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Abstract: Although the desire and need to assess audit committees’ effectiveness is a growing phenomenon,
there is no single way of evaluating their performance, or to determine if the execution of their mandates is
more/less effective in the public/private sector. The problem is that audit committees have traditionally been
assessed according to a single set of measurements based on members' qualifications and experience, while
ignoring the importance of processes and variables emerging from a 360-degree evaluation. The purpose
of this paper is to determine the effectiveness of audit committee self-evaluation in the South African public
sector when the 360-degree approach is used. This paper draws its understanding of the 360-degree evalua-
tion method's effectiveness from the literature and qualitative methods reviewed. A semi-structured interview
was conducted with individual directors of internal audit and members of their audit committees to obtain
their expert opinions. Both convenience and snowball sampling methods were used to select the participants.
Participants were drawn from the nine Provincial Treasuries and from their audit committees in the public
sector. The paper finds that the 360-degree evaluation method is not being used by the audit committees
of provincial entities as a self-assessment tool, and neither is its use elsewhere fully compliant with National
Treasury's requirements. The results further indicate that the governance structures, management and internal
auditors of these entities are not using the 360-degree evaluation tool to its full potential when assessing the
audit committee’s effectiveness. Therefore, this paper proposes that the National Treasury makes greater effort
to promote the implementation of the 360-degree evaluation approach to audit committee performance, one

that recognises the unique characteristics of public sector audit committees and their stakeholders.
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1. Introduction

Audit committee evaluation using the 360-degree
methodology in the South African public sector is
highly effective and the tool is appropriate for helping
the audit committee members to understand their
strengths and weaknesses in the performance of their
official responsibilities. Much of the successes in the
evaluation of the audit committees is as a result of
effective implementation of the process. However,
implementation has not been uniformly achieved
despite this being an official directive from the National
Treasury (National Treasury, Online). Since the com-
mencement of 360-degree evaluations of ACs in the
public sector, the evaluation criteria have not been
subject to the refinements and updates one would
expect of an intensive, practical tool that is required to
generate reports to be included in the entities' annual
reports (these report are expected to show the audit
committees’ self-assessments and their assessments
by their stakeholders.) Thus, this present study seeks
the views of both AC members and the directors of
internal audit functions in the public sector in order
to provide an up-to-date understanding of the ACs’'

360-degree evaluation process. The discussion was
guided by five (5) questions the researcher deemed
essential to achieving an understanding of the effec-
tive implementation of the 360-degree evaluation
methodology. The questions were:

« What is the overall purpose of the 360-degree
evaluation of audit committees tasked with
oversight of public sector governance;

* Are the audit committees aware of the require-
ment to perform 360-degree evaluations;

+ What are the challenges to the effective imple-
mentation of the 360-degree evaluation process
in the public sector;

+ Doyou think the 360-degree evaluation process
can improve the audit committee’s effective-
ness; and

+ Doyou think the total non-performance of 360-
degree evaluations of audit committees might
lead to internal control deficiencies?
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According to Carless et al. (1998:482), the per-
formance of a 360-degree evaluation helps the
assessment of individual job performances where
the underlying purpose is to achieve sustained
improvement. Thus, the effective performance
of 360-degree evaluations of audit committees
is essential for the effective functioning of audit
committees in the public sector. These evaluations
offer significant opportunities to audit committees
(both as an entity and to its individual members) to
find out how they are performing, how they inter-
act with each other, with management, internal
audit, external audit and with other stakeholders,
and how effective they are when interrogating
audit reports and the reports of other assurance
providers. Although this research was intended to
determine the effectiveness of the audit commit-
tee self-evaluation processes in the South African
public sector (using the 360-degree approach), by
discovering the views of the members of the audit
committees, the entities’ management and their
assurance providers, this became problematic as
many interviewees are still unclear as to what this
approach is, and just as unsure as to how it can be
used effectively. Thus, it can be argued that many
public sector departments are probably not taking
advantage of the insights a 360-degree evaluation
of their audit committees could provide, and as
a result, this tool is not being used effectively
to improve audit committee performance and
functioning in governance. Lepsinger and Lucia
(2009:6) state that the 360-degree evaluation is
synonymous with multi-source feedback. Fleenor
and Prince (1997) observe that the benefits of
360-degree evaluations include that they create a
better picture of how an individual is performing
in predetermined competency areas. When profes-
sionally and sensitively implemented, it is regarded
as areliable tool to assess feedback from multiple
sources (Conine & Leskin, 2016). Despite the fact
that the 360-degree evaluation of audit commit-
tees is mandated and supported by the National
Treasury (2009), (as the custodian of public sector
audit committees) the tool is still underused. For
example, Chopra (2017) identifies some challenges
to the implementation of 360-degree evaluations,
including a lack of knowledge and a failure to
understand the benefits arising from the use of
the tool. When it is used, the feedback solicited
and received from every person affected by the
performance and activities of the process (Chopra,
2017)is superficial and apparently generated with-
out much depth of thought or analysis.

Formal audit committee evaluation is often seen
as an effective means of assessing the quality of
audit committees’ activities and competencies.
The rationale behind the use of the 360-degree
approach is that the collective feedback from vari-
ous stakeholders (including management, internal
audit and the audit committee itself), can be more
effectively used to demand accountability from
providers of assurance oversight. As an aside, at
present there is no officially sanctioned alternative
method by which to gain an insight into how audit
committees are performing and whether they are
adding value to the South African public sector enti-
ties they serve. Therefore, the objective of this study
is to determine the effectiveness of the audit com-
mittee self-evaluation process in the South African
public sector using the 360-degree approach. In
pursuit of this objective, semi-structured interviews
were conducted with directors of internal audit
and members of the audit committees in selected
public sector entities, to obtain their expert opin-
ion. This paper is structured as follows: The next
section provides a background understanding of
the 360-degree evaluation process, and discusses
the relevant literature. Section 3 describes the data
collection process and the research method. In sec-
tion 4, the data emerging from the interviews is
analysed. Finally, section 5 offers conclusions drawn
from the analysis of the data.

2. Literature Review

According to Lepsinger and Lucia (2009), the his-
tory of 360-degree feedback begins in the early
1950s, where it was used by the German military
to gather feedback from multiple sources in order
to evaluate officers’ performance during World
War Il. The growing popularity of 360-degree feed-
back gained momentum to the extent that it is
now routinely used to obtain feedback to deter-
mine competence levels (Liang et al., 2017) and to
assess performance improvement (Campion et al.,
2015). Thus, organisations and professional asso-
ciations rapidly came to understand and embrace
the concept as a performance measurement tool
(Humphrey, 2017). From a management point of
view, giving feedback is not an unusual exercise
or a new practice (McCombs, 2014). The objective
of the 360-degree evaluation (in South Africa’s
public sector entities) is to gain insight into how
audit committees fulfil their oversight roles with
respect to the public financial reporting process,
and the internal control systems, internal audit
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function, business risk areas, and compliance with
laws and regulatory provisions. This paper thus
investigates the effectiveness of audit commit-
tees' use of the 360-degree feedback approach.
While National Treasury requires that the effec-
tiveness of the audit committees be evaluated
(National Treasury, 2009), using the 360-degree
approach, the question remains inconclusively
answered as to whether their use of this approach
generates an accurate reflection of the actual sit-
uation, and whether the information about the
audit committee’s independence and understand-
ing of business risks is accurate. Of course, the
audit committee's mandate is prescribed in the
entity’'s audit charter, and any evaluation is likely
to contain a subjective element. Thus, it is difficult
to compare the individual perceptions of the audit
committee’s overall performance, and generate a
cohesive view that can be measured against the
audit charter. Hence, as is argued in this paper,
at any given level of collective evaluation, there
is a likelihood that the individual evaluations
will range from significantly less-than-satisfied
through to ecstatically satisfied with performance.
The purpose of an audit committee assessment
is to provide audit committee members with
insight into the effectiveness of the audit com-
mittee as a collective, and themselves individually,
and thus to identify areas in need of improve-
ment (Deloitte, 2013). According to Treasury, this
assessment must occur annually. The assessment
instruction must set out a clear set of objectives
and key performance indicators for the audit
committees in respect of their responsibilities
(National Treasury, Online). In South Africa, King
[l recommends that the board should regularly
review and assess its own effectiveness by means
of a self-assessment. This self-assessment should
be of the board as a whole, and each of its com-
mittees, and the contributions of each individual
director (I0OD, 2002). Thus, in similar vein, the work
of the audit committee should be evaluated by
the audit committee itself, the accounting officer,
the external auditors and the internal auditors
(National Treasury, Online).

The 360-degree evaluation of audit committees
has not been widely welcomed across public
sector organisations: despite this resistance there
is increasing demand that governance structures
should be evaluated. Little has been described in the
literature about the relative importance (or effec-
tiveness) of doing the 360-degree evaluations of

audit committees in the South African public sector.
In addition, and adding significantly to the chal-
lenges of implementing the 360-degree evaluation
process in the public sector, is the fact that there is
a notable lack of compliance monitoring tools ema-
nating from National Treasury. Thus, this paper is
necessarily based on the premise that 360-degree
evaluations of audit committees can be focused on
assessing their technical competencies and leader-
ship skills. This premise notwithstanding, the fact
is that the audit committee composition, its collec-
tive and individual understanding of business risks,
processes and procedures in the areas of risk man-
agement, internal control, financial reporting and
governance can also be subject to improvement by
including them in the 360-degree assessment, and
this would thus create an enhanced self-awareness
of the performance of the activities of the audit
committees in the public sector. See Table 1 on the
following page.

ACs in the public sector environment are expected
to use the 360-degree assessment feedback and
evaluation in order to get a better understanding
of their strengths and weaknesses. Such feedback
provides them with useful results in the areas where
they are under-performing.

3. Research Methods

Qualitative research is a research methodology that
analyses information gathered through the study of
language and behaviour in natural settings (Berkwits
& Inui, 1998). Hence, qualitative research is often
used in situations where new ideas are developing
(Creswell & Poth, 2017). In the present study, the
qualitative research approach was used to capture
information about opinions and motivations that
underlie the participants’ perceptions of the audit
committee members and the directors of their
internal audit functions. In following a qualitative
research method to dive deeper into the research
problem, this study used a semi-structured interview
format, conducted with two audit committee mem-
bers and two directors of internal audit functions at
two unrelated government entities. The interviews
were conducted at the National Treasury's offices
in Pretoria. Semi-structure interviews can provide
reliable and comparable qualitative data (Creswell &
Poth, 2017) which means that the data collected can
be subjected to a certain amount of statistical anal-
ysis. With this in mind, the researcher contacted the
research participants to personally invite them to
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Table 1: 360-Degree Assessment

Evaluation Area:

Composition
and Quality

According to Wang et al., (2016), audit committee composition should include someone
with financial and accounting expertise whose specialist skills can prevent managers
from manipulating accounting estimates or applying inappropriate accounting
methods, thereby minimising the risk of material misstatementin financial statements.
For example, when Kim et al., (2016) examined the impact of changes in audit committee
attributes on financial expertise, size, and independence on firms' audit inputs and
financial reporting quality and found that more independent, and more competent
audit committees are better able to detect misstatements and/or deter opportunistic
reporting by management, independent of the audit quality.

Introspection

Be introspective (AICPA, 2009). Evaluate the audit committee’s performance by asking
specific questions about the impact it has had on the organization, and mostimportantly,
its financial reporting process, the annual audit, the relationship with the internal and
independent auditors, members of management and elected officials (AICPA, 2009).

Understanding
Business and Risks

Auditors should assist the ACs to understand their responsibilities and to follow best
practices (McMullen & Raghunandan, 1996).

Comprehensive

Conduct 360-degree evaluations of all audit committee members and the committee
chair. The chair should consider the result of the audit committee members’ evaluations
of each other in the context of the chair's evaluation of the members (Limpopo
Provincial Treasury, 2015/16). The chair should consider whether any members of the
committee should be rotated off the committee; this should be done in consultation
with the representative of the governing body or the equivalent official. The members’
attendance record and level of participation should be considered during this process
(AICPA, 2009).

Oversight of
Internal and
External auditors

Dobija (2015) asserts that an AC is an effective tool of oversight for financial reporting
and external auditors.

and Procedure

Performance Ask the chief audit executive, chief financial officer, chief executive officer, and

improvement independent auditor for comments on the performance of the audit committee (AICPA,
2009).

Process The audit committee chairperson should be considered a key actor in the AC process

and procedures with respect to the contribution, power and influence over the role of
the audit committee (Compernolle & Richard, 2017).

Competency

Lisicetal., (2016) suggest thata more independent and expert audit committee is needed.
Therefore, audit committees should be evaluated on the baseline of competency and
performance (Bolton, 2014).

Communication

Audit committee should have direct communication channels with auditors
(Scarbrough, et al., 1998). Thus, the establishment of the audit committee is to ensure
continuous communication between external auditors and internal auditors, where the
committee meets regularly with the auditors to review financial statements and audit
processes.

Leadership

The members should talk about the performance of the committee chair. If the members
collectively agree that the committee chair is not performing at the level needed, the
members should bring their concerns to the attention of the chair of the governing body
or equivalent official (AICPA (2009); Limpopo Provincial Treasury (2015/16).

Source: AICPA (2009); Limpopo Provincial Treasury (2015/16)

participate in the study. The standard pre-research
interview protocols were followed by the researcher
during which the nature and scope of the research
were discussed with the participants. The question-
naire comprised five (5) questions. The interviews
lasted approximately 35 minutes, were conducted
in English, and were subsequently transcribed by
the researcher.

4. Findings and Discussion

This section presents the research findings that
emerged from the analysis of the interviews.
Participants were requested to provide their opin-
ions on the use of the 360-degree evaluation process
on their audit committees, all of which function in
the South African public sector.
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4.1 Overall Purpose of the 360-Degree
Evaluation Process on Audit Committees
in the Public Sector Governance

According to participant 1:

"The overall purpose of the 360 degree evalu-
ation is to establish the level of the following:
independence of the AC and correct capacitation;
understanding the business of the entity the AC
oversees; performance of AC in general; and AC
execution of its mandate as per paragraph 3.1.10
of the Treasury Regulations".

In their study of 360-degree assessment of manage-
ment competency, Liang et al. (2017), discover that
the 360-degree competency assessments could be
used to identify the strengths and weaknesses of
service providers at an individual level, team level
and organisational level. Hence, the above meas-
urements set forth by the AICPA (2009) are aligned
to the findings presented by Liang et al. (2017).

4.2 Audit Committees’ Awareness of
360-Degree Evaluations

Participants 2 and 3 had this to say:

"AC's are well aware of the 360 evaluations; the
challenge might be the ability to interpret the
outcomes of the evaluations and to implement cor-
rective action where shortcomings are identified.
In cases where they are not aware, management
is to be blamed as they should have introduced
the tool to AC as management is also required to
perform the assessment".

This view corresponds with that of Rao and Rao
(2014), who state that the effective use of 360-
degree evaluation requires the right attitude. This
implies that the 360-degree process’ feedback will
only help those who want to make constructive use
of the information, be they an individual audit com-
mittee member or a group/committee as a whole.
With the right attitude this evaluation process helps
them to recognise their strengths and the areas
needing improvement while also enhancing general
awareness through this communication process.
Effectively, an awareness of the reasons for and
administrative processes driving the assessment
will enable the audit committee to understand any
new areas identified in the process, thus enabling
them to make meaningful changes.

4.3 Challenges to Effective Implementation
of the 360-Degree Evaluation System in the
Public Sector

Participant 3 said the following;:

"The biggest challenge identified is the understand-
ing of the tool. Currently in a shared AC structure
like Limpopo, on one item you will find different
answers to a question, which is odd as the charter
and structure for the entire clusters is one [i.e. there
is a single charter for the entire cluster of depart-
ments]. Further to that is [that] members of AC don't
take time to familiarise themselves with the business
ofthe departments. Of course, in my view, [the pro-
vision of] workshop or induction could assist here.
Non-performance in terms of paragraph 3(c) [of the
Treasury Regulations], also leads to inconsistent
reporting on the tool".

As demand continues to grow for improvements
in effective governance (and despite the fact
stated above that audit committees "do not take
time to familiarise themselves with the business
of the department”, Vukotich (2014:30) states that
the most common "mistakes and misuses of 360
feedback are often made in its implementation
and use". However, Humphrey (2017) maintains
that the 360-degree feedback process is one of the
assessments used to foster leadership capability.
Thus, the effective implementation of a 360-degree
feedback system can be seen and used as a strat-
egy to improve effective governance and improve
efforts to achieve the entity’s goals.

What would the positive outcomes be if the 360-
degree evaluation process were successfully
implemented? It is axiomatic that feedback is
essential if the performance of the audit commit-
teeis toimprove. Thus, the results of a 360-degree
assessment, if offered and received sincerely, pro-
vide extra impetus to the process of improvement.
Hence, within the context of the audit committee
evaluation, 360-degree feedback could be used
to obtain and assess performance information on
the chairperson of the audit committee and on
that of individual member. Regarding feedback
performance, Rasheed et al. (2015) indicate the
existence of direct associations between feed-
back use, accountability, self-efficacy and social
awareness and performance, as well as indirect
relationships manifesting as satisfaction with the
feedback.
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Hence, as Participant 4 asserts:

"Before the tool isimplemented, AC members, internal
auditand management should be taken through all the
aspects of the tool - meaning [they should be shown]
what is expected of them to do with the evaluation".

While Participant 5 recognises that:

"this is evident from inputs received from the stake-
holders as in [in] certain situations, their inputs differ
significantly."

Hence, as Participant 1 confirms:

"the tool can also be utilised to define the objectives or
focus areas of the AC during the year. Forexample, that
kind of effort can direct the department to achieving
positive audit opinion".

4.4 The Ability of the 360-Degree Evaluation to
Improve the Audit Committee’s Effectiveness

In response to this question, Participant 4 said:

"Yes, it can, if proper care is taken from the onset, when
itis introduced, and further if it is utilised to inform the
annual work schedule of AC".

Audit committee effectiveness is evaluated in terms
of demonstrated independence (Sun et al., 2014), and
other key characteristic such as financial expertise and
an understanding of financial controls (Lisic et al., 2016).
Hegazy and Stafford (2016) point out that there is a
developing understanding and growing competence
within the ACin terms of their assurance which can only
improve as the roles and responsibilities of the audit
committee are sympathetically evaluated in terms of
the audit committee’s charter (National Treasury, 2009)

4.5 The Ability of [The Absence] of 360-Degree
Evaluation of Audit Committees to Lead to
Internal Control Deficiencies.

Finally, Participant 3 asserted:

"Not really, as paragraph 3.1.10 of the Treasury
Regulations is also in place to mitigate the non-avail-
ability of the tool".

Participant 1 shared a similar view, affirming that:

"taking into accountthat the AG also conduct quarterly
key control exercises, the risk is manageable".

According to Alzeban and Sawan (2015), the AC is
charged with the responsibility of reviewing public
sector financial information and with facilitating the
work of both the internal audit function and the
external auditors. It does so by monitoring the work
performed by the internal auditors with respect to
compliance with rules and regulations, and that per-
formed by the external auditors on financial controls
and reporting.

5. Conclusion and Recommendations

A significant body of research literature has emerged
in recent years, in which the various aspects of the
360-degree evaluation process have been investigated,
but there are still notable gaps. Thus, a better under-
standing of the 360-degree evaluation processes as
an underlying aspect of what makes an AC effective
will see the tool itself improve and thus participate in
improving the efficacy of the AC in the public sector.
Based on the semi-structured interviews conducted to
address this study’s problem statement, it can be con-
cluded that the participating internal audit directors
view the use of 360-degree evaluation as an effective
tool to improve the performance of the audit com-
mittees in the public sector environment. This paper
has also identified difficulties in the implementation of
the evaluation process. The key difficulties are the fail-
ure to implement the evaluation process and, where
it is used, there is inconsistency in the organisation’s
compliance with Treasury’s protocols on the use of
360-degree evaluations of the audit committees in the
South African public sector. The 360-degree evaluation
of audit committees was first recommended in the
King Il Report on corporate governance in 2002, and
subsequently adopted by the South African National
Treasury to enhance the effectiveness of audit com-
mittees in the public sector. Now, some sixteen years
later, it should be actively promoted to enable the audit
committees in the public sector to identify, understand
and enhance their strengths and to address their
weaknesses more effectively.
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