal induction/orientation for members 3 19 0 22

Council meetings

14 Number of meetings 15 6 1 22

15 Attendance of meetings 18 4 0 22

Council roles and responsibilities

16 Council retains full and effective control over the 1 21 0 22
institution

17 Council members have a right to obtain professional 0 22 0 22
advice

18 Council members have a right to retain certain powers 0 22 0 22
to themselves while delegating others

19 Council members consider and assess the going 0 3 19 22
concern status of the HEI

20 Council has unrestricted access to information 0 3 19 22

21 Remuneration of council members 10 12 0 22

Source:  Annual report disclosure

None of the participating HEls disclosed that council members have the right to obtain
professional advice or to retain powers whilst delegating others, and only one of the
participating HEls disclosed that the council retains full and effective control over the HEI.

Of the 21 disclosed topics reviewed, only two instances were identified where the disclosures of
the majority of the participating HEls were regarded as obscure. These related to the disclosures
of councils’ consideration and assessment of the going concern status of their HEls, and the
right of council to have unrestricted access to information.

Given the results displayed in Table 1, it is clear that generally disclosures relating to the
council, its meetings and members and their responsibilities and roles could be improved. In six
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instances (disclosed topics 4, 11, 17, 18, 19 and 20), the disclosures were deemed not to provide
the required information, while in five instances (disclosed topics 3, 5, 10, 13 and 16) fewer than
five participating HEIs fully met the disclosure requirements, bringing the number of disclosed
topics deemed not to be fully compliant to 11 (6+5) of the 21.

TABLE 2: Council committees, internal and external audit, other issues and other governance

structures
Nr Category and disclosed item Jes No Obscure Total
Council committees
1 Audit committee 21 1 0 22
2 Finance committee 19 3 0 22
3 Risk committee 15 7 3 22
4 Human resources committee 19 3 0 22
5 Other committee 18 4 0 22
Internal audit and external audit
6 Existence of an internal audit function 19 3 0 22
7 Internal audit function has unrestricted access to the 18 4 0 22
audit committee
8 Internal audit function is outsourced 7 9 6 22
9 Internal audit function is in-house 6 10 6 22
10 Internal audit function have a clear charter and 9 7 [ 22
mandate
11 Internal auditors collaborate with external auditors 1 18 3 22
12 External auditors have unrestricted access to the 4 4 14 22
council
13 External audit is performed by one of the “big 4” 22 0 0 22
auditing firms
14 External audit is not performed by one of the “big 4” 2 20 0 22
auditing firms
Other issues and other governance structures
15 Environmental issues 2 18 2 22
16 Social issues 12 10 0 22
17 Ethical issues 14 7 1 22
18 Senate 19 3 0 22
19 Institutional Forum 20 2 0 22
20 Reference to King Il 3 19 0 22

Source:  Annual report disclosure

Table 2 shows the categories and disclosed topics (number 1 to 20) relating to the council
committees, internal and external audit, environmental, social and ethical issues, King Il
reference and other governance structures (senate and institutional forum).

All of the participating HEIs made use of one of the “big 4” accounting and auditing firms as
external auditors, and all of them fully disclosed this fact. Two instances were noted where
universities used one of the “big 4” in conjunction with the “other audit firms”. It was further
noted that 14 of the participating HEls obscurely disclosed the fact that their external auditors
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have access to council, and four participating HEls did not disclose the fact at all. Only one of
the participating HEls disclosed fully that its internal auditors could collaborate with its
external auditors.

Taking into account the requirements for full disclosure of the study, it would appear that only
19 of the 22 participating HEls have an internal audit function (and 18 of these 19 HEls disclosed
fully that their internal audit functions have unrestricted access to their audit committees), and
this is performed in-house at six of the participating HEls. This function was outsourced by seven
others, while for six of the HEls such information was obscurely disclosed. The literature supports
the view that both internal and external auditors play important roles in organisational
governance (Archambeault, DeZoort & Holt, 2008:376; Sarens, 2009:2), and annual report users
should be informed of this. Taking the above results of the study into account, it appears that
the importance of both external and internal audit as a governance mechanism has not been
fully disclosed in the annual reports of the participating HEls and could be improved.

In contrast, disclosures about the council committees appeared to be more comprehensive. Only
one of the participating HEls did not fully disclose particulars of its audit committee, while this
was the case for three participating HEls with regard to their finance and human resources
committee. In relation to risk committee disclosures, seven of the participating HEls did not
fully disclose the required information. None of the information disclosed on council
committees was assessed as being obscure.

The disclosure relating to other aspects (environmental, social and ethical issues) and reference
to the impact of the King Ill report varied. The study found that 18 out of the 22 participating
HEls did not disclose information relating to environmental matters, while for social and ethical
matters ten and seven participating HEls refrained from disclosure. Only three participating HEls
fully disclosed that the implications of the King Ill report are being considered. As anticipated
from HEls’ disclosures on the more traditional university governance structures, the senate and
the institutional forum received a great deal of attention in HEIs’ annual reports: for 19 and 20
participating HEls such disclosures were deemed to be fully compliant.

6. CONCLUSION AND AREAS FOR FUTURE RESEARCH

In conclusion, the paper found that the higher education environment has become more
demanding over the years, resulting in HEls currently facing many challenges. This in turn has
given rise to the need for sound management of these institutions and adherence to sound
governance practices, which are becoming increasingly aligned with corporate governance
practices followed in the business environment. The study found that according to the corporate
governance disclosures in the annual reports, HEls in South Africa have established corporate
governance structures that appear to be functioning. Of concern, however, were the findings
that disclosures on such structures often lack detail on the actual practices applied and
corporate governance performance, thus casting doubt on the true state of affairs at these
institutions. Information on the chairperson of the council — his/her independence, background
information, evaluation practices, and rights to obtain professional advice, retain powers or
delegate others — was fully disclosed by a small number of participating HEls in their annual
reports. The importance of internal audit and external audit as governance mechanisms serves
as another example of detailed information not disclosed by nearly all the HEls in their annual
reports.
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The majority of HEls, furthermore, failed to disclose information on environmental matters,
which will form part of the integrated reporting required by King Ill. Only two participating HEls
disclosed in their annual reports that they are considering the implications of King Ill. These
findings indicate that HEIs still have a long way to go to ensure that the requirements of King Ill
will be met in future.

The study was performed prior to the implementation of King Ill, and it is recommended that an
analysis similar to the one undertaken here should be performed after King Il becomes
effective. This should be done to assess the impact of King Il on the corporate governance
practices and disclosures of HEls in South Africa. Another area for future research is to
determine how the values of the academics in South African HEls have been affected by
institutional changes — changes that have resulted in national drives for efficiency and
productivity, and that have triggered the adoption of business-orientated corporate
governance practices.
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