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AB TRACT 

Corporate go\ emance b about puning in place the 5tructurc. processe. and 

mechanisms by \\hich business and atTairs of the company or tim1 are directed and 

managed. in order to enhance long term hare holder \ aluc through accountability of 

managers and enhancing firm perfom1ance. In other \\Ords. through such structure. 

processes and mechanisms. the well-known agency problem - the separation of 

ownership (b) shareholders) and control (by managers) ,.,.hich gives rise to conflict of 

interests within a firm may be addressed such that the interests of the managers are 

more aligned with those of shareholders. 

The research objectives \\ere to establish \\hether the NSE listed companies in Ken}a 

compl} \o\ith the disclosure requirements of CMA guidelines on corporate governance 

practices. To establish whether the NSE listed companies disclose non-compliance 

with the CMA guidelines on corporate governance and also to establish whether and 

what NSE listed companies provide as extra information on corporate governance 

than required b} the CMA guidel ines. This study is an analysis of published corporate 

governance information in the annual reports of the NSE listed companies in Kenya, 

based on the Capital Markets Authority's corporate governance disclosure 

requirements. 

This study is an anal}sis of published corporate governance information in the annual 

reports of the NSE listed companies in Kenya, based on the Capital Markets 

Authority's corporate governance disclosure requirements. The population of the 

study was all companies quoted at the Nairobi Stock Exchange. Data and evidence 

collection was based on an analysis of secondary data which was obtained from 

annual accounts and reports of the NSE listed companies for the year 20 l O.The data 
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\\as anal}~ed per sector and tabulated from the data colk-ction fonns \\hereby the rate 

of compliance was calculated. The extra corporate go.,:emance information disclosed 

,.,..as grouped to \arlOUS categories Findings arc presented in fonn of tables. graphs, 

chans and briefnarrati\es 

The stud) established that majority of the l\Sl· listed companies adhere to the CMA 

disclosure requirements on corporate go\emance. It also established that the NSE 

listed companies report on many diverse areas of corporate governance practice 

beside the CMA disclosure requirements. 

The guidelines on corporate governance practices by public listed companies in 

Kenya were issued by the Capital Markets Authority in 2002.They should be 

reviewed since the companies declare compliance with them and are obviously 

outdated. This is more so because the operating environment has changed 

significantly. The statutory laws have also changed. for example there is a new 

constitution, and the Companies Act was reviewed. The Capital markets Authority 

should also advance its regulation on the listed companies so as to avoid corporate 

collapse and scandals. 
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1.1 Background of the tudy 

Corporate go,emance b ho'' emitie:, are directed nnd controlled. According to 

Cadbul") ( 1992) it's about putting in place the set of procc:>sc~. customs. policies. 

laws. and institutions affecting the way a corporation (or company) is directed, 

administered or controlled An imponant theme of corporate governance is the nature 

and extent of accountability of particular individuals in the organization, and 

mechanisms that tl) to reduce or eliminate the principle-agent problem Bowen 

(20 I O).Corporate go' emance also mcludes the relationships among the many 

stakeholders imolved and the goals for '"hich the corporation IS governed Tncker 

(2009).1n contemporary busmess corporations, the main external stakeholder groups 

are shareholders. debt holders ,trade creditors, supphers. customers and commumties 

affected b} the corporation's activities. Internal stakeholders are the board of 

directors, executives. and other employees (OECD. 2004). 

There has been renewed interest in the corporate governance practices of modem 

corporations since 200 I. particular)} due to the high profile collapses of a number of 

large corporations. most of \\ hich invohed accounting fraud. Corporate scandals of 

various forms have maintained public and political interest in the regulation of 

corporate governance. In the U.S., these include Enron Corporation and MCI Inc. 

(formerly WorldCom).Their demise is associated with the U.S federal government 

passing the Sarbanes-Oxley Act in 2002. intending to restore public confidence in 

corporate governance. Comparable failures in Australia (Jill I, One. Tel) are 

associated with the eventual passage of the CLERP 9 reforms. Similar corporate 

failures in other countries stimulated increased regulatory Interest (e.g. Parmalat in 



hal) ).In 2002 Capital tarkcts Authorit) (CMA). i ued guideline on corporate 

go~ernancc practice b} public listed companie in Ken)n. The objccti\e wus to 

strengthen corporate go\cmancc practice b) li ted companies in Kcn)a and to 

promote tht: standard of elf-regulation so as to bring the lc,el of go\emance in line 

''ith international trend . 

1.1.1 Corporate Governance 

Corporate governance has become a subject of heightened importance and attention in 

government pohC) circles, academia, and the popular press throughout the world. 

Various reasons explain the current prominence of what many persons might 

othemise consider an arcane and technical topic. The recent financial scandals 

affecting major American firms. such as Enron. WorldCom, and Arthur Andersen, 

and the resulting loss of confidence b} the invesung public in the stock market ha\e 

led to dramatic declmes in share prices and substantial financial losses to millions of 

individual investors. Both the public and the experts have identified failed corporate 

governance as a principal cause of these scandals. Since half of all adults m the 

United States own stock either directly or indirectly, corporate governance reform has 

become a highly charged politicaJ issue. The American Congress rapidly responded 

by passing the Sarbanes-Oxle} Act of 2002, which the New York Stock Exchange 

quick!) follov.ed by adopting sweeping new rules for listed corporations. thereby 

effecting the most significant reform in U. S. corporate governance since the creation 

of the country's securities regulation regime in the 1930's. Viewing the situation m 

the United States \\ith alarm. European countries, mindful of earlier financiaJ scandals 

of their own, are examining their own systems of corporate governance in an effort to 

guard against similar abuses (Currall & Epstein, 2003). 

Cadbury (1992) defined corporate governance as the system by which companies are 

directed and controlled. Corporate governance is the way in which the affairs of the 
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corpomtion are handled b) corporate boards nnd officers. Hampel ( 1998) obsen es 

that good go' emance en. ures that constituent (stakeholders) Ytith a relc\•ant interest 

in the compan) • businc~s are fuJI) taken into account. 

In broad tenns. corporate governance refers to the proce es b) Ythich organizations 

are directed. controlled and held accountable. It encompasses authorit). 

accountability, ste\\ardship. leadership, direction and control exercised in 

organizations. Corporate governance is a concept that is currently receiving a great 

deal of attention y,.orJdwide in both private and public sectors (PSCGI, 2002). Recent 

developments have mainl) been influenced by spectacular corporate collapses in the 

Umted States of America (USA) and Britain caused by fraud and mismanagement. 

There has also been repeated failure of the public sector in many countries of the 

world. Whereas most discussions have centered on public limited companies. 

corporate governance IS a problem in all types of organizations (Ngum1. 2008). 

Macey and 0' Hara (200 I) observe that the intellectual debate in corporate 

governance has focused on two very different issues; whether corporate governance 

should focus exclusively on protecting the interests of equity claimants in the 

corporation or whether corporate governance should instead expand its focus to deal 

with problems of other groups like stakeholders or non-stakeholders. In addition. they 

state that the dominant model of corporate governance in law and economics is that 

the corporation is a "complex set of explicit and implicit contracts'' meaning one 

should 'ie,.., the corporation as nothing than a set of contractual arrangements among 

the various claimants to the products and earnings generated b}' the business. The 

group of claimants include not only shareholders. but also creditors, employee

managers. the local communities in which the firm operates; suppliers and customers. 
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It b C\ ident that our continued pro!)pcrit) a nation • communitie • and C\ en as 

dignified indh idual • b clo el) linked "ith our abilit) to create. strengthen and 

maintain protitnble. compctithe and sustainable enterprise . The viable. competitive 

and sustainable modem enterprise requires an organi:t.ation of basic resources (capital. 

material and human) concentrated in large aggregations gi-. ing the men and women 

entrusted to run those enterpnses pov•er over people. resources etc. such that their 

decisions ha\e great impact upon the societ). the very lhes of entire communities and 

can shape the future of nations. To achieve their objecti\CS and effectively discharge 

their responsibilities. corporations must ha\e quality and effective leadership wh1ch is 

responsive. transparent and accountable and '"hich has the focused intelligence to 

acquire and appl} knowledge and know-how for the production and creation of 

v.·ealth. Good corporate governance is thus the lifeblood of a prosperous societ). In 

targeting directors. corporate governance focuses on their competitive performance 

and the importance of their abiding b) the highest standards of fiduciary management 

in order to assure wealth creation and the long-term sustainability of a company 

(Gatamah. 2005). 

The collapse of big organizations has cast doubts in the way corporations are 

managed and made accountable. Enron, a Houston based energy trading company 

collapsed in early 2002 after reporting huge capital gains resulting from fraudulent 

accounting where billions of dollars were hidden in off balance sheet special purpose 

entities and partnerships Kelly (2002). WorldCom was the biggest carrier of internet 

traffic WorldCom was caught hiding US$ 3.85 billion in expenses after failing to 

wring strong earnings after its merger \\-ith MCI. Corporate expenses were treated as 

capital investments allowing the company to show hefty profits in the year 2001 and 

for the first three months of 2002. rather than the losses it would have otherwise 

shown. The USA security exchanges commission (SEC) sued WorldCom for fraud. 
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Its hare fell from an aU-time high of £64.5 to 3p after the frnud wa made public 

• 'e\\ ''eek. 2002). 

1.1.2 Public Limited Com pa nie in Ken'a 

Public limited companie!) are registered companie~ under the companies Act Cap 486 

and limited b) !)hares. They ha\ e a minimum number of se' en members "vto:;t public 

companies are initia11) private companies that are subsequently converted to public 

companies ''hen they invite members of the pubhc to subscribe to their shares and 

debentures. Public listed companies in Ken)a are entities "hose shares are traded in 

the 'a1rob1 tock exchange ( E). The)' are registered and managed under the 

Compames ~ct Cap 486 and go\'emed by the Capital Markets Authorit) (CMA). 

Convers1on to a public limited com pan} is stnctl)' regulated. In exercise of the powers 

conferred by section J 2( I) of the Capital Markets Act (Cap 485A), the Capital 

markets Authority made the ·The Capital Markets (Securities) (Public offers, Listing 

and Disclosure) Regulations. 2002'' through the Legal Notice No.60 wh1ch a private 

compan) wishmg to be listed at the Nairobi Stock Exchange must adhere to. These 

regulations provide the guidelines on eligibility, disclosure and general reqUirements 

for public offerings such as application meaning and interpretation of ·offer of 

securities' and ·offer of the public'. The issuer is supposed to publish the prospectus, 

adhere to the disclosure requirements for public 1ssues and general duty of dtsclosure 

in the prospectus. The regulation also provide guidelines on supplementary prospectus 

.power of authority to extend, re-open or cancel, exceptions, advertisements etc. in 

connection with offer of securities. persons responsible for prospectus and 

undernTiting requirements .It also include continuing obligations and miscellaneous 

provisions (CMA Act. 2002). 
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1.1.3 Nairo bi tock Excbange. 

The l\ E was e tabli hed in 1954 as a \Oiuntar) socintion of stockbrokers 

registered under the . •)Cieties Act. The ~airobi Stock E change is licen cd and 

regulated by the Capital Markets Authority. It has the mandate of prO\ iding a trading 

platform for listed ecurities and O\ erseeing it:> member Finns. J'he Central 

Deposito!) and eulement Corporation (CD C) pro,ide clearing. deli'eiJ and 

settlement services for securities traded at the Nairobi Stock f.xchange. It oversees the 

conduct of Central Depository Agents comprised of stockbrokers and investment 

banks which are members of NSE and custodians. Now. "ith eiTect from I~~ August 

201 I. there are about fifty seven (57) companies quoted at the NSE which are divided 

into ten (I 0) sectors. The sectors are:-Agricultural (7): Commercial and Ser\ ices (8); 

Telecommunication and Technology (2): Automobiles and Accessories (4): Banking 

{l 0): Insurance ( 4 ): Investment ( 4 ); Manufacturing and Allied (9); Construction and 

Allied (5): Energy and Petroleum (4). 

1.1.4 Capital Markets Authority 

The capital market is part of the financial system that provides funds for long-term 

development. This is a market that brings together lenders (investors) of capital and 

borrowers (companies that sell securities to public) of capital. The Capital Markets 

Authority was set up in 1989 through an Act of Parliament (Cap 485A, Laws of 

Ken}a. The authority ''as eventuall) constituted in January 1990 and inaugurated on 

7th March I990.The Authorit} is a bod) corporate "ith perpetual succession and a 

common seal. Its mandate is to promote. regulate and facilitate the development of an 

orderly, fair and efficient capital markets in Kenya. 

In 2002, through a Gazette notice No.3362, the CMA issued guidelines on corporate 

governance practices by public listed companies in Kenya. These guidelines cover the 
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area of Principle of good corporate go\emnnce pmctice \\hich ha\c been identified 

as reprc~ cnting critical foundation and 'inue . The e arc:-Board of Directors: Role of 

Chainnan nnd Chief Executhe. hareholders: Accountnbilit) and Audit and General 

GUldelines on: -disclosure. chief financial officers, company secretaries and auditors 

of listed companie . The guidelines also give the recommended best practices in 

corporate go\ernance by public listed companies. 1 his i. in adoption of international 

standards in corporate governance "'hich is essential for public companies in Kenya in 

order to maximize shareholders value through effccttvc and l!flicicnt management of 

corporate resources. These relate to:-board of directors; position of chairman and 

chtef executive; rights of shareholders; the conduct of general meetings and 

accountability and role of the audit committees. 

1.2 Resea rch Problem 

The main commumcation tool by the corporations to their shareholders and the public 

is the annual repons. Important infonnation such as corporate governance issues are 

delivered through this channel among other tools. UNCTAD (2006) provides 

guidance on good practices in corporate governance disclosure on widely applicable 

disclosure issues that should be relevant to most enterprises. The purpose of the 

guidance is to assist the preparers of enterprise reporting in producing disclosures on 

corporate governance which addresses the major concerns of investors and other 

stakeholders. The guidance is also useful for promoting awareness in countries and 

companies that are not sufficiently adhering to international good practices and are 

consequently failing to satisf) investors· expectations regarding corporate governance 

disclosures. These disclosures are financial and non-financial. Enterprises should 

disclose their financial and operating results. Almost all corporate governance codes 

around the world. including the OECD and the ICON Principles, the CACG 

Guidelines. the Cadbury Report, and the King II , specifically require the board of 
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directors to pro' ide hareholders and stakeholders \\ith adequate tinancial and 

bu inc information. The di. closure hould be clc r. concise. and preci e and 

go\ierncd b) the ... ubstancc o'er form·· principle ( CTAD. 2006). 

Capital Market Authorit) (CMA) has issued corporate go\iemancc guidelines to the 

public listed companie::, an Ken}a. in order to enhance corporate go .. emancc practices 

b} such companies. It has also recommended best practices in corporate governance 

b} pubhc listed compames m lme with the international standards. The objective of 

issumg the guidelines is to strengthen corporate governance practices b} public listed 

compantes in Ken} a and to promote the standards of self-regulation so as to bring the 

level of go,emance in line with the international trends. These guidelines relate to:

Board of Directors: Role of Chairman and Chief Executive; Shareholders; 

Accountability and Audit and General Gutdelines on: - disclosure. chief financial 

officers, company secretaries and auditors of listed companies. The public listed 

companies are firms \\hose shares are traded at the Nairobi Stock Exchange. 

Various MBA research projects has been done on the area of corporate governance 

but most are case studies or relating to a particular industry or sector. For example, 

Ngumi (2008) studied Corporate Governance practices in ! lousing Finance Company 

of Kenya. HoY.ever, there several studies on corporate governance relating to NSE 

listed companies in Kenya. e.g. Mwiricbia (2008) did A Survey of Corporate 

Governance Disclosures among Kenyan Firms Quoted at l\SE. and found that a good 

number of NSE listed comparues in Kenya have chosen to disclose information 

regarding various issues of corporate go"ernance but this stud> was not based on the 

CMA guidelines on corporate governance. Manyuru (2005) did a study on Corporate 

Governance and organizational performance: the case of companies quoted at Nairobi 

Stock Exchange. it conclusively indicated that the extent of corporate governance in 

most companies was either high or very high. Turanta (20 1 0) studied The Effects of 
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Corporate GO\\:mancc on Firm Value: An EmpiricnJ A sessment on~ E and found 

that there i a trong positi\e correlation betv.een the O\croll corporate go\emance 

index nnd tirm \aluc. ~g·ang·a (2007). tudied omplinnce \\ith Capital ~1arlets 

Authority corporate go\emance guidelines: A Ur\C) of companies listed at the 

Natrobi stock exchange It established that the highe t role of the board of directors 

\\'aS strategy and the IO\\t!St being leadership. The tud) \\US not an analysis of 

corporate governance information published by quoted companies. None of these 

studies dealt with specific corporate go-.:ernance infom1ation disclosed to shareholders 

and the public through annual reports b) the listed companies in Kenya. 

The study anal} ·ed the mfonnation v.hich N [ listed companies publish in their 

annual reports under the tttle ··Corporate Governance··. r hcse arc mostly non

financial disclosures v.hich the companies deem important to specifically write in 

their annual reports targeting the shareholders. The analysis was based on the 

disclosure requirements issued by Capital Markets Authorit) {CMA). rt will involve 

examining the companies' annual reports relating to the year 20 I 0 to answer the 

following questions. Do NSE listed companies comply with the CMA 's corporate 

governance guidelines on disclosure requirements? Do the companies disclose non

compliance? What extra corporate governance practice information is published that 

is not a requirement by the CMA guidelines? 

1.3 Research Objectives 

i. To establish whether the NSE listed companies in Kenya comply with the 

disclosure requirements of Capital markets Authority guidelines on corporate 

governance practices. 
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ii. To c tablish whether the F li ted public companie disclose non·compliance 

\\ ith the Capital Mnrkets Authorit) ·s guideline on corporate go,emance 

practice . 

iii. It ,,;n also cek to establish \\hether and \\hat Sl· listed companie pro,ide 

as extra infonnation on corporate go,cmancc than required b) the guidelines. 

1.4 Value of the tudy 

Thts study was valuable source of reference to business management and commerce 

students who have a desire to deepen their knowledge on go,cmance issues. Excerpts 

of this study will later be published in revered journal for ease of knowledge access to 

students and scholars and it \\ill also stimulate funher research. 

To the capital markets authorit}. this stud) "'ill explore any potential governance gaps 

and make recommendations which CMA can consider for adoption for improving the 

governance environment in Ken}a. The CMA guidelines on governance have not 

been reviewed since year 2002 and this stud} will establish their adequacy in the 

current operating environment. This study will also provide valuable information on 

key corporate governance issues to small and medium businesses which they can 

adopt in their systems as they grow. 
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HAPTER T\\ 0 LITERA T RE REVIE\\' 

2.1 Introduction 

This chapter explains different definitions of corporate gO\cmnncc b) \arious groups 

and bodies. It also outline the de\'dopments in corporate go,ernancc. princ1ples of 

good corporate go\ernance and 1ts 1mponance .It gi\es the corporate go,ernance 

structure which includes:-shareholders. board of directors (BOD) and management It 

concludes with a description of corporate governance transfonnallons. 

2.2 Corporate Governance 

The term corporate go\ ernance appears to have arisen and entered mto prominent 

usage in the mid-to-late 1970's in the l..mted States in the "•ake of the Watergate 

scandal and the discover) that major American corporations had engaged in secret 

political contributions and corrupt payments abroad (1\orman. 1993). Eventually it 

also gained currency in Europe as a concept distinct from corporate management, 

company Jaw or corporate organization. 

Scholars and practitioners of corporate governance give the term a wide variety of 

definitions. Economists and social scientists tend to define it broadly as the 

institutions that influence how business corporations allocate resources and returns 

O'Sullivan (200 I) and the organizations and rules that affect expectations about the 

exercise of control of resources in firms World Bank (2002). One noted econom1st has 

rather CJ]ptically written that governance is an institutional framework m which the 

integrity of the transaction is decided (Williamson, 1996). These definitions focus not 

only on the formal rules and institu1ions of corporate governance, but also on the 

informal practices that evolve in the absence or weakness of formal rules. Moreover, 

they encompass not only the internal structure of the corporation but .• ~a~l~.....,'!t 
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em ironment. including capital and labor markets. bankruptc) S) stems. and 

government competition policie . 

The corporate governance structure specifies the distribution of rights and 

responsibilities among different panicipams in the corporation. such as, the board, 

managers. shareholders and other stakeholders. and pells out the rules and 

procedures for making decisions on corporate aftairs. B) doing this. it also provides 

the structure through which the company obJeCtl\es an: set and the means of attaining 

these objectives and momtoring performance (OECD. 1999). 

In the Kenya Gazette Notice ~o.369 of 25th January 2002 corporate governance is 

defined as the process and structure used to direct and manage business affairs of the 

company towards enhancing prosperity and corporate accounting with the ultimate 

objective of realizing shareholders long-term value while taking into account the 

interest of other stakeholders. It seeks to promote corporate fairness, transparenc)' and 

accountability. 

Broadly speaking, corporate governance generally refers to the processes by which 

organisations are directed, controlled and held accountable. It encompasses authority, 

stewardship, leadership. direction and control exercised in companies and 

corporations. Governance is concerned with structures and processes for decision 

making, accountability. control and behaviour at the top of organisations (PSCGT. 

2002). The bottom line is about power, how it's used and controlled. 

Standard agenc} theor} of corporate go\ernance, according to Shleifer and Yishny 

( 1997). focuses on the separation of O\.,llership and control and investigates the 

mechanisms via \\hich the suppliers of capital influence managerial decisions with 

Vaf}ing degrees of success. Caprio and Levine (2002) developed this further by 

observing that small shareholders may seek to exert corporate governance by votmg 
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direct!~ on major deci ion • electing board of directors. and signing incenth e 

contract with managers that link pa) to performance. ~imilnrl). neutral debt holders 

ma) eck to con train managerial discretion through CO\ enants. such that default or 

violation of a covenant t) picall) gi' es debt holders the right to repossess collateral. 

initiate bankruptc) proceedings and \!Ote on removing managers. 

2.3 Development in Corporate Governance 

The World Bank and the OECD established the global go,emance forum which was 

mandated to build a consensus in fa-.our of coming up v.ith an appropriate policy on 

regulatory and corporate reforms. It ,-.as also charged with a mandate to coordinate 

and disseminate corporate governance acti\ ities. provide corporate development and 

capacity building in the associated fields of corporate go\'emance and train the 

various professionals and other agents essentiaJ to bringing about a culture of 

compliance. 

The international corporate governance netv.:ork (ICON) was established also to 

promote and coordinate research and development in corporate governance. Also 

established was the Commonwealth Association for corporate governance (CAGG), 

which came up ''-ith the November 1999 commonwealth heads of government 

meeting in Durban South Africa as a guide for all commonwealth countries to develop 

or enhance the1r O\'-n national corporate governance principles. 

ln Africa. the Africa capitaJ markets forum has been undertaking a stud)' on the state 

of corporate governance in Africa. The King's committee report and code of 

corporate governance in South Africa published in 1994 continues to stimulate 

corporate governance debate in Africa. In East Africa, regional conferences were held 

in Kampala, Uganda in June 1 998 and September 1999 to create awareness and 

promote regional cooperation in matters of corporate governance. Uganda and Kenya 
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ha\c made con iderablc progres:, in formulating national code of best practice 

corporate go' cmance. '' hile 'J anzania is still at the formati\ e mge. In Ken) a the 

Prhate ector initiath e for corporate go,emancc i mandated to explore wa)s of 

factl:tating thee tablishment of a national bod) to promote corporate go\emance in 

the countl) and to coordinate de,elopments in the area of corporate go,emance in 

East Afnca 

2.4 Principle of Good Corporate Governance 

The Cad bury report ( 1992) identified the fundamental principles of corporate 

governance as openness. integrity and accountability. These principles are relevant to 

both prhate and public entities. The Cadbury's report defined the three principles in 

the context of the private sector and more specificall). of public companies. In the 

context of the pubhc sector. these definitions need to be adapted to reflect the key 

characteristics of the public sector entities, which distinguish them from the private 

sector. In particular. public sector entities have to satisfy a more complex range of 

politicaL economic and social objectives. which subject them to a different set of 

external constraints and influences; and are subject to forms of accountabi lity to their 

various stakeholders which are difTerent to those that a compan) in the private sector 

owes to its stakeholders (IF AC. 200 I). 

The report of the Nolan Committee. published in May 1995, identified and defined 

seven general principles of conduct that should underpin public life. The committee 

recommended that all public sector entities should draw up codes of conduct 

incorporating these principles. The principles are selflessness, integrity, objectivity, 

accountability, openness. honesty and leadership. Corporate governance seeks to find 

the appropriate mechanisms for governing the relationships of constituent groups with 

the organisation so as to generate long-term value. It reduces conflict of interest 

among stakeholders and makes sure that the right people make the decisions. It 
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ensure:; that corporate po''er is exercised in the best interest of societ) . It also helps 

the aligning of responsibility and authorit) to be able to chie\e optimum conditions 

for growth and succe ·s (P CGT. 2002). 

Effecthe corporate go,ernance ensures that long tenn strategic objccti,cs and plans 

are e:;tablished and proper management and man:lgcment structures arc in place to 

ach1eve those objecu"es. v.hile at the same time making sure that the structure 

functions to maintain the company's integrity, reputation nnd accountability to its 

relevant constituencies. The right system of checks and balances should be the basis 

of merit for an} corporate governance system (Hunger &Whcelen, 1996). 

For corporations to be efficient and product1ve, they must apply good corporate 

governance practices that are framed on four pillars. First. there should be an effective 

body responsible for governance separate and independent of management to promote 

accountability, efficienc) and effectiveness. probity and integrit). responsibility, 

transparency and open leadership. Secondly, there must be an all -inclusive approach 

to governance that recognises and protects the rights of all members and all 

stakeholders. Thi rdly, the corporation must be governed and managed in accordance 

with the mandate granted by the founders and the socict) , and they should take their 

wider responsibilities seriously in order to enhance sustainable prosperity. Finally, the 

corporate governance framework in the corporations should provide an enabling 

environment within which their human resources can contribute and bring to bear 

their full creati\e po'vers towards finding innovative solutions to shared problems 

(PSCGT, 2002). 

2.5 Importance of Corporate Governance 

Good corporate governance aims at the increased profitability and effic1ency of 

business enterprises and their enhanced ability to create wealth for shareholders, 
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increased emplo) mcnt opponunilics with better tenn for workers nnd increased 

benefits to takcholdeni. lbe tran~parenc). accountnbilit) and probit) of bu~iness 

enterpri e make them acceptable as caring. re pon ible. honest nnd legitimate v.ealth 

creating organs of . ociety. The credibility of busine enterpri c enhance their 

capac it) to attract im estment in an internationally competith e en' ironment. The 

enhanced legitimacy. responsibility and responsh cne s of bu inc s enterprises ""ithin 

the economy and impro\ed relationships with their various stakeholders comprising 

shareholder~. managers. employees. customers. suppliers. host communities, 

providers of finance and the en' ironment enhance their market standing. image and 

reputation (PSCGT ,2002). 

Good corporate go,emance ensures the highest standards of corporate responsibility, 

citizenship and business ethics in an effort to strengthen mutual responsibility. It 

enhances the spirit of participator) de\-elopment. create panncrships for progress and 

increase citizen engagement m establishing a secure and stable en\ ironment m which 

business emerprises can gro"" and thrive. As far as the public sector is concerned, 

efficient use of resources and accountability strengthens the stewardship of these 

resources, improve management and service deliver}, thereby contributing to 

improving people's lives. Effective governance is essential for building confidence in 

public sector entities which is in itself necessary if they are to be effective in meeting 

their objectives (PSCGT. 2002). 

Progressive economic growth and social development over a prolonged period of time 

depends on decisions about allocation. utilisation and investment of resources. 

Strategic decisions about the allocation and utilisation of corporate resources are the 

foundations of investments in productive capacities that can make innovation and 

economic development possible. Corporate decisions on whether to invest, how soon 
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to ime t. "hat to produce nnd \\hether to emplo) uhimntel) affect income. 

employment needs and indeed li\elihood of the entire iet) (PSCGT. 2002}. 

The national capacity to compete in the bordcrle and libcrnlised global market 

increasing!) depends on the competiti\eness of indi\!idual corporations and their 

ability to produce highest quality of products and ef\ ices that meet the test of 

international competition. A corporation's competitiveness depends on the ability of 

the board of directors to apply and generate innovuthc ideas. acquire and apply 

knO\\ledge and know ho" to push and integrate their corporation into the competitive 

global market (Hunger & Wheelen, 1996). 

2.6 Corporate Governance Structure 

Montgomel) and Kaufman (2003) ack.no"ledge that the corporate balance of power 

is delicate. The three pnncipal actors in this po\\<er game are the shareholders, 

management and the board of directors as shown in figure I. The interrelationship 

bet"een them is the ke) to effective governance and forms a triangular relationship. 
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Figure 1: The Corporate GoHmaoce Triangle 

CEO & 
~tanagement 

Board of 
Directors 

ource: Adapted from Montgomery and Kaufman." 1 he Board missmg link", 

Harvard Business Revtew. March 2003 

2.6.1 hareholder 

Primarily it is the mone) raised from shareholders, kn0\'-11 as capttal . \\-hich is used by 

an organisation to finance its operations. They do not have direct right in the property 

of the organisation as a whole. They do not engage in daily management of the 

organisation. Instead, they elect persons known as directors, who collectively as a 

board represent them and oversee the management on their behalf. The shareholders 

conrrol the long term di rection of the organisation through the general meetings which 

in most t)pC of organisations are held at least once a )Car. At the general meetings, 

the} deliberate and vote on important issues such as election of directors and auditors. 

After appointing directors and auditors. they should satisfy themselves that an 

appropriate governance structure is in place. They are expected to remove directors if 

unhappy with their actions. They should evaluate the performance of directors 

regular!}. For them to be able to do this, they need to be properly informed about the 

compan} 's activities in order to carry out their evaluation (PSCGT. 2002). 
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One of the wa) organis.atioru repon to their shareholders i throu h the annu 1 

audited rcpons. The repons are prepared \\ith due regard to requi ite di to ure 

requirements as per the go,eming regulations. tan) countrie including Ken)n ha\C 

adopted the International Financial Reponing ... tandard (II·R ) '"ilich ha'e 

progresshel) been impro' ing on disclosure requirement . , tock exchange 

requtrcmcnts enhance the accounting standards di clo urcs. I he po\\Cr of 

shareholders is also determined b) their awareness level, which is influenced by their 

education level (Ongore. 200 I). 

2.6.2 Board of Director (BOD) 

The BOO is the link between the people who provide capital (shareholders) and the 

people who use that capital to create value (management). Their primary role is to 

monitor and influence the performance of management on behalf of the shareholders 

in an informed v.:a). Effictent corporations can only be established and developed b} 

responsible. creative and innovative boards. Indeed, without efficient corporations, a 

country will not create and produce wealth fast enough or generate e mployment 

opportunities. In a legal sense, the board is required to direct the affairs of the 

corporation but not to manage them, It is charged b} Ia~ to act with due care 

(sometimes called due diligence). Directors must act with that degree of diligence, 

care and skill which ordinaf) prudent people would exercise under similar 

circumstances in like positions. If a director or the board as a \\hole fails to act v.:ith 

due care and as a result. the corporations is in some ""ay harmed. the careless director 

or directors can be held personally liable for the harm done (PSCGT, 2002). 

Hunger and Wheelen ( 1996) outlined three basic strategic management roles for 

boards. First, is to monitor by acting through committees, sta}'ing abreast of 

developments both inside and outside the corporation. The board can thus bring to 

management' s attention developments that manageme nt might have overlooked. At 
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minimum, the board should call) out this task. "'ccondl), a board can examine 

management's proposal • decision , and actions; agree or disagree Y.ith them; ghe 

advice and offer ::;uggestions: and outline altcmath e . More acth e boards do so in 

addition to monitoring management's acthities. Thirdl). a board can delineate a 

corporation's mission and specif) strategic options to its management. Onl) the most 

active boards take on this task in addition to the pre' 1ous two. rhc boards of most 

publici) owned compan1es are composed of both inside und outside directors who are 

officer::; or executives emplo)ed by the corporation. Some countries like Germany 

adopt a two-tier board system where there is an executive board and a supervisory 

board (JFAC. 2001 ). 

2.6.3 Management 

These comprise the CEO and his semor management team. Their pnmary 

responsibilit) IS performance. Top management and especially the CEO, is 

responsible to the board of directors for o"erall management of the company. Specific 

top management tasks var) from com pan) to company and reflect an analysis of the 

mission. objectives. strategies and the key activities of the company (Johnson & 

Scholes. 1997). Generally. effective top managers are people who see the business as 

a whole, who can balance the present needs of the business against future needs, who 

can make sound timely decisions. 

There is a tendenc) for top management to draw back to functional work. We can also 

have top manager::; percei" ing onJy those aspects and responsibilities of their function 

that is compatible with their abilities, experience and temperaments as their role. If 

the board of directors fails to state explicitl) what it considers to be the basic 

responsibilities and activities oftop management, top managers are free to define their 

jobs themselves. Therefore important tasks can be overlooked until a crisis occurs 

(Johnson & Scholes. 1997). 
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2.7 Corporate Governance Tran formations 

~Cdndal like the Enron ha\e sho\\n the imponance of pursuing profits "ithin ethical 

bounds and the danger of executhes and . harcholders enriching them che!> b) 

extoning the public or employees. Toothless codes of ethics like Enron's are no help. 

Ethical concerns must gro" teeth. "hich mean biting into rcfonn of corporate 

go\emance. While most proposals for reform today merely tinker at the margins. 

some get to the heart of the maner (Estes. 2002). A number of practices have come up 

to strengthen corporate governance. In the v..ake of Enron. WorldCom and a cham of 

other scandals. t SA no longer trusts tts corporate leaders to tell the truth without 

being "arned of prison doors slamming. In America. chief executive!> are swearmg in 

front of a notary that •·to the best of my knov..ledge•·. their latest annual and quarterly 

reports neither contain an ··untrue statement" nor omit any "material fact". The oaths 

are only the first wave in a flood of new regulations enveloping companies in 

America (Kelly. 2002). 

Stock exchanges tn many countries of the world are coming up wtth rules atmed at 

restoring the quality of disclosures by preventing harmful conflicts that were evident 

in the most spectacular recent bankruptcies. The NYSE requires firms to get 

shareholders' approval for all stock option plans. They must also have a majority of 

independent directors in their boards and only independent directors on the audit 

committees and the committees that select chief executi"es and determine pay. US 

companies are now prohibited from providing subsidised loans to executives and 

requires bosses to reimburse incentive based compensations if profits are found to 

have been misstated. 

There arc moves to ensure auditors really audit by making them fully independent. 

Auditors arc not the tools of management. They are the eyes and ears of shareholders 

(who own the company) and no bonds or other deals should be put above the 
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0\\1lership of hnreholder (\\ithout their penni ion). In h.-ad of ha' ing companie as 

the .. bos. e ··of their O\\O auditors - selecting and paying the 1inn the) '" nt to \\Ork 

with- a corporate accountabilit) commi ~ion could as ign auditors and pn ... them for 

·ees as esscd C•n companies. The commi :-ion \\Ould be empo\'.crcd to expend 

reporting requirements be}ond stockholder needs to encompa s data needed b~ other 

s takeholders such as pollution emissions. wages and benefit paid and corporate 

''elfare recei\ed {Estes. 2002). 
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CHAPTER THREE RE EARCH i\1ETHODOLOGY 

3.1 Introduction 

This ection de cribc the research design of the tud~. population. data collection 

methods and concludes v. ith how data v.as anal) sed. Carriger (2000) defines research 

des1gn as the strateg~. the plan. and the structure of conducting rc carch project. 

ocial research needs a design or a structure before datu collection or analysis can 

commence. A research design is not just a work plan which details what has to be 

done to complete the project but the work plan flow from the project's research 

design. 

3.2 Research De igo 

The function of research desagn is to ensure that the evidence obtained enables us to 

answer the initial question as unambiguously as possible. Obtaining relevant evidence 

entails specifying the type of evidence needed to ansv,er the research question, to test 

a theory, to evaluate a programme or to accurately describe some phenomenon. In 

other words, when, designing research we need to ask: gtven this research question 

(or theory), what type of evidence is needed to answer the question (or test the theory) 

in a convincing way? Research design deals with logical problem and not logistical 

problem. This stud) is an analysis of published corporate go,emance information in 

the annual repons of the "JSE listed companies in Kenya. based on the Capital 

Markets Authorit~ 's corporate go,·emance disclosure requ1rements. 

3.2 Population 

The population of the study was all companies quoted at the Nairobi Stock Exchange 

(NSE).The study analysed information from aJJ fifty seven (57) NSE listed companies 

as listed in Appendix II. 
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3.3 Data Collection 

Data and evidence collection was based on the nnal}sis of econdary data. Using 

·he ~ source . it was pos ible to collect complete and reliable infomtation and to 

obtain a clear picture of the problem. 

The . econdal") data used was obtained from the annual accounts and reports of the 

"\ E listed compamcs for the year 20 I 0. The researcher did an anal}sis of companies' 

annual reports on information under the title ··corporate governance". Disclosure 

reqUirements by CMA guidelines provided the basis of the documents analysis using a 

form as demonstrated in Appendix I. Therefore. data found in these reports was found 

to be sufficient in successfully carrying out the study. 

3.4 Data Analysis 

Descnptive statistics enable the researcher to summan7e and organize data in an 

effective and meaningful v,:ay. They provide tools for describing collections of 

statistical observations and reducing information to an understandable form 

(Nachmias & Nachmias, 1996). 

Secondary data obtained from the companies' annual reports was analysed per sector 

in which a particular company belongs, using spreadsheets and other computer tools 

available. The data was tabulated from the data collection forms and the researcher 

computed the rate of compliance with the disclosure requirements per sector and the 

rate of disclosure of non-conformity too. The researcher also grouped the extra 

corporate governance reporting than required by the Capital Market Authority's 

requirements into various categories. which are board of directors, shareholders. audit 

&accountability. corporate social responsibilit} and others. Findings are presented in 

form of tables, graphs, charts and brief narratives. 
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HAPTER FO R DATA AN L\ . I . • R LT CO \ 0 
Dl C ION 

4.1 Introduction 

The re:>earch objecti\es v.ere to establish \\hether the *, E listed compnnie in Kenya 

comply with the disclosure requirements ofCMA guidelines on corporate gO\ernance 

practices. To establish whether the SE listed companies di clo c non-compliance 

\\ith the CMA guidelines on corporate governance and also to establish whether and 

what N L listed companies pro\ ide as extra information on corporate governance 

than required by the CMA guidelines. This chapter presents thl! anal}sis. results and 

discuss1on with regard to the research objectives. The data was analysed from the 

annual reports for the year 2010 of forty eight (48) companies out of fifty seven (57) 

nO\\ listed at SE. This IS 84% representation which the researcher found to be 

adequate The distribution of the analysed reports is illustrated by the following table 

and graph. 

T able I :Companies' Annual Reports Analysed 
o/o % not 

No. of analysed analysed 
No. of reports per per 

0/o companies analysed sector sector 
Sector analysed Cum. 

Agricultural 7 6 86 14 I I 1 1 

Comm. & Services 8 7 88 13 12 23 
Telecom & Tech. 2 2 100 0 4 26 

Auto & Accessories 4 3 75 25 5: 32 

Banking 10 lO 100 0 18 49 

Insurance 4 3 75 25 5 54 

Investment 4 2 50 50 4 58 

Mfg & All ied 9 6 67 33 I 1 68 

Constr. and Allied 5 5 100 0 9 77 

Ene~gy & Petroleum 4 4 100 0 7 84 

Reports not analysed 9 16 100 

Total 57 57 100 
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Figure 2: Di tribution of a nnual report ana l) si~ 
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The nme (9) annual reports that were not anal}sed are: CFC Insurance Holdings and 

T rans-Century Ltd because they were listed at the 1' E m year 20 II ;others were 

Eaagads Ltd, Hutchings Siemer Ltd. Car and General (K) Ltd. City Trust Ltd, B.O.C 

Kenya Ltd. Kenya Orchards Ltd, A Baumann Co Ltd whose 20 I 0 annual reports were 

not found. 

4.2 Corporate Governance Disclosure Analysis 

T he Capital Markets Authority's Gazette Notice No. 3362 (Cap.485A) guidel ines on 

corporate governance practices by public listed companies in Kenya include 

principles of good corporate governance practices and also give recommended best 

practices in corporate governance by listed companies. These guidelines should be 

adhered to by the companies listed at NSE. However, there are various disclosure 

requirements which public listed companies are supposed to disclose in their annual 

reports. This research has analysed information contained in the companies' annual 

reports for the year 20 I 0 in order to establish adherence to these di sclosure 

requirements as discussed below. 
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4.2.1 upply and Di clo ure of Information 

As per the Capital Markets Authority's guideline on corporate go\Cmancc practices 

b) public listed companie in Ken)a clause 2.1.3 (ii}, there is a requirement for the 

board to disclose its policies for remuneration including incenthes for the board and 

senior management. panicularly the following: Quantum and component of 

remuneration for d1rectors mcludmg non -executive directors on n consolidated basis 

in the categories of .executive di rectors fees, executive directors emoluments, on 

executive directors fees, on executive directors emoluments; A list of ten major 

shareholders of the company; Share options and other fonns of executive 

compensation that have to be made or have been made during the course of the 

financ1al year; and Aggregate directors' loans. 

4.2.1.1 Directors Fees and Emoluments 

All analysed companies listed at the Nairobi stock exchange (NSE) disclosed 

information on the directors' fees and emoluments in their annual reports for the year 

201 O.MaJority (67%) gave brief information in the statement of corporate governance 

which was being analysed and the rest (33%) gave the information in the notes to the 

financial s tatements. 

4.2.1.2 A List ofTen Major Shareholders of the Company 

After the analysis of the statement of corporate governance and perusing through the 

annual repons of these listed companies, it was revealed that majority disclosed the 

list of ten major shareholders of the compan). Ninety eight percent (98%) had 

disclosed of which. 60% in the statement of corporate governance and 38% in the 

notes to financial statements. 
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4.2.1.3 Share Option and Other Form of Executh·e Compensation 

Majority of the companies quoted at the \ISE disclosed. hare options and other forms 

of executive compensation that hu\e to be made or had been mndc during the course 

of 20 I 0 financial ) ear. The dtsclosure le,el was ninct) eight percent {98%), "ith 35% 

disclosing in the statement of corporate go,emance and 63 % only in the notes to 

financial statements. 

4.2.1.4 Aggregate Directors ' Loans 

Most companies didn't mention directors' loans in the statement of corporate 

governance and or in the notes to the financial statement. The ones that mentioned 

indicated that there are no directors' loans. The disclosure rate is. 35% mentioned 

directors' loan in the statement of corporate go"emance. 8% mentioned it in the note 

to financial statements and 57% didn't mention it in these sections of the 20 I 0 annual 

reports. 

4.2.2 Re-election of Directors 

According to clause 2.1.7(c) of the Capital Markets Authority's guidelines on 

corporate governance practices by public listed companies in Kenya, disclosure 

should be made to the shareholders at the annual general meeting and in the annual 

reports of all directors approaching their seventieth (701h) birthday that respective 

year. 

After analysing the companies' annual reports, the researcher found that only 35% 

disclosed the age of the directors. A few (4%) either mentioned the directors who 

were approaching their 701
h birthday or that there was none and 31% gave the age of 

the directors in their respective profiles. For the remaining 65%, the issue of the 

directors' age was not mentioned in these sections of the annual reports. 



4.2.3 Re ignation of Director 

Restgnation by a serving director hould be disclo cd in the annual report together 

with the details of the circumstances necessitating the re ignation as per clause 2.1. 

of the Capital Markets Authorit) 's guideline::> on corporate go\ crnance pmctice h) 

public listed companies in Kenya. 

Majority of compames (84%) whose annual reports were analy cd didn't mention an} 

resignation of directors. The few who mentioned restgnation. all the 16% didn't give 

the details necessitating the resignation. included here (I 0%) just ind1cated 'rcs•gncd' 

beside the name of a director in the directors' list under the company information 

section of the annual report. There \a.ere only three (3) companies representing 6% of 

the analysed reports that mentioned resignation of directors' in the statement of 

corporate governance, stating specificall} that there were no directors who had 

resigned that year. 

4.2.4 Role of Chairman and Chief Executive 

Clause 2.2. 1 of the Capital Markets Authority's guidelines on corporate governance 

practices by public listed companies in Kenya states that there should be clear 

separation of the role and responsibilities of the chairman and the chjef executive, 

which will ensure a balance of power of authority and provide checks and balances 

such that no one individual has unfettered powers of decision making. Where such 

roles are combined a rationale for the same should be disclosed to the shareholders in 

the annual report of the company. 

The guideline requires separation of roles and responsibilities of the chairman and 

those of the chief executive, so. the disclosure requirement is for those companies 

where these roles are combined. From going through the annual reports. the 

researcher found that it was obvious that most companies had both a chairman and a 
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c . ef executh e oflict!r. The cparation of their role could be deduced from their 

. eparate statements publi hed in the annual rcpons. A few companie representing 

27% indicated in the statement of corporate gO\emancc that the c role \\Crc parntc 

and \\ent ahead to state them. llov>e\er. there \\crc three (3) companie \\hich had 

only the chairman mentioned and no statement or mention of the chief executhe, 

making it difficult to establish whether these roles were separate. Other\\ isc there was 

no company that indicated that these roles were combined 

4.2.5 Public Disclosure 

According to clause 2.5.1 of the Capital Markets Authority's guidelines on corporate 

governance practices by public listed companies tn Ken)a. rhere shall be pubhc 

disclosure in respect of any management or business agreements entered into between 

the compan} and its related companies, \\hich may result in conflict of interest 

All companies analysed disclosed information on business betv.een them and their 

related companies. A fe"" companies representmg 8% disclosed this information or 

part of it in the statement of corporate governance .The remaining majority (84%) 

only disclosed this information in the notes to the financial statements under the 

related party transactions section. 

4.3 Disclosure of Compliance and Non -Compliance Analysis 

It is important that the extent of compliance with these guidelines should form an 

essential part of disclosure obligations in the corporate annual reports. It is equally 

important the extent of non-compliance be also disclosed. This is clause 1.7 of the 

Capital Markets Authorit} 's guidelines on corporate governance practices by public 

listed companies in Kenya. 

After reading through the companies' annual reports, especially the statement of 

corporate governance, the researcher found that most companies indicate that they 
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ende3,0r to compl) ''ith corporate go,emance guideline i ued b) CMA and some 

mention corporate go' c!mance be t practice. For non- compliance. mnjorit) rcpons 

''ere sdent on the bsuc '' ith on I) t\\O (2) companies tnting non -compliance and 

indicating which areas of the! guideline the~ ha' e not complied "'it h. One of them is 

Kakuz1 Ltd which stated that the company is compliant \\ith the Guidelines on 

Corporate Governance with the exception of the following non-prescriptive 

guidelines: Rule 3.1.3 (i) the nominating committee is constituted as a committee of 

the entire board, and new board appointments are considered by the full board. Rule 

3.1.4 (i) the remuneration of directors is considered by the nominating committee 

which compnses the whole board. The other one is Kapchorua Tea Co. Ltd v.hich 

stated that the chairman is not beang an mdependent non-executive because he was 

Managmg Director until 2007 and that the audit committee being composed of onJy 

two independent directors. 

4.4 Extra corporate governance Information Analysis 

The corporate governance statement in the 20 I 0 annual repon of each company was 

scrutinized to establish other information published than the disclosures required by 

the CMA guidelines. This information was grouped in the following categories: Board 

of Directors; Shareholders; Accountability and Audit; Corporate Social Responsibility 

and Others, of which the results of the analysis are discussed below. 

4.4.1 Board of Directors 

The board is a crucial part of corporate governance structure and therefore a lot of 

extra infonnation published in the corporate governance statement pertains to the 

board. Almost all companies gave information on board composition. board meetings 

(some gave attendance information) and detailed information on the board 

committees. 
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There nrc other is ue!> of the board that \\ere published b) ,nriou com panic:; in their 

annual report . Majority (96%) explained the role pla~ed by the board of directors in 

the com pan) . For example, Nation Media Group stnted that the role of the Board is to 

determine the Company' policie and strategie . to monitor the attninmcnt of the 

busine!>s objective!> and to ensure that the Company meets its obligations to the 

shareholders. fhe director!> arl! also responsible for overseeing the Group's internal 

control S}Slems. These controls are designed both to safeguard the Group's assets and 

to ensure the reliability of the financial information used within the business. The 

other information concerning the board are: Board assessment/evaluation (33%); 

Directors appointment, induction and training (52%); Directors' shareholding (35%); 

and avai lability of professional advice to the board in order to effectively carry out 

their duties (29).These di\erse Information is illustrated in the follov.:ing graph. 

Figure 3: Board of Directors Reporting Analysis 
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Several companies gave information concerning the shareholders in the statement of 

corporate governance .About 56% of the companies analysed explained their 
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communication \\ith ~hareholders or hareholder rei tion . 1 or eKnmple. Hou ing 

Finance Cc.' Ltd reported that the company is committed to: Ensuring that hareholders 

and the financial markets are prO\ ided wilh full nnd timely information about its 

performance: and Compliance \\ith regulations and obligations npplicnblc to the ' tock 

Exchange and the Capital Markets Authority. Information i di ~cminated to the 

shareholders through an annual report and pre::is notices following the release of 

quarterly, half yearly and annual results. Press releases on significant developments 

are also reported 

Only CFC Stanbic Holdtngs which gave the responsibilities of the shareholders in the 

corporate governance report. It stated that the shareholder~· role is to appoint the 

board of directors and the external auditor. This role is extended to holding the board 

accountable and responsible for efficient and effective corporate governance 

4.4.3 Accountability and Audit 

There was some mforrnatton concerning accountabihty and audit in the listed 

companies' annual reports. First. is the area of Risk Management and Internal 

Controls that was discussed by 54% of companies in their statement of corporate 

governance. For example, Express Kenya Ltd stated that the Board through the Audit 

Committee constantly assesses, reviews policies and procedures to ensure best 

practices are followed in conducting the day to day operations and financial reporting 

as well as in implementing strategic plans approved by the Board. In reviewing the 

effecti\eness of the systems of internal control and risk management. the Board 

constantly monitors the operational and financial aspects of the Company's activities 

through the Audit Committee. the advice of external auditors and recommendations 

from the regular management meetings that are relevant to any operational and 

financial risk that the company may face. 
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t."Condl). i:s the tatement of the role of tht: internal audit fun tion \\hich \\ reponed 

b) 17% of the listed companie::. in the uuemcnt of corporate O\ emnnce .For 

example. Hou::.ing rinance Co Ltd stated that The Group h full) operational 

internal audit function that is led by a senior member ofstnfT\\ho is a mcmberofthe 

Institute of Certified Public Accountants of Ken)n. Jntcmnl Audit monitors 

compliance with policies and standards and the effecth:cnc s of intl!rnal control 

structures across the Group through its audit programmes. 

Thirdly. l\\O companies from the Insurance sector discussed the existence of anti

fraud policy. For example. Jubilee holdings Ltd stated that in addition to the code of 

business ethics. the Company has updated its anti-fraud policy to bring it in line \\ith 

current best practices and to better reflect the changing face of business in an 

increasingly automated world. This policy serves to reinforce the Compan) 's zero 

tolerance on fraud and corruption b) providing a frame\-.ork for reporting and 

investigating fraud and ensuring fast and appropriate response to alleged incidences of 

fraud. All incidences of fraud and the action taken are reported to the Board. 

4.4.4 Corporate Social Responsibility 

Corporate governance considers other stakeholders too apart from the shareholders 

and the issue of corporate citizenship and responsibi lit} is in the forefront. The listed 

companies reported their social responsibilities and environmental responsibilities. 

For example, in its statement of corporate governance Sasini Ltd stated that the Group 

is mindful of its responsibilities with regard to the social welfare of its emplo)ees. 

their families and the host communities. The Group, therefore, provides buildings for 

primary education. a fully-fledged hospital equipped with ambulances and social 

facilities at the tea and coffee estates. The Group conducts AID awareness 

programmes at its health facilities. 
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The re. earcher found that about 6% reported on the is ue of social re pon ibilit}. of 

''hich 69% gave detailed repon~ including picture in a different ction pamte 

from the statement of corporate go' emance '' h ilc the remaining 17o 0 S8' e brief 

information in the tatemem of corporate go,ernance. The i ue of em ironrnental 

responsibilitie \\as discus ·ed b) 61% of the listed companies of ,,hich 48oo ga'e 

detailed repons separate from the statement of corporate go\crnancc \\hole 13% 

reported the1r environmental responsibilities in the statement of corporate go,crnancc. 

4.4.5 Others 

There were various general corporate governance issues that were discussed by the 

listed companies in their annual reports under the statement of corporate go,emance. 

First. is the existence of the executive team and its mandate. Although most 

companies published the executive/senior management profiles. about 48% of 

companies discussed this item albeit briefl} in the statement of corporate governance 

.For example, Nation media group stated that the Group Chief Executive cha1rs the 

Executive Team which comprises the executive directors and other senior executives 

of the Group. The team deals with operational matters and co-ordinates activities 

across the Group's various subsidiary companies and divisions. 

Secondly, the issue of conflict of interest which is a matter on the limelight now after 

the recent boardroom wars and subsequent suspension of CMC Holdings Ltd by 

Capital Markets Authority. About 46% of the companies analysed discussed this item 

in their statement of corporate governance, caJiing it: conflict of interest; busmess 

ethics; code of conduct etc. For example, The Co-operative bank of Kenya Ltd stated 

that The Board's policy provides that directors, their immediate families and 

companies where directors have interests in only do business with the Bank at arm 

length. Where a matter concerning the Bank may result in a conflict of interest, the 



'ote 0\er the mauer in que~tion. Busine s transactions \\ilh directors and related 

panie are di. dosed in note to the financial statements. The di tribution of listed 

companies that discus ed the issue of corporate governance i de cribed per ctor in 

the following table. 

Table 2: Conflict of lnterc t Reporting Analy i 

Sector Percentage 

Agricultural 0% 

Commercial & Services 5% 

Telecom& Technolog} 5% 

Auto & Accessories 14% 

Banking 23% 

Insurance 5% 

Investment 0% 

Manufactunng & Allied 17% 

Construction & Allied 17% 

Energy &Petroleum 14% 

Thirdly, a few companies ( 15%) discussed briefly the item of gomg concern m the1r 

statement of corporate governance. For example. CFC Stanbic I lo1dings Ltd stated 

that the Board has re\iev.ed the facts and assumptions, on which it relied and. based 

on these. v~ill continue to view the Group as a gomg concern for the foreseeable 

future. Another example is for Sasini Ltd which stated that the Directors confirm that 

the Group has adequate resources to continue in business for the foreseeable future 

and therefore to continue to use the going concern basis when preparing the financial 

statements. 
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Last I). there ''ere 'arious dher~e items in the com panic ' annual statement under 

tht: statement of corporntc go' ernance that seemed to appear in indh idual companies. 

For example Nation media group had the following statement. There is a clearly 

defined organizational structure within '"hich individual re ponsibilities and authority 

limits are identified in relation to internal financial controls. The structure is 

complemented by policies and management operates the bu incss in compliance with 

these policies Equity bank discussed and listed its development partners stating that 

it's due to its quest the highest standards of corporate governance. accountability and 

business growth. Other issues are: Succession planning: Employment Equity; 

Relations with employees: Indemnification of Dtrectors etc. 

4.5 Discussion of Results 

The various disclosure requirements which public listed companies are supposed to 

disclose in their annual reports have been in this research. using information 

contained in the companies· annual reports for the year 20 I O.AII analysed companies 

listed at the Nairobi stock exchange (NSE) disclosed infonnation on the directors' 

fees and emoluments. Majority (98%) disclosed the list of ten major shareholders of 

the company, also 98% disclosed share options and other forms of executive 

compensation that have to be made or had been made during the course of 2010 

financial year. Most companies didn't mention directors' loans in the statement of 

corporate governance and or in the notes to the financial statement. The ones that 

mentioned indicated that there are no directors' loans. 

As per the analysis only 35% disclosed the age of the directors .Majority of 

compames (84°/o) didn't mention any resignation of directors. The few who 

mentioned resignation, all the 16% didn't give the details necessttatmg the 

resignation. There were only three (3) companies representing 6% of the analysed 

reports that mentioned resignation of directors' in the statement of corporate 
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go-.emance. Ulting pecificnll) that there \>tere no directors \\ho had re igned that 

) ear.. fhe eparation of their roles of chairman and of the chief cxecuti\ e could be 

deduced from their eparate statements published in the annual reports. A fev. 

companie~ representing 27% indicated in the statement of corporate go,crnance that 

these roles were separate and went ahead to state them. Hov.e-.er. there ''ere three (3) 

companies which had onl) the chairman mentioned and no statement or mention of 

the chief executive, making it difficult to establish whether these roles were separate. 

Otherwise there was no company that indicated that these roles were combined. All 

companies anal)scd disclosed mformat1on on busmess bct\\Cen them and theu related 

companies 

Most compames mdicate that the) endeavor to compl) with corporate governance 

guidelines issued by C~A and some mention corporate governance best practice. For 

non-comphance. majority reportS ~ere silent on the issue with only two (2) 

companies stating non- compliance and indicating which areas of the guidelines they 

have not complied with. The corporate governance statement in the 2010 annual 

report of each company was scrutinized to establish other informatiOn published than 

the disclosures required by the CMA guidelines. This information was grouped in the 

followi ng categories: Board of Directors (96%); Shareholders (56%); Accountability 

and Audit (54%); Corporate ocial Responsibility (86%). Others are: existence of the 

executive team and its mandate; the issue of conflict of interest; a few companies 

(15%) discussed briefly the item of going concern in their statement of corporate 

governance. There were various diverse items in the companies' annual statements 

under the statement of corporate governance that seemed to appear in individual 

companies. For example. organizational structure. development partners, succession 

planning, employment equity: relations with employees. indemnification of directors 

etc. Corporate governance information contained in companies' annual reports is 



diverse gi\en the minimum disclosure requirements the extra information is at the 

discretion. 

39 



CHAPTER FIVE 1MARY, C0 1 ~ L I01 ~AND 

RECOi\1ME~D TIO ' 

5.1 In t rod u ctio n 

This secuon discusses the summary of results of the rc cnrch which \\QS u detailed 

analysts of corporate governance mfonnation contained in the annual rcpons of~ E 

quoted compantes for the year 201 O.It also states the conclusion that the researcher 

made from the analysts of corporate governance data; recommendations for policy 

makers; suggestions for further research and concludes with a bnef mention of the 

limitations of the research. 

5.2 Summary 

The stud} confirmed that almost all NSE Listed compantes disclose thetr pohctes for 

remuneration mcluding incentives for the board and semor management, panicularly 

the follov. mg: Quantum and component of remuneration for dtrectors tncluding non

executive directors on a consolidated basis in the categories of ,executive directors 

fees, executive directors emoluments, on executive directors fees, on executive 

directors emoluments; A list of ten major shareholders of the company; Share options 

and other forms of executive compensation that have to be made or have been made 

during the course of the financial year ; and Aggregate directors' loans. The tssue of 

directors' loans had a IO\'- disclosure which can mean that these companies do not 

give loans to thetr directors and therefore find no need to state so in their annual 

repons. 

There are other disclosure requirements that are essential 'When certain circumstances 

exist and therefore may or may not be mentioned in the annual report if they didn't 

exist. These are disclosures are: All directors approaching their seventieth (70'h) 

birthday that respective year; any resignation by a serving director and the details of 
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the circumstances necc sitming re ignation: and the rationale for c.ombination of the 

role and re. pon ibilities of the chairman and chief executhe. The fey. com panic that 

had directors ''ho had resigned in ~ear 2010 didn't ghe the details of the rea..,ons for 

the restgnations. The disclosure requirement for management or busine s agreements 

entered bet\\een the company and its related companies was disclo ed in the notes to 

the financial statements by majorit)' of the listed com panic. nnd not in the statement 

of corporate governance. Non- compliance di sc losure was done by t\\0 companies 

only; this can indicate compliance with the guidelines given that most compames 

stated that the)' adhere to the corporate governance guidelines. 

The extra corporate governance practices information given by the listed compantes 

in their annual reports in the statement of corporate governance indicate adherence to 

the CMA guidelines on corporate governance practtce Almost all companies gave 

information on the composition of the board. board meetings schedules. and details of 

board comminees and their role and duties. Majority of the companies had a statement 

on the role played by the board in the organization. The other items concerning the 

board are: Board assessment/evaluation (most of these are from the banking sector); 

Directors appointment. induction and training Directors' shareholding; and 

availability of professional advice to the board in order to effectively carry out their 

duties. 

These corporate governance issues discussed in the statement of corporate governance 

in the annual reports of the NSE listed companies include other area than the board of 

directors. In the area of accountability and audit, over half of the companies reported 

on risk management and internal controls. a few gave the role played by the internal 

audit function in the organization and two insurance companies reported on the anti

fraud policies. The issue of corporate social responsibility is significant whereby a big 

number of the listed companies discussed their social and environmental activities 
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with most of them gh ing detailed parate reports on the same. The other areas that 

these li ted companies touched on in their stah:ment of corpomtc go\emancc nrc: 

executi\:e t(!am and its mandate: conflict of interest: going concern: presence of 

organizational s tructure and its imponance: and others such as succession planning. 

employee relations. development partners etc. 

5.2 Cone I usion 

The study established that maJority of the NSE listed companies adhere to the CrvtA 

disclosure requirements on corporate governance. ·r hey published information 

required on directors· fees and emoluments. a list of ten major shareholders of the 

company. share options and other forms of executive compensation. All companies 

disclosed the management or business agreements entered into between the company 

and its related company. This information was found in the notes to the financ1al 

statement which can be construed to mean that the companies were adhering to the 

International Financial Reporting Standards (IFRS) and not necessarily to the CMA 

guidelines. 

It was not possible to establish compliance with the following disclosure requirements 

since there are circumstances based and not possible to confirm given the scope of the 

study. These are disclosures are: AJI directors approaching their seventieth (70th) 

birthday that respective year: Any resignation b) a serving director and the details of 

the circumstances necessitating resignation; and the rationale for combmation of the 

role and responsibilities of the chairman and chief executive. 

The study found that the corporate governance practice information published by the 

NSE listed companies in their annual repons in the statement of corporate governance 

is \Cry diverse with no uniformit). It seems that the companies have the discretion 

onion to publish since the disclosure requirements are few and specific. The 
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compan1es may be practicing good corporate go,emancc but the) ma) not repon so 

in their annual repons which arc the main contact tool v.ith their harcholdcrs. The 

annual reports give a lot of information about the com pan> cspccinll) tinancc related 

matters but there should be organized and clear repOrting on corporntc go' cmancc. 

5.3 Recommendation for Policy Maker 

The gmdelines on corporate governance practices b)' public listed companies in 

Kenya issued by the Capital markets Authority and fonn the base of this study were 

issued m 2002.This means that they are almost ten years old and they have not been 

reviewed. The companies declare compliance with these guidelines wh1ch are 

obvious!) outdated smce the operating environment has changed signllicantly. The 

statutory laws ha"e also changed. for example there IS a new constitution. and the 

Companies Act was rev1ev.ed. 

The Capital markets Authority should also advance its regulation on the listed 

companies so as to avoid corporate collapse and scandals. There are reports in the 

press that there are reviewed corporate governance guidelines awaiting government 

approval which the researcher hopes will help Improve the corporate governance 

practice in Kenya. 

5.4 Suggestions for Further Research 

A study can be carried out to establish the methods used by the Capital markets 

Authority in regulating the corporate governance practice in public listed companies 

in Kenya. This will establish the effectiveness of the capital markets Authont} in 

safeguarding the interest of aJI stakeholders. 

A stud) can also be earned out on the area of conflict of interest in the public listed 

companies. Jt will establish various rules and enforcement measures put by 

organization in dealing with this matter. 
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Another follow up imilar research can be carried out e peciall) after the doption of 

updated C\.1A guideline::; on corporate go,emancc practices b) public li ted 

companies in Ken}a. This can be done after a few )ears to c tablish adherence to the 

ne'' guidelines 

5.5 Limitatio n of the tud} 

The study concentrated , .. ith the statement of corporate governance in the companies' 

annual reports. This is not the only section that report matters related to corporate 

go\ernance and therefore the researcher could have missed some information. 

Sections such as the Chairman's statement, chief Executive's statement, "lotJce to the 

Annual general meeting may contain corporate governance information. 

There was also the limitation of resources such as time . if it were adequate could 

have helped m enriching the research through collecting more information from other 

secuons of the annual reports or gathering additional information on corporate 

governance practice in NSE quoted companies m Kenya. 
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Appendix I 

Corporate Governance Disclosure Analysis Form 
-

Sector 
Di clo ure component 

Com pan' 
A B c 0 E F G II I J 

(A) 
{i)Otrectors Fees & emoluments 
(ii)A list of ten major shareholders of the 
company 

(ii i)Share options and other forms of 
executive compensation 
(iv)Aggregate directors' loans 
(B) 
All directors approaching their 
seventieth(70tb)birthday that respective _y_ear 

C) 
Any resignation by a serving director and the 
details of the circumstances necessitating 
resignation 
(D) I 

Rauonale for combination of the role and 
responsibilities of the chatrman and chief I 
executive. 
(E) ~ 

Management or business agreements entered 
into between the company and its related 
companies 
(F) Any non-conformity disclosure? 
(G) 
Other Disclosure: Specify 
(i) ....... ............... 
_(ii) ....... ............... 
_(_iti}. .................... 

(ivl········ ·············· · 

ote: A complete list of the NSE quoted companies is in appendix II. 



Appendix II 

Li t of Quoted Companies in Kenya 
Agricultural 

1 Eaagads Ltd 

2 Kapchorua Tea Co. Ltd 

3 Kakuzt Ltd 

4 Limuru Tea Co. Ltd 

5 Rea Vipmgo Plantations Ltd 

6 Sasini Ltd 

7 Willtamson Tea Kenya Ltd 

Commercial and Services 

8 Express Ltd 

9 Kenya Auways Ltd 

10 Natton Medta Group 

11 Standard Group Ltd 

12 TPS Eastern Africa (Serena) Ltd 

13 Scangroup Ltd 

14 Uchumi upermarket Ltd 

15 Hutchings Biemer Ltd 

Telecommunication and Technology 

16 Access Kenya Group Ltd 

17 Safaricom Ltd 

Automobiles & Accessories 

18 Car and General (K) Ltd 

19 CMC Holdings Ltd 

20 Sarneer Africa Ltd 

21 Marshalls (E.A.) Ltd 

Banking 

22 Barcla}s Bank Ltd 

23 CFC Stanbic Holdings Ltd 

24 Diamond Trust Bank Kenya Ltd 

25 Housing Finance Co Ltd 

II 



26 Ken) a Commercial Bank Ltd 

27 ~ational Bank of Ken) a Ltd 

28 'IC Bank Ltd 

29 tandard Chartered Bank Ltd 

30 Equity Bank Ltd 

31 The Co-operative Bank of Kenya Ltd 

Insurance 

32 Jubilee Holdings Ltd 

33 Pan Afnca Insurance Holdings Ltd 

34 Kenya Re- Insurance Corporation Ltd 

35 CFC Insurance Holdings 

Investment 

36 City Trust Ltd 

37 Olympta Capttal Holdings ltd 

38 Centum Investment Co Ltd 

39 Trans-Century Ltd 

Manufacturin~:; and Allied 

40 B.O.C Kenya Ltd 

41 British American Tobacco Kenya Ltd 

42 Carbacid Investments Ltd 

43 East African Breweries Ltd 

44 Mumias Sugar Co. Ltd 

45 Unga Group Ltd 

46 Everead)' East Africa Ltd 

47 Kenya Orchards Ltd 

48 A.Baumann CO Ltd 

Construction and Allied 

49 Athi Rtver Mimng 

so Bamburi Cement Ltd 

51 Crown Berger Ltd 

52 E.A.Cables Ltd 

53 E.A.Portland Cement Ltd 
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Energy and Petroleum 

54 Ken<.• I Kobi I Ltd 

55 Total Kenya Ltd 

56 KenGen Ltd 

57 Kenya Pov .. er & Lighting Co Ltd 

--- --------------~---'IV 


