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ABSTRACT

The collapse of major corporates across the wakiel Ansett Airlines, Retailer Harris
Scarfe, Enron and WorldCom has triggered a glolmsciousness to clear out the
problem of governance. Since the collapses in Aliatthere has been increased focus on
disclosure and the independence of auditors amdtdirs and the need for the board to act
in the best interests of the stakeholders, not sedves. Astudy by Lockhart and Taitoko
(2005) examined causes surrounding the collapgensétt Holdings Ltd and the largest
corporate loss of Air New Zealand, which they htited to a failure of governance to act

in the organization’s (stakeholders) interests.

It is against this background that this paper itigates corporate governance practices
within Kenya Airways Limited. Data was collecteddbgh interview guide from directors

and senior managers in Kenya Airways Limited.

The results of the research established that Catgpdoard and management of Kenya
Airways Limited practices acceptable corporate goaece practices. The study also
established that Board of Directors roles, accdilifya and responsibilities are clearly

defined, and the Board composition is based onrégpe experience and knowledge of
the industry. The study also found out that KenyavAys have three board committees
which are independent and their responsibilitiescéearly defined making them discharge

their mandates effectively.
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CHAPTER ONE: INTRODUCTION

1.1 Background of the study

The problem of corporate governance was introdutsd Berle and Means
(1932).Corporate governance has traditionally bassociated with the ‘principal-
agent’ or ‘agency problem’. The principal-agentatenship arises when the owner of
a company is not the same person as its manages. ‘Jdparation’ results in the
following: business failures, takeovers, managegapriating their rights by paying
themselves enormous salaries, investors only caedewith short term objectives,
etc. In order to overcome problems in corporateegoance, different mechanisms can
be applied. According to Cadbury (1992), corpogdgernance mechanisms refers to
control that investors put in place to control thehavior of the management. Denis
and McConnell (2003) distinguish corporate goveoeamechanism types as being
either internal or external. Internal mechanismerate through the Board of Directors
and ownership structure, while external mechanisefsr to the external market for
corporate control (the takeover market) and thgal system. Becht et al. (2000)
identify five alternative mechanisms of corporaternance the concentration and
identity of owners, hostile takeovers and proxy impt the delegation and
concentration of control in the Board of DirectotiBe alignment of managerial
interests with investors through executive congadion contracts and the clearly
defined fiduciary duty of the Chief Executive O#ic(CEO). Agrawal and Knoeber
(1996) propose seven corporate governance mechsnigmider shareholdings,

institutional shareholdings, shareholding by blbckders, a proportion of outsiders on
1



the Board of Directors, debt financing, an extedadlour market for managers and a

market of corporate control.

There are several basic reasons for the growiregdst in corporate governance. In the
first place, the efficiency of the prevailingovernance mechanisms has been
questioned (see for instance, Jensen, 1993, MlI#g7 and Porter, 1997). Secondly, this
debate has intensified following reports about smdar, high-profile financial scandals
and business failures (e.g. Polly Peck, BCCI), mealiegations of excessive executive
pay (see for example, Byrne, Grover and Vogel, 198% adoption of anti-takeover
devices by managers of publicly-owned companies anwie recently, a number of high
visibility accounting frauds allegedly perpetrateg managers (Enron, Worldcom).
Thirdly, there has been a surge of antitakeovasl&ipn (particularly in the US) which
has limited the potential disciplining role of takers on managers (see Bittlingmayer,
2000, for a description of this regulation). Andhally, there has been a considerable
amount of debate over comparative corporate gomematructures, especially between
the US, Germany and Japan models (see ShleifeWehdy, 1997, for a survey of this
debate) and a number of initiatives taken by stowdket and other authorities with

recommendations and disclosure requirements oroEggovernance issues.

1.1.1 Corporate Gover nance

The need for corporate governance arises becausge geparation of management and
ownership in the modern corporation. In practibe, interest of those who have effective

control over a firm can differ from the intereststwose who supply the firm with external



finance. The ‘principal-agent’ problem is reflected management pursuing activities
which may be detrimental to the interest of therahalders of the firm. The agency
problem can usually only be mitigated through treextions derived from good corporate
governance. There is no universally accepted deimbf corporate governance. Defined
broadly, "corporate governance" refers to the peivand public institutions, including
laws, regulations and accepted business practid@sh in market economy, govern the
relationship between corporate managers and eatreprs ("corporate insiders") on one
hand, and those who invest resources in corpostiam the other (Oman, 2001). Other
writers like Cochran and Warwick (1988) define argie governance as: "...an umbrella
term that includes specific issues arising fronenattions among senior management,
shareholders, boards of directors, and other catpatakeholders." It is concerned with
creating a balance between economic and socials gaadl between individual and
communal goals while encouraging efficient useesburces, accountability in the use of
power and stewardship and aligning the interesiad¥iduals, corporations and society.
It also encompasses the establishment of an apgm@pegal, economic and institutional
environment that allows companies to thrive asitutgins for advancing long-term
shareholder value and maximum human-centered davelat while remaining conscious
of their other responsibilities to stakeholderg émvironment and the society. In general,
corporate governance is concerned with the prosesgstems, practices and procedures as
well as the formal and informal rules that goverstitutions, the manner in which these
rules and regulations are applied and followed, rédationships that these rules and
regulations determine or create, and the natutbasfe relationships. It also addresses the

leadership role in the institutional framework. @arate Governance, therefore, refers to
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the manner in which the power of a corporationxsresed in the stewardship of the
corporation's total portfolio of assets and resesinwith the objective of maintaining and
increasing shareholder value and satisfaction loérostakeholders in the context of its
corporate mission. Corporate governance implies tdoenpanies not only maximize
shareholders wealth, but balance the interests hafebolders with those of other
stakeholders, employees, customers, suppliers,jruedtors so as to achieve long-term
sustainable value. From a public policy perspectiverporate governance is about
managing an enterprise while ensuring accountgbifit the exercise of power and
patronage by firms. Good corporate governancessegiromote the following objectives,
Firstly, efficient, effective and sustainable caggmns that contribute to the welfare of
society by creating wealth, employment and solgtitmemerging challenges. Secondly,
responsive and accountable corporations. Legitimatporations that are managed with
integrity, probity and transparency and finally aguition and protection of stakeholder

rights.

1.1.2 AirlineIndustry

An airline provides air transport services for maggers and/or freight. Airlines lease or
own their aircraft with which to supply these sees and may form partnerships or
alliances with other airlines for mutual benefiter&rally, airline companies are
recognized with an air operating certificate oetise issued by a governmental aviation
body. Airlines vary from those with a single airfftrearrying mail or cargo, through full-

service international airlines operating hundredsaiocraft. Airline services can be



categorized as being intercontinental, intra-casital, domestic, regional, or

international, and may be operated as schedulettssror charters.

According to Appendix 1 the airlines are distritaditd! over the world and depending on
their network and region of operation, it's an miional business with competition
both on domestic and international market. An iasneg number of governments are
moving to eliminate economic regulation of domesidine services under policies
known as "open skies" policies. However, evenestahat have deregulated the airline
industry have been reluctant to allow foreign agl to provide domestic services.
International services are generally provided unbiateral agreements within the
framework of the Chicago Conference of 1944.Airpgegpacity, route structures,
technology and costs to lease or buy the physicatadt are significant in the airline
industry. Other large issues are: Weather whichaisable and unpredictable. Extreme
heat, cold, fog and snow can shut down airports Gantel flights, which costs airline
money. Fuel Cost which according to the Air Tramsgiton Association (ATA), is an
airline's second largest expense. Fuel makes ugnéisant portion of an airline's total
costs, although efficiency among different carrieas vary widely. Short haul airlines
typically get lower fuel efficiency because takdsadnd landings consume high amounts
of jet fuel. Labor according to the ATA, labor Isetairline's number one cost; airlines
must pay pilots, flight attendants, baggage hasdldispatchers, customer service and
others. The main components of demand for airliaevises are business travelers,
tourism, freight transport, and mail transport.ighl schedules tend to be the crucial

competitive issues for business travelers, whilgisds and personal travel is much more



price sensitive. Freight and mail services accdanabout 15% of airlines total overall
revenue, while international freight and mail isos#r to one-third of airlines’
international revenue. Airline services enableeascto other goods, such as vacations,
business meetings, or foreign-sourced productais The demand for airline services is
closely linked to the demand for these other godddines have responded to these
financial pressures in a variety of ways: liquidgti seeking government subsidies,

improving operating efficiency, privatization, afaiming alliances with other airlines.

1.1.3KenyaAirwaysLtd

Kenya Airways Ltd is the Kenya national carrier gigng scheduled flights throughout
African, Asia and Europe. Its hub is the Jomo Keétaylternational Airport in Nairobi. It

was established in the year 1977 after the breaWugast African community and
subsequent disbanding of the jointly owned EasicAfiAirways. Its IATA designated

code is KQ. The Kenya Airways Group is made of Kango Airlines International Ltd,

African Cargo Handling Itd (ACHL) and the Kenya faight Handling Ltd (KAHL)

(Source; Kenya Airways intranet).

The airline has faced a myriad of challenges sitscanception, most of which have been
intensified by the impact of globalization. Curidgrthe airline is facing stiff competition
in both its domestic and the European routes dubdceentrance of new players such as
Fly 540 in the east African routes and Virgin Atianfor the Europe routes, other
competitors include Emirates, British Airways, Qafdrways, East African Airways,

Jetlink e.t.c. Kenya Airways continues to work @s fleet modernization programmed



through the recent acquisition of a new aircraft ife regional routes. Kenya Airways
joins the ranks of global airlines as a full Skyfremmember a milestone towards service
delivery and since safety is of paramount imporgankenya Airways has achieved
various IATA recognitions and awards such as IO A Operational Safety Audit)
becoming the 1st carrier in sub-Saharan to get filgisrous safety certification and
scooped triple win as Best Domestic Airline 2008sBRegional Airline 2002 and 2003
and Best In-flight Magazine 2002 and 2003 by TraMelws & Lifestyle Magazine
COYA (Company of the Year) top awards for strategianning and emergency

preparedness (source: Intrardtp://kqworld01:800). To address the governance issues

in Kenya , there have been a number of workshogmmized by Nairobi Stock
Exchange, Capital Market Authority, Institute of dHa Accountant of Kenya and
Kenyan Chapter of Chartered Certified Accountanis hgainst this background that this
study sought to examine the practices and strugtofeorporate governance structures

in Kenya Airways Limited.

1.2 Research Problem

The collapse of major corporate across the wokd Knsett Airlines, Retailer Harris
Scarfe, Enron and WorldCom has triggered a glolmsciousness to clear out the
problem. Since the collapses in Australia thereldesen increased focus on disclosure and
the independence of auditors and directors anchdleel for the board to act in the best
interests of the stakeholders, not themselves.ullysby Lockhart and Taitoko (2005)
examined causes surrounding the collapse of Andettlings Ltd and the largest

corporate loss of Air New Zealand, which they htited to a failure of governance to act
7



in the organization’s (stakeholders) interests. | B@009) established that despite
Southwest Airlines being the most unionized airlinethe U.S. and proudly offering
nothing to eat or drink in the cabin, it enjoys stahding customer service ratings and

loyalty as well as the best financial returns ie tidustry.

A study by the Centre for Corporate Governancendoaut that governance remains the
biggest challenge to the success of corporatiot&@imya, blaming it for the near collapse
of key sectors of the economy including tea, cqfte® sugar sub sector. Several research
work have shown a positive relationship betweepa@te governance and performance for
companies listed in the Nairobi Stock Exchangeigdal 2006; Richard, 2006; Muriithi,
2004).A lot of work have also been done to deteentin® corporate governance practice and
structures in various industries of the economigshsas survey of corporate governance
practices in cooperative societies in Nairobi(Wang@®003),a survey of corporate
governance practices in insurance industry in KéMaina, 2007), Mwakanongo (2007) did
a survey of corporate governance in shipping compain Kenya, Mucuvi(2002) studied
corporate governance practices in the motor vehidiistry in Kenya. Thiga (2002)
established that many airlines had adopted varistrategic responses such as
retrenchment, business re-engineering, merger tatégic alliances in order to survive,
however the study focused on the internationalin@sl operating into Kenya and
specifically excluded Kenya Airways. In his studyckdra(2007) concluded that Kenya
Airways faced a lot of challenges associated witibglization, he further showed that
Kenya Airways had managed to stay ahead of thea#enles through adaptation of

technological tools to make it competitive in tHel@l market. A study by Chemayiek



(2005) established that re-branding strategy hagitipely contributed towards revenue

generation, cost reduction and operational efficydn Kenya Airways.

Theoretical and emphirical studies on governaneetimes in airline industry has been
carried out in developed countries,however,litdknown and documented on corporate
governance practices in developing countries @riimdustry and in particular Kenya
Airways Limited. Hence this study aims to bridgee tknowledge gap of corporate
governance practises in developing countries airimdustry a case of Kenya Airways

Limited.

This study aims to determine how Kenya Airways ltedihas embraced the concept of
corporate governance by seeking to answer thewuoip questions; what corporate
governance structures exist in Kenya Airways Lidite Does Kenya Airways Limited
adhere to generally accepted principles of corporgbvernance? What corporate
governance structures are wanting and what is Kémyaays Limited doing to improve

on them?

1.3 Research Objective

The objective of this study was to determine coapmmgovernance practices by Kenya

Airways Limited.

1.4 Valueof the study

First the study will be useful to policy makerstie government and in the private sector.

By illustrating the how Kenya Airways Limited haeenbraced the concept of corporate
9



governancegolicy makers and regulatory institutions can use finding of this study

to better align or revise thexisting code and the guideline of corporate gauera.

Secondly the findings of this study can also badusg investors and shareholders
in evaluating the management and the board of diregp@rformance. Shareholders
and investors will gain better understanding and mgéiable informationon the

published financial statements to get an indicatibhow their funds are invested

Thirdly the finding of the study will also be uskfto various corporate boards of
directors. They can use the study to understanceffieet of structure, composition and
leadership ofthe board and use b strengthen monitoring role of the board on

management and initiate structural reforms in baawin the management.

Fourthly, Corporate Strategy Division, Human ReseuWbivision and Government Relation
Division within Kenya Airways Limited can also benefit fraims study because the
study provides insights on current practices amacpples on corporate governance
in Kenya Airways Limited. They can therefoappreciate and improve on areas not

meeting the threshold set by the industry andebgalatory institutions.

Finally, the study will add to the body khowledge by documentingorporate
governance concept and principles in African arlindustry and in particular Kenya
Airways Limited. Thestudy will also form basis of further research ta@micians

in the area of corporatgvernance.

10



CHAPTER TWO: LITERATURE REVIEW

2.1 Concept of corporate gover nance

The term “corporate governance” is a relatively rewe both in the public and academic
debates, although the issues it addresses haveabmamd for much longer, at least since
Berle and Means (1932) and the even earlier SMITA®). Zingales (1998) expresses
the view that “allocation of ownership, capitalustiure, managerial incentive schemes,
takeovers, board of directors, pressure frostitutional investors, product market
competition, labour market competition, orgatis@l structure, etc., can all be
thought of as institutions that affect the prodiseugh which quasi-rents are distributed
(p. 4)". He therefore defines “corporate govermaas “the complex set of constraints
that shape the ex-post bargaining over the quass-rgenerated by a firm (p. 4)".
Williamson (1985) suggests a similar definitioneWing the corporation as a nexus of
explicit and implicit contracts, Garvey and Swar@94) assert that “governance
determines how the firm’s top decision makers (akees) actually administer such
contracts (p. 139)". They also observe that gowgraanly matters when such contracts
are incomplete, and that a consequence is thatuexes “no longer resemble the

Marshallian entrepreneur (p. 140)”.

Shleifer and Vishny (1997) define corporate goveoeaby stating that it “deals with the
ways in which suppliers of finance to corporati@ssure themselves of getting a return
on their investment (p.737)". A similar conceptdsggested by Caramanolis-Cotelli

(1995), who regards corporate governance as beateyrdined by the equity allocation

11



among insiders (including executives, CEOs, dimsctor other individual, corporate or
institutional investors who are affiliated with nzyement) and outside
investors. John and Senbet (1998) propose the momgprehensive definition that
“corporate governance deals with mechanisms by hwhktekeholders of a corporation
exercise control over corporate insiders and managé such that their interests are
protected (p. 372)". They include as stakeholdest just shareholders, but also debt
holders and even non-financial stakeholders su@ngdoyees, suppliers, customers, and
other interested parties. Hart (1995) closely shatds view as he suggests that
“corporate governance issues arise in an organizalhenever two conditions are
present. First, there is an agency problem, conflict of interest, involving
members of the organization - these might beessyrmanagers, workers or consumers.
Second, transaction costs are such that this ageetyem cannot be dealt with through

a contract (p. 678)”.

2.2 Benefits of Corporate Governance

Good corporate Governance is necessary in orddxirtgtly, attract investors both local
and foreign and assure them that their investmevilis be secure and efficiently
managed, and in a transparent and accountablegstd8econdly, create competitive and
efficient companies and business enterprises. Ijhighhance the accountability and
performance of those entrusted to manage corpasatieourthly, promote efficient and
effective use of limited resources. Corporate goaece enhances the performance and
ensures the conformance of corporations. Its ppiasi stimulate the performance of

corporations by creating and maintaining a businessironment that motivates
12



managers and entrepreneurs to maximise firms' bpesh efficiency, returns on
investment and long-term productivity growth. Themnsure corporate conformance with
investors' and society's interests and expectatignBmiting the abuse of power, the
siphoning-off of assets, the moral hazard, and wastage of corporate-controlled
resources (so-called "agency problems"). Simultaskgo they establish the means to
monitor managers' behaviour to ensure corporateuatability and provide for the cost-
effective protection of investors' and society'seliasts visx-vis corporate insiders.
Results from an extensive study of corporate gamsea in emerging markets by CSLA
Global Emerging Markets, released in April 2001 geegj that good governance pays.
Elements of good governance considered include spaency, integrity and
responsiveness to shareholders, focus on a fewbtmiaesses and firm’s administration
that largely benefit small investors. Among thp tated companies whose shares were
recommended to investors are Infosys Technolodiés(India), SIA Singapore Airlines
Ltd., CLP Holdings Ltd. (Hong Kong), Singapore Rrékldings Ltd. and Standard Bank

of South Africa, better known as Stanbic (Glassn2801).

Recent financial scandals associated to accouatigigother frauds allegedly blamed to
top company managers (e.g. Enron, WorldCom andphagl have brought into public
light the recurring question of whether companies managed on the best interests of
shareholders and other company stakeholders suaforliers, creditors and the general
community. A point that has been made frequentthas top managers may possess too
much power inside their companies and thageaeral lack of accountability and

control of their activities is prevalent in compasiwith wide ownership diffusion.

13



Although this kind of scandals is certainly not neélere has been a renewed interest on
the mechanisms that can effectively curtail managdrscretion over sensitive company
issues that can have an impact on the welfareeofdéimaining stakeholders. At the same,
time, and especially after some well publicized pany failures in the late 80s / early
90s (Polly Peck, Coloroll, Maxwell Communicaisp BCCI), numerous sets of
recommendations on corporate governance iskage been published worldwide and
adopted, in particular, by many stock market reigugasince the seminal Cadbury (1992)
report in the UK. This has given place to a considee amount of research on the

effectiveness of these recommendations in provibetter company governance.

2.3 Corporate Gover nance M echanisms

Dunham (2004) categorizes corporate governance aneshs into two main classes.

They are internal and external governance mechanishey are discussed below.

2.3.1Internal Corporate Governance M echanisms

These include mechanisms and policies that areompany’s power to contrand
implement in order to enhance corporate governafmme of internal governance

mechanisms include;

Board of Directorsare individuals who are responsible for represgnthe firm’s
owners bymonitoring top-level manager’s strategic decisiofrs.order to enhance
corporategovernance, the shareholders have recently beesasiag the diversity of

boardmembers backgrounds. This is to ensure good quaditysions are made all the

14



times. The internal accounting and control systems also been strengthened to ensure
that the board gets all the information thegquire on timely basis to make
decisions.Yermack (1996) carried a study on thedaze and concluded that small
board was more effectivddenis and Shleifer (2001) argue that the boardtexis
primarily to hire, fire,monitor, and compensate management, all with ant@yards
maximizing shareholder value. They further docureénthat while the board is an
effective corporate governance mechanism in thearyractice its value is less clear.
Boards of directors include some of the very ingdeho are to be monitored; in some
cases they (or parties sympathetic to them) reptresmajority of the board. In addition, it

is not uncommon that the CEO is also the chairpeaddhe board.

Executive Compensation includes the use ofargal bonuses and Long-term
incentives to align manager’s interest with shal@ers interests. Executive decisions are
complex and nomeutine. Many factors intervene, making it diffictd establish how
managers will beresponsible for the outcome of their decisions. ¢ékswm and
Huntsman (1970) suggest that there is a significantelation between performance and

executive pay.

Ownership Concentration, large block shareholdergehstrong incentives to monitor
management closeli,arge stakes make it worth the time, effort, anpleg»sse to monitor

closely. They may also obtain board seat, whichaepné their ability to monitor

effectively. Mitton (2002) argues that firms witigher ownership concentration tend to
perform better and haveffective corporate governance. He believes theefitenf

concentrated ownership doest extend to concentrated ownership by managers.
15



Shleifer and Vishny1997)concludes that higher outside ownership coinagan

is associated with higberformance because outsider ownership with lataees in

the firm will monitor and change the management nméver necessary. When the
government is a significardwner of corporations, government ownership reprisse
concentrated ownership. If we view the governmemtaasingle entity, state-owned
corporations have very concentratgnership. Over time, there has been a trend away
from state ownership of corporaassets. The conversion from state to private owrgrs
termed privatization, provides an interesting sgtin which performance and governance

has improved.

2.3.2 External Corporate Governance M echanisms

These include the governance mechanisms that arefdbhe company’s control. They
include policies mechanisms that are controllecXtgrnal factors to the company. Some

of the external governance mechanisms include: -

Market for Corporate Controlkefers to purchase of firms that are underperfogmi
relative to the industryivals in order to improve strategic competitivenedarket forces
have in recent threatened management to perfortheirbest interest of shareholders to
reduce the risk of hostile takeover. Mannes (138i5erves that a hostile takeover is the
acquisition ofthe firm (the target) by another group of firm (thequirer) that is not
supported bynanagement. Hostile takeover occurs when the aagigels that the target
firm is being poorly managed and as result its walaed in the market place. The

constant threat of takeover motivates managemenactoin the best interest of the
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shareholderAccording to Hermalin (2002), when internal cohtreechanisms fail to a
large enough degree, when the gap between thel aciua of a firm and its potential
value is sufficiently negative, there is incentiee outside parties to seek control of the
firm. The market for corporate control haseb very active, as have researchers
interested in this market. Changes in the contfdirms virtually always occur at a
premium, thereby creating value for the target ‘Brishareholders. Furthermore, the mere
threat of a change in control can provide managénvéh incentives to keep firm value
high, so that the value gap is not large enoughawant an attack from the outside.
Thus, the takeover market has been an importargrgamce mechanism. As with other
potential corporate governance mechanisms, howéverfakeover market has its dark
side for shareholders. In addition to being a padksolution to the manager/shareholder
agency problem, it can be a manifestation of thablem. Managers interested in
maximizing the size of their business empi waste corporate resources by

overpaying for acquisitions rather than returniagicto the shareholders.

On Legal and regulatory systenvegy external financing has legal agreement between
the borrower and th&ender. The agency conflict between managers, Bblalers and
creditors is sometimes resolved through use ofl lageeement to ensure the interest of
each party is protected. Jensen (1993) acknowletlgdegal system as a corporate
governance mechanism beciharacterizes it as being too blunt an instrumendeal
effectively with the agencproblems between managers and shareholders. dalcti
speaking, studies thaxamine evidence from a single country providéeliticope for

studying the effects dégal systems, as all of the firms in such a sarapesubject to the
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same national legal regime. LaPorta, Lopez-de-8darShleifer, and Vishny (1998)
hypothesize that the legal system is a fundamgntalportant corporate governance
mechanism. In particular, they argue that the @xterwhich a country’s laws protect
investor rights and the extent tohich those laws are enforced are the most basic
determinants of the ways in whicbrporate finance and corporate governance evalve i
that country. This basic idea hapawned a growing body of research that examines
differing legal regimes acrossountries. Such research allows for meaningful

comparative studies of corporajevernance.

2.4 Accountability and Responsibility

In governance terms, one is accountable at comawrahd by statute to the company, if
one is a director, he is responsible to the stakeelns identified as relevant to the business
of the company. The stakeholder’s concept of bacwpuntable to all must be rejected for
the simple reason that to ask boards to be acdaenta everyone would result in being

accountable to no one. The modern approach ishfotbbard to identify the company’s

stakeholders, including its shareholders and teeags to how the relationship with other
stake holders should advance and managed in theesttof the company. The license to
operate a company is much more complex. Boards lawonsider not only to the

regulatory aspect , but also industry and markatidsrds , industry reputation , the media
and the attitudes of customers , suppliers , coessimemployees , investors and

communities (local) , national and internationdliedl pressure groups , public opinion ,
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public confidence , political opinion etc. The iansive approach recognizes that
stakeholders such as the community in which thepamy operates, its customers, its
employees and its suppliers need to be considetezh wdeveloping the strategy of a
company. This relationship between a company anstéikeholders is either contractual or
non-contractual. The inclusive approach requires the purpose of the company should
be defined, and the values by which the company eatry its daily life should be
identified and communicated to all its stakeholdéree stakeholders relevant to the
company business should also be identified. The &egllenge for good corporate
citizenship is to seek an appropriate balance batwiee enterprise (performance) and the
consultants (conformable) which takes into accdbatexpectations of the share owners
for reasonable capital growth and the respongtlalincerning the company. Conforming
to corporate governance standards results in @nttron management, boards have to
balance this with performance for financial succasd the sustainability of the company

business.

2.5 Characteristics of Good Corporate Gover nance

According to King (2002) “Good Governance is regafdas constituting the seven

characteristics outlined below:

Corporate discipline is a commitment by a comparsgsior management to adhere to
behavior that is universally recognized and acakpte be correct and proper. This
encompasses a company’s awareness of and commitopehe underlying principles of

good governance, particularly at senior managemegat.
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Transparency is the ease with which outsider ig &blmake meaningful analysis of a
company’s actions, its economic fundamentals aednthn financial aspects pertinent to
that business. This is a measure of how good mamageis at making necessary
information available in a candid, accurate ancetijnmanner — not only the audit data but
also general reports and press releases. It refl@aether or not investors obtain a true

picture of what is happening inside the company.

Independence is the extent to which mechanisms bega put in place to minimize or
avoid potential conflicts of interest that may ¢éxsuch as dominance by a strong chief
executive or large shareowner. These mechanisnge rilmm the composition of the
board, to appointments to committees of the board external parties such as the
auditors. The decisions made, and internal prosesseblished, should be objective and

not allow for undue influences.

Accountability is where individuals or groups incampany, who make decisions and
take actions on specific issues, need to be acablenfor their decisions and actions.
Mechanisms must exist and be effective to allowoantability. These provide investors

with the means to query and assess the actiomedfdard and committees.

Responsibility with regard to management pertainbehavior that allows for corrective
action and for penalizing mismanagement. Respansibhnagement would, when
necessary, put in place what it would take tolsetcompany on the right path. While the

board is accountable to the company, it must epaesively to and with responsibility
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towards all stakeholders of the company. Fairnesse—systems that exist within the
company must be balanced in taking into accounthalse that have an interest in the
company and its future. The rights of various gslyave to be acknowledged and
respected. For example, minority shareowner intenggist receive equal consideration

to those of the dominant shareowners.

Social Responsibility is about a company being avedrand responding to social issues,
placing a high priority on ethical standards. A dagvernance citizen is increasingly
seen as one that is non-disciplinatory, non-exgiioi® and responsible with regard to
environmental and human rights issues. A companiikedy to experience indirect
economic benefits such as improved productivity andoorate reputation by taking
those factors into consideration. If there is latkjood corporate governance in a market,
capital will leave that market with the click ofraouse. As Arthur Levitt, the former
chairperson of the US Securities and Exchange Cessiam has said “If a country does
not have a reputation for strong corporate gover@apractices, capital will flow
elsewhere. If investors are not confident with kel of disclosure, capital will flow
elsewhere. If a country opts for lax accounting egqbrting standards, capital will flow
elsewhere. All enterprises in that country regasll®f how steadfast a particular
company’s practices may be, suffer the consequemdaskets must now honor what
they perhaps, too often, have failed to recogrvarkets exist by the grace of investors.
And it is today’s more empowered investors thal dédtermine which companies and
which markets will stand the test of time and entheeweight of greater competition. It

serves us well to remember that no market hasiaelnght to investor’s capital.
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2.6 Corporate governance and L eader ship

Leadership for efficiency in order for companiescampete effectively in the global
economy and thereby create jobs. Leadership fobifgrdoecause investors require
confidence and assurance that the management ahpany will behave honestly and
with integrity in regard to their shareowners. Lewathip with responsibility as companies
are increasingly called upon to address legitimsteial concerns relating to their
activities and Leadership that is both transpasmd accountable because otherwise
business leaders cannot be trusted and this will te the decline of companies and the

ultimate demise of a country’s economy.

2.7 Ethicsand Values

A company’s ethics refer to the principles, norms atandards that it promotes for the
guidance and conduct of its activities internahtiehs and interactions with external
stakeholders, in accordance with its corporateesliKing Code(2002) states that each
company should demonstrate its commitment to orgaioinal integrity by codifying its
standards of ethical behavior in a code of etfimanmitment to the code of ethics will
be demonstrated by creating systems and procetiuneisoduce, monitor and enforce its
code of ethics, assigning high-level individualsoteersee compliance with the code of
ethics, assessing the integrity of new appoiniee®lection and promotion procedures,
exercising due care in delegating discretionaryhanty, communicating with and
auditing safe systems for reporting of unethicatisky behavior, enforcing appropriate

discipline with consistency and responding to offssr and preventing re-occurrence,
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establishing compliance standards and proceduhesvaise known as a code of conduct
or ethics. The Act mandates that companies putacepa mechanism for employees to
raise concerns about financial reporting mattersfidentially and anonymously.
Establishing a process for frank and file employee confidentiality report code

violations is critical component of any ethics pam.

2.8 Internal Accounting and Financial Audit

This internal system has, as its main objective fatilitation of early detection of errors
or fraud. The internal audit is an integral elemeaintorporate governance and is carried
out by an internal auditor who reports to the cleeécutive officer and is supposed to
assist the executive management and the boardeirdidtharge of their obligations
relating to safeguarding assets, risk managemg@ration of adequate controls and
reliability of financial statements and stewardsteporting. The Audit Committee plays
a vital role in financial and operational contrais the whole system of corporate
governance, by making recommendations to the boanderning the appointment and
remuneration of external auditors, reviewing auditevaluation of the system of internal
control and accounting, and considering and mak#&egmmendations on the conduct of
any aspect of the business of the company whichlgHme brought to the notice of the
board. Budgetary control is another internal cdntool, which involves two levels of
activity, namely planning and control. Control ismgplementary to planning and it
involves monitoring actual performance against péah(projected) milestones or targets,
extracting variances from trends and exploitingher sources of favourable variances

from target.
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Internal auditing functions differ among small, med and large organizations. Most
African listed companies are too small to sustagirtown internal audit department. In
their circumstances, services provided by thirdtiparmay be the only means of
obtaining auditing support. The main object of éix¢éernal audit is to give a report on the
view presented by the financial statements prephyethe managers. The detection of
fraud and errors are incidental to this main objddte audit may also prevent the
commission of fraud and errors by reason of theerdemt and moral check that it

imposes. Regulators’ reliance on external auditerpremised on the belief that the
auditors are public spirited and will act on belwdl€ither the public or the state, and that
auditors are independent of the management. Tonelegepublic confidence in the

integrity of the external auditor, he must be skjltareful, diligent, faithful and honest.

Such an auditor bolsters the perception of corpagaternance. If the external audit firm
provides this support then the most critical coasation must be whether the internal
audit department is staffed by different persorireeh the external audit and also headed

by a partner not involved in external audit actest

2.9 Conclusion from Literature Review

Corporate governance enhances the performance aswures the conformance of
corporations. The financial scandals and collageedeveloped economies triggered
most of the reviewed literature on the airline sectand that corporate governance
practices used in developed countries are notttjirapplicable in developing economies
because of political, economic, technological anttucal differences (Mensah 2002;

Rabelo & Vasconcelos, 2002). This means that tier@ need to develop models of
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corporate governance that consider the conditioe®ch developing country and that are
not directly borrowed from developed countries. sThaper examines how corporate
governance principles have evolved in the Africaiing industry taking a case of Kenya
Airways Limited and how well the airline has emledcthe generally accepted
principles. Also the issues identified in this papan form a research topic for future

researchers.
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CHAPTER THREE: RESEARCH METHODOL OGY

3.1 Resear ch Design

The research was carried out using a case studgndesid the data required was
qualitative. A case study was a very powerful farhgualitative analysis that involves a
careful and complete observation of social uniteuiyg, 1960). Cooper and Schindler
(2003) assert that case studies place more empdrasisull contextual analysis of fewer
events or conditions. The qualitatively approacls wianed at establishing what corporate
governance structures Kenya Airways has put inepl@bis approach was appropriate to
this study since the study was involving fact figliand enquiries of different kind of

practices to describe the state of affairs as #xést at present.

3.2 Data Collection Method

Primary data was collected using an interview gumderder to comprehensively study
the corporate governance practices applied by KeAyavays and make valid

conclusions. This was an important approach inse caudy design as it requires that
several sources of information be used for veriitccaand comprehensiveness (Cooper
and Schindler, 2003). Personal interview was seteels the most appropriate primary
data collection method taking into account thetsgia approach of the study, as well as
the complexity and the predominantly qualitativenednsion of the phenomenon under

investigation. This method is suitable for intemsinvestigations (Kothari, 1990).
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Personal interviews was conducted to two memberth@fboard of directors that is
Group Finance Director and Group Human Resourcedr, five senior level of
management Head of Learning and Development, Héabhternal Audit, Head of
Corporate Quality and Safety, Head of Financial t@dn Head of Corporate
Communication and Marketing, and four middle leMznager Hub, Manager Financial
Accounting, Manager Financial Reporting and Mandgandards and Procedures, and
five unionized staff of the company. The interviewsre conducted to management
because they are concerned with making strategisidas of the organization and also
the unionized staff would give their opinion ondesship style in regards to corporate
governance within Kenya Airways Limited. The intew guide was open-ended and
was accompanied by probing questions when the ameses to allow for elaboration and

in order to get in-depth information.

3.3 Data Analysis

The data which was collected was of qualitativeature and was analyzed using content
analysis. The information obtained from the intewiwas grouped into themes and
categories (concepts) that define the corporatem@nce applied by the firm. Nachmias
and Nachmias (1996) define content analysis aslnigue for making inferences by
systematically and objectively identifying speaifieharacteristics of messages and using
the same approach to relate trends. The reseanthée meanings from interviewees’

responses through conceptualization and explanhtidding.
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CHAPTER FOUR: DATA ANALYSIS, RESULTS AND DISCUSSION

4.1 Introduction

This chapter presents primary data findings of shely. The study was done using
interview guides and probing the interviewees. Ttb&al number of respondents
interviewed was ten managers. The study had oneé mlajective to determine the
corporate governance practices by Kenya Airwaysiteidh The presentation of this
chapter starts with the analysis of the corporateegance practices as provided by the

respondents.

4.2 Board of Directors

According to the Finance Director, the table bekawnmarizes the shareholders holdings
with whom the board is responsible to safeguardlaidnce their vast interests through

corporate governance.

SHAREHOLDERS PERCENTAGE HOLDINGS
Individual Kenyan Shareholders 30.94%

Air France - KLM 26%

Kenyan Government 23%

Kenyan Institutional investors 14.2%

Foreign Institutional Investor 4.47%

Individual foreign investors 1.39%

Total Employees 4,442
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Kenya Airways Board is composed of two insiderscexiee board; the Chief Executive
Officer/Group Managing Director and Group FinandeeBtor and nine other outsiders

board members representing all major shareholders.

The corporate governance according to both theckyre of Human Resource and
Finance was the process by which companies aretelitecontrolled and held to account,
and added that Kenya Airways Board of Directors wesponsible for the overall

management of the governance of the airline araté®untable to the shareholders for
ensuring that the company complies with the law #mal highest standards of best
practices in corporate governance and businesssethhey affirmed that the directors
are committed to the need to conduct the businedsoperations of the airline and the
group with integrity and in accordance with gengralccepted corporate practices and

endorse the internationally developed principlegadd corporate governance.

The directors interviewed cited that the full boangets at least five times a year and
they receive all information relevant to the disgeaof their obligations in accurate,
timely and clear form so that they can guide anthtaan full and effective control over
strategic,financial,operational and compliance essuexcept for direction and guidance
on general policy, the Board has delegated auth@witconduct of day-to-day business
to the Group Managing Director and Chief Execut®@#icer. The Board nonetheless
retains responsibility for establishing and maimitag the airline’s overall internal control
of financial, operational and compliance issuewel as implementing strategies for the
long term success of the airline. Nine out of theven members of the Board are non-

executive including the Chairman of the Board, ad others except the Group
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Managing Director, Group Finance Director and twbM Directors are subject to
periodic reappointment in accordance with the camijsaArticle of Association. The
Directors have a wide range of skills and expereand each contributes independent

judgment and knowledge to the Board’s discussions.

4.3 Board Committees

According to the respondents, the Kenya AirwaysrBdeas three standing committees,
which meet regularly under the terms of refereneelsy the Board. The Board has
constituted an Audit and Risk Management CommittbeEeh meets four times a year or
as necessary. Its responsibilities include reviethe integrity of the financial statements
and formal announcements relating to the groupiaritial performance, compliance
with accounting standards, liason with the extemnaditors, remuneration of external
auditors and maintaining oversight on internal oardystems. According to the Head of
Internal audit the external and internal auditéh® Group Managing Director and the
Group Finance Director attend all meetings of themittee. Other service line Directors

attend as required to brief the committee.

There is a Staff and Remuneration committee of Board. The committee meets
quarterly or as required, its responsibilities uad monitoring and appraising the
performance of senior management including the @idanaging Director, review of all
human resources policies, determining the remueratf senior management and

making recommendations to the Board on the remtioaraf non executive Directors.
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The Group Managing Director and the Director of HumiResources attend all meetings

of the committee.

There is a Nomination committee of the Board whiobets once a year or more if
necessary. The committee is responsible for idgngfand nominating for the approval
of the Board, candidates to fill Board vacanciesaad when they arise. In so doing,
consideration is given to succession planning,ngaknto account the challenges and
opportunities facing the company, and to ensurengessary skills and expertise are
available on the Board in the future. This commaitédso appraises the role, contribution
and effectiveness of the non-executive Directohe Group Managing Director may also

be invited to attend this meeting.

4.4 Financial Statement, Information and Audit

Head of Internal Audit and Manager Financial Contited that the group has defined
procedures and financial controls to ensure therteyy of complete and accurate
accounting information. These cover systems foraiobtg authority for major
transactions and for ensuring compliance with lawd regulation that have significant
financial implications. Procedures are also in @l&z ensure that assets are subject to
proper physical controls and that the organizatremains structured to ensure
appropriate segregation of duties. In reviewing #fectiveness of the systems of
internal control, the Board takes into account bgults of all the work carried out to
audit and review the activities of the Group. A @oahensive management accounting

system is in place proving financial and operatigesformance measurement indicators.
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Weekly meetings are held by executive managemembtdtor performance and to agree

on measures for improvement.

4.5 Code of Conduct

Head of Corporate Quality and Safety and Managandgirds and Procedures cited that
the airline is committed to the highest standarfisntegrity, behavior and ethics in
dealing with all its stakeholders. A formal codeetifics has been approved by the Board
and is fully implemented to guide management, eyg#e and stakeholders on
acceptable behavior in conducting business. Alleiimployees of the airline are expected
to avoid activities and financial interests thatildoundermine their responsibilities to the

airline.

4.6 Communication with Shareholders

The Finance Director asserted that the company oindtted to ensuring that
shareholders and the financial markets are providigd full and timely information
about its performance. This is achieved by theribigion of the company’'s annual
report, the release of notices in the press ofhél yearly and annual results, and
quarterly disclosures of operating statistics te #tock markets and capital markets
authorities. There is a minimum of two investorefirigs per annum for institutional
investors. Periodically there are press releasawounting other major company
developments which could be considered price seasinformation. In this regard the
company also complies with the continuing listingligations of the Capital Market

Authorities and Stock Exchanges applicable in Kenyganda and Tanzania. Also
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Annual Report is published each year in the Comigangbsite together with the notice

and minutes of the Annual General Meeting.

4.7 Insider Trading

The aggregate amount emoluments paid to Directmrsdrvices rendered during the
financial year are disclosed in the notes of tharicial statements. The Company has a
strict insider trading policy to which Directorscasenior management must adhere and
the Directors interests in the shares of the cowypame disclosed in the financial

statements.

4.8 Customer and Service Delivery

According to the Manager Hub and Head of Corgo@dmmunications, customers
were important to Kenya Airways and various mdh had been put in place to
maintain the existing customers and attract mokenya Airways used various
methods to ensure that it met the varied changamgashds of customers. Firstly, this was
done through continuous audits and self assessm®@ete®ndly, customer surveys and
involvement such as open days and loyalty prograrewsed. Third, the organization
ensured frequent customer survey and action toomest feedback. Fourth, the
organization ensured monitoring of prevailing marlsentiments through customer
surveys and keeping up with the latest air travehds and product offering such as

online check —in.

4.9 Corporate Social Responsibility
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According to the Human Resource Director, Kenyanys had recently constituted a
Corporate Social Responsibility (CSR) Committee rghd with spearheading and
managing the Organization’s CSR strategy. The Cdteeis chaired by the company
CEO and over the years Kenya Airways have sponsanedsupported initiatives in

education, environment, health, water.

According to the unionized employees whom i clasgdifis junior non-management staff
in this research, in their opinion they expressedalisfaction with the management style
of leadership which has led to recent publicizetketnotices and slow down in the
operations of the company, they termed low payctires and poor working conditions

and employees welfare as the main areas of concern.
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CHAPTER FIVE: SUMMARY, CONLUSIONSAND RECOMMENDATIONS

5.1 Introduction

This chapter summarizes the results of the reseaak. First, it gives a summary,
discussion and conclusion of each objective. Recendations and suggestions for

further research are also discussed. Finally,ithigations of the study are provided.

5.2 Summary

There was one main objective of the study and wmheioito arrive at the result, the

researcher conducted in-depth interviews with tla@agement. It was observed from the
study findings that Kenya Airways Limited practicgeod and acceptable corporate
governance practices and the Board of Directorsthmy with the management balances

the interest of all the stakeholder’s interests.

Several useful observations can be deduced fronaltoge conceptual analysis of the
findings regarding the manner in which Kenya Airea@ycorporate corporate governance

practices.

Firstly, Responsibilities and Accountability of hoBoard of Directors and Management
are clearly set out with defined rol&econdly, the company has a system of disclosing
all relevant information to all stakeholders wit#ports such as press releases, monthly
CEO newsletter e.t.c , Thirdly, Kenya Airways Ligdt have in place policies, system

and rules where one can register interest and @seerns and issues for different
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stakeholders. Fourthly, the company has shown dmntitment towards social

responsibility through funding of projects suchealsication, water, health, environment
conservation. Fifthly, Kenya Airways Limited hagdasished code of conducts policies
that governs the way the management and staff witle organization ought to behave
in their day-to-day activities and the underlyirthies and values that uphold the vision
and mission of the company. Finally the managerardtthe workers union are working

closely to address the concerns of the unionizeal@aes.

5.3 Conclusions

The contextual analysis of the data provided angl shmmary above helped the
researcher build up to the conclusion that Kenyavays Limited corporate board and its
management practiced generally acceptable corpg@ternance practices. However,
there is a need for the regulators of airline indus developing economies to emphasis
and have a blue print guidelines on corporate garare for all players to benchmark

and measure themselves against.

5.4 Recommendations

It is important for organizations to embrace th@amance of good governance hence the
need to sensitive and create a culture of goodocatp governance practices by
incorporating the office of governance in the dwue of the organization to spearhead.
Also the organization should have clear policy asrporate governance and the
organization should incorporate effective systemsptotect and encourage whistle

blowers.
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It is clear from the study that the issue of cogb®rgovernance practices needs to be
understood by management in order to identify hygr@priate business practices to be
used and in order to relate appropriately with talk players and the stakeholders.
Further research could be conducted using a diffexieline in the developing economies
since organizations have different cultures, mamesyeg and resource capabilities. The
respondents used in this study were mainly intestakeholders whom helped the
researcher to understand the corporate governarasiges within Kenya Airways;
hence suggest further research to determine theoopof external stakeholders such as
shareholders, government, suppliers, customers arporate governance in Kenya

Airways and how they interest are safeguarded.

Also a survey can be conducted within the airlindustry in Kenya to determine the
corporate governance practices in the industryusadthe findings to rank airlines from
the best practice airline to the least based on gierally accepted principles of

corporate governance.

5.5 Limitations of the Study

This was a case study and therefore may not be fosegeneralization purposes. The
corporate culture of Kenya Airways may not be tame with other organizations. This
iIs because organizations have different valuesrasource capabilities. They also have
different leadership styles and therefore are yikiel respond differently to different

aspects of corporate governance practices.
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The study may also have some weaknesses inherersing interview guides for data
collection purposes. First is the misinterpretatbrvords by respondents. This results in
some answers which reflect an ideal situation rathan the actual occurrence. Some
respondents may also withhold some information Wwiscamportant for the study. There
is also likelihood of bias as some respondents madyoe willing to disclose information

which might give a negative impression of the orgaiion to the public.

The respondents were not willing to disclose sofmth@® information which they termed
as confidential based on the privacy policy of dinganization. The researcher had to be
cautious not to appear to be getting informatiomgite to a competitor firm by making

the respondents understand that it was an acadesgarch project.

Time constraint was also another limitation whiebuited in having some managers very
busy and not willing to give the researcher enotigie to probe further in order to get

in-depth information. Most of the respondents posgul the researcher till when they
were available for the interview to be carried dute researcher was also limited to the

time allocated to complete the study.
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APPENDICES

Appendices|: Biggest Airlinesin Africa Based On 2009 Passenger Numbers

1. South African Airways: “The Gateway to Africa’Africa’s former ‘pariah’ airline

carried 9.85 million  passengers in 2009 to &dtidations.(includes low cost subsidiaries)

2. Egypt Air:”Insha’Allah Airlines”(If God Wills Arlines) carried 8.2 million passengers in

2009 to 76 destinations.

3. Air Algerie: Algeria’s national airline carriedl 72 million passengers to 68 destinations.

4. TunisAir: Tunisia’s national airline carried 8.willion passengers to 53 destinations

5. Ethiopian Airlines:” The New Spirit of Africa’ambitious and impatiently waiting for it

first African Dreamliner carried 2.8 million pasggms to 54 destinations.

6. Kenya Airways:"The Pride of Africa” carried 2ngillion passengers to 47 destinations.

7. Atlas Blue: Morocco’s budget airline carried iélion passengers to 25 destinations.

8. Air Mauritius: Carried 1.2 million passengers2t destinations.

9. TAAG Angola: Carried 1,000,000 passengers irf20033 destinations.

10.Libyan Airlines: Carried 890,000 passengersfa@stinations.

Sour ce: http://www.flight-africa.com/2010/05/which-is-bigsgieairline-in-africa.html
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TheBest of theBest in theWorld: Ranked in Order of Score

01 —Singapore Airlines

02 - Emirates Air

03 - Cathay Pacific

04 - Qatar Airlines

05 - Virgin Atlantic

06 - Qantas

07 - Thai Airlines

08 - Lufthansa

09 - British Airways

10 - ANA (All Nippon Airways)

Sour ce: http://www.traveltruth.com/articles/topten-airliniesnl
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Appendicesll: Interview Guide

GENERAL

1.

2.

What is the main business of the company?

What is the nature of the company?

RESPONSIBILITY

To what extent do members of the board understagidriesponsibilities?

Are board members and management staff respotisbilclearly set out in
writing?

Does the company differentiate between what therdbaan do,and what
managers and employees of the company can do?

Do the Board and the relevant sub-committees himaglg defined roles

AUDIT

1.

Is there an Audit committee?

Is there an external auditor of the company?

Is there an independent internal audit functiorhinithe company?

Are there any provisions in the Companies ArtiabésAssociation mandating
rotation of external auditors?

Does the Audit Committee produce a report on thermal audit function?

Is it mandatory to prepare an internal audit plan?

Is the internal audit plan reviewed bon an annasld?
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COMPOSITION OF THE BOARD

1. What is the size of the board?

2. What do you think should be the ideal size of thard?

3. What is the composition of the board?

4. Does the organization have any kind of mechanismaf@ating board members?

5. How often are the board members rotated?

BOARD AND SENIOR MANAGEMENENT REMUNERATION

1. Is there a remuneration committee?

2. What is the composition of the remuneration conesitt

3. What is the size of the remuneration committee?

4. |s there a written remuneration policy?

5. Does the company disclose the remuneration paticiie annual report?

6. Does the company disclose remuneration of indidiboard members and senior

management?

MEETINGS

1. Is there a set quota for meetings of the board?
2. How often do board and sub-committees conduct mgs?2i

3. What are the quorum requirements for board anddoc@mmittees?
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INFORMATION

1. How are the public kept informed of company infotimas?

2. Is there an information disclosure policy,whichigades the type of information
that could be disclosed to the public.

3. What type of information can be disclosed to thebligu pursuant to the
information disclosure policy?

4. What information is provided to the board of dimst in advance of board
meetings?

5. What information is revealed to shareholders inaade of the Annual General
Meeting(AGM)?

6. Who is responsible for recording minutes of meetihg

7. Are minutes of the previous meeting approved afdhewing meeting?

8. Is responsibility for action clearly indicated metminutes?

9. Does the organization undertake a review to enthae actions decided at the
meetings have been taken?

10.How does the company disclose transactions mad#irbgtors or management
that conflicts with the interests of the companytiat has the potential for

conflicts of interest?
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REGISTER OF INTERESTS

1. Are there policies/rules which require directorslisclose personal interest in the

company?

2. What type of personal interest is required to Iseldsed?

3. Does the company maintain a register of interests?

4. How is the register of interest reviewed and updiate

5. Is it mandatory for members to sign the register?

SYSTEM TO RAISE CONCERNS

1. Does the organization have an established systeais® concerns?
2. What type of system has been established to rarseeens?
3. Is the system reviewed regularly to ascertain &ffeness?

4. Who is responsible for reviewing the system?

PERFORMANCE MEASUREMENT /REVIEW

1. How is the performance of the board/sub committeesiagement reviewed?
2. Does the organization undertake a review of terrhsreference of board,
subcommittes?

3. How often is the review undertaken?
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4. Are there set performance indicators?

5. Are reports produced detailing the board’s/sub cdatesis/management’s

6. Who evaluates the Board?

7. How often is the review undertaken?

8. Does the organization benchmark the policies ferexe of the board against

international best practices?

VOTING AT SHAREHOLDERSMEETINGS

1. Does the company have proxy voting guidelines t&sf
2. Are shareholders allowed to vote in absentia?
3. How are resolutions put before shareholders fang6t

4. Are there separate resolutions for separate matters

FINANCIAL STATEMENTS

1. Does the company apply International Accountingn&sads (IAS) in the
preparation of financial statements?

2. Are financial statements, balance sheets and paofit loss accounts signed by
Chairnan, CEO and CFO?

3. How does the company maintain accounting records?

BOARD APPOINTMENT

1. Does the organization have a nomination committd@ch is responsible for

Board nominations?
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8.

9.

Does the organization have a written nominationcgdbr board appointments?
Who makes recommendations for the appointment afddirectors?

Is there a formal process for application to thamg@

How does the nomination committee ensure that tbeenpial members are
suitable to serve on the board?

Is the background of the potential board membmusstigated?

How is it ensured that only individuals with theght skills and attitudes are
selected?

How are members inducted?

Are the board members trained during their terrafi€e?

10.How does the organization ensure that trainingiiable or effective?
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Appendiceslil: Introduction L etter

Kenya Airways Limited,

P.O BOX 19002- 00501,

Nairobi.

Dear Sir,

RE: Permission for Robert Mutia to Collect Data from Kenya Airways Ltd

The above named is a student at the Universityafddi in the school of business and

he is pursuing a Master’s degree in Strategic Mamemt.

Mutia needs data from Kenya Airways Limited to b@eato work on his project on

“Corporate Governance Practices by Kenya Airwaysited.”

Any assistance accorded to him will be highly ap@ted.

Yours Faithfully,

MBA-Co-ordinator Project Supervisor

Dr.X.N.Iraki Mr E.Mududa
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