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AB TRACT 
The Cadbur) report of 1992 outlines the three fundamental principles of corporate 
go,crnancc as: Openness. lntegrit) and Accountability. These principles arc rele\ant 
to both public and pri,ate entitie~. Th1s stud) set out to determine the challenges of 
implementing Lord Cadbur) 's Principles of Corporate Governance in lmestment 
Banks in Kenya. 

The researcher applied a descriptive and inference research design. The target 
population of this stud) consisted of a total of 60 managers ''orking at the twelve 
Investments Banks in Kenya. The study used Primary data which was obtained 
through self-administered questionnaires with closed and open-ended questions. A 
questionnaire \\as used to collect primary data for this study. 

The study established that corporate governance applied to the investment banking 
sector since the agency problems \\ere likely to arise bet\\een the principles who ''ere 
the shareholders and the managers who \\as agents. Directors' service contracts did 
not exceed three years "ithout shareholders' approval and investment banks 
experienced the challenges of legal systems, Culture of the country, regulatory and 
supervisory systems , the influence of the stakeholders in the process of 
implementating the Lord Cardbury's principles, per formance standards applied and 
compensation and remuneration of executives also influenced 
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CIIAPTER ONE: ll'iTRODUCTION 

1.1 Back~round of the Study 

The gro\\ ing emphasis on corporate gO\ernance and its importance to the viability of 

an organization operating in today·s global economy, ""ill be the dri\ ing force to 

effect the necessary changes in hO\\ buo;incs-; enterprises respond to the need for 

greater accountabilit} and transparency in the management of their organizations 

(Hill. 200 I). In the broadest sense. corporate governance can be defined is the 

ste\\ardship responsibilit) of corporate directors to provide over::,ight for the goals and 

strategies of a compan) and to foster their implementation. Gourevitch and Shinn 

(2005) defined it as the process and structure used to direct and manage business 

affairs of the company towards enhancing prosperity and corporate accounting "' ith 

the ultimate objective of realiLing shareholders long-term value "'hile taking into 

account the interest of other stakeholders. Corporate governance rna} thus be 

perceived as the set of interlocking rules by which corporations, shareholders and 

management govern their behavior. 

Developing countries are nO\\ increasing!) embracing the concept of good corporate 

governance, because of its ability to impact positively on sustainable growth. It is 

believed that, good governance generates investor goodwill and confidence. Firms are 

now improving their corporate governance practices knowing it increases valuations 

and boosts the bottom line. Claessens et al. (2002) maintain that better corporate 

frameworks benefit firms through greater access to financing, lower cost of capital, 

better performance and more favorable treatment of all stakeholders. 

1.1.1 The Concept of Corporate Governance 
Corporate go\emance has dominated polic) agenda in developed market economies 

for more than a decade and it is gradually warming its way to the top of the policy 

agenda on the African continent. The global economic crisis and the relative poor 

performance of the corporate sector in Sub-Saharan Africa have made corporate 

governance a catchphrase in the development debate (Bro\'.n and Ca) lor, 2004). 

Developing countries, of which Kenya is no exception, have increasingly embraced 

the concept of good corporate governance, because of its ability to impact positively 

on sustainable gco\\th. It is believed that. good governance generates investor 



good,,ill and confidence. Finns are no\\ improving their corporate go,ernance 

practice!) kno'' ing it increases 'aluations and boosts the bottom line. 

Corporate go,emance helps in defining the relation bet\\een the company and its 

general environment, the social and political systems in which it operates. Corporate 

governance is linked to economic performance. The wa> management and control are 

organi.1.ed affects the compan) ·s performance and it"s long run competitiveness. It 

determines the conditions for access to capital markets and the degree of imestors· 

confidence (Bro\\ nbridge. 2007). 

Centre for Cor porate Go,•eroa nce (Kenya) 

The Centre for Corporate Governance is an independent, not-for-profit, private sector 

led organization (company limited by guarantee) that serves as the Secretariat to the 

Pan African Consultative Forum on Corporate Governance. 

It , .. as established in Kenya in March. 1999, as the Private Sector Corporate 

Governance Trust by a meeting of stakeholders-made up of representatives from the 

Private Sector- Trade and Business Associations, Cooperatives, Banks, Insurance 

Companies, State Owned Enterprises and individual businessmen & women; The 

Government and Regulatory Authorities Registrar of Companies, Capital Markets 

Authority, Nairobi Stock Exchange-; and Interested CiYil Society Organizations

Trade Unions, Academia. Professional Associations. The Centre seeks to improve the 

quality of life of the people of Kenya and of the people of Africa generally, by 

fostering adoption and adaptation. application and implementation of the highest 

standards of corporate governance in all types of business enterprises that ensure that 

the business enterprises grow and thrive. It docs so through awareness raising, 

advocating for reform and disseminating information; initiating research, facilitating 

monitoring and evaluation activities: and supporting training and education 

programmes that build national institutional and human capacities (\H\\\.ccg.or.kc, 

2011). 

1.1.2 Lord Cad bury's Principles of Corporate Governance 

The Cadbury report of 1992 outlines the three fundamental principles of corporate 

governance as: Openness, Integrity and Accountability. Lord Adrian Cadbury. \\hO 

chaired the Cadbury Commission that produced the Cadbury Report on Corporate 

Governance in the UK, claims that "corporate governance is concerned with holding 
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the balance bet\\cen economic and social goals and bct\\Ccn indi' idual and 

communal goals . . . the aim is to align as nearly as possible the interestS of 

indh iduals. corporations and society" (loD, 2002:5). 

These principles arc relevant to both public and private entities. Public companies 

however have to satisf) a more complex range of political. economic and social 

objectives. ''hich subjects them to an additional set of constraints and influences. 

The) arc subject to forms of accountability to their stakeholders that are different 

from those that a private sector compan) owes its stakeholders. Corporate balance of 

power is delicate (Montgomef) and Kaufman. 2003). The three principle actors in the 

game are the shareholders, management and board of directors. Shareholders provide 

the capital to finance the organization so they have an ownership interest. However. 

the) do not engage in the day to da) management of the organization and instead elect 

directors who collectively as a board of directors represent them and oversee the 

management on their behalf. 

Board of directors is the link between the shareholders and the management. Its 

primary role is to influence the performance of management on behalf of the 

shareholders in an informed ''ay. The board monitors the management of the 

company by staying abreast of developments both internal and external, examines 

management proposals. decisions and actions: agreeing, disagreeing or giving advice. 

and it must be able to delineate the company mission and specify strategic options to 

management (Hunger and Wheeler, 2003). 

1.1.3 Cha llenges in Implementing Lord Cadbury's Principles 

There is a need for good governance. especially in Africa. Corporate frauds have 

continued to feature as a result of inadequate system of corporate governance. As 

institutions increase in financial sophistication and reaches vast numbers of clients 

where they manage veT} large sums of money. engage highly professional staff, tap 

financial markets more aggressively and earn profits, corporate governance becomes 

far more complicated. Transformation into self- sustaining organizations will mean 

the introduction of investors as major stakeholders in the industry which will increase 

the need for control and accountability (Wainaina, 2003). If a company does not have 

a reputation for strong corporate governance practices, capital will flow elsewhere, if 

investors are not confident with the level of disclosure, capital will flow elsewhere. 



and if a com pan) opts tor lax accounting and reporting standards capital ''ill flo" 

elsewhere. 

The big debate is that if managers are left on their O\v n. the) may want to pursue their 

O\\n goals thereby hurting the O\\ners the) \\Cre meant to protect in the first place. 

The latter rna> on the other hand ''ish to maximize return on their imestments at the 

expense of other stakeholders who have their respective congruent goals. If let alone 

there's likelihood of conflict as the individual stakeholder preferences are different. 

The go\ernance debate has gained prominence in various forums including 

boardrooms, associations and media houses across the world \\ ith various writers 

documenting it (Donaldson, 2003). It has therefore become clear that developing 

countries should not lag behind in discussing and documenting corporate governance 

matters. The debate is gaining popularit) albeit at a worrying slow pace. Hill (200 I) 

cites the \\OIT)ing recurrence of misallocation of corporate resources and the eventual 

collapse of corporations in developing nations as a pointer to failure in governance in 

these countries. 

1.1.4 lnl-·estmeot Banks 

Investment banking is part of the financial services industry and offers an increasingly 

important range of services to corporations throughout the world. The range of 

products and ser,ices is increasing rapidly and it is difficult to distinguish the most 

important services because investment banks offer their services in different \\ays and 

forms. llo\\ever, Chu ( 1980) identifies two basic functions: raising capital and giving 

advice on mergers and acquisitions (M&A). All other services are largely supportive 

of or developed from these two functions; examples include corporate securities for 

fund-raising and handling mergers and acquisitions. Hayes et al. ( 1983), ho\\ever. 

define three investment banking services: origination and management of new 

financial issues; unden.witing o f issued securities and distribution. involving selling 

securities to ultimate holders (CMA, 20 II). 

Kenya has witnessed a steady gro,,1h of investment banks in Kenya. We now boasts 

of 12 Investment banks, 19 Investment advisors and 7 stockbrokers. lmestment 

bankers and brokerage firms play a critical role in contributing to the efficient 

functioning of securities and equities markets in the economy. With the deluge of 

information available to market participants today, the value of investment analysts' 
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opinion~ - both to im<!!>tors and issuers- is greater than ever before. If \\e aspire to 

be the financial hub of the Region more investment banks and other intermediary 

financial institutions (like discount houses) must take fim1 root under the closc 

supen is ion of the regulatOI) bod) (CMA. 20 II). 

1.2 Research Problem 

In recent years corporate development has been driven b} the need to restore 

investors· confidence in capital markets (Campbell, 2000). Investors and government 

alike have been proactive in seeking reforms that will ensure corporate boards arc 

more accountable. qualified and independent non-executive directors can pia) a ke} 

role. 

The focus on corporate governance is particularly crucial in financial services and. 

most of all. in the banking sector since this sector has latel} become highly exposed to 

public scrutin} and has learned. in a costl} manner, the risl.. of attracting adverse 

publicity through failings in governance and stakeholder relationships. For example 

the case of the Euro Bank, Daima Bank, Trust Bank where the banks collapsed due to 

poor governance. 

Various local studies have been done on corporate governance. Jebet (200 I) 

conducted a study of corporate governances the case of quoted companies in Kenya. 

Muriithi (2005) did a study on the relationship between corporate governance 

mechanisms & performance of firms quoted on the NSE, Man}uru (2005) researched 

on corporate governance and organizational perfonnanee the case of companies 

quoted at the NSE while Matengo (2008) did a study on the relationship between 

corporate governance practices and performance: the case of banking industries in 

Kenya. None of these studies have focused on the challenges of implementing Lord 

Cadbury's Principles of Corporate Governance in Investment Banks in Kenya. fhis 

study aims to explore the challenges of implementing Lord Cadbury's Principles of 

Corporate Governance in Investment Banks in Kenya. 

1.3 Objectives oftbe Study 

The objective of this stud} was to determine the challenges of implementing Lord 

Cadbury's Principles of Corporate Governance in Investment Banks in Kenya. 
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I A Value of the Study 

The stud) \\Ould be helpful to the following stakeholder!> 

To the imc!>tment banb. the management of the ime~tment banl...s \vould find the 

tudy imaluable in making decisions regarding corporate governance. The 

management \\OUid be able to know for certain the challenges of implementing Lord 

Cadbury·s Principles of corporate governance that can play a bigger role in shaping 

their operations. 

The corporate go\cmance practitioners \\Ould also get an insight on the challenges of 

implementing Lord Cadbul') ·s Principles of Corporate Governance. This would help 

them in developing policies on how to mitigate the challenges. 

The researchers and academic community could use this study as a stepping stone for 

further studies on investment banks. The students and academics would use this stud> 

as a basis for discussions on the chaJienges of implementing Lord Cadbul') ·s 

Principles of Corporate Governance in Investment Banks in Kenya. 

The centre for corporate governance would fmd the stud> useful as a basis of 

fonnulating policies, ""hich can be effectively implemented for better and easier 

rt:gulation of institution!> in Kenya. 
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CHAPTER TWO: LITERATURE REVIEW 

2.1Introduction 

This chapter discusses the literature review of the study. Tne purpose of literature 

re\ie'' is to explore on the existing and a\ailable information covered b) different 

researchers on a given topic. l'he literature \\as rev iev.ed from journals. reference 

books, working papers, periodicals and reports. The specific areas covered here 

include theoretical revie\\, corporate governance, Lord Cadbur) principles and 

challenges of implementing Lord Cadbul) 's principles of corporate governance. 

2.2 Corporate Governance 

Abor (2007) defmes corporate governance as the system by which companies are 

directed and controlled. It also refers to as the , .. a) in which corporations are handled 

by corporate boards and officers. Corporate go' ernance has, in more recent years, 

become one of the most commonly used terms in the modern corporation. The 

empirical research and literature has burgeoned and the field is highly 

interdisciplinary. Stakeholders in the corporate governance arena are many and wide

ranging and their participation in this field has spawned a rich and \aried range of 

information resources pertaining to distinct disciplinary fields and practitioner 

interests. The corporate governance researcher thus needs to have an in-depth 

understanding of the diverse roles various stakeholders pia) and how they ··fit'' 

together in the complex arena of corporate governance as it exists toda). 

Corporate governance has come to underpin systematical!) the work of many 

business academics and practitioners alike, and their information and research needs 

present challenges not onl) for them, but also for the information professionals who 

assist them. Governance refers to the manner in which power is exercised in the 

management of economic and social resources for sustainable human development 

initiative (McCord, 2002). According to McCord corporate governance refers to the 

manner in "hich the power of a corporation is exercised in the stewardship of the 

corporation total portfolio and resources '' ith an objective of obtaining increasing 

stakeholders value with a satisfaction of other stakeholders with in the context of 

individual organizations corporate mission and vision as spelt out in the strategic plan 
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of an institution. In today's \\Orld go,emance has assumed critical importance in the 

s, •do-economic and political S):stems. 

To explain primal) impediments of good governance, the International \\ aps and 

Deri,ative:s Association (I DA) (2002) reminds us that modem economic theory has 

established an approach to the construct of corporate gO\ ernance through the 

separation of t\\o main functions in firms, which are: principals, the owners of the 

companies '' ho hold claims over the net income of the company's business no matter 

it is positive or negative. who then appoint; and agents, who execute duties and 

responsibilities in the companies on behalf of the principals. 

Good Corporate Governance aims at increasing profitability and efficienc) of 

organizations and their enhanced ability to create wealth for shareholders, increased 

employment opportunities with better terms for workers and benefits to stakeholders. 

The transparency, accountabilit) and probity of organizations make them acceptable 

as caring. responsible, honest and legitimate wealth creating organs of societ) . The 

enhanced legitimac). responsibility and responsiveness of business enterprises within 

the economy and improved relationships \vith their various stakeholders comprising 

shareholder<;, managerc;, employees. customers. suppliers. host communities. 

providers of finance and the environment enhance their market standing, image and 

reputation (Ledgcnvoods, 1981 ). 

2.2.1 Basis for an Effective Corporate Governance Framework 

ln a Role Culture, people have clearly delegated authorities within a highly defined 

structure. Typicall), these organizations form hierarchical bureaucracies. Power 

derives from a person's position and little scope exists for expert po\\er. By contrast, 

in a Task Culture. teams are formed to solve particular problems. Power derives from 

expertise as long as a team requires expertise. These cu ltures oficn feature the 

multiple reporting lines of a matrix structure. A Person Culture exists where all 

individuals believe themselves superior to the organization. Survival can become 

difficult for such organiLations, since the concept of an organization suggests that a 

group of like-minded individuals pursue the organizational goals. Some professional 

partnerships can operate as person cultures, because each partner brings a particular 

expertise and clientele to the firm (Hill. 200 I). 
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1cCord {2002) defines organizational culture as the residue of success "ithin an 

organization. He funhcr adds that culture b the most diflicult organintional attribute 

to change. outlasting organiLational products. sen ices, founders and leadership and 

all other physical attributes of the organization. II is organizational model illuminates 

culture from the standpoint of the observer. described by three cognitive levels of 

organizational culture. 

The corporate governance framework should promote transparent and efficient 

markets. be consistent vv ith the rule of law and clearly articulate the division of 

responsibilities among different supen iSOf), regulatory and enforcement authorities. 

The corporate governance framework should be developed vvith a vie\v to its impact 

on overall economic performance, market integrity and the incentives it creates for 

market participants and the promotion of transparent and efficient markets. The legal 

and regulator} requirements that affect corporate governance practices in a 

jurisdiction should be consistent with the rule of law, transparent and enforceable. 

The division of responsibilities among different authorities in a jurisdiction should be 

clearly articulated and ensure that the public interest is served. Supervisory, 

regulatory and enforcement authorities should have the authority, integrity and 

resources to fulfill their duties in a professional and objective manner. Moreover, their 

rulings should be timely. transparent and fully explained. 

Internal control refers to the actions taken to achieve a speci fic objective like how to 

ensure the organization's payments to third parties arc for valid services rendered. 

Internal control procedures reduce process variation, leading to more predictable 

outcomes. Internal control is a key element of the Foreign Corrupt Practices Act 

(FCPA) of 1977 and the Sarbanes-Oxley Act of 2002, which required improvements 

in internal control in United States public corporations. There are a variety of 

definitions of internal control, as it affects the various constituencies, stakeholders of 

an organization in various ways and at different levels of aggregation {Anderson, 

2003). 

Under the COSO Internal Control-Integrated Framework, a widely-used framework in 

the United States, internal control is broadly defined as a process, effected by an 

entity's board of directors, management and other personnel, designed to provide 

reasonable assurance regarding the achievement of objectives in the following 
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categories: EfTecti~cness and efficiency of operations; Reliability of financial 

reporting: and Compliance \\ith la\\S and regulations (Leblanc and Gillies. 2005). 

1 he corporate governance framework should ensu re that timel) and accurate 

disclosure is made on all material matters regarding the corporation. including the 

financial situation. pcrfonnance. O\\ nership. and governance of the company. 

Oi closure should include. but not be limited to. material infonnation on: 'I he 

financial and operating results of the com pan}; Com pan} objectives: Major share 

O\\nership and voting rights: Remuneration polic) for members of the board and key 

executives. and informat ion about board members. including their qualifications. the 

selection process. other company directorships and whether they are regarded as 

independent by the board; Related party transactions; Foreseeable risk factors; Issues 

regarding employees and other stakeholders; Governance structures and policies. in 

panicular, the content of any corporate governance code or policy and the process b> 

which it is implemented (Solomon and Solomon, 2004). 

In formation should be prepared and disclosed in accordance with high quality 

standards of accounting and financiaJ and non-financial disclosure. An annual audit 

should be conducted by an independent, competent and qualified. auditor in order to 

provide an external and objective assurance to the board and shareholders that the 

financial statements fairl) represent the financial position and perfonnance of the 

company in all material respects. External auditors should be accountable to the 

shareholders and owe a duty to the company to exerc ise due professional care in the 

conduct of the audit. Channels for disseminating information should provide for 

equal. timely and cost efficient access to relevant information by users. The corporate 

governance framework should be complemented by an effective approach that 

addresses and promotes the provision of analysis or advice by anaJysts. brokers, rating 

agencies and others that is relevant to decisions by investors, free from material 

conflicts of interest that might compromise the integrity of their analysis or advice 

(Parker, 2007a). 
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2.3 Theoretical Re' ie" 

2.3.1 Agency Tbcor")· 
Agenc) thcof) identific~ the relationship where one party, the principle. delegates 

\\Ork to another. the agent (Mallin, 2010). The principal-agent model regards the 

central problem of corporate governance as self-interested managerial behaviour in a 

uni\ersal principal-agent relationship. Agenc)' problems arise when the agent does not 

share the principal's objecti .. es. furthermore, the separation of ownership and control 

increases the pO\\Cr of professional managers and leaves them free to pursue their 

o-., n aims and serve their own interests at the expense of shareholders (Serle and 

Means. 1932). 

This separation is however. linked and governed through proper "agency relationship'' 

at \arious levels, among others '·between shareholders and boards of directors, 

between boards and senior management, between senior and subordinate levels of 

management" (1 Jayes and Abernathy, 1980). In such a principal-agent relationship, 

there is always "inherent potential for conflicts '' ithin a firm because the economic 

incentives faced by the agents are often different from those faced by the principals. 

According to ISDA {2002). all companies are exposed to agency problems, and to 

some extent develop action plans to deal "ith them. 

2.3.2 Stakeholders Theories 

There are two main theories of stakeholder governance: the abuse of executive power 

model and the stakeholder model. Current Anglo-American corporate governance 

arrangements vest excessive power in the hands of management who may abuse it to 

serve their own interest at the expense of shareholders and society as a whole {I Iutton, 

1995). Supporters of such a view argue that the current institutional restraints on 

managerial behaviour, such as non-executive directors, the audit process. the threat of 

takeo,er, are simply inadequate to prevent managers abusing corporate power. 

Shareholders protected b.> liquid asset markets are uninterested in all but the most 

substantial of abuses. Perhaps the most fundamental challenge to the orthodox)' is the 

stakeholder model, with its centra l proposition is that a wider objective function of the 

firm is more equitable and more socially efficient than one confined to shareholder 

wealth. 
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2.3.3 Ste~ardsbip Tbeory of Management 

Da' h. s~ hoonnan and Donaldson (1997) developed the stewardship theory of 

management as a counter strateg} to agency theol). tewardship theory of 

management and agenc) theof) ha\e both focused on the leadership philosophies 

adopted by the O\\ner"s of an organization. It gre\\ out of the seminal \\Ork b} 

Donaldson and Davis ( 1989. 1991) and \\as developed as a model ''here senior 

executives act as ste\\ards for the organiLation and in the best interests of the 

principals. The model of man in stewardship theory is based upon the assumption that 

the manager ,., ill make decisions in the best interest of the organization, putting 

collectivist options above self-servicing options. This type of person is motivated by 

doing \\hat's right for the organization, because she believes that she will ultimately 

benefit '"hen the organization thrives. The steward manager maximizes the 

performance of the organization. working under the premise that both the steward and 

the principal benefit from a strong organization (Mall in, 20 I 0). 

2.3.4 Transaction Cost Economics 

According to Mallin (20 I 0). Transaction Cost economics (TCE), as e\pounded b) the 

\\Ork of Williamson ( 1975, 1984), istften viewed as closel} related to agenc} theory. 

TCE vie\\ts the firm as a governance structure. Mall in (20 I 0) states that as a firm 

becomes larger, the larger the transactions it undertakes and will expand up to the 

point where it becomes cheaper or more efficient for the transactions to be undertaken 

externally. From Mallin (2010), Coase (1937), posits that firms may become less 

efficient as they become large. Further, he says that all changes which improve 

managerial techniques will tend to increase the size of the firm. 

Hart ( 1995) states that there are a number of costs to writing a contract bct\\een 

principal and agent, which include the cost of thinking about and providing for all the 

different eventualities that may occur during the course of the contract, the cost of 

negotiating with others. and the cost of writing the contract in an appropriate way so 

that it is legally enforceable. 
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2..& Lord Cadbul") Principles 

The Cadbury Report recommended a code of Best practice \\ith which the boards of 

all listed companies registered should campi). and utilized ·company or explain' 

mechanism. the committee also exhorted other companies to tl) to meet its 

requirement .'I he recommendations \\ere as fo iiO\\S. 

2.4.1 The Board Directors 

1 he Board should meet regularly. retain full and effective control O"\er the company, 

and monitor the executive management. There should be a clearly accepted division 

or responsibilit ies at the head of a compan)', which will ensure a balance of power and 

authorit)', such that no one individual has unfettered power of decision. Where the 

chairman is also the chief executive, it is essential that there should be a strong and 

independent clement on the board, with a recognized senior member. The board 

should include non-executive directors of sufficient ca liber and number for their 

vie\\S to carl) significant weight in the board's decision (Gourev itch and Shinn 

2005). 

2.4.2 Non-executive Directors 

Non-executive directors should bring an independent judgment to bear on issues of 

strateg), performance, resource, including key appointment s and standards of 

conduct. The majority should be independent of management and free fonn an) 

business or other relationship which could materia lly interfere with the exercise of 

their independent judgments, apart from their fees and shareholding. Their fees should 

reflect the time which they commit to the company (Hambrick and Jackson, 2000). 

Non-executive directors should be appointed for specified terms and reappointment 

should not be automatic. Non- executive directors should be selected through a formal 

process and both this process and their appointment should be a matter for the board 

as a whole. 

2.4.3 Executive Directors 

Directors' service contacts should not exceed three )Cars \\ithout shareholders' 

approval. There should be full and clear disclosure of director's total emoluments and 

those of the chairman and highest paid UK director, including pension contributions 

and stock options. Separate figures should be given for salal) and performance -

related elements and the basis on which perfonnance is measured should be 
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explained. ExecutiH~ directors pay should be subject to the recommendations of a 

remuneration committee made up \\hOII) or mainly of non-cxecuti\.e directors 

(Huson, 200 I). 

2.4.4 Reporting and Control 

It is the board's duty to present balance and understandable assessment of the 

compan) 's position. The board should ensure that an objecti\.c and professional 

relationship is maintained with the auditors. The board should establish an adult 

committee of at least three non-executive directors with \Hillen terms of reference 

which deal clearly with its authority and duties. The directors should explain their 

responsibilities for preparing the accounts next to a statement by the audi tors about 

reporting responsibilities. 

2.4.5 Audit Committee 

Independent audit committees reduce the likelihood of earnings management. thus 

improving transparency. Audited fmancial statements frequently fail to include 

enough information to allow an analysis of the financial sustainabilit) of an 

organization, including the condition of its portfolio. To help remed) this problem. 

(Hambric"- and Jac"-son. 2000) strongly recommends that the Audit Committee should 

annuall) assess its own performance. considering responsiveness to the Audit 

Committee Charter, effectiveness of relationships and communications with 

management, internal and external auditors, and the Board of Directors. According to 

(Monks and Minow, 200 I) to maintain the credibility of its financial statements, an 

organization must adhere to a recognized, comprehensive set of accounting standards. 

2.5 Challenges of Implementing Lord Cadbury's Principles of Corporate 

Governance 

2.5.1 Compensation Structures 

Achieving complete compliance with the disclosure mandates would be a I lerculean 

task (Hambrick and Jackson, 2000). Corporations that are typical of the path 

dependent structures might not be motivated to disclose their financial data as per the 

recommended norms for fear of both external and internal reprisals. If their 

accounting data is not in concomitance with the market expectations then the markets 

might punish them through depreciating their market value. On the other hand, if 

honest reporting of owner compensation and remuneration of executives were done, 
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then emplo) ee might retaliate if a hug~ di parit) in compensation structures is found. 

~o famil) -controlled or eH:n othcm ise. closcl)-held businesses would thus be 

interested to disclose compensation related infonnation openl) {Monks and Minm\. 

200-t). In uch situations \\here market-oriented models of go"emance call for open 

disclosure and in~idcr models do not compel for such disclosures. convergence in 

Lord Cad bury's Principles of corporal~ governance mechanisms seem to be too far to 

achic\C. 

2.5.2 Legal systems 

Legal S)stems are sometimes more influenced by corporate lobbying. As mentioned 

in the path dependent arguments, certain control structures endow the corporations to 

be in better negotiating positions vis-iHis national regulatory bodies (Monks and 

MinO\\, 2004). Through their po\\er to manipulate the legal mandates towards their 

private benefits. existent corporate structures might create roadblocks to the efforts 

made for adopting global best practices such as the Lord Cadbury's Principles. 

2.5.3 Cultural Differences 

Much also depends on the culture that the nations follow. Cultural differences in 

national ideologies stand to hinder the convergence of corporate governance 

mechanisms. Where social democracies arc characterized by their commitment to 

ameliorate public welfare. capitalistic economies on the other hand are focused 

towards enhancing shareholder value. Capitalistic virtues like profit maximization are 

considered vices in some social democracies. Moreover, countries that are dictated b} 

policies of life-long employment (e.g. Japan) and co-deterministic practices (e.g. 

Germany) would adopt mechanisms other than market-oriented for the fear of markets 

influencing and or determining national policies in the long run. Corporate cultures in 

the transition countries are ne\',,J) emerging with states relinquishing control of 

business. The bureaucratic nature of state-led corporations was fatal in attracting 

investor attention (Vafeas, 1999). Post privatization benefits can, however, be seen 

nov. "ith foreign investment in the transition countries. These countries are in the 

stage of metamorphosis and most of them are fluctuating between the two extreme 

governance models. Employees and managers who worked for the state-led 

corporations have emerged as the nco-owners and given the time they would need to 
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adapt themsehes to the needs of international go\ernance practices. comcrgence 

eems to be a distant dream. 

2.5.4 Politics and Corporate Go\'ernance 

The challenges that confront the implementation of Lord Cadbur) 's Principles of 

corporate governance process thus differ from country to countr}. I\ at ions that ha\ e 

rationalized their corporate laws in concordance with international nonns still have to 

search for better S)stems given the uncertaint)' in global governance advancements. 

On the other hand. countries that tend to accommodate paradigmatic go\ernance 

shifts rna) even tend to \\Orsen off their performances (Monks and MinO\\, 2001). 

In most developing countries, regulatory and supervisor) systems are general!)' weak 

(Montgomery and Kaufman. 2003). History and politics have combined to create a 

privileged fev. that resist efforts to promote good corporate governance. These 

peculiarities call for the introduction of the principles of corporate governance in such 

a manner that they do not disadvantage or be seen to create trade barriers for any class 

of corporations. 

2.5.5 Nature of the Contracts 
Even if this power pattern held in reality, it would still be a challenge for the Board to 

effectively monitor management. The central issue is the nature of the contract 

bet\,een shareholder representatives and managers telling the latter what to do with 

the funds contributed by the former. The main challenge comes from the fact that 

such contracts are necessarily '·incomplete". It is not possible for the Board to fully 

instruct management on the desired course of action under every possible business 

situation. 

The concept of corporate governance is currently receiving a lot of attention 

worldwide due to the increasing seriousness of corporate level fraud and 

mismanagement. It has been particularly influenced by very costl) corporate collapses 

in different parts of the world. Corporate governance seeks to find the appropriate 

mechanisms for governing relationshjps of constituent groups within and around the 

organization for viabi lity and success of organizations. It is aimed at reducing the 

conflict of interests among stakeholders and making sure that the right people make 

decisions. ensuring that corporate power is exercised in the best interest of society and 
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helping to align responsibility and authority to achieve the optimum conditions for 

grO\\lh and success. 
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CHAPTER THREE: RESEARCH METHODOLOGY 

3.1 Introduction 

This chapter discusses the design and methodology of the research c;tudy. 1 his entails 

the methods and procedures that assist the researcher in identif) ing the sources of 

data. the sampling method to be used. the sampling design and sample size. It funher 

shO\\S the data collection methods to be used, techniques, instruments and procedures. 

3.2 Research Design 

The researcher applied a descriptive and inference research design. Descriptive 

research involved field survey where the researcher went to the population of interest 

to ask certain issues about the problem under the study. The design was used to obtain 

information concerning the current status of the phenomena to describe \\hat existed, 

with respect to variables or conditions in a situation (Mugenda and Mugcnda. 1999). 

3.3 Target Population 

The target populations of this stud} consist of a total of 60 managers \\Orking at the 

twehe Investments Banks in Kenya. The stud) focused more on the section and 

particular!) on the top and middle level management stafT who were directly dealing 

with the day to da) management of the company since the) were the ones conversant 

with the subject matter of the study. 

3.4 Sample Design 

The sampling plan describes the sampling unit, sampl ing frame, sampling procedures 

and the sample size for the study. The study used a census survey sampling since the 

target population was not large. Statistically, in order for generalization to take place, 

a sample of at least 30 elements (respondents) must c>.ist (Cooper and Schindler. 

2003). 

3.5 Data Collection 

The study used Primary data which was obtained through self-administered 

questionnaires with closed and open-ended questions. A 5-point Iikert scale was used 

to assess the eiTccts of risk management on performance in the investment banks. The 

questionnaires included structured and unstructured questions and was administered 

through drop and pick method to respondents. The closed ended questions enabled the 
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researcher to collect quantitative data ''hile open-ended questions enabled the 

researcher to collect qualitative data. The questionnaire wa<; div idcd into l\\O sections. 

ection one \\as concerned "ith the general information about respondents. \vhile 

section t\\ o dealt with the issues of the challenges of implementing Lord Cadbul) ·s 

Principles of Corporate Governance in Investment Banks in Ken}a. 

3.6 Data Anal)'sis 

According to Bail} (2006). data anal}sis procedure includes the process of packaging 

the collected information putting in order and structuring its main components in a 

way that the findings can be easily and effectively communicated. The researcher 

perused completed questionnaires and document analysis recording sheets. 

Quantitative data collected was analyzed using descriptive statistics by the help of 

SPSS and presented through frequencies. percentages, means and standard deviations. 

This was done by tallying up responses, computing percentages of variations in 

response as well as describing and interpreting the data in line with the study 

objectives and assumptions through use of SPSS to depict variable characteristics. 

Content analysis ''as used to test data that was qualitative nature or aspect of the data 

collected from the open ended questions. The information \\aS displa)ed b) use of bar 

charts, graphs and pie charts and in prose-form. Pearson's product moment correlation 

analysis was used to assess the relationship betv.,.,een the variables while multiple 

regressions was used to determine the predictive power of the challenges of 

implementing Lord Cadbury's Principles of Corporate Governance in Investment 

Banks in Kenya. 

19 



CHAPTER FOUR: DATA A AL YSIS, RESULTS A D 

DISCUSSIONS 

4.1 Introduction 

This chapter presents the findings and data analysis on the challenges of 

implementing Lord Cadbury's principles of corporate governance in investment banks 

in Kenya. The stud> had targeted 60 managers \\-Orking at the t\\-elve Investments 

Banks in Kenya, out of which 46 respondents filled and returned their questionnaire 

giving a response of 77%. This \\aS considered sufficient for data anal}sis and 

generalization of the findings to the population of interest. 

Table 4.1 : Response Rate 

Number of Questionnaires Number of Questionnaires 

Administered Filled And Returned Response Rate 

60 46 77% 

Source: Research Data, 20 II 

4.2 Demographic Information 

4.2.1 Gender 

The study sought to establish the gender distribution of the respondents. From the 

findings, 59% of the respondents were male while 41% were female as shown in table 

4.2 below. 

Table 4.2: Gender of the Respondents 

Frequency Percent 

--
Male 27 59% 

--
Female 19 41% 

Total 46 100% 

Source: Research Data, 20 I I 
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4.2.2 Age Bracket of the respondents 

The study sought to establish the age bracket of the respondents. From the 

finding~3 6% of the respondents "ere aged bet\\ een 31-40 Years foliO\\ ed b} those 

aged between 41-50 Years.23% of the respondents were aged over 50 ) ears \\ hile 

I I% were aged betv.een 19-30 Years as indicated in table 4.3 below. 

Table 4.3: Age Bracket of the Respondents 

Frequenc} Percent ·-
31 -40 Years 24 36 

41-50 Years 20 30 
~ -

Over 50 Years 15 23 

19-30 Years 7 I I 

Total 66 100 

Source: Research Data, 20 II 

Figure 4.1 : Age Bracket of the Respondents 

• Frequency • P.:rccnl 

31·40ycJrS 19·30ycars 41·50 yc..trs ov~r 50 yc.~rs 

4.2.3 Level of Education 

The study also sought to establi sh the respondents' highest level of education. From 

the analysis. 67% of the respondents had masters while 33% of the respondents had 

university degree as shO\\ n in table 4.4 below. 
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Table 4.4: Lc\el of Education 

~. 
Frequencv Percent 

Masters 44 67 

Universit) Degree 22 33 

Total 66 100 

Source. Research Data. 20 I I 

Figure 4.2: Lc\el of Education 

• unrvcrslty d~.'1!rcc • masters 

44 

Frequt:'Ocy Percent 

4.2.4 Years Worked In the Organization 

The study further sought to find the years the respondents' had worked in the 

organization. From the findings, 44% of the respondents had worked for a period of 1-

5 years foiiO\\Cd b} 26% who had worked for 21 -25 years.l7% of the respondents 

had worked between I 1-15 years while 14% had worked between 16-20 years as 

shown in table 4.5 below. 

Table 4.5: Years Worked In Organization 

Frequency Percent 

1-5 Years 29 44 

2 1-25 Years 17 26 

11-15 Years II 17 

16-20 Years 9 14 

Total 66 100 

Source: Research Data, 20 II 

Figure 4.3: Years Worked In the Organization 
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• Frequency • Percent 

44 

l·Svcars 21·25yNrs ll·lSyCJrs 16·20ycars 

4.2.5 Corporate Governance 

The study sought to establish the respondents views on good corporate governance 

and organizational vulnerability to future financial distress. From the analysis, 50% of 

the respondents strongly agreed that good corporate governance shielded the company 

from vulnerability to future financial distress, 44% agreed while 6% were neutral. 

These findings are shown in table 4.6 below. 

Table 4.6: Agreement witb tbe Statement 

Frequency Percent 

Strongly Agree 33 50 

Agree 29 44 

1\eutral 4 6 

Total 66 100 

Source: Research Data, 20 II 

Figure 4.4: Agreement witb tbe Statement 

• Frtqucncy • Percent 

so 
44 

strongly Jgr~ agree neutral 

4.3 Gener al Issues 
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4.3.1 Cor porate GoHrnaoce at O rganization Le\ el 

The study sought to establish the respondents 'iews on the corporate go,emancc at in 

the1r organization. According to the findings. stud) established that Corporate 

go,emance applied to the investment banking sector since the agenC) problems \\ere 

li~ely to exist as indicated by the mean of 4.328 and a standard deviation of 0.187. In 

addition. corporate governance themes separated management from the board as the 

management was acting on behalf of the BOD who \\ere the principles. fhis is 

supported b) the mean of 3.8964 with a standard deviation of 1.0248. On ""hcther 

corporate governance S}stems '"ere mechanisms for establishing the nature of 

ownership and control of organizations within an econom}, the study established that 

the respondents considered corporate governance as key to the establishment of the 

nature of O\\ nership and control in organization in the investment banking sector. This 

was supported by a mean of 3.648 and a standard deviation of 0.57735. The study 

further established that agency relationship if not well managed, leads to agenc} 

problem which may create disagreements between management and the Board of 

Directors. This ,-.as supported by a mean of 3.3184 and a standard deviation of 

0.8146. Good corporate governance aimed at performing the main function of 

separating the firm's principal and agents as shown the mean of 4. 16R 11 with a 

standard deviation of 0.8146. This is well indicated in table 4. 7 below. 

Table 4.7: Corporate Governance at Your Organization 

Std. I 
Mean Deviation 

1 

Corporate governance would apply to the sector since the I 
agenc) problems are likel} to exist. 4.3280 0. 187 

Corporate governance themes in your station separates 

management from the board 3.8964 1.0248 

Corporate governance systems are mechanisms for 

establishing the nature of ownership and control of 

organizations v. ithin an economy. 3.6489 0.57735 

Agency problem arises as a result of the relationships 

between shareholders and managers 3.3184 0.5614 

Good corporate governance approach aims at performing the 

main function of separating the firm's principals and agents. 4.1682 0.8146 

Source: Research Data, 20 I I 
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4.3.2 Lord Cad bury's Fundamental Principles of Corporate Go, ·ernance 

The stud}' further sought to e~tablish the application of Lord Cadbury's fundamental 

principles of corporate go\ernance in the investment Banks. From the anal) sis. 

Directors· service contract~ did not exceed three )ears without shareholders· approval 

as indicated b) a strong mean of 3.8164 and a standard deviation of 0.6584. Further 

there was openness. integrit) and accountabilit) of the Boards of investment Banks in 

Kenya as shO\\ n b) the mean score of 4.1587 with a standard deviation of 0.6584. The 

investment Banks' boards meet regularly, retained full and effective control over the 

company, and monitored the executive management as supported b) a mean of 3.9.t65 

and a standard deviation of 0.6554. Non-executive directors brought an independent 

judgment to bear on issues of strategy, performance. resource. including key 

appointments and standards of conduct in the investment Banks as supported b) a 

mean of 3.256 with a standard deviation of 0.68 14. The boards ensured that an 

objective and professional relationship was maintained with the external auditors to 

increase credibilit) of the audit report and avoid compromise of the auditors by the 

management. This was shown by the mean 4.1684 and a standard deviation of 0.6523. 

T bl 4 8 L d C db a e . : or a ' F d t I P . . I U_!Y S un amen a noc1p es o f C t G orpora e overnance 

Std. 

Mean Deviation 

Directors· service contracts do not exceed three years 

'' ithout shareholders' approval. 3.8164 0.1542 

There is openness, Integrity and Accountability ofthe board 4.1587 0.6584 

Board meet regularly, retain full and effective control over 

the company, and monitor the executive management. 3.9465 0.6554 

Non-executive directors bring an independent judgment to 

bear on issues of strateg), performance, resource, including 

key appointments and standards of conduct. 3.256 0.6814 

The board ensures that an objective and professional 

relationship is maintained with the external auditors. 4.1684 0.6523 

Source: Research Data, 20 II 
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4.3.3 Challenges of Implementing Lord Cad bury's P rinciples of Corpora te 

Go"crnancc 

The stud) sought to establish the e~tent to \\ hich the investment banks C\.perienc:ed 

challenges of implementing Lord Cadbury·s principles of corporate governance. from 

the findings, it was evident that bank experienced the challenges of legal S) sterns, as 

ind icated b) the mean of 3.8461 and a standard deviation of 1.0846. Culture the \\as 

followed in the count!) also influenced the implementation of Lord Cardbury's 

principles of corporate governance as indicated b) a mean of 3. 7564 and a standard 

deviation of 0.9546. Regulatory and supervisory systems v.as another challenge as 

indicated b} the mean of 3.5647 \\ith a standard deviation of 0.8648. Performance 

standards applied had a mean score of 3.4581 with a standard deviation of 0.9658. 

Compensation and Remuneration of Executives also influenced the application of 

Lord Cardbury's principles as indicated b) 3.5628 and a standard deviation of0.9658. 

Corporate lobbying challenge had a mean of 3.1258 meaning that it was not of big 

influence as compared to other challenges. The influence of the stakeholders in the 

process of implementating the Lord Cardbury's principles was identified as another 

challenge as supported by a mean of 3.1829 and a standard deviation of 0.8564. 

Table 4.9: Challenges of Implementing Lord Cad bury's Principles of Corporate 

Governance 

Std. I 
Mean Deviation 1 

Legal Systems 3.8461 1.0846 

Culture That The Nations Follow 3.7564 0.9546 

Regulatory And Supervisory Systems 3.5647 0.8648 

Performance Standards Applied 3.4581 0.9658 1 

Compensation And Remuneration Of Executives 3.5628 o.8645 1 

Corporate Lobbying 3.1258 0.9251 I 

Stakeholders Influence In The Process 3.1829 0.8564 1 

Source: Research Data. 20 II 
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4.4 Lord Cadbuf')·'s Principles 

4.4.1 The Board of Directors 

The stud> sought to establish the extent to '' hich investment Banks in 1\.en)a 

experienced challenges in the implementation of the Lord Cadbury Principles of 

corporate gO\ernance under the board of directors. From the findings. it ''as clear that 

the Board met regularly as supported by the mean of 4.1876. The Board retained full 

and effective control over the investment Banks as supported b} a mean of 4.6667 and 

a standard deviation of 0.57735. The investment Banks had clearly accepted division 

of responsibilities at the head of a com pan} and their subsidiaries as supported by the 

mean of 4.6681 and a standard deviation of 0.5864. ln addition, the investment 

Banks' boards monitored the executive management as supported b} a mean of 

4.2541 and a standard deviation of0.8641. 

Table 4.10: T he Board of Directors 

Std. 

Mean Deviation 

The Board does meets regularly 4.1876 0.6158 

The Board retain full and effective control over the com pan} 4.1467 0.5773 

There is c learly accepted division of responsibilities at the 

head of a com pan} and its subsidiar} 4.6681 0.5864 

The Board monitors the executi ve management 4.2541 0.8641 

Source: Research Data, 20 II 

4.4.2 Non- E~ecutive Directors 

The study also sought to establish the extent to which the investment Banks 

experienced challenges in the implementation of the Lord Cadbury Principles of 

corporate governance under non- executive directors. From the findings, the board 

included non-executive directors of sufficient caliber and number as shown by a mean 

of 3.9468 and a standard deviation of 0.4851. Majority of the non-executive directors 

were independent of management in the investment banks as shown b> the mean of 

4.3541 and a standard deviation of 0.5418. On non-executive director!)· fees being a 

reflection of the time which they committed to the company, it was evident that the 

fees were commensurate with the time the non executive director committed to the 
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imestment bank as supported by a mean of 4 .3581 and a standard de\ iation of 

0.4851. \Jon-executive directors in the investment banks \\Cre appointed for spec1fied 

tenns and reappointments were automatic \\here the non e'\ecutivc directors \\ere 

ready and willing to serve on the boards as indicated by the mean o f 4.1568 and a 

standard deviation of 0.8648. According to the study findings. Non- executive 

directors were selected thro ugh a formal process as indicated by the mean o f 4.5841 

and a standard deviation o f0.9458. 

Table 4.11: Non -Executive Directors 

Std. 
Mean Deviation --

The board include non-executive directors of sufficient caliber and 

number 3.9468 0.4851 

Majority of the non-executive direc tors are independent of 

management 4.3541 0.5418 

Non-executive directors' fees reflects the time which they commit 

to the company 4.3581 0.4851 

Non-executive directors arc appointed for specified terms and 

reappointments are automatic 4.1568 0.8648 

Non- executive directors are selected through a formal process 4.5841 0.9458 

Source: Research Data. 20 I l 

4.4.3 Executive Directors 

The study also sought to establish the extent to which the firm experienced challenges 

in the implementation of the Lord Cadbury Principles of corporate governance under 

executive directors. From the findings. it was established that directors· service 

contacts exceeded three years with shareholders' approval as supported by the mean 

of 4.1846 and a standard deviation o f 0.9815. Executive directors pay was subject to 

the recommendations of a remuneration committee made up wholly or mainly of non

executive directors as supported by the mean o f 4.6581 and a standard deviation of 

0.58 13. in addition, there was full and clear disclosure o f director's total emoluments 

as supported by a mean of 4.1584 and a standard deviation of 0.6581. 

Table 4.12: Executive Directors 

[ I Mean I Dc~~;ion I 
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Directors· c;en. ice contacts exceed three ) ears with shareholders· 
a rO'\. at. 
E>.ecuti\e directors pay is subject to the recommendations of a 

remuneration committee made up\\ holl} or main I} of non-

4. 1846 0.9815 

executive directors 4.6581 0.5813 
~------------------------------~ - ~ 

There is full and clear disclosure of director"s total emoluments 
Source: Research Oat~ 20 I I --

4.4.4 Reporting and Controls 

4.1584 0.6581 

The stud} further sought to establish the extent to which the firm experienced 

challenges in the implementation of the Lord Cadbul) Principles of corporate 

governance under reporting and controls. From the findings. the directors explained 

their responsibilities for preparing the accounts next to a statement by the auditors 

about reporting responsibilities as sho\\-n b} the mean of 4.1586 and a standard 

deviation of0.7589. The board ensured that an objective and professional relationship 

was maintained \\ith the auditors of the organization as indicated by the mean of 

4.358 and a standard deviation of0.7681 

Table 4.13: Reporting and Controls 

Std. 
Mean Deviation 

The directors explain their responsibilities for preparing the accounts 

next to a statement by the auditors about reporting responsibilities. 4.1586 0.7589 

I 

The board ensures that an objective and professional relationship is 
0.7681 1 maintained with the auditors. 4.3570 

Source: Research Data, 20 I I 

4.4.5 Audit Committee 

The study also sought to establish the extent to which the firm experienced challenges 

in the implementation of the Lord Cadbury Principles of corporate governance under 

audit committee. According to the findings, lack of independent audit committees 

increased the likelihood of earnings management, thus reducing transparency as 

indicated b) a mean of3.9456 with a standard deviation of0.9485. The auditors of the 

investment banks in Kenya adhered to a recognized, comprehensive set of accounting 

standards as indicated b) the mean 4.1876 and a standard deviation of 0.9485. The 
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Audit Committee assessed its O\\n performance annuall} b) measuring actual 

perfonnancc ve~us the set targets as indicated by the mean of 4. 1876 and a !)tandard 

deviation of 0.8156. Audited financial statements frequent!) included enough 

information to allo'' an anal)sis of the financial sustainabilit) of an organi7ation. 

including the condition of its portfolio as sho'' n b) the mean of 3.6517 and a standard 

de\ iation of 0.08970. 

Table 4.14: Audit Committee 

Std. 
Mean Deviation 

Lack of independent audit committees increases the likelihood of 
earnings management, thus reducing tran~aren~ 3.9456 0.9485 

The Audit Committee assess its O\\n performance annuall) 4.1876 0.8156 

The auditors adhere to a recognized, comprehensive set of 
accounting standards. 3.781 0.5894 

Audited fmancial statements frequent!) fail to include enough 
information to allow an analysis ofthe financial sustainability of an 

L£!:&_anization, including the condition of its portfolio. 3.6517 0.8970 --
Source: Research Data, 20 I I 
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CHAPTER FIVE: SUMMARY, CONCL U ION AND 

RECOMMENDATIO 

5.1 Int roduction 

This chapter presents the summary of findings. conclusion drawn from the findings 

and recommendation made. The conclusions and recommendations dra""' n focus on 

the objective ofthe stud). 

5.2 urn mary of tbe Findings 

The study targeted a total of 60 managers working at the t\'-"elve Investments Banks in 

Kenya, particularly the top and middle level management staff who directly deal with 

the day to day management of the compan). The stud) established that respondents 

strongly agreed that good corporate governance shields the compan) from 

vulnerability to future financial distress. 

59% of the respondents were male while 41% were female, 36% of the respondents 

were aged between 31-40 Years followed b) those aged between 41-50 Years. 67% of 

the respondents had masters level of educations wh ile 33% of the respondents had 

university degree. 44% of the respondents had worked for a period of 1-5 years 

followed b) 26°1o \\ho had worked for 21-25 years. 50% of the respondents strongl) 

agreed that good corporate governance shielded the investment banks from 

vulnerability to future financial distress. 44% agreed while 6% ""ere neutral. 

According to the findings, the stud) established that Corporate governance applied to 

the investment banking sector since the agency problems were likely to -exist as 

indicated by the mean of 4.328 and a standard deviation of 0.187. In addition, 

corporate governance themes separated management from the board as the 

management \\aS acting on behalf of the BOD who were the principles. This is 

supported by the mean of 3.8964 \\ ith a standard deviation of 1.0248. On whether 

corporate governance systems were mechanisms for establishing the nature of 

ownership and control of organizations within an econom), the study established that 

the respondents considered corporate governance as key to the establishment of the 

nature of ownership and control in organization in the investment banking sector. This 
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\\as supported b)' a mean of 3.648 and a standard de\ iation of 0.57735. Inc stud) 

further established that agenc) relationship if not well managed. leads to agency 

problem \\hich may create disagreements bemeen management and the Board of 

Directors. This \\-aS supported b) a mean of 3.3184 and a standard deviation of 

0.8 I 46. Good corporate governance aimed at performing the main function of 

separating the firm· s principal and agents as shov .. n the mean of 4. I 6813 with a 

standard deviation of0.8146. This is ''ell indicated in table 4.7 belo\\ 

From the analysis. Directors' service contracts did not exceed three years without 

shareholders' approval as indicated b) a strong mean of 3.8164. Further there was 

openness. integrity and accountabilit) of the Boards of investment Banks in Kenya as 

shO\\-n b) the mean score of 4.1587. The investment Banks' boards met regular!}. 

retained full and effective control over the company, and monitored the executive 

management as supported by a mean of 3.9465. Non-executive directors brought an 

independent judgment to bear on issues of strateg), performance, resource, including 

key appointments and standards of conduct in the investment Banks as supported b) a 

mean of 3.256. The boards ensured that an objective and professional relationship was 

maintained with the external auditors to increase credibility of the audit report and 

avoid compromise of the auditors by the management. 

From the findings, it was evident that bank experienced the challenges of legal 

systems, as indicated by the mean of 3.8461. Culture was followed in the country also 

influenced the implementation of Lord Cardbury's principles of corporate governance 

as indicated by a mean of 3.7564. Regulatory and supervisor) S)'Stems was another 

challenge as indicated by the mean of 3.5647. Performance standards applied had a 

mean score of 3.4581. Compensation and Remuneration of Executives also influenced 

the application of Lord Cardbury's principles as indicated by 3.5628. Corporate 

lobbying challenge had a mean of 3.1258 meaning that it was not of big influence as 

compared to other challenges. The influence of the stakeholders in the process of 

implementation of the Lord Cardbury's principles was identified as another challenge 

as supported by a mean of 3.1829. 
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5.3 Conclu ions 

From the findings the study concludes that agency problem arises as a result of the 

relationships bet\\een shareholders \\hO arc the principles and managers v. ho arc 

agents acting on behalf of the managers. Good corporate gO\emancc approach aims at 

performing the main function of separating the firm's principals and agents and 

outlining the role of each individual to ensure good \\Orking relationship between the 

shareholders and their managers. 

Openness, integrity and accountability of the board promoted better working 

relationship bet\\een management and the shareholders. The Board of the investment 

banks met regularly, retained full and effective control over the company. and 

monitored the executive management. They did so through employment of 

independent auditors \\ho aud ited and communication their opinion on the operations 

of the management team. 

The challenges of performance standards applied, compensation and remuneration of 

executives. corporate lobbying and stakeholders influence in the process ''as 

experienced to moderate extent. Their power to manipulate the legal mandates 

towards their private benefits. existent corporate structures might create roadblocks to 

the efforts made for adopting global best practices such as the Lord Cadbury's 

Princi pies. The regulatory and supervisory systems were generally strong folio\\ ing 

the clear nature of the contract between shareholder representatives and managers 

telling the latter what to do with the funds contributed by the former. 

Investment banks experienced the challenges of legal systems, management culture in 

the country also influenced the implementation of Lord Cardbury's principles of 

corporate governance to a great extent. Regulatory and supervisory systems posted 

another challenge by dictating the manner in which the conflicts between the 

principles and the agents may be resolved. Performance standards applied in the 

contracts and compensation and remuneration of Executives also influenced the 

application of Lord Cardbury·s principles among the Kenyan investment banks. 

Corporate lobbying and stakeholder influence in the process of implementating the 

Lord Cardbury's principles also posted other challenges. 
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5.4 Recommendations 

The study found that Good corporate governance shields the company from 

vulnerability to future financial distress as credit providers will always be willing to 

extend credit facilities to the organization without fear of loss. Based on this, the 

study recommends that Lord Cardburys· corporate governance principles be 

implemented in full among the investment banks so as to ensure better management 

of investment banks in Kenya and reduce the confl icts beh\een the principles and 

agents. 

The study further recommends that non executive directors be involved more in the 

afTairs of the investment banks so as to keep informed of the changes taking place in 

the investment banks and offer their advice in good time before things go beyond 

controllable levels. 

5.5 Limitations of the Study 

A limitation for the purpose of this research was regarded as a factor that was present 

and contributed to the researcher getting either inadequate information or if otherwise 

the response given would have been totally different from what the researcher 

expected. The main limitations of this study were: Some interviewees were reluctant 

to safe time for the interviews foiiO\\ing their busy schedules in the office. To limit 

the effects of this limitation, the researcher made frequent calls to remind the 

supposed respondents of the appointment. 

The study was also limited in terms of resources. The resource available to go to the 

field and ascertain whether the information being provided \\as the reality of whatever 

happens in real sense was limited. This forced the researcher to wholesomely rely on 

the information provided by the respondents during the interviews. 
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5.6 Areas fo r Furtber tudies 

Thts study focused on Lord Cadbury·s principles among investment bank in Ken)a. 

The study suggest that another stud) be carried out covering the banking industry in 

general to establish the challenges of implementing these principles. 

35 



REFERENCES 

Abor. J. (2007). Corporate Governance and Financing Decisions of Ghanaian Listed 

Firms. Corporate Governance: International Journal of Bmmes.\ in Socmy. 

Vol. ~2 No.I. pp.83-92. 

Arun. T.G and Turner. J. D. (2002). Financial Sector Reform in Developing 

Countries: The Indian Experience. The World Economy. Vo1.25. No.3. pp.429-

445 

Berle. A.A .. Means. G.C. (1932). The Modem Corporation and Pril·ate Property, 

Macmillan, New York, NY •. 

BrO\>vn, D.L., Caylor, M.L. (2004). Corporale Governance and Firm Peiformcmce, 

Working Paper, Georgia State Universit}. Atlanta, GA.. 

Brownbridge, V. (2007). Corporate Reform in the Developing World, .'vfcKmsey 

Quarterly, No.4, pp.90 .. 

Campbell, B. (2000). Ownership Structure and Corporate Performance, Journal of 

Corporate Finance, Vol. 7 pp.209-33. 

Claessens, J.P. Fan, P.H., Wong, T.J. (2002). A Study of the Relationship Between 

the Independent Director System and tht: Operating Performance of the 

Business in Taiwan, working paper, . 

Donaldson. W. (2003). Congressional Testimony Concerning the Implementation of 

the Sarbanes-Oxley Act of 2002, available at: 

wwvv. sec.gov/news/testi mony/090903 tswhd, . 

Friedman, M. ( 1973). The social Responsibility of Business is to Increase its Profits, 

The Neu York Times S unda> Magazine. No. September. 

Gourevitch V. and Shinn M. (2005). Ownership structure and corporate performance, 

Journal of Corporate Finance. Vol. 7 pp.209-33. 

Hambrick D. and Jackson, A. (2000). Endogenously Chosen Board of Directors and 

their Monitoring of the CEO. Journal of Economics, 88, 96-1 18. 

Hill. J. (2001 ). Corporate Governance: some Theory and Implications. The Economic 

Journal, Vol. I 05 o.430. pp.678-98. 

36 



Hunger, B.E., \\'heeler, 'A..S. (2003). Board of Directors as an Endogenous!) 

Determined Institution: a Sun.ey of the Economic literature. Economic Policy 

Review, Vol. 9 No.I, pp.7-26. 

Huson, M. (200 I). Internal Monitoring and CEO Turnover: a long-term Per~pccti\c, 

Journal of Finance. Vol. 56 "o.6, pp.2265-97. 

International Swaps and Derivatives Association (ISDA) (2002). 17th Annual General 

Meeting, Berlin, April" .. 

loO (2002). Board Size really Matters: Further Evidence on the Negative Relationship 

Between Board Size and Firm Value, Pulses, Singapore . . 

Jebet C. (200 l ). A stud} of Corporate Governances. The case of Quoted Companies 

in Kenya. Unpublished MBA Project. University ofNairobi 

Kaufmann J. Karpo, J.M., Malatesta, P.H., Walkling, R.A. (2003). Corporate 

Governance and Shareholder Initiatives: Empirical Evidence, Journal of 

Financial Economics, Vol. 42 pp.365-95. 

Klapper, L.F., Love, I. (2003). Corporate Governance, Investor Protection. and 

Performance in Emerging Markets, Journal of Corporate Finance, Vol. 10 

No.5, pp.703-28. 

Leblanc, R. W., Gillies, J.M. (2005). Inside the Boardroom: How Boards Really Wor~ 

and the Coming Revolution in Corporate Gmernance. J. Wiley & Sons 

Canada, Toronto, . 

Ledgerwoods, W. ( I 981). Strategic Change: the Influence of Managerial 

Characteristics and Organizational Growth, Academy of Management Journal, 

Vol. 40 No. I, pp. I 52-70. 

Mallin C.A. (2010). Corporate Governance. Third Education. New York: Oxford 

Universit) press. 

Manyuru J. P. (2005). Corporate Governance & Organizational Performance. The 

case of companies quoted at the NSE Unpubl ished MBA Project. Universit) 

of Nairobi 

Matengo M. (2008). The Relationship Between Corporate Governance Practices and 

Performance: the case of Banking Industries in Kenya. Unpublished MBA 

Project. University of Nairobi. 

37 



McCord. C. (2002). The Assessment: Corporate Go"ernance and Corporate Control, 

Oxford Review of Economic Policy. Vol. 8 No.3 •. 

Monks, R. Minow. N (2004). Corporate Go,·ernance, Blackwell Business. 

Cambridge, MA,. 

Parker, L.D. (2007a). Financial and Ex1ernal Reporting Research: the Broadening 

Corporate Governance Challenge. Accounting & Busme.u Research. Vol. 37 

No.I, pp.39-54. 

Solomon. J., olomon, A. (2004), Corporate Go,·er,wnce and Accountability, John 

Wiley, New York, NY .. 

Vafeas N. (1999). Board Meeting Frequency and Firm·s Performance. Journal of 

Financial Economic, 53, I 13-142. 

38 



APPENDICES 

Appendix 1: Questionnaire 

ECTlON O~E: DEMOGRAPHIC ~FORMATIO~ 

I) Please indicate your Gender. 

( ) Male 

2) What is )Our age bracket? 

19 -30 Years 

41- 50Years 

( ) Female 

31 -40 Years 

Over 50 years 

3) What is )OUr highest level of education? 

Secondary 

College diploma 

University degree 

( ) 

( ) 

( ) 

Masters degree 

Others (please state) 

4) How many years have you worked in this institution? 

1-5 years 

6-10 years 

( ) 

( ) 

ll-1 5ycars ( ) 

16-20 years ( ) 

21-25 years ( ) 

SECTION TWO: GENERAL ISSUES 

( ) 

26-30 years ( ) 

Over 30years ( ) 

5) To what extent do you agree with the following statement: Good corporate 

governance shields the company from vulnerabi lity to future financia l distress? 

Strongly agree [ ] Agree [ ] 

Neutral [ ] Disagree [ ] 

Strong!} disagree [ J 

6) What is your level of agreement with the foiiO\>ving statements that relate to 

corporate governance at your organisation? Use a scale of 

strong!) agree and 5 =strongly disagree. 

I 

Good corporate governance approach aims at performing the 

main function of separating the firm's principals and agents. 

Corporate governance themes in your station separates 

management from the board 

Corporate governance S}'Stems arc mechanisms for establishing 

the nature of ownership and control of organisations within an 

economy. 
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AgenC) problem arises as a result of the relationships bct,w;en I 

shareholders and managers 

Corporate governance \\Ould not appl) to the sector since the 

agenc} problems are less I ikely to exist. 

7) How would you rate the following Lord Cadbul") 's fundamental principles of 

corporate governance at your bank? Usc a scale of I - 5 '"here I vel") effective 

and 5 = ineffective. 

I 2 3 4 5 

There is openness. Integrity and Accountability of the board 
t--

Board meet regularly, retain full and effective control over the 

company, and monitor the executive management. 

Non-executive directors bring an independent judgment to bear 

on issues of strategy. performance, resource, including key 

appointment s and standards of conduct. 

Directors' service contracts do not exceed three years without 

shareholders' approval. 

The board ensures that an objective and professional 

relationship is maintained with the auditors. 

8) To what extent do you experience the following challenges of implementing Lord 

Cad bury's principles of corporate governance at the bank? 

Vel") great Great Moderate I Little Not at 

extent extent extent I extent all 

Stakeholders influence in the 

process 

Performance standards 

applied 

Compensation and 

remuneration of executives 

Legal systems 

Corporate lobbying 

Culture that the nations follow 
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I ::~:::0~ and supe~i·o~· I I I I I J 
9) What is }OUr le\el of agreement with the following s tatement on the challenges of 

implementing Lord Cadbur> ·s principle~ of corporate governance'? Lsc a scale of 

1 - 5 ''here I =strongly agree and 5 =strong!} disagree. 
. 

I 2 3 4 s 

Public companies however have to satisfy a more compte' 
-

range of political, economic and social objectives, which 

subjects them to an additional set of constraints and influences 

Through their power to manipulate the legal mandates 

towards their private benefits, existent corporate structures 

might create roadblocks to the efforts made for adopting 

global best practices such as the Lord Cadbury's Principles. 

Cultural differences in national ideologies stand to hinder the 

convergence of corporate governance mechan isms. 

In most developing countries, regulatory and supervisory 

systems are generally weak 

History and politics have combined to create a privileged few 

that resist efforts to promote good corporate governance. 

The central issue is the nature of the contract between 

shareholder representatives and managers telling the latter 

what to do with the funds contributed b.> the former. 

SECTION THREE: MAIN ISSUES 

1 0) To what extent does your firm experience the foliO\\ ing challenges in the 

implementation of the Lord Cadbur> Principles of corporate governance? Use a 

scale of I - 5 where I =very great extent and 5 = not at all. 

I 2 3 4 5 

The Board Directors 

The Board meet regular!) 

The Board retain full and effective control over the company 

There clearly accepted division or responsibilities at the head of a 

company 

The Board monitors the executive management 
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Non-executh:e Director 

The board include non-executi\e directors of sufficient caliber and 

number 

Majorit} are nindependent of management 

Non-executive directors' fees reflect the time which the} commit to 

the company 

Non-executive directors are appointed for specified terms and 

reappointments arc automatic 

~on- executive directors are selected through a formal process 

Executive Directors 

Directors' service does not contracts exceed three years without 

shareholders' approval. 

There is full and clear disclosure of director's total emoluments 

Executive directors pay is subject to the recommendations of a 

remuneration committee made up wholly or mainly of non-

executive directors 

Reporting a nd Controls 

The board does ensure that an objective and professional 

relationship is maintained \\ith the auditors. 

The directors do explain their responsibi I ities for preparing the 

accounts next to a statement by the auditors about reporting 

responsibi I ities. 

Aud it Committee 

Lack of independent audit committees increase the likelihood of 

earnings management, thus reducing transparency 

Audited financial statements frequently fail to include enough 

information to allow an analysis of the financial sustainability of an 

organization, including the cond ition of its portfolio. 

The Audit Committee does assess its own performance annually 

The auditors do adhere to a recognind, comprehensive set of 

accounting standards. 

42 



Appendix II: Innstment Banks in Kenya 

I. African Alliance Ken)a Investment Bank Limited 

2. Barclays Financial Seniccs Limited 

3. CBA Capital Limited 

4. CFC Stanbic Financial Services Limited 

5. Oyer and Blair Investment Bank Limited 

6. Equity Investment Bank Limited 

7. Equatorial Capital Services Limited 

8. Faida Investment Bank Limited 

9. NIC Capital Limited 

10. Renaissance Capital (Kenya) Limited 

I I. Standard Investment Bank Limited 

12. Suntra Investment Bank Limited 

Source: (Capital Markets Authority, 2011) 
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