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nsuring 

int r t. 'I h 

n and a half <.Icc <.l th r ha b en a I m ur for g d · rp rate 

t I) authoritie ernmen\ aim d t 

of th corporat p " r and a(i guard hareh ld rs 

!amour has furth r been fuell d b high profil corporate failur 

in th rc nt pa t. his clam ur h br ught ab ul ari u 

all aim In Kenya the apit 

ark ts uthority CM tog th r "ith other or ani ti n ha e been at th 

for front go man e p ciall for mpanies quot d at the 

airobi t k • change. It i in lin \! ith this th t M in th ear 2002, 

d clop d guid lines on corpor te go emance for mpanies quoted at the 

Nairobi t k x hange. 

Th tud k to d tennin whcth r companie airobi tock 

E change compl \ ith the apital arket Authorit guidelin s on corporal 

go man i ued in the ar 2 2. 

Th data ~ r the stud wa c llcctcd through th us f a s lf-admini ter d 

qu tionnair and from annual r p rts and accoun of th companie and 

publicati n fr m the airobi k xchange. The data vas anal ed and 

pre nt d u ing d cripti stati tic and content anal i . 

Th finding f th surve are that th apital Market Authority corporate 

governan guid line alr ad tLain a high degree of a ptance. Ther is no 

company that l tall reje ts th guid lin . Ther a howe er found to b a 

lov 1 ") f ompliancc with r gard t disclosures and th r is therefore need 

to n ourag or nfl rce more di lo ure . 
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H P R 1: I ROD TIO 

1.1. Ba 

rp rnan e ha in th pa t d ade g ner ted reat int rc t fl rrn 

, in or r', regional and gl al 

organi ati c ording to the ommonwealth A iation f rate 

G rnan ) the inter in corporal go ernan n 

trigg red b gl bali ation of conomies and financial in e tm nl m rk t 

in th 90 , publi att ntion through high profile c rp rat and I and 

ollaps 

market . 

and the olatility and instabilit_ cxp rienced in emerging 

th r rca on \ h corporate go ernance ha g n rated immense inter l is 

due 1 th r le that the corporation pia s in economic devel pm nt and 

cial progr . Th lobal orporate Governance Forum notes in its 

mi ion tat m nt that: 

" orporate Governance ha become an issu of worldwide 

importance. The Corporation has a vital role to play in promoting 

e onomic de elopmenl and ocial progre s. II i the engine of 

growth internationally, and increa ingly re ponsible for providing 

employment, public and private services, good and infra tructure. 

The effi iency and ac ·ountability of the corporation i now a maller 

o both pri are and public intere I, and governance ha , thereby, 

ome to the head of the international agenda. " 

Th import nc of corp rate go emanc b came dramaticall I ar in 

2002. hi cri of corporate meltdov ns fraud and oth r 

ata tr phe that led to th d tru tion of billion of dollar of hareholder 

' ealth, th f of job the criminal in e tigation of 

thou and and r cord- breaking bankrupt y filing . e en f 

in merican histor were filed in 2002 al n . 

om of th e c rporatc collap include Enron. Tyco delphia 

V orld m and lobal ro ing (Monk and Minov 2004). 



adbuf) I 9_ d fin 

ompanie 

rp rate go emance as th 

nd ontrolled. The Pri 

tern b) ' hich 

orporat 

fin corporate g ernan a the manner in 

\ hi h th po\ er rp ration i exerci cd in th lev ard hip of the 

corporation' total p nfoli fa et 

maintaining and in re ing tion of other 

stakeholders in th context of it corporate mi ion P 1999). 

numb r of tudie ha e be n done in the area of corp rat go emance. 

ainaina (2002) tudi d governance practices micro financ institutions in 

Ken a. The tudy v a aimed at documenting go ernanc pra ti es and to 

establ i h the level of awar ne on effecti e institutional go ernance in 

mi ro finance in titutions in Ken a. Mucu i (2002) conduct d a urve of 

orporate go ernance pra ticc in the motor ehicle industry in Ken a. The 

urvey sought to id ntif rporate go eman in the formal 

motor ehicle industr in K nya and to establi h the fa t r hindering 

implementation of good go ernanc practices in the indu try. 

M angi (2002) condu ted a sur ey of corporal go ernan e practices 

among the insurance companie in Kenya. The surve aimed at identifying 

I of governanc pra ti e in insurance companie in Ken a and to 

determine whether th r xi t a relationship b tv e n th orporate 

go ernance pra tice , owner hip and the t pe of bu ine s \ ritten by the 

in urance companies op r ling in Ken a. The sur y al o ought to 

c tabl ish whether there exi t a relation hip between corporal governance 

practi e and performance. 

Jeb t 200 I) studied th corp rat go ernance practice of companies 

qu ted in the tock e hang . Th tud aimed at det rmining the e. i ting 

go rnan e tructure · in publi I} quoted companie in en a to identif 

weaknc in the e tructur and to uggest impro ement . The tud 

al aimed ate tablishing the ext nt to hich companie h v tabli hed 
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audit c mmitt a· p r th guideline on th 

committe is ued in I 

Hu ein (2 03) c. amined the ffe t of audit mmilt s and their 

omposition of ind pen nt and non-e ecuti c dire t r n major 

li ted at di losur and other n n-finan ial characteri ti of c mp ni 

th 1 airobi t !... hangc. Th obje ti e of th tudy w r to det rm ine 

major di lo ur and oth r financial characteri ti s of compani listed in 

the b for and aft r lh e tablishment of the audit c mmittees· to 

det rmine the per i d lue of audit committee by management of the 

li t companie and to th achievement of audit c mmitt es in the 

li ted compani . 

1.2. he apital arket utbority 

he apital uthority CMA) was e tablish d in 1989 through an 

a t of parliament ( apital Market Act Cap 485 ) and 

January 1990. Th mi i n of the Capital Mark ts Auth rit to promote 

the de elopment of orderly fair effi ient secur ound ju t tran parent 

and dynamic capital market in Kenya ithin a framework which facilitates 

innovation through an effccti but flexible system of regul ti n for the 

maint nance of in e tor confid nee and afeguards the int rest f all 

mark t parti ipant ·•. 

Th principal obj ti e f M are th development fall a p ts of the 

pi tal markets ith parti ul r empha is on th remo al f impediments to 

and r ation of inc ntiv for longer-term in tm nts in producti e 

a ti iti s. It al o aims at facilitating thee istence of a nation id s tern of 

to k market and brokerag rvi e to enable ' id r participati n in to k 

m rket. Other obj cti include creating maintaining and regulating a 

market in \ hich s curitic c n b i sued and lrad d in an ord rl , fair and 

efficient mann r through the implementation of a s tern in which the 

market participants regulat them lv to the maximum practicable e tent. 

3 



Pr t ti n m e tor op rating omp n ati n fund t 

m from fin n ial to ari in~ from th failur 

me t his ontra tual obligations and d ping a fram ork to 

fa ilit t the u f ele troni commer e for th d el pm nt f capital 

mark t in Kenya ar th olh r obj ti e of C 

h MA is managed by a board on i ting of a chairman app intcd y th 

pre id nt on the r mmendation f the Minist r of Finan e· other 

mcm er appoint d b th mini t r and th hi r ~ cuti e ffic r of 

he hi f · x cuti e ffi r rves for a fl ur ear p riod and 

eligible for re-appointment for anoth r four-year term. Other members 

in Ju the P rman nt cr tary to the Tr a ury, the Go rnor f th 

C ntr I Bank of Kenya, the ttom Gen rat or p r ns deputy to th m. 

1. . tatem nt of the Problem 

In e crci e of th p 'ers confl rr d b lion 11(3) ( ) and 12 f the 

Capital Mark t ct. th Ca~ital - rket uth rit in the year 2002 issued 

guidelines on corporate governan e practice for ob ervance by public 

li ted c mpanie in Kenya, in order to enhance corporat go ernance 

practic s by uch companies. 

he guidelines w re developed in response to th gro ing importance of 

go rnance i ues both in em rging and d eloping economic and for 

prom ting growth in dome ti and r gional capital markets. It ' a at o in 

r c gnition of th role of good g ernan c in orporate perf! rmance 

apital formation, and ma. imization of har h lder alu , a \ II a 

prot ction of in c 1 r · right . 

In summar the guideline pre cribe that non- x cuti e dire tors must 

make up a I a t ne-third of corporate board . The board are r quired to 

establi h appropriate board committees including an audit ommittee. 

Dire tors rna not hold more than fi e directorships and must r gularly 

4 



ofTer them " up for r - le tion at annual g ncr I m cting . Th re 

hould b fl rm I r mun rati n tru ture fl r dir ppro d by 

har holder . f the hairman of th ard and the hi f 

the arne per on, ' hil director hould not 

be hairman of m r th n t li t d companie . mpanie mu t disclo 

r mun ration for dir tor nd enior exe uti es including h r options in 

their annual report. har holder mu t appro major rporate de isions 

u h major a et di posal . re tructuring m rger . a qui ition and 

r organisations. he b ard mu t also pro ide timet and suffici nt 

infl rmation to enabl har h ld r participation in annual general meeti ngs. 

The b ard i requir d to pre nt annual a count and t en ure that the 

account are pres nted in lin v ith International ccounting tandards. 

he b tem of internal controls. Th 

hi f inance Officer and the uditors must b m mb r of th Institute 

of ertified Publi ccountan . and Compan must be 

m mb r ofthe In titute of rtifi d Public ecretari f Kenya. 

he MA guideline be arne cffe tive in year 2002. Th re ha not been 

ny tud yet to determine omplian e with th s guideline . he tud by 

J b t (2001) d alt with th ompliance Capital arkc Authority 

guid line on th tablishm nt of audit committ e i ue in 1998. The 

arne ha e been super eded b th more compr hensi e guidelin s on 

corp rate go emance i uc in 2002. 

This urvey s eks tabli h whether the Capital Markets Authority 

guideline on corporate govcrnanc have been compli d v ith b public 

mpani quoted at the air bi to k E change. 

1.4. bjecti\'e of the tud 

Th obj ti e of the stud is t determine ' h ther com panic quoted at the 

airobi to k Exchange ha e c mplied with the Capital Mark t uthority 

guidelin son corporal go rnance. 

5 



1. . Importanc of tb tud 

Th finding ofth tud v ill go to-. ards tilling th e isting gap as regard 

orporate goveman in Ken a. More specifi ally it v ill be of 

importanc to regulatory authoritie in d termining th le el of compliance 

with th guideline . In th e ent that the le el of complian e i not as 

de ir d the aulhoritie rna b required to Lake appropriate actions to 

ncourag or enforc compliance 

fn estors will benefit in assessing-. hether there are mechanisms in place to 

nsure that th ir interests as shareholders are safi guarded. Potential 

in estors will al o benefit as they v ill be able to determin companies that 

are prop rl go emed in making their investment decisions. The study will 

enable directors and management appreciate the importance of corporate 

go ernance pra tices and assist them in rating their level f compliance 

again t those of th ir competitors or the entire market. and in determining 

wh ther th corporate go ernance practice they emplo are adequate to 

giv them a ompetitive edge. 

The publi whi h includ s cu tamers suppliers of good and services and 

the communit at large, ould want to associate with companies that are 

prop rl go erned. The tudy will as i t the public in determining such 

companies and their lev I of interaction based on th ir corporate 

governance record. 
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2: Ll R R 
2.1. one pt 

orp a n ' on pt in th \ orld t da . It i a 

mod rn ·pre \\hi h ompanie ha e faced [I r de adc · -

that of ··a ountabilit ". At the m t ba ic le el, it is ab ut h v. th 

entru ted with th da -t -da manag ment of a com pan 's affair rc held 

to account t hareh ld r and ther providers of finan e· and wh ther th 

organization ha the appr priate corporate tructure underpin 

accountabilit (Pri \ aterh u e, 1997). 

The fundam ntal in ight fr m ' hi h the field of corporate go ernance 

emanates i that ther are potential problems asso iated with th par ti n 

of power and ontrol that i inher nt in the modern corp rat form of 

organi ation. orporate go ernance, then. encompas th et of 

in tin1ti nal and market mcchani m that indu e self-interc te manager 

alue of the residual ashfl w of th firm 

on b half of it harchold r the O\ ners) (0 ni 200 I . 

o b bl t under t nd the orp rat go ernance c n cpt, w fir l d fine 

the term go rnan e. h t rm go ernance i deri ed from the Latin word 

gubernar . meaning ·to t er' u uall applied t • t ering f hip . This 

ther for implie that corp rate go rnan e i the fun tion of dir tion 

rath r than control. Therefore the gen rat definition of c rp rate 

go rnan i the ~ ay in which companie are directed and controlled 

( ol m n and olomon 2004 . 

Parkin n 1994) define orporate go ern a nee a of 

up r i ion nd c ntrol int nded to ensure that th ompany m nag m nt 

acts in a ordance with the interests of sharehold r . Tricker ( 1994) argues 

that go rnanc i not concerned with the running of th bu ines of the 

compan per e. but with gi ing o erall dir ction to the ent rpri , with 

o r c ing nd ontrolling the e ecuti e actions of managem nt and v ith 
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ti • ing gitimat . pe tation of countabilit) and regulation b 

intere t b nd the corp rat bound rie . 

P CG 1999) defin orp rate go ernan e a the manner in ''hi h the 

power a orporation i exer i d in the stew rd hip of the rporation' 

total port[! lio of a s t and re our c with th obje ti e of maintaining and 

increa in harehol cr alue and ·ati faction of other takeh lder in th 

conte t f its orporate mi ion. P GT e c rporat go ernance a 

being n erned with creating a balance b tw en economi and ocial 

goals and between indi idual and ommunal goals while encouraging 

efficient use of resour es ac ountability in the use of po\ er and 

steward hip and as far a po ible to align the interests of individual , 

corporations and s iet . It about promoting: Fair. efficient and 

tran par nt admini tration of corporations to m t ' ell-d fined obj cti e · 

ystem and stru tur of operating and controlling corporation with a 

iew t achie ing long-term strategi goals that atisfy the owners, 

supplier , cu tamer and financier while complying ' ith legal and 

regulator requirement and meeting en ironmcntal and so i ty needs· An 

effici nt proces of alue-creation and value adding. 

imply put corporal go ernance refers to the establishment of an 

appropriate legal cconomi and institutional n ironment that allo' 

ompanie to thri a instituti n for ad an ing long-term harehold r 

alue and maximum human-centred de I pment ' hilc remaining 

con c1 u of their other resp n ibilities to tak holders the n ironment 

and the ociet in g neral P GT 1999). 

Corporate go ernance hould be distingui hed from management 

Go ernan e is con rned ' ith th intrinsi nature purpo integrity and 

identity of the in titution, ' ith a primary fo u on the entit ' rele an e 

ontinuity and fiduciar aspect . Goveman involve monitoring and 

ing strategi direction o io-economic and cultural conte, t, 

8 



ternalitie • and n tiluencie ofth in titution. an g m nt n the oth r 

hand i m r of a hand - n a ti it . In it traditional en e, managcm nt 

can b onducting or supervi ing ction \ ith th judi iou 

use f mean to accomplish certain ends. Management primaril focu c on 

pecifi goal anainm m o er a definite time fram and in pr ribed 

organi ation rri kcr 1994 . 

Tricker 19 4 further identities three main distingui hing charact ri tic of 

management and governan e. Fir r. governance has e, t rnal fo us v hile 

management i internal, econdly. go emance as ume an open y tern 

while managem nt as ume a clo ed sy tern and third! , go crnanc is 

strateg ri nted \ hile management is task orient d. imply put 

go ernance rclat s to .. , here the compan is going·· while management 

r lates to "g tting th ompany there· 

According to Organisation for Economic Coop ration and 0 v lopment 

(OECD) 2004, orp rate governance is one key element in improving 

econ mic efficiency and growth a v ell as enhancing inve tor confidence. 

Corporate governance in lvcs a et of relationship between a om pan s 

management, its board its hareholders and other tak holders. It also 

pro ides the structur thr ugh hich the objectives of the com pan ar et. 

and the mean of attaining tho e obje ti e and monitoring performance 

are determined. 

Good corp rate go rnan c hould pro id proper incenti es for th b ard 

and management to pursue objecti cs that are in the interests of th 

company and it shareholders and should facilitate effecti e monit ring. 

The presence of an efli cti e corporate governance system within an 

individual company and a ros an econom as a whoJe helps to provide a 

degree of confidence that is necessary for the proper functioning of a 

market economy. As a result the o t of capital is lower and firm ar 

encouraged to u re our more efficient) , thereby underpinning growth. 
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compan that ha impl m nt d a trong orp rat go mance 

frame\ ork all v th firm th ability to nhan their mpetiti e 

ad antag . It additi n il al allo' s the firm to b able to formulate and 

impl ment more fl cti c trategic decision a ed on accurate and 

obj cti e corporate information. The e e uti n a mpr hensi 

orporat go man frame\ rk also assur th har holder a higher 

I el of confiden ab ut their in estm nt de i i mpr hensi e 

corporate go eman c frame\ 'ork can also b a u cful management tool to 

upe ise the o erall h k and balance sy tern u d to aluate th overall 

op ration of the firm ( tan i k eta/, 2005). 

2.2. Theoretical Per pccti e pplied in orporate o ernance 

Th r ar a number f th rie that ha e vol ed to pi in and anal se 

c rporat go ernanc . ach of thes th orie appr a he orporate 

governance from d i ffl r nt wa s. and views corporate go ernance from a 

difTerent perspecti e arising from different disciplines. r exampl the 

agenc theory paradigm ari cs from the fields of finance and economics 

whil transaction cost theory arises from economic and organisational 

theory. The main th oretical frame\ orks include the ag ncy theor 

transaction cost th ory. tak holder theory and t \ ard hip lh or . 

2.2.1. gene , Th ory 

he o erwhelmingl dominant th or tical per pecti e applied in orp rate 

go ernance studie i agenc ( hlei fer & Vishn I 97). Jens n and 

M ckling ( 1976) delin an gene r lation hip as a ontract under hich 

one or more persons (the principal(s)) engage another p r on (the ag nt) to 

p rfl rm orne service on th ir behalf which involves del gating some 

ci i n-making authority t th agent. If both partie to th relation hip 

are utility maximi er there i good rea on to b lie e that the ag nl will 

not h: a act in the best intere ofth principal. The prin ipal an limit 

di ergen e from his intere t b e tablishing appropriate in entive for the 

10 



agent and b in urring m nit ring co t design d t limit th aberrant 

a ti ities of the agent. 

The theory argue that in the modern corporation, in which hare 

O\ ner hip is widel h ld, managerial action depart from th r quired to 

mCLximis sharch tder return Berle and M an 19 2· Pratt and 

Z ckhau r, 1985). In ag n th or term . the own r are the principals 

and manag r are ag nt . her i an agen y lo , \vhi h i th extent to 

hi h return to the re idual claimants th ovm r . fall below what the 

would be if the owner exerci ed direct control of th corporation. The 

ther agency osts in Jude monitoring expenditure of the principal and the 

bonding expenditure by the ag nt (Jensen and Me kling 1976). 

h in ight into th onnict b t\\ en owners and manager dat s back at 

I a t as far a 1776. uring that ear, Adam mith, ' riling about 

profe ional manager in th Wealth of aaon . tat d that: 'Being the 

managers of other peopl s money (rather than their o n) .... it cannot be 

e pected that they should watch over it with the same anxious vigilance 

with v hich the partner in pri ate copartnery frequently watch over their 

O\ n ... • 

gen y theory pecifie me hanisms v hich r due agenc loss 

( · iscnhardt, 1989). Th in Jude incenti es for manager which re' ard 

th m for maximising harcholder inter ts. uch cheme t pi ally include 

plans whereby senior x cutiv s obtain shares, perhaps at rcdu ed price . 

thus a ligning financial inter ts of the executives with tho e of har holder 

J n n and Meckling, 1976). Other similar cheme tic e. ecuti e 

comp nsation and le el of b n fit to hareholders r turn and ha e part 

of ecuti e omp n ation d [i rr d to the future to re\i ard long-run alue 

rna imi ation ofthe corporati nand d ter short-run executi e action v hich 

harms corporate alue. 
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2.2.2. t 1 h 11 

t th r) ~ initiat d b) n and Mar h ( 1963). in 

th ir \\ rk. A Beha ioura/ Th 'OIJ' of the Firm. hi ' n attemptt 

th firm n t an imp r onal onomi unit in 

and equilibrium but rather a an organi ation c mpri ing of p oplc " ith 

di ering i ' s and obj ti illiam on (I 6 , in describing the 

hi tori al d elopment of th th ory tat s that tr n action theory \ a an 

interdi ciplinar aJJiance of Ia\ . onomi s. and rg ni ation. 

raditional onomics con id r all economic ag nt to be rational and 

profit rna imi ation to be th primary objecti e of bu in s. Con r el , 

transa ti n o ts economics au mpts to incorporate human beha iour in a 

i way. ln thi paradigm managers and other e anomie agents 

practi e bounded rationality' defined b imon ( 1957) a behaviour that 

\i a int nti nally rational but onl limitedly o. Transaction c t 

conomi t al o make the a umption of ·opportuni m . his means that 

manag rs ar opportunistic in nature olomon, 2004). The result f 

assuming bounded rationality and opportunism i that companies mu t 

organi e tran a tions so as to conomi e on bounded rationa1it while 

imultaneou I safeguarding th transactions in que tion against th 

hazards f opponuni rn (\! illiamson, 1996). There ar orne similaritie 

bet\ een agency theory and tran a tion cost theor in that both th ric 

present a rationale for management to be controlled by shareholders. 

2.2.3. tak hold r Theory 

In d fining takeholder th or , lark on ( 1994 stat that the firm is a 

sy t m of takeholders operating ' ithin the larger st m of the ho t 

so iet that provides the neces ary I ga l and mark t infrastructure for th 

firm's acti iti . The purpo e o th firm i to creal " ealth or alue for its 

takeho1der b on ening the take into goods and ervice . 
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uppli r 

cu tom r and ta hold r generally both contribut and recei ben (i 

fr m a firm. In addition other parties such a unions trad iati n 

g ernm nt and en political groups rna be involved in r lati n hips 

D nald n and Pr ton. 1995). 

ba i f t k hold r th ory is that companie are larg nd their 

impa t n th' ciet so pervasi that the hould di charge 

a ount bilit t man more e tor of society than their shar h lder . ot 

only ar tak holder affe ted by the compan but they in turn aficct 

omp ni in orne a . The hold a stake rather than simp! a hare in 

compani s ( olomon and olomon 2004 . Many writer h \ r, r fer to 

stak h ld a imply those ho ha e a legitimate stake in th company in 

the br ad t en e ( arrar and Hannigan I 988). 

2.2.4. t \ ard 'hip h ory 

ln stC\ ard hip the r , manag r are good stewards of the orporations and 

dilig ntly work to attain high levels of corporate profit and har holder 

return . Managers ar principally motivated by achie ment and 

re pon ibility n cd (Dona ld on and Davis 1994). Wherea agency 

theori ts ie exe uti es and director as self- erving and opp rtuni ti , 

tev ard hip th ori t d ribe them as frequently ha ing interests that ar 

i morphic " ith tho. e of shareholders. This is not to ay that te ard hip 

theori t ad pta i \\- of e utive and directors as altruistic· rather the 

re ogniz that there are many ituations in \ hich executi e con lude that 

rving har hold r ' int re ts also erves their ov n intere t (Lane 

Cannel Ia, ' Lubatkin 1998). 

According to the tev ard hip theory managers are good steward of the 

c mpan t . Manager do not misappropriate corporate resources at 

an pric becau e the have a range of financial motives such as the 

13 



tisfa tion of uc es ful p r~ rman e. th need for achi cmcnt and 

r cogniti net { uth and D nald n 1998). 

2. . ' 'olution of orporatc ovcrnaocc 

he corp rate form has e. i t d for centuri s. Th 

c ample, \\a chartered in 16 (Ba kin and 

~a t India ompan , for 

iranti, 1997). ne might 

imagin . gi n thi long hi t r}. thatth i ue f ho\ orporation 

b go ern d \\Ould ha e b en eulcd om tim a o. Yet, for ncarl 

a corporati n ha existed. th r have been omplaints about rporat 

go ernan and agitation to impr vc it. Mor o cr, these omplainl · and 

agitation do not e m to be purely hot air. 0 er th nturies. th ha e led 

to variou change in corporal law and regulation, including up to th 

pr sent. ven ignoring legally impo d changes there appear to be ong ing 

trends in corporate governance I Jermalin. 2005). 

orporate go rnance s tern ha e e olved o er enturie often in 

r ponse t rp rate failures or system ic crise . The lir t well-docum nt d 

f: ilure of go ernance was the outh ea Bubble in th 1700s, hich 

r olutionali d bu iness laws and practice in ~ ngland (lskandcr el a/ 

2 00). lskandcr (2000) further not s that much or the e urit law in th 

\ re put in plac foliO\ ing the to k market ru h of 1929 the banking 

ri is of th 1970 in the United Kingdom and th savings and loan 

d bacle of the I 80 . ach crisi or major corporal • failure - often a · a 

re ult of incomp t nee. fraud or abu - was met by n " elements of an 

impro ed sy tern of orporate go ernan e. The takeo er boom of the 1980 

brought the ubjcct of corporate go ernance t the front pages of the 

n w papers, a a rc olution wa m unted again t th po' er complexc at 

orporatc headquart r 

o crnance has been on the agenda in the U A for at least two decade 

during which tim the 11arge in titution which dominate the stock 

market ha e a ti I and publi I ' rcstl d with th problems of exerting 
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contr I er ompanie ' hich th O\ n. In Brit in the orp rat 

go ernan e d bate ' ·as ignit d b} a of promin nt orporat f: ilur 

at th end f th late 19 0 . ·1 he ollap of mp ni Blue 

rro' , I roll and Poll P k pr mpted ompan director , in tituti nal 

auditor and finan i I ad isor . supp rtcd by go rnmcnt t 

ngag in coli ti e oul car hing to find ' ay of n uring that uch 

failur auld not happ n ag in. In the mid-1990s per i ed hi h le 1 of 

uti epa} panicularl in th pri ati d utiliti ga a new lea f lifl 

to the go rnan e d bate (Pri " aterhou , 1997). 

hes trend ha I d to investor . go ernmen and r gulator auth riti s 

in different ountries around lhe ' orld to om up ' ith me hani m and 

od of be t pra tice to addre corporate go crnance practice in th ir 

re pecti e c untries. The first initiati e of this kind \ a the establishment 

in May 1991 of the Committ on the Financial A pe ts of orporat 

Go emance in Britain later to be knO\.\'Tl as th adbury Committ . he 

ommonw allh Asso iation f orporate Governance ( G) founded in 

1998 ha al o developed guideline for the countrie in the ommonwealth 

to addre th confusion o ca ioned by the multiplicity of c de on 

orporate go ernance in memb r countries. The W rid Bank. lhrough the 

rganization for c nomic op ration (OECD e t bli hed th 

orporat o ernance Forum in 1999 to tr and co-ordinate corp rat 

g ernan e practi s throughout the -. orld. 

More r c nt ffon to improve corp rate go ernanc w r th enactment of 

th arbane - xley legislation of 2002 in the nited tate and th 

publi hing of th I riggs Report and the mith Report in the UK in 2003. 

Thi was in rc pon c to the collapse of nron and other big ompanie m 

th U in 2002. The U legislation mphasised am ng other thing m r 

auditor independence: attestation b chi f exe uti and chief financial 

offic r that financial statemen meet securitie and company law 

requirement and real time dis lo ure of material ffe t . The UK rep rt 



mpha i d mor on th r I 

a great r pr p rti n of n n- . uti e director and m r apt remuneratj n. 

2.4. orporate rnance in Kenya 

rp rate go eman m hani ms in Kenya h for a I ng time been 

in lin d tO\ ard legal and r gulator me hani m 

Kenya mu t comply ' ·ith the pro i ion of Compani 

th K t o 194 ), the regulation of th 

uth and li ting rule of the 'air bi 

mpanies in 

apital Marke 

change. All 

th e Ia\ and regulati n ar designed to ensure prot ti n of outside 

in e tor again t e pr priati n b insid rs. 

L gal orporate go ernan m hanisms have b n d ribed a too blunt 

as an in trum nt to handl problems of " asteful manag rial beha iour 

ffc ti I (Jensen 1993 . It i in reali ation of thi that initiati es 

v ere formed in the 1990 addre corporate go ernan pra tices in 

Kenya. The Ke initiator v ere the airobi tock ~ xchange E Capital 

Markets uthority MA) In titute of Certifi d Public Accountants 

( I PA K) and the Ken a hapt r of the Association of hart red erti fied 

ountants ( CCA) ' ith participation drawn from many leading 

rp rate organi ation 

The ommittee ith th mandat of 

doing all that v a n ary to formulat a Cod f Be t Pra tice for 

rp rat Governanc in K n a and to coordinate wh r applicable with 

other efforts in the region and b ond for the purpo of impro mg 

c rp r te go emance. The mmittee ' as also mandated to e k the 

tabli hm nt of a permanent rgan to o crs e th impl m ntati n of the 

code if the effort \) as to be u tained. fhis folio\) ed the formation of the 

Pri at e tor Corporal o ernance rust (no entr for orporate 

G eman e and the publication in 1999, of Prin iples fl r orporate 
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Go , rnan m K n a and ampl ode of Be t Pr tice fl r rp rat 

o rnan 

In 200 . th 

g ernan 

Capital 

C rtified 

apital mark t uth rit. de elop d uid lines for orp rat 

~ r all ompanie li ted in the change. Th 

rk t uthorit . th 

ountants f Kenya ha e b en at the for fr nt of 

nsuring ffi ti e orporat go eman e pra ti e in K n a b trying to 

enforc rule and r gulation in their respecti juri dictions. hey ha c 

al o been encouraging accounting di clo ure through the Finan ial 

Reporting FiRe) award . 

he ntr for rporate Go crnan c ha al o pi d a role in cdu ating 

the corporate director and the public on corporal g vernance matt r a 

' ell condu ting r arch on b t g vernan e pra ti in dif6 r nt ctor 

in lh countr . 

2.5. orporate overnancc cchani m 

raditional finan e lit ratur h s indi at d s eral m chanisms that h lp 

corporal go cmance probl m ( ·ama I 980; Fama and Jen n, 

19 3b· Turnbull. I 997). The fir t of the e are m chani m internal to the 

firm, uch man g rial comp n tion the board f dir tors and c ntr I 

by larg in umb nt hareholder or leverage (J n n I 986). The other form 

of corporate go ernance mechani m are t rnal to th firm and include 

the mark t for manag rs and the mark for pr du t and er ice . ark t 

ori nt d tem · t nd to rei m re on managerial comp nsation and th 

market for orporate control to ol corporate governance problem whil 

large- har hold r ri nted s stem tend to u contr I by large in um ent 

·har holders to align beha iour of mana ... ers and own r ( urevo 2002). 
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Jen en 19 3) out I ines four b ic categoric o orporate go ern an 

me hani m nam I : I gal and regulat ry mech ni ms, external c ntrol 

mechani m . produ t market comp titian and int rnal ontrol m hani m . 

2. .I. al and Regulatory 

tern of law and regulation that o ern th firm are the mo t b ic 

corporal go ernancc mechani m that ist out id th trm. he ar also 

th undamental d t rminant of ho\ a ountry' c rp rate go crnance 

structure e olv (0 ni . 200 I). 

In difli rent juri di lions. rule protecting in est rs come from different 

ources. in luding company, security, bankruptc . tak o er and 

omp titian laws. but also from t ck exchange regulations and a counting 

standard . nforccmcnt of Ia as rucial a th ir content . In most 

countri . la\J sand regulations ar nforced in part by market regulator in 

part by courts. and in part by market participants them el es. All out ide 

invc t r be the large or small. hareholder r creditor ne d t ha e 

their rights protect d. In the ab n e of effectiv I enforced right , the 

insider v ould not ha e much of a reason to r pay the credit rs or to 

distribut profits to hareholder , and external financing mechani m ' auld 

tend to break down La Porta et a/ 2000). 

Michael J n en in hi 1993 addres to the merican Finane 

chara terized thi > tern as being ' ... far t o blunt as an in trument to 

handl problems of,. a teful managerial behaviour effective! . Howe er, 

re arch on the influence of Ia-. on corporate go rnance demon trate that 

cr s-country differences in own r hip tructure. capital mark t , financing 

and di idend policies are all r lat d to the degr to which inve t rs are 

I gall protected from expropriation b managers and controlling 

hareholder (La P rta et a/. 20 0). 
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2 .. 2. ' ternal ntrol M bani m 

tcrnal ntrol me hani m refl r to market fl r orporat ntrol. 

llolm torn and a plan _QQ 1) and hi i fer and the 

orp r te tak o er market and re ie' the e i Ling idenc that p rl 

p rforming firm arc more lik ly t b targets fl r take r att mpt and 

th t m nag r of p rl) p rforming targ t ar likely to b fired. Th 

threat f losing ntrol in th ternal mark tplace pro id orne 

m nag r ' ith the inc nti e not to d viate too far fr m alue-ma imizing 

b ha iour. 

The market for corporate control i pensi e and r quires large de iati ns 

from ppropriat b ha iour by managers in ord r to functi n proper! , 

v hile being further subj ct to deficiencies in form of anti-takeo er 

m ur s that prot ct incumb nt manag rs (Jen en 1993 . 

2.5.3. Product arkct Comp titi n 

J n n ( 1993) sugg t that th pr duct market mpetition i at best a 

blunt in trum nt in the fight for ffective corp rat go ernan c. A firm 

mu t produ produ ts that p pi ' ant with co t tructur that allo' s 

th m to ell at a competiti e pri . Management ' astefulne and/or 

in ffi ienc interfer ' ith the abilit to do o and ' ill refl ct in poor 

performance in its pr duct market . 

hleifer and Vishny (1997 agr e that product market comp tition is 

pr bably the mo t p v erful for toward c nomic effici nc in th 

' orld. The arc h wever sceptical that it cannot olve the problem of 

orporate go ernan e. The argu that market mpetition rna reduce the 

returns on capital and hence ut th amount that manager can po ibl_ 

expr priate, but it does not pr ent manager fr m e, pr priating the 

mp titi e r turn after capital unk. Thu sol ing the corporate 

go ernanc problem require more than produ t market comp tition. 
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2.6. lot •rnal ntrol cbani m 

Jnt mal ntrol m hani m of a firm 

and influen 

f the functi n and 

tiP a tion f the firm' 

manag m nt. Th role o the mechani m in r lation to linan ial 

r porting i to n ure compliance ith mandated r porting requirement 

and to maintain th redibility of a firm· finan ial tatem nt ( et 

a/., I 95). fhe m hani m r ol around board f 

director . th audit committ c and the int rnal udit function. he e 

me hani m ar di cu s d in d tail in here below. 

2.6.1. hareb lder 

mb r or har holder (as O\ n r ) of th corp ration play an a ti r I 

m en uring ffecti e corporate governance. Th pr er e and a tivcl 

ex rcise th supreme authority of the corporation in g n ral m tings. The 

ha e a duty, jointly and s to xercis that upr me authorit f the 

orporation to ensure that onl ' omp tent and r liabl p r on an 

add alu ar elect d or appointed to the board of dire tors; n ure that the 

board i n tantl held accountable and responsibl for the efficient and 

effecti e g rnance of the c rporation so a to achi ve corp rate 

obj ti es. pro ·p rity and u tainabilit · hange the om position of a b ard 

that do not p rforrn to e pe tali n or in a cord n e with the mandat of 

th orporat ion (P T, 1999). 

In titutional in tors pcciall , ar a pov rful rporate go eman e 

m chani rn that an monitor c mpany management, a their influ n e on 

ornpan manag ment can be ubstantial and an b used to align 

management intere ts ith tho e of the shareholder group. he monitoring 

role of in titutional in estors i incrca ingl important, a they ha e gro\ n 

o large and influentiaL at th sam time gaining ignifi ant 0\1 ner hip 

con entration. lnde d o nership oncentration has be n acknO\ ledg d a 

an important mechani m, whi h ontrols agency probl m and impro 

prot ction ( hi ifer and Vishn I 997). 
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1 h role of institutional in tors tn corporal g mane r cci ed 

ignifi ant attention in th adbur Report 1992 . Th r port tated: 

iven the l ei ht of their vote , the way in whi h institutional 

Jwreholder u e th ir power to influence the tandard of 

rporate go\'ernan ·e i of fundamental importance. Th ir 

r adine . to do thi turn · on the degr e 10 which they ee it a their 

r . pon ibility a owner ·. and in the in/ere. 1 of tho ·e whose money 

they are inve ling. to bring about change in companies when 

nece ary. rather than selling their shares. " he adbury Report. 

199_. p -o) 

2.6.2. B ard ofDirector 

The b ard of directors is the te m appointed by the hareholders to run th 

n their behalf. The board is required t e erci e lead r hip 

ent rpri e, integrity and judgm nt in directing th rporation so as to 

a hi e continuing pro perity and to act in the b tint r of the enterpri 

in a manner based on tran parcn y accountabilit and re ponsibility 

p 1999). 

R ent candal ha e ag2in put th potlight on the board of dir ctors. In 

the v ak of corporate failur . numerous sugg tion ha c be n made 

about how t impro e th go ernan e of companie in ord r to rebuild 

orporat go ernance r forms focu primarily on th makeup 

and' or ing of the board (Van d n B rge and Levrau 2004). According to 

Cadbur ( 1992). thi is under t ndabl gi en th fa t that board of 

director ar the bridge b t' ecn the sharehold r and the management in 

harge f running the company. ama and Jensen ( 1983a, b) r cognise th 

boar a th mo t important c ntrol mechanism available becau e it forms 

the ape. of a firm s internal g rn n structure. 

Director a ti ities an be broadly cia ified into h o at goric · namely 

performance role and confonnan c role . Performance r les relate to the 
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b ard [! u ing n trat gic and p lie i u [! r th future uing th 

orp rat dire ti n and contributing to the perfi rman of the businc . 

on forman ntail n uring th t the mpan i conforming t 

p li ie pr e<lur and plan laid do\ n b · th b rd and being pr p rly 

a countabl [! r it a tivitie (Tri k r. 1994). 

Board a tivitic an be split into four component - [! rmulating tratcg . 

tting poli i up rvising c uti e managcm nt and pro iding 

oumabilit . Figur I belo depict the e n ce ry orientation f th 

board. lve around. lo king at matters b th in the long term and 

th hon r rm; focu ing t rnall on the en ironm nt in ' hi h the 

ompany i 

temal 

Internal 

rating and internall) n th operati n of the busin it If. 

ACCOIIIIItJbi/ity Strlltegic thinkl11g 

Reporting to sh reholder • Rc ic\\ing and initiating 
nsuring statut regulatory trat gic an lysi 

complianc • Formulating tratcgy 
Re ... iewing udit reports • cuing corporate dirccti n 

Appointment and r ·warding 
1--------l chi f c ·eculivc 1----------1 

uptrvi ion 

R • iewing k e ecuti e 
perfonnancc 
Reviewing businc r ults 
Monitoring budgetary 
control and corrc tivc actions 

hort term 

orporate policy 

• Appro\~ng budge 
• etenmnmg compcn ·ation 

polic for cnior c. ccuti es 
• rcuting corp rate culture 

ongterm 

Figure I Range of board uncllons 
Source: Tricker B. (199-1), orporate Governance: Readings and Ca '1.! 

The e acti itie can be group d on the left and ·ide of Figure I howing 

board in ol ement on the on hand in contributing to the c mpany s 

performance through trategy formulation and poli y making and on the 

other hand with nsuring conformance to requir d result and v ith 

maintaining a ountabilit t the sharehold r and others ith legitimate 

intere t in th ompan . As n from the diagram the selection of the 
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chief utiv and the planning or hi h r u cc i n i on o the mo t 

riti al board ta k nd ut aero all the four dim n ion . 

cntral to th en· ti eness of an) board of dir t r i the compo it ion of 

1 m mber hip. he problem ha man fac t - iz , the number of in ide 

and utside dir t r. the ag and retirement f m mbers indi idual 

qualifications. comp nsation and other incentiv . All the e lement of 

b ard ompo ition pre ent difficult pr blerns in pr tic oontz. 1967). 

he main que li ns here are as to hat constitute an ·ideal'' board nd 

\ hether the composition of the board really matters. tudie of the 

compo ition of c rporate board date as far ba k as 1949 " hen lznick 

ob r ed that the Tennes e aile Authority \ as able to reduce 

opposition b bringing onto it board repre entati of vari u groups 

oppo d to it. ince then, a number of re archer ha e found imilar 

r ults (Zald. 1967) 

he ideal board appears to b the on compo ed of both inside and out ide 

dire tors. Inside dir tors\ ill bring their xperti e and detailed knowledge 

of the firm while the outsid dir ctors will pr ide the important 

monitoring functi n (Tricker 1994). The pr s nee of non-exe utive 

directors r pre nts a mean for monitoring the a tion of the e ecutive 

dire tors and en uring that the e ccutive direct r are pur uing p licies 

nsistent with hareholder interests (Fama 1980). on- xc uti e 

directors pos t\ o charactcri tic that enable them to fulfil their 

monitoring function. First their ind pendenc adbury 1992) and econd 

the are on crned to maintain their reputati n in th e, ternal market 

l·ama and J n en, 1983). 

Board compo ilion \ ith regard to ize is one of the ell-studied board 

haracteristi from t\0 different perspective . irst the number of 

directors rna influence th board functioning and hence corporate 
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p rformanc . Verma k ( 1996 ~ und a negati e relation hip b tween b ard 

ize and firm alue. nd. r archers ha studied board of dir tor a 

deci ion-making group b integr ting the literature of group d}nami nd 

workgr up effectiven H nee board ize can ha e both p itive and 

negati e ffe ts on board performance. • xpanding the numb r 

pro ides an increased p ol of xperti e becaus the larger board arc lik 

to ha e more knov ledg and kills at th ir di posal. Besid larger b rd 

may be able to draw n a aricty of per pecti es on corporate trategy and 

rna reduce domination by the hief executi e offic r (Forbe nd illikcn 

HO\ e er incr a ing the board size might ignificantly inhibit board 

pro es e due to th potential group d)namics a ociat d' ith larg gr up . 

Larger board are more difficult to coordinate and rna xp ri nc 

ith communi ation and organisation. Furthermore larg r board 

may fa deer a d le Is of moti ation and participation and are prone t 

de elop facti ns and coalition . The boards may al o have difficultie 

furth r c hesi eness and may suffer from diffusion of r p n ibility r 

· ocial I afing' often found in large groups. Consequently the e group 

dynamic pr blem may put a barrier on the ability f the board to ontr I 

managem nt (Forb sand Milliken 1999· Good tein eta/ 1994). 

an den Berg and e Ridder (2002) in th ir tudy on how to optimi th 

\>\orking o th board of dir tors maintain that a minimum numb r f 

direct r arc n ed d to guarantee the requir d count rvailing PO\ er and 

di er ity. h latter can c pres it elfin different-.: a s u h a the need for 

a balan ed rcpre ntation of multiple takeholder group . then ed fi r n n­

dome ti dire tors in multinational companies and th n cd fi r uffici nt 

p rti e in di er ifi d group . 

ne of th threats to the xercise of indep ndent judgement by the b ard f 

director i the dual rol of chief e ecuti e officer as board chairper on. 
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Here the top manag rial fficer f the corp ration imuhaneou ly cr e a 

the chairp r on of the board ' hich has the re ponsibilit of monitoring 

and e aluating manag ment. Thi dual role would eem to ugge t c rtain 

connict f intere t a th er p r on to be aluat d i th head of th 

evaluation t am ( rickcr, 1994 ). 

he agen y mod I argue that boards dominated b executi e dire tor are 

more diffi ult to ontrol, a situation that v ould cl arty apply to dualit 

(Fama nd Jen en 1983). The theory further argues that the s parati n 

pro id s ntial check and balances over the exercis of th exc uti e 

function. \! ithout such independent o ersight th chief xe uti e w uld 

tend to b moti ated b self-interest reflecting the intere ts of the 

in umb nt top manag ment rath r than tho of various other tak hold r . 

2.6.3. Tran parcncy and ccountability 

ran par ncy is d fined as the as the acce ibility of information t 

tak h 1d r of in titutions regarding matters that affect th ir int re t 

( apse tt, 2004). Bushman el a/ (2004 define tran par n y as th 

a ailability of pecific information to tho e outside publici trad d firm . 

o be accountabl for one's acti ities is to e plicate the r as ns for them 

and to uppl the normati e grounds whereb they rna be ju tifi d. 

ran par nc and accountabilit are ess ntial chara teri tics of g d 

I ad r hip b cau v ithout th se lead rs cannot and will not be tru ted to 

the ultimat di ad antage and demi e of a countr s onom • ( A 

1999). 

rp rate di lo ur to stakeholders the principl m an b ' hi h 

companie an becom transpar nt. \! ithout a of 

di losur and in particular financial reporting it \\OUid b iffi ult fl r 

harehold r to obtain appropriate and reliable in formati n on th ir 

in e t e ompanies. u h information asymm try lead to m ral hazard 

and ad ·election problem. B en uring fr qucnt and rei nt 
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dis losure harehold r are in a b tt r position to monitor company 

management ( lomon 2004). 

Di to ur quality i an important element of corporate go ernance and i 

riti at to th functi ning of an efficient capital market. The tifi blood f 

markets i information and barrier to the flow of rete ant informati n 

repre ent imperfections in the market. The more the activities of th 

company are tran par nt, the more accurat I their ecuritie v ill be 

alued. n op n approach to the di losure of information contribute 

the efficient \Vorking of the market econom prompt board to tak 

effe ti e a tion and alto-. shareholders and others to crutinize companic 

mor th r ughl, Cadbur 1992). 

hareholder and potential in e tor require acce s to regular reliabl and 

comparabl information in ufficient detail for them to a s th 

t ward hip of management to enable them to mak informed in e tm nt 

de i ions. lnsuffici nt or unci ar information will affi ct confiden • in th 

corp rati n, its board and management and may result in the incr a c of the 

co t of capital to the corporation and hamper effi ient all ation f 

rc our . · ffcctive communication and disc to ur v ill also help improve 

publi under tanding of th tructure and objecti cs of th bu inc s 

nterpri e , it corporate policies and relationship \ ith it har h lders 

and other takeholder {CA G 1999). 

h a c unting function is an e sential a p ct of a well functi ning 

corp r tc go crnancc sy tern. Bushman and mith (200 I de rib the role 

of financial accounting information in corporate g crnance, arguing that 

the u e of externall r ported financial accounting data in control 

mcchani m promot 

thcr i need to tre 

the efficient governance of omp nie . Ho r 

that thi relates to the quality of the infi rmati n 

di cl cd, a in ace unting term it needs to be relevant and r liable. a 

Porta el al, ( 1998). argue that accounting standards pia an important rot 
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in corporate go crnance b inti rming in e tors and b making ontr t · 

more verifiable. Howe er imple adoption of International c ounting 

tandard i n t suffi i nt to r olv the tran par n probl m 1 lo nd 

Wong 2001). Wheth r the quality of the a tual corporal di lo urc 

satisrie in estor information ne d i more central. Mand tory di lo ur 

rule en ur qual a e to ba ic information (Le I 992), but thi 

information need to b augmented b firms voluntary disci ure and 

information producti n intermed iari (Ho and Wong 200 I). 

2.6.4. Internal ontr I and udit 

company' s st m of internal controls repr ents anoth r orporat 

go ernanc me hani m that can b u ed to align the inter ts of manager · 

and shareh lders ( ol mon 2004). Internal control tern has be n 

defined as the \ hole 

in order to pro ide rea onable as urance of: effecti e and effi i nt 

operat ion · int rnal financial control· and compliance \ ith law and 

r gulati n (Ruttcman Working Group I 994). 

With ut an effi ti c tern of internal control, companie an und rgo 

sub t ntial finan ial I se as a r suit of unanticipated di a t r . Failure f 

nron yst m of internal control ha been cited a part of th r on fi r 

the om pan ' failur . mith I 996) di cussed a number f a f 

orporate failur and explained hO\ inadequat ystcms of int rnal ntr I, 

as well a in tor inadequate analy is of di clo ed information led 

llap e of c mpanies such a oloroll and P II P k. ompanie n d 

to tabli h t m for internal control so that th y can manage ri k 

effc ti ely thcreb increasing tran parenc ( olomon 2004). 

h e t rnal audit represents one of the mo t indi pen abl orporate 

go ern n hecks and balances that help to monitor company 

manag mcnt a ti iti thereby increa ing transparenc . The adbury 

r p rt emphasi e annual audit a one of the rner tone f c rp rat 
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go mancc. Th audit pro ide the e ternal and objecti e h k on th 

ay in whi h th finan ial stat ment ha e been prepared and pre ent d 

(Cadbury 1992 

The auditor's primary duty is to xpres an opinion on th finan ial 

statement . In addition from th anal i and other testing p rformed, th 

auditor h uld r port to the manag ment any ri k identified, b th int rn I 

and external and offer sugge tion for managing those risks. It is lik I that 

the auditor can identi trength and opportunitie from the audit that th 

organi ati n may onsid r in its longer term trategic planning (~ alia e 

and Zinkin, 2005). 

2.6.5. udit mmitte 

udit committees a sume th important responsibility of reprc enting 

boards of director on over ight matters related to financial rep rting 

auditing and o erall corporate go emance. A a corp rate g cmanc 

mechanism. audit committee monitor manag ment the ext rnal auditor 

and th internal auditor in an effort to protect harehold r's intcre t 

(DeZoort, 1997). While all director have a duty to act in th intcrc t of th 

ompany th audit c mminee has a particular role acting ind p nd ntly 

from xe uti e to ensure that the intere ts of hareholder ar properl 

prate ted in r lation to finan ial reporting and internal ontr I. ( mith, 

2003) 

c ording to \ alia and Zinkin (2005) Audit mmittee ar de ign d 

to a i t b ards and indi idual director di charge their duti s, p rticularl 

in relation to internal company controls reported finan ial infl rmation and 

corp rat tandard of beha iour. An audit committe should be able to 

und r tand the fundamental accounting i ue fa ing the compan and b 

able t ad i e the board on the impact of the e is ue . Th objecti e set for 

a committe \i ill ary, but will generally includ impro ing the qualit f 

finan i I reporting· en uring that the board make informed d cisions 
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r garding ac ounting p licie pra tic s, and di clo ur : 

op and outcom of internal and external audits: and 

financial reporting pr c 

\ ing the 

ing th 

The Blue Ribbon Commi ion nd th ational ssociation of orp rat 

Dire tor 0 1999 suggest that audit committee are likely t b 

more effecti c in protecting the credibilit of the firm financial r p rting 

if ommin e member are ind pendent of management. h adbury 

report argu d that that audit committees were an additi n I contr I 

me hanism that nsur d that harehold r interests wer b ing a[! guarded. 

This as achi ed b pr moting the ffe ti e financial manag ment of the 

compan and in reasing a ountability (Cadbury. 1992 . An effi ti audit 

committ e hould bring a number of benefits. h in ludc h lping th 

board to meet it tatutor nd fiduciar responsibiliti b impro ing link 

between th board and thee tcrnal and internal auditor . udit mmitt e 

should th r fore impro e the rcdibility of finan ial tatement 

that ben fit hareholders and oth r user of th infl rmati n 

1997). 

2.7. rporat o croaoce Guideline 

omething 

llier 

he Capital Market Authority has identified a numb r of principl and 

guidelin that ar e sential for good corporal go ernan practice 

repr enting critical fl undation and irtues of go d corporate g ernance 

pra tic . 

The guideline ha e b n d clop d taking into ac unt the \ rk v hich 

has be n undertaken extensively by several juri diction through many t k 

force and ommittee including but not limited to the Unit d Kingd m 

Malay ia outh frica Organization for ·conomic ooperation and 

e el pment ( · 0 and the ommonwealth As iation fl r rporate 

A G). The obj cti e of the guid lin i to trengthen 

rp rate g v rnance pra ti e b public li t d compani in Ken a and to 
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promote the tandard of lf-r gulation to bring th 

line with int mationaltrend . 

The guid lines ar mainl c ntr d on board of dir 

I of g rn n ' in 

ountability and audit. The guideline , ummari ed b I w, ar ppli bl 

to all public compani s quoted at the airobi tock hang and b am 

effecti e from the year 2002. 

2.7.1. Board of Director 

The CMA guid lines et out that. e ery public list d mpany hould 

h aded b an effecti e board to offer strategic guidan e, lead and ontrol 

the compan and be ac untablc to it hareholder . he guid line further 

elaborates n th role of b ard and board ommittcc . direct r 

remuner tion, uppl of information to dire tor . b ard balan e. 

appointm nt to the board, multiple directorships ele tion f direct r . 

resignation of dir ctor and th r le of chairman and chief e c uti . 

The CMA rccomm nd that the structure of the board hould c mpri e a 

numb r o director ' hi h fairly reflects the compan ' shar holding 

structure. he board composition should not b bi 

repr ntation by a ub tantial hareholder but hould r n ct th 

compan s broad shar holding structure. The compo iti n f the board 

should al provide a mechanism for repre entati n of the minority 

sh rehold rs \: ithout und rmining the colle ti e r 

dire tor . M . 2002) 

2.7.2. harch lder 

h MA guidelines empha i e hareholder parti ipati n in major 

deci i n of the ompany. The board i therefor r quircd to pro ide the 

har h lder \\ith information on matters that include but r not limited to 

major di po al r th compan s asset re tructuring t kco er mergers 

acquisiti n or r organisation. Th C 1A further i u s guid lin on th 
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con ening of the annual general m etings that will n ur e ti 

attendance and participation in the bu in s of the annual g ner 1 m ting. 

2.7.3. Accountability and udit 

The board i required to pre ent an objecti e and under tandablc 

a ses ment of the company s op rating position and prosp t . he b ard 

is also required to ensur that accounts are pr ent d 1n lin with 

International Ac ounting tandards. he board should maintain a und 

system of internal control to afeguard the sharehold rs inve tm nt and 

assets. In addition ther should b a formal and tran par nt arrangement 

for shareh lders to cf~ ct the appointment of indep ndent auditor at ach 

annual general m eting and that the relationship ' ith auditor hould b a 

formal and tran parent arrangement for maintaining a 

int raction with the ompan s auditor . 

2. 7 .4. General Pro i ' ion 

Thi co er public di clo ure in respect of any managem nt or business 

agreement entered into b tween the company and i r lated c mpanie 

which m y r ult in a conflict of interest. Other i sues covered her in lude 

the qualifications of the hief fin an ial officers com pan cretaries and 

auditor of public listed ompanies. 
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H PT R3: RE R H HODOL 
3.1. P pulation and ampl 

h population for thi n i ted of all fort - ight ( compani 

li ted in th airobi t k · hang a at 31 0 emb r 2004 . 

. 2. Data Collection 

B th primary and s condary data wa u ed in the ur . Primar data ''a 
collected u ing a elf-admini t r d que tionnaire con i ting of b th p n-

nded and clo ed ended qu tion . The que ti nnair wa mailed or 

dr pped to the r spondcnt . The qucstionnair ' a u cd to eli it 

information on aspect that are not subject to di clo ur or tho c that 

cannot be objecti ely o tained rom the annual rep rts r fr m the airobi 

ck Exchange. The re pond nt ' ·ere mainly the ompan ecr taries of 

th listed companies. he rea on for using the compan ecr taries 1s 

b caus , according t th In titut of ertifi d Public cr tari a. 

th y hav been train d to under land the full rang f th und rpinning 

p rations of an organi ati n in luding complianc and regulations· 

corporate financ ; har h ld r ' re lation hip : c rpor t · g v rnan e i ue · 

manag ment practi : orp rat taxation· corporal r our and orporate 

Ia\ . (I P ) 

Primar data collected included information on th effe ti ene s of th 
./' ,..,... 

board in di harging its responsibilitie ; in[i rmati n on ommittee " 

tablished b th b ard their mandates and th ir mp iti n in t rms of 

executive and non-cxe uti directors· informati n n th tructure of 

r muneration of dire tor ; rele anc and timeline fin[~ rrnation supplied 

to th b ard: board balance in terms of qualificati n and mix between 

e ecuti and non- xe uti directors· procedure [I r appointm nt and r -

el ction of director t the b ard: directors holding multiple directorship 

\\ithin the airobi t ck xchange: resignations of dire tor ·and v hether 

the role ofth chairman and th hiefe ecuti om r ar h ld b different 

p r ons. 
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th r primary data includ d in rmation on harehold r p rti ipation tn 

major c mpany decision · wh th r th ompany supplie th har holder 

' ith r I ant and tim 

n eni nee of the 

infi rmation regarding the g n r I m cting· 

nuc th annual g n ral m ling th 

har holder and ' hether har h ld rs ar gi n adequate tim to a k 

que tion or s k planation in th annual general m ting; int rnal 

control t ms: app intment f auditors and th relati n hip that c i 

b tween th auditors and the management and the qualifi ation and 

professional memb r hip of the chief financial omc r , compan 

ecretaries. 

econdar data wa obtained fr m the annual account and r ports of li ted 

companie and from airobi to k Exchange publi ation mainly relating 

to the asp ct di lo ur pre cribed by th guid line . he in Jude 

dis losure in the annual report on the quantum and compon nts of 

ire tors r mun ration· di losure of the ten major shareh 

directors loans· shar pli n gi en or to be gi en as omp n ation to the 

directors· resignation of dir ctor and the circum tan c ncccs itating 

re ignations· examining the arious auditor r p rt and a ccrtaining 

wh th r th a c unt ar pre ented in line ' ith the lnt rnational 

ccounting tandard and ' h ther the auditor of th compan are 

c rtified public a ountant . 

3.3. Data nal 

Data relating to th numb r of dir ctor proportion of e uti e and non­

executive dir ctors wa analys d using de criptiv tati tic . scripti e 

atisti '~al o b u ed in analysing th data uch a ompanie that 

ha e ompli d \ ith th arious di losure aspect f th guid line . om 

of th ata relating t dir tor . hareholders internal ontr I and audit. 

which i of qualitati nature, was analy ed using cont nt analy i . 
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H P ER4: D T D F DI 

Thirty-one companie out of a l tal p pulation of 48 mpanic rc p nd d 

enting a 6 % r pon rat . 1 h hart b I , 

repr ent the di tributi n f th rc p ndents p r ector 

~J 

lrdJmal & Allied 1, 

4.1. Board of Dire t r 

he CMA corporate go crnance guideline outline the ro l of di rectors as 

providing strat gic dir tion ace untabilit to shareholder , I ad rship and 

control. h ummari es the role dir tor of the ari us 

respondent compani . Th ~ ur major role outlin d in th guidelin 

featur d pr min ntl ' ith the high t being strategy at 8 % and leader hip 

scoring lowe tat 55%. ther r I in lude compliance. r ie f company 

performance, ri k managcm nt, growth and pr fit bilit ' ith a mbined 

core of68% 

Role of d irector 
o. of P rc ntage Percentage of 

R pon es ofR ponses Re ponden 

!Strate&) 26 25% 83. 7% 

fAccountabilit) to h rcholdcr _o 19% .52% 

C ntrol 21 20% 67.7 % 

Leadership 17 16°'<1 54. % 

,Other 21 20% 67.74Cl<o 
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h a rage board size ' a fl und to b nm director . Th minimum 

number of director wa four and the maximum tw I e. h tabl b lo\\ 

ummari s the distribution ofth numb r of dir tors. 

Frequency Perc ntage 

1-5 Directors 3 9.7% 
6-1 0 Directors 21 67 .7%~ 

11-15 Directors 7 22 .6% 
Total 31 100% 

h compo ition of th oard ith r gard to the mix betw en the exec uti e 

and non- xecuti director " as on averag found in th ratio of 26% 

· cutive dir ctor and 75% non-e ·ecuti e directors. The mi ' as found to 

be k ' ed in both e 'tr me . with orne companic ha ing few a on 

xecutiv dire tor in the b ard on on hand and other ith a fi w as one 

non- xecuti e dir ctor. The table belov sho" the different ratio of 

cuti e and non-e ecuti dire tor 

Ratio Frequcnc 
%of 

Frequenc 
%of on-

E ecuti E eculi e 

1-1 0% 3 10% 0 0% 

11-20% 13 42% I 3% 

21-30% 9 2 % 0 0% 

31-40% 0 0% I 3% 

41-50% 3 10% I 3% 

5 1-60% 2 6% 3 100{, 

61-70% 0 0% 2 6% 
-

71-80% 0 0% 10 32% 

1-90% I 3% 12 39% 

91-1 00% 0 0% I 3~o 

Tot I Jl 100"/o 31 100"/o 

here was found t c i t diver professional qualification among the 

directors of the rcsp ndcnt companies. Professional qualifications were 
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b er ed to b inclin d m r t ' ards the profe sional qualifi ation · in line 

' ith the ompan operations. In the financial ser ices e t r, ~ r cxampl , 

banking and insurance pr fc sional w re more dominant th n any th r 

profi sion. 

11 the companies -.: ith the x eption of one admitred to ha ing an audit 

ommin e. The mandat of the audit committ es wa found to includ 

re iew of financial information, annual financial tatemen omplianc 

with accounting standards, liai on with external auditor , r muneration of 

int rnal auditor , over e ing the internal control y tern nd ri k 

management proce es. Other ommittees that featured pr mm ntly 

include the nomination and r muneration committe , rc p for 

recommending direct r for nomination to the board, a ing the 

effecti en of th b ard f dir ctor . the hief x cuti c ffic r and 

enior management as \) II managing the recruitment and appointm nt 

of enior management. ompanie \)ere al o found to form ommitt s 

p cific to the company core business. For e ample credit and advances 

committe for financial institution editorial committ es ·ft r media 

compani s. 

68% of the companie appoint the dire tor to th b ard through a 

nomination , mainl fill casual vacan ie and ub qu ntl 

through an ele tion at the annual general m cting. h remaining 32% 

appointed th dir t r through election at the annual general meeting. 11 

the companic requir their xecutive dire tor ha c a fi ed rvice 

contract who e rcn w I is subject to performan apprai al and 

sharehold rs appro at. hey are also required to ubmit them elve for re­

ele tion, 74% er 3 ear , 7% ery one ean hilc I 9% did not indicate 

an p cifi interval. 

hirt ompani s repr nting 97% of the r p ndent did not ha e an 

director approa hing their e entieth birthday during th ar under tudy. 
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On I one compan had and di cl ed director approa hing their · nti th 

birthday. All compani s di clo the re ignations of dir tor in th ir 

annual accounts. llo\ ver. n ne of the companies di clo d th 

ir urn tan s nece itating their rc ignation. 

here ~ a found to be clear paration of the role of th hairman of the 

b ard and the chief e, ecuti e officer in 30 compani repr enting 97% f 

the total respondents. Onl on company had the chairman and the chief 

executi e officer positions b ing held b one person. one th mpanies 

had an of it directors erving as directors of mor than fi e other 

mpanies quoted at the airobi tock Exchang . Three companies 

r pre nting I 0% of the respond nts had their chaiiTTlan holding the same 

po ilion in two other companie quoted at the airobi tock · change. 

I 00% of the re p ndent companies ha e their x uti c director 

remuneration linked to perf rmance. he sharehold r appro c the 

remuneration of director in th annual general me ling. Thi ' a fl und to 

be one of the agenda of the annual general m eting. It ' as howe er 

ob rved that none of the companies disclosed the dire tor remuneration 

poli ie . The only di losure observed was onl the quantum of the 

remuneration as part of th management expens s of the companies. With 

r gard to di closure on any har options and oth r form of executi e 

compensation, 29 companies representing 93.5% did not di clos " hether 

or not such form of c mpen ation exist\! hile two companies repres nting 

6.5% disclosed ha ing no uch forms of comp n ati n. 

Regarding lh uppl of information to dire tor and th frequenc at 

" hich director are upplied with information to enable them di charge 

th ir responsibilitic and th h ' soon after the p riod in que tion such 

information i rec i d; 68% of the companies upply information to the 

board on a monthly ba i , " hile the remaining 32% upply the information 
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a r quired. 58% suppl inform lion to dir tors ~ ithin a fl rtnight 7% 

within a month, 3% v ithin a\ k and 32% i requir d. 

M guidelines r uir the di lo ur of ten maj r h rch ldcr . 

w nt)- en companie r pr nting 87% of the r pond nt d 

this. Tv nt -four companie r pr enting 77% of th compani di ed 

the aggr gate loan to dire tor . Dire tor of four compani r pr nting 

I 9% had no loans while on c mpan. repres nting 3% of the r pond nt 

had no di closure on ' hether r not there v er any loans t dir 

4.2. bareholder 

Onl two compani s r pre enting 6% had during the p ri of tud 

major om pan deci ion that r qui red shar holder appro al. ne of th m 

r quir d shareholders t appr vc the increase in har capital and the other 

invol ed approval of a merger and con rsion of sh r 

in tances, the hareh lders were required to appro b v ay f pa ing a 

special resolution. 

Other than participating in major decision the sharch lder v re een to 

participate in oth r company de i ions through their attend nc of the 

general me ting . It v a b er ed that the b ard pr ided to it 

shareholders tim ly information concerning the dat to ation agenda and 

is ues to be d ided in the annual general me ting . 'h n ti e to the 

annual general meeting a erag d 31 days with th minimum noti period 

being 2 1 day . With r gard to the convenience of th enue for th annual 

gen rat meetings 68% indicat d that the enues ~ er nveni nt 13% as 

r con enient and 19% a con cnienl. 77% indicated ha ing altocat d 

ad quat time to har hold r at the annual gen rat m ting fl r qu stions 

on matt r p rtaining to the compan performanc and oth r mau rs of 

their c n ern. 13% ga more than adequate tim whil I 0% fairl a erage 

tim . 
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.t. . untability and udit 

II ompanie pr ent an a s m nt of the compan ' 

annual a ount and r p ns. hi i in the form f the profit and lo 

a ount th balance she t the ca hno, tat m nt and the th r di lo ur 

a pre crib d by the accounting tandard and t tut . The ompany· 

futur pr pects are captured in the chairm n and r th hi f c cuti e 

offi er r p rts. 

numb r of int rnal control me hanism xi t t afeguard the 

har h ldcrs inve tment and asset . The mo t pr min nt m hani m 

ad ptcd by respondent companie includ adheren e f documented 

and proc dure · authority for major finan ial transaction 

c mplian with rul and regulations· ph sical s curit of mpany as t 

and p riodic re ie' f control. 

II the mpame in the urv y confirmed that th harchold rs appoint th 

audit r at each annual general m eting. Thi '> a b erv d a one of the 

gcnda contained in the noti e of the annual g neral me ling of all the 

mpani in the urve . II the re pond nt indicat d that th ir interaction 

\ ith the external auditor is fl rmal and tran par nl. 

4.4. ther Pr vi ion 

' nt -fi e compani rcpre nting 81% of the rc p nd n indicated that 

th ir hief financial fficcr arc members of I PA K. ne company had 

their hief financial hart r d A countant f 

outh Africa while fi e companies representing I 3% of the re pond nt 

did n t di clo e th member hip of th ir hief financial officer. All 

mpanies indicated thatth ir compan secretarie are member of fCP K 

and th ir auditor are memb r of the I PA . Th accounts of all the 

mpan ies in the urvey are pr pared in ac ord nee ith international 

a ounting standard . The directors m the t t ment of dire tor 

re p nsibilitie and the audit rs report atte tthi . 
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P RS: D 0 L 10 

.1. nclu ion 

o urn up the outcom of ur tud , it wa found that th pital M rk t 

uthorit corporal go ernanc guid lin already att in a high d gr f 

a ptance. There is no ompany that totally rejec the guid lin . 

B ard r I andre pon ibiliti v refound to b in line' ith the guid line 

as i the composition f the b ard in term of the mi · b t\ ccn c · cutiv 

dir tors and non- ecutive ire tor and profe ional qualificati n . 

Wh rea th re are orne compani that do not stri tl adh r t the rati f 

e cutiv and non-e cutiv dir tors prescribed by the MA. the v rail 

ratio conforms to th guidelin . 

he board of dire tor ' re found to ha e commin dealing with variou 

a p ct of the compan op rations. The requirement to ha an audit 

committee was compli d with b 97% of the companie . Thi is con istent 

with th finding Riro 2005), who obs rved 93% mplian . he 

mandates of the committees w re found to be consi t nt ith the findings 

b Hu in (2003). h r I of the hairman of th b ard and that of the 

hief ex cuti offi ers ar upply of in[! rmati n a found to be 

r gular and tim I nd har holders pia ed th ir r I rn orporate 

go ernanc b ing th ir right in the annu I g n ral m ling and in 

appro ing major c mp ny de i ion . 

II ompam had th ir a c unts prepar d and pre nt d in accordan e 

with th lnternati n I A counting tandard . II w r th re is minimal 

di lo ur on mo t that the MA guid line r quire to be 

disclo he d pth f the di clo ures ' as found to b 10\ and onl on 

matter ifi ally r quired b) the tatut s or th c unting tandard . 

oluntar di lo ure v a minimal. Thi is on i t nt ' ith th findings of 

tugu hia (200-)" h bserved lo" complian on di clo ure at 71.95%. 
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II the ompanjes ha e complied \\ith the r quir m nt t c tabli h internal 

ontrol m hanisms and th ir int ra tion v ith th audit r rmal and 

tran par nt. 84% of the hi f accounting offi ompanie are 

m mb r of the Institute of rtificd Public A untant PAK or 

bodie equivalent to I PAK a well as their auditor . Th company 

rctarie areal o member fthe In titut ofC rtified Public cr taries 

-.2. Limitation of the tud. 

he tud ncountered a numb r of limitations one of v.hi h b ing that out 

of th 48 compani li ted in the airobi to k · change, only 31 

r ponded to the questionnair b Uer re ponse rate would ha re ult d 

in b tt r generalisation. he data for the tudy wa obt ined from officer 

o the c mpanies, annual a unt and other publicati n of the air bi 

tock change. he p r ption of the shar hold r a t v h ther the 

mpanie are compliant r not ' ere not taken into a unt. The tud , 

b ing mpirical in natur had a broad co erage but hallow d pth. An in­

depth stud would be requir d . 

. 3. Recommendation · 

her i commitment b • the all the tak holders in orp rate g vernance to 

adh r t good corporal id need b the le I of 

omplianc " ith th guideline . Th re ar h ' r orne area that 

r quire mor indulgence fr m all on ern d in order t chic e the highe t 

I vel f orporate go ernan . One of the e area i the di closur of 

infl rmation. Cornpanie h uld be encourag d r c rnp lied to pro ide 

m rc di closures and n t ncce sarily di lose in rd r to comply ' ith 

ertain I gal requir ment r tandard . 

Th C A guideline hould b more specific in rdcr to en ure ther is no 

ambiguit in interpretation which v ould ub equ ntl lead to poor 

ompliance. The M/\ hould have mechani m to addre low Je el of 

ompliance and failur to mpl . There should be ntinuous education 

on rporat go rnan targ ted at the company b ard and management 
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nabl them under tand and appr ciat the ne d for g d orp r te 

go rnance. imilar training sh uld b ·tended to har h ld r t en bl 

them d mand good go emanc pra tices in organi ation wher the> ha 

m ted . 

.4. uggestion for urth r R earcb 

Variou studies ha e been carri d out on th r lation hip b tw n 

performance and orne aspect of th guidelines such a b ard c mp ition. 

tudy to determin whether th r i an r lation hip b tv cen mplianc 

ith al l the CMA guid line and performance or th market price of the 

har would creal m r under tanding the role of corp rat g rnanc 

in ompany performance. 

he tudy did not captur the p r eption of the har h lder a to whether 

th ompanies are compliant v ith the CMA guidclin . A urvey n th 

hareholder p rc ption v auld hed more light n the lc el ompliance 

with the guidelines. 
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PP DICE 

pp ndix 1: Que tioonairc 

ompany Jnformation 

Compan arne: -----------------------------------
tor: --------------------------------------

Re pondent: -------------Po ition: ----------

Board of Director 

I. What are the roles of the board of dir tors? 

2. a) What committee ha e been e tablished b the b ard? What are their 
delegated mandate . 

(b) Has the board e tabli hed an audit comminee? [ l 0 [ ] 

What is its d legat d mandat ? 

3. executive dir ctor remuneration link d to 
performanc ? Y · [ J NO [ ] 

4. Is the dire tor ' rcmuncrc lion tructure appro d by 
the shareholders? . [ 1 

S. I Jo, often i the b ard uppli d" ith rele ant inform lion to nable it 
di charge it dutic ? 

\ eekly [ ) Fortnight! [ ] Month! 

Other [ ] PI a e p cify: _________ _ 

[ ] 

[ l 

Ho" oon after the ri d in que tion i the information pr id d to the 
board? 

Week L l ortnight [ 1 nth [ ] 

Other [ 1 Plea pe if : ---------

7. Do th board di lo e in its annual r p rL it 
remun rati n p li ic ? y [ ] 0 [ ] 
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8. Doe the board di close in it annual repon the t n 
major hareholdcrs ofth c mpan ? Y [ l [ 1 

9. D s the board di clo e in its nnual report. an 
share option and other form of . uti e 
compen ation made or ha e to be made during the 

our e of the fin an ial ear? 
y . [ ] 

l 0. Doe the board di lo e in i nnual repon, the 
aggregate director loan ? y ~ [ ] 

II. What is the total numb r of dirccto 
a. 
b. umber of non-ex cutivc directors ----

12. What is the composition of the board in terms ofprofe nal 
qualification? (give numb r) 

a. Accountant L__] 
b. La\: _ ers L_] 
c. Banking and finan e p iali ts [_J 
d. Engineer [_J 
e. Economist L_] 
f. Other profc ion [plea e li and gi e numb rs] 

13 . What is the proc dur for appointing directors to the board 

14. re there an director ' ho ar also directors of 
more than five other ompanie quoted in the y [ 1 

airobi to k . hange? 

If an er i y , ho' man 

15. Do executive dire tor ha c a fix d ervice YE r I 
contract? 

16. Are dire tors required to submit them elves for re-
election at regular intervals? YE [ ] 

lfYe at ' hat int r\'al ? [ 1 ear 

17. the r ne' al of rvice contracts subject to: 
Y· [ ] 

a. R gular p rforman c appraisal 

b. harch Ide appro al Y. [ ] 
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[ ] 

[ ] 
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18. I ther disclosure in th annual rep rts rat the 
annual g neral me ting of all dire tor approa hing 
their seventieth (70th) birthday in that re p cti e 
year? Y • l 1 [ J 

19. I ther di losure in the annual rep rt of 
re ignation b a er ing direct rand detail of 
ir urn an es ncce itating th r ignation? 

20. Is there clear separation of the role and 

y l J I 1 

r ponsibilitie ofth hairrnan and the CEO [ J o I J 

21. Doe the board chairp r n h ld uch other 
positions in more than two public listed ompanies 
in the Nairobi lock • ' hange? 

harcholders 

22. ere an of the de i ion mad in the ourse of the year? 
a. Mergers y [ ] 
b. Acquisition Y · [ } 
c. Disposal of major mpan as ets y [ ] 
d. Restructuring!Re- rgani ation Y c.. L J 
e. Take-o er Y· l ] 
f. Other major d i ion (plea e specify) y l ] 

r J N [ 1 

If answer to any f the ab ve questions is · Y " hov were 
shareholder in ol d? 

23. What as th length ofn tic th past annual gen ral me ting ___ _ 

24. as the noti ofth m ting ac ompanied b full 
information r garding i ue to be decided in the 
annual g neral m ting? YE [ ] 0 [ ] 

25. What as the enuc ofthc last annual general me ling? 

26. Hov con enient are th cnue for the annual g ncral meeting to 
harcholder ? 

ry con nicnt[ n enicnt [ } Fairl con ni nt l l ot con nient [ ] 

27. llov adequate i the time all wed to hareholder fi r que tion on matter 
p rtaining t th mpany· performance and oth r i tP of their 
con rn? 

More than adequate [ d quate [ ] Fairl ad uat [ J Not ad quat [ ] 
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countability and udit 

2 Does the board pre ent an objccti e and a sessment 
of the ompany' op rating p itions and prospects 
in th annual a ount and r p rt y . r ] l ] 

29. Are the a count pre cntcd in lin \\ilh International 
Accounting tandard ? Yl:. 1 ] 0 l ] 

30. What internal contr I } tern are in pia e to afi guard th harch lder 
in e tmen and as et ? 

31. Arc the ompan auditor appointed by 
hareholders at ea h annual general meeting? 

32. I th intera tion of the auditor and managem nt 
formal and tran par nt? 

eneral 

33. Is there disclo ur 
tran action likel 

34. I the chief financial fficcr of the company a 
m mb r of In titut f crtified Public Accountant 

Y · I I [ 1 

y . [ ] [ 1 

. [ ] 0 [ ] 

ofKnya( IPAK)? Y I] NO[] 

lfn L" hat profc ional b d he a member of? 

5. Ar th company cr t ric member of th In titut 
of enified Publi e rctaric ofKen ·a (ICP K ? Yl::. l J [ ] 

36. r the ompan auditor members of the In titutc f 
Certift d Publi ountant ofKen a (I p K)? E l ] 0 [ ] 

37. r the audit ofth om pan in compliance" ith the 
International Auditing t ndard ? Yb r J 0 [ J 
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ppendi 1: Compani ' ompri iog th Populati n 

Rl LT RAL E OR 
I. nil ver Tea Kenya Ltd 
2. Kakuzi td 

R a Vipingo PI ntations Ltd 
asini Tea · Coffee Ltd 

, 1 1ER I L ' 0 R 
Car & neral (K) Ltd 

1 lloldin~ Ltd 
7. 1-lutchings Siemer Ltd 
8. K nya Airwa) Ltd 
9. Marshalls (E. .) Ltd 
10. ation Media Group 
II . TP Eastern Africa ( crena) Ltd 
12. chumi upcrmarket Ltd 

E 01 T 

Diamond ru t Bank Ken) a Ltd 
I lou ing Finance Co Ltd 

17. I. .D.C Lnv tm nts o Ltd 
I . Jubilee Holdings Ltd 
19. K n)a Commercial Bank Lld 
20. ational Bank of Ken a Ltd 
21. IC Bank Ltd 
22. Pan frica Insurance llolding Ltd 
23. u ndard hartcrcd B nk Ltd 

OR 

T R 

I D TRIAL NO L l D E TOR 
24. Athi Ri er Mining 
25. 
26. 
27. 
2 . 
29. 
30. 
31. 
32. 
33. 
34. 
35. 
36. 
37. 
38. 
39. 

I E I VE 1 E M RK£T EG~I 

-12. Eaagad Ltd 
.13. Expres Ltd 

o.ltd 

44. V illiam n 1 c Ken. a Ltd 
45. Kapchorua Tea o. Ltd 
46. K n o rchards Ltd 
47. Limuru I ea o. Ltd 
48. tam.lard roup Ltd 
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