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INTRODUUCTION airdaD BAcoC KOS RO P

Cornporats gowvermnances is the structurs and systerm of rules, practices and processes by which
an orgarnization i= directed, controlled aed bheld accowuntable. 1@ emncompasses awtheori

accouwurrtabil ity shewvvarndzship. leadership. direction arnd control  ecerncised im ornganizaticms.
Conporats g_-:- wearmarsoe ecserntialby imeolves balarcimng the interects of the many stakebholders
im an organizaticon. These include its sharebholders, managerment, ceshorTeers, _,up-p-lle-r“:,.
fimanci=rs, gowernrmeent and the commuonity. Corporate goscermancs also prowvides  ghe

framewvork for achiewving the objectieves of the organi-ation,. amnd creates berchhmarks for ghe
mMeacLrnsrms=rt of corpeorate performmancs amd disclosare

The= wweesak firemrcial perh:hrn":l.n-:e- of thwe muajority of S0 im Kenya has been attributed o an
imadeguate gowvermanoce frarmessorke. Thae Presidential Taskdfioroe on Parastatal Retornms nobed
rm it report that S5 operate l_.lnde-— a mgorcermarnces structurse that wweas cormples,  irmeobeimg
relaticomnship betveeen FParliament, Ministries, Boards ared CEC=. This oomplexity has besen
a sournce o corriusion and confilict, particulacdy: in the allocation of responsikzilities, ard o
accountalbility: for recsult=s. The improwved performances amnd wiakility of 20z wwill reguire ghe
dewveaeloprmeent of am appropriate gowvsrmancoe frameesseorbc

Im recomermeesredirngg the developmsnt of a consolidated ocoudle of gowvermancoese for S0, the
Taslktornce identitied the challemng==s thhat nrreeded b be resclved. These werne s=t owt as: absemoe
of a clear framewsorks for rescrummment, selection, appointmmeent and inducticns of Boards of
SiC=; lack of unfformity in e applicatiion of appeoinmeant proocedurss;  inmadeguate imdoction
processss for Board meermibers; lack of r r skills mix ard Bloated Boards;, shosrtoomimg=s in
thhe process of app:::-lntn*-enl: ot CIECEs lack of unders ..:l.rl-::|i"|3 ot thee role of Boards by directors;
amnd fusing of the roles of the CThief Excecutive and Board Secre =T vl

Thizs Code of Gowermamnces is arschored on the Consetitution of Kenwva, 200100 Acrticle 100 of
thve Constitution entrenches natiomal valees and principles of gowvermanoce while Acticle 73
places emplhasis om |:n-l..||:n-::-|: st Fvormor armd d gty o |:=-|_|E:l||-=:- offtrce=s. Parso '1.:|.| invbegr |'I:l.- erwcd
walus=s amd principles of public service are reld inforced in Aaticle 232, which also pErossices for
edficiemncy, effectivensasss arrd ecomnormiic wese of rescuarces. | he Code tales into coonsideraticsn
Chapter Six of the Constiturtion on Leadership armd Integrity as well a=s the Pulblic CHficers ared
Ethics Auct, Z0O6N0E .

-

The= achiswerment of Wisiom 2030, Kermpas long term developrmendt Blus print reguires full,
transparent ard acooumntable participation of S0Cs.  Gooed conpeorate gowesermarsce iz therefore
crucial in transforming 5Cs into engines of ecoromlic developrmessnt amnd social swellbaing in ghe
ooty Furthver, good corporate gocvermanoe promeotes valus embhancement for stabsholders

o

'l—lcl;_ld'l—lg thve public amd the goreermmeents,. thoes enswring that bervetrts thowes o ewvery aspect
Chl‘ the ascomonm: Good oorporate govermancoe e the public sector i the ocounfryy willl reswulk
imn accelerated dewel csprreeryt and fast track the framsformation of thee Kermran scomormny: irrbo a

ey inndastrialized ooy By 20300

Global best practices dermonctrate the stromg linmcage bebocean good gocsermamces arsd
enterprise growswth and profitalkility. The imstibutionalizatiocon of good gowvermramncs practiiceses in
thve leader=hip amnd gowvermarnscos of 5= = therefore expected b spar groaesth,  dewvelopareent,
employrment creasticomn and ecornsomeic tranastorrmmation of the oooervbrge
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FOREWWORILD

e immperative for Kemnmya oo applhy all of her resowmnces oo addrness thhe natiomal dewvelocopment

challenge=s iz as important bodaryy @s it wwas ar irdeperrsdernsce. Todaw, we faces imcreasimg
demands from ocour growing peoepulatioms, particuladys from soung pecple. There is a clear meed
i creane ermpbosmmment amd other oppormunities for owur peaople o lead decemnst and meanimatul
lives amd for owur country o trade amd effectively Eap the emerging recsource baoonm . Sdeseon oo
i= iy call o all public institutioms o operate efhfectively and efficiently im ornder o assist owr
naticn oo realize owr shared goalis_

AT Independences, we established Somare Comporaticons o implement gowesrmment peolicies and
exECcuUheE proegramrrees bor ecorecam s and social developmment of our country. These Gowermament
at that time as=umed a greaser role in the developmens of critical s=scoors of our econorryy o
emhbharnce the participation of citizens in econommic actsities . Howewser, it becarmrme clear ower thhe
years, and swith mnesw challemges, that Smane Corporatiomns hhase not operaced at expected lew=ls
duse o weak gowvermamce soructures as well == other exte=rmal factors.

Ew adoptrting a cramsformatiomal mimdser in the svaw business is cornducted . CGowvwernmment s ppects
th= entities it owns oo promote ard accocslerate economeic growth and developments, ared o dries

thee soecial @arnd ecorsommic Transformmaticen im Eemya . These State Corporatioms reeaed o St
cur effores by building e instibutiomal amd bechnical capacity of thhe smpe i facilitatimng and

promoting naticonal developmeant: improwving the delivery of public services oo meet the basic
rmeaeds of citizmens, supp-orting the creation of ermployment opportumities im diverse sechors across
thee entire ooty arrd supportimg e mation s regieconal imegratgion initiat wes and iseernational

parmerships.

A= a major meilesooree, the Constitutiomn of Kenya, 20710 has takemn significant steps o address
the question of leaderzhip, govermance arnd managements of pubklic recocurces. The sucoess of
Smamne Conpeoratieseens is prermised o the Goccermmments rolde i emsuring thar public imstoations

arne effectively led amd mmeanaged . To achiewes thess ends, we have developed SAdwveongoso, a
Code of Gowvermance for State Conporaticon=s aligmed oo dhee Comstitutiom, sthar 1| am proowd o
iss=we. We mreed e implemment Afeeosgo o im ornder o increase efficiency ared accountabkility i

thee wu=ese and deploymeant of scance public resowrces. AdTuworngosco allocabtes responsibilities for
sup-ervisiomn, implermenmation and enforcemeant bo different institusions wwhile respecting the role
of complermeaemntary agencies.

et Gowermamment is coommmitbesd o thee full implemencaticomn of all the prowisioms of Afeeongo=o
@amd whiilll acocord the process all the suppEort reqguined o emsune that State Conporations e liveer
the expectes-d outcormeas that wwe all desire. | gherefore call upon 2l of ws im the public sechor o
adbrare o Adwongoso. 88y izsuance of Adwongoso showuld ot be sesemn as ann ered im itsellf but as dhe
first soep owands propelling owr govermance ethos o the imereaticonal arena. My Gowvermament
iz particularly sager bo emsure thhar Kemnya acocedes o the Comecenticon of the organizaticm for
Ecomaomic Cooparaticon arnd Developrmeant (EOEC D imn the mnear funure for purposes of emtrenchimg
Ccaonporabe mowvermancs=.  n this regard, | wwilll shortly be issuing Adwsesongosoe as Regulaticon=s wrvder
sectiom IO of thee Stabte Corp-oratores SAact, Cape <4360

.
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CHAPTER 1

THE BOARD OF DIRECTORS

owermnance Statemendt

T achi=we s strategic objectives,. the organization should be laed by an sffective Boarnd.
The Board should be ocomposed of compeetent, diverse arnd gualified members capakble
of exercicing objective and independeant judgment. The Boarnd showld haeece appropriate
autoreormry amd authority to exercize its functicns and should be accountable o sharebolders
amd act rezsponsikbly towwarnds stalkeholders.

Gowernance Principles

1. The composition and size of the Board should prowvide a diversity of gender, competencies
and skills reguired for the effective leader=ship of the ormpamization.

T, The Board showld prowvide strategic direction to the onganization, ecercise comtnoel  aored
rermaim acocountabde o sharebolders.

= The Board should snswure that Boord membeaers are indouctsed amed that their skills ared
Enowiledge are continualby developed o enbhance eftectiverress.

4. The performmanos of the Boarnd, it ocommiitbes=s amnd imndividoaal directoss showld be
ewvalinated arvrmaal iy

Consermarescs Parameber Sorcernamnce Practice -

-1 AppoinTeent, i. Board appoinments shall be made in lime with

Compositicon and Size Aurticlbe 27 of the Constitution of Kenya.

F_ The Board shvoaalld = = i rvbedd] throwgh a
rarsparent and formal process gowerrsed by the
overmniding prirnciple of meeric

= The Baoard membership of all S4O= shall be beabwwresn
sewen amnd nime mernmnbers.

4 The CThief Eoscutive CHficer =shall be a Board
memibeer with o wotimg, righets.

5. Board appointments showld take into consideration
the mix of skills and comp-etencies regquired for the
achievement of the organizations lomg-term goals.
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Covermance Parameter Covernance Practice -

6. At least one Board member should be a financial
expert, meaning that he or she has the necessary
qualifications and  expertise in financial
management or accounting and is 2 bona-fide
member of a professional body regulating the
Accountancy profession, and in compliance with

the reguirement: therear

. At least one third of the Board members shall be
independent upon appointment and maintain their

independence during their term of service on the
Board,

-~ - " woq = | o= pams 4

"
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ACCOUNTAEBILITY, RISK MANMAGEMERNT ARMNMND
INTERMAL COMNTROL

Gowvermnanmndce Statermeamnt

Thve Board has the responsibilicy of enswrimg that the aorngamization hbas adeguate systermes amnd
processes of account@ability fisk managesment and inmermal conmmols.

Gowermnance Primnciples
1. The Boarnd should enswre the tirmealy preparation of accuwrave financial statemments.
2. The Board should ensure that effective processes arnd systems of risk manmagerment amd
imtermal conmrolds are in place.

3. The Board should ensurne that the procurement process is cost—effective and delivers walus
for meormengs

Cosermarsce Parsrmeaetaer Corsernamce Practicse _

Z=.1 Fimarncial Reportng i Thve BEocard showld:

(=) Emswre that the books of accounts are prepared om
a gmely basis.

By Smawe in e annual reporr s responsibiliny for
preparimg the report amd asococownts

(cy Report in the anmual fimarecial stacements and half-
wearly Management Acccounts that the organizaticm
i= a going concerm, Wik supporting,. aEsuUurnrepEion s

or gualificatioms as necessary.
Ay Emswure that the extermal awdit of e firmancial
staterrments  is ocompleted amnd submmeiteedd wweithiEn

girmelimes stpulated in amny law arnd  Sowcernmmmeent
pliciss.

(=) Emsuwre thar an independenrt, ocompetent @sred
quealified exmermal awdibor ocomducts the amoeaal
awudit of the ocrgamvization in order oo prowide an
objective asswramce as b whether the finamncial
= Eaterrents ol arrecent the financial peositicnm
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ETHICAL LEADERSHIP ANMND CORPORATE CITIZERNSHIF

CamwreErmanrncese Statermeant

TEne=

e racieens

pood corpeorate citimemship.

Gowermarncs Primciple

of tfiwe o rEarvi = atiorn

should be guside.d by

edthical practices that seaelk Do prorresobe

TEkre aorganizaticn should coommiit o operatbte ethically and prommoss oorporabs ocial respeorss kil
@red imwvesoTments.
Convasrmances Pararmeeeber Corvaermnance Pracohmoe _
=<E_ 1 Ethics amd levbegmrity 1 . Thhe Bomrd =shoeoaalcd:
=0 Prowide ethical leadership im dhe mamnagerrsent of thee
S SR | S i
(0 Esztablish the oo walwes of e orgami=stioss  amd
ensure that the value=s are aligrned bo thvee Cornstturthaor
of Kernya amnd ursderpim suestaimable practices
[ i | Enzswre that all membesrs of the onganiration adbsere b
tdhe core wamlaes.
) Ensuare that the corporate strategy imcludes mraeasurable
targets for immperowimg =ethical behbhawviowr
=1 Enzwure thazr sthe ethhical practioes of the ongarnication
are effectivelyw mreomitored
£ = Conde of Conmduect and 1 . The Board shosald:

Ethics

=0

Enswre that a code of comduct and ethics s developed.
Enswure theat all members of the organization subscrib-=
b the code of conduwct amnd ethics_

Ferwiews the code of comduct amd etghics (= a — R B
Prommeooe aedhical comducs ar-d samctiomn miiscors-duce
Enswure that a conporase gifts paolicwy is imn place.

= 5.4

Feceive from e o i e resp=omsible T
Ceaorcermamce and Compliances, @ report on the el
of adbveremce o the code of corrdwct amd edthics by

mermibeaers of the arganizaticon.
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CHAPTER 8

COMPLIANCE WITH LAWS AND REGULATIOMNS

Oowermnance Statermant

The organizaticon showuld comnduct itz business affairs in full compliance with all applicakle

lavwvs, rmules amnd regulaticmnms.

Gowernance Principle

The organizaticn shall comply with the Constitution, all applicable laves and regulatiocns and
in lirne with accepted maticonal arnd intermaticonal standardzs, az well as, the intemal policies of

thhe organization.

Caovernance Parameeter

Covrermance Practice -

Regulaticmn= and
Stardards=

a.1 The Constitutiomn of Tine Board shall:
Kenya (ay Ensure that the orgamization complies with the spirc
and the leter of the Constitution.

(b3 Ensure that the polickes, instibotional  frameworks
and administrative procedures of the organization
effectively cupportimp lementasion of the Constinstion.

8.2 Applicable Laws, The Board should encsure that Llaws, rules, regulatiomns, codes

and stamdards which are applicable oo the organizaticon are
identified, documented and observed. These shall amon
others include the Leadership and Integrity Suct, 2012, an
the Public Officers Ethics Awct, 2003

arvd reportng

8.3 Compliance Stramegy The Board showld:

(=) Esmablizh imtermal proceduresz and meoniboring
aystems o promote oonmypliamce with applicable
larwws, regulations and standards.

(B3 Emsuwure that the compliamce strategy iz aligned o
the operations of the orgamizatiom.

3.4 Legal Compliamce Awsdit The Boarnd should enswrec

Lal That a legal compliamce awdit is carried ocuz at
leaszt anmually, with the objective of establishing
the level of adherence o applicabkle Llaws, rules,
regulations amd stamdards.

by Thatthe recommerndations inthe Legal Compliance
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Governance in general entails creating a balance
between economic and social goals while leveraging
on yet another level of balance between individual
and communal goals.

In this, the ultimate goal is to encourage efficient use
of resources, accountability in the use of power and
stewardship and aligning the interest of the
individual, corporations and the society.
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Why Corporate Governance!

Governance thus encompasses the establishment of
appropriate legal, economic and institutional
frameworks.

This further alludes to the desire to prescribe
processes, systems, practices and procedures that
underlie the overall objectives of accountable use of
not-owned resources in the interest of the owners of
the resources.



Kenyan perspectives on

Corporate Governance

Kenya has adopted corporate governances structures
in both the public and private sectors.

Listed entities in the Nairobi Securities Exchange are
obligated to the Capital Markets Authority (CMA)
Code of Corporate Governance. Some commercial
government entities such as KPLC and KENGEN fall in

this category.
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Corporate Governance

Other Public sector entities, mainly the State
Corporations are governed under the Mwongozo
Code of Corporate Governance developed by the
Public Service Commission (PSC), jointly with the
State Corporations Advisory Committee (SCAC).

Despite these efforts towards better governance,
corruption and cases of fraud remain prevalent in the
country. This has led to the collapse of various
institutions both in the private and public sectors.
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Role of accountants in

J CPAK

Uphold Public Interest

Corporate Governance!

Financial management, of which accounting is a sub-
set, is critical to improving the quality of service
delivery both for the public and private sector.

For public sector, it affects use of funds to address
national and county priorities, designating specific
resources for spending on the identified priorities key
of which are investment and the cost-effectiveness of
public services.



Role of accountants in

Corporate Governance!

J CPAK

Uphold Public Interest

Strong

systems of financial accountability will be

indispensable for the success of governance and in
particular at various institutions of leaning.

Stewarca
driven

ship over financial resources is effective if
oy the a professional who values integrity,

especia

ly a regulated accountant.



Role of accountants in

J CPAK

Uphold Public Interest

Corporate Governance!

The fundamental role of the accountant is to provide
transparency in utilization of resources through timely
and comprehensive reporting on financial matters or
otherwise, to stakeholder groups which have an
interest in the performance of the reporting entity.

In regard to the private sector, accounting strives to
measure maximization of shareholder value whereas
in the public sector, it undertakes to establish value
for money in every public expenditure.



Role of accountants in

J CPAK

Uphold Public Interest

Corporate Governance!

It is imperative to note that governance is informed
by sound decision-making and of which
accountability is key.

At the core of general accountability is financial
accountability given that economic, political and
social matters are quantified in money termes.

The accountant whose main role is stewardship over
the financial resources of an institution is thus in a
unique position to set the tone for governance.



Role of accountants in

J CPAK

Uphold Public Interest

Corporate Governance!

This is so because financial reporting informs
financial accountability, which influences the bigger
governance agenda.

Comprehensible financial reports is paramount in this
regard. The reports should be guided by a basis of
recognition, measurement, preparation, analysis,

and/or disclosure of financial and relevant non-
financial information.



Role of accountants in

J CPAK

Uphold Public Interest

Corporate Governance!

It is evident that Professional Accountants if well
positioned in all levels of governance play an
irreplaceable and critical role in governance.

Key areas where the accountant plays a key role include;

J Budgeting and financial management

J Projects management

J Board and Committee affairs

J Ensuring quality financial reporting

d Accountancy and Audit (Internal and External Audit)
functions



Role of accountants in

J CPAK

Uphold Public Interest

Corporate Governance!

The work of accountants is clearly crucial to effective
governance, especially in relation to the focus on
financial performance and integrity of financial
reporting.

The fundamental role of the accountant is to provide
transparency in financial reporting to shareholders
and stakeholders who have interest in the
performance of the business.



Role of accountants in

J CPAK

Uphold Public Interest

Corporate Governance!

The significant challenges that governance faces are
attributable to the fact that we have designated the
wrong people to take custodial role over finances.

We have also not made it attractive enough to retain
talent in the field of accountancy on the grounds of
poor scheme of service.



Role of accountants in

J CPAK

Uphold Public Interest

Corporate Governance!

To reverse the losses, we must deliberately put in place
structures to attract and retain quality accountants within
our institutions.

It is also important to require any person taking charge of
an accounting function to place himself under regulation.

It is in the interest of good governance that professional
accountants find placement at all levels of financial

decision-making. It will take a good scheme of service to
make this a reality.



Benefits of good Corporate Governance

Direct benefits Other benefits

Good corporate governance ensures corporate

Juccess and economic growth

Strong CG maintains investors’ confidence, as a result of

J

hich, company can raise capital efficiently and effectively

I

It lowers the cost of capital

I

There is a positive impact on the share price

It provides proper inducement to owners as well as managers
to achieve objectives which are in the interest of the

stakeholders of the organization

Good CG minimizes wastages, corruption, risks and
mismanagement

I

It ensures the organization is managed in a manner
that fits the best interest of all

Fosters Public interest
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