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CERTIFIED SECRETARIES (CS) 

 

 ADVANCED LEVEL 

 

GOVERNANCE AND COMPLIANCE AUDIT 
 

TUESDAY: 2 December 2025. Morning Paper.                     Time Allowed: 3 hours.  
 

This paper consists of five (5) questions. Question one is a case study. Answer ALL questions. Marks allocated to each 

question are shown at the end of the question. Do NOT write anything on this paper. 

 

QUESTION ONE 

TAIFA NATIONAL WATER AGENCY (TNWA) 

 
The Taifa National Water Agency is a state corporation established under the Water Act of 2016 and mandated with the 
development of water resources, infrastructure and fair distribution of water across Kenya’s counties. Last year, TNWA 
came under intense public and parliamentary scrutiny following complaints of poor governance, non-compliance with 
procurement laws and inadequate stakeholder engagement. The mounting pressure prompted the Office of the Auditor-
General (OAG) to commission an independent Governance and Compliance Audit to assess the agency’s adherence to laws, 
regulations and best practices. 
 
To ensure credibility, the OAG competitively engaged Integrity Assurance Associates (IAA), a reputable audit firm based in 
Nairobi. IAA had a decade-long history of conducting public sector audits, specialising in governance, risk management and 
forensic auditing. The firm, led by Ms. Grace Mwikali, was known for its objectivity, adherence to International Auditing 
Standards and experience in working with government entities. Grace assembled a multidisciplinary team that included             
Mr. David Otieno, a governance expert Ms. Carol Njeri, a procurement and compliance auditor and Mr. Samuel Kiprotich, a 
financial analyst. From TNWA’s side, the primary liaison person was Engineer Michael Karanja, the agency’s acting Chief 
Executive Officer. The auditors began by outlining the basic concepts and elements of auditing to the TNWA board and 
management. Independence and impartiality were placed at the forefront to ensure the credibility of the audit process. 
Materiality and risk assessment principles guided the auditors in prioritising the most significant governance matters. 
Evidence-based outcomes were emphasised, with compliance standards anchored in the Public Finance Management Act 
(2012), the Mwongozo Code of Governance for State Corporations (2015) and TNWA’s internal policies. 
 
In the initial meeting, Grace explained the scope and intent of the exercise to TNWA’s leadership. “This audit is not about 
fault-finding,” she said, looking around the boardroom. “It’s about ensuring transparency, compliance and integrity in public 
service. This is an assurance engagement”. Her statement set the tone for cooperation between the audit team and TNWA 
officials. Through preliminary examination, the auditors uncovered several governance and compliance risks. The board was 
found to have failed in meeting the statutory four times a year as prescribed by Mwongozo. Procurement improprieties 
emerged as a high-risk area, with several dam projects contracted without competitive tendering, raising corruption 
allegations. Conflict of interest was evident, as certain directors maintained business ties with suppliers. Human resource 
processes were equally flawed, with recruitment of key managerial positions conducted without open competition. County 
governments accused TNWA of excluding them from critical decision-making, compromising the spirit of devolution. Weak 
internal controls and incomplete audit trails further eroded accountability in project funds management. 
 
The appointment and engagement of IAA were properly executed. The OAG, constitutionally mandated to safeguard the use 
of public resources, issued an official letter of engagement that defined the audit’s scope, roles, deliverables and timelines. 
The firm was required to present its findings to Parliament within three months, ensuring both professionalism and 
timeliness. During the planning stage, David Otieno and Carol Njeri immersed themselves in TNWA’s organisational 
structure, board composition, management reporting lines and key policies. They reviewed procurement guidelines, HR 
manuals, and strategic plans, mapping high-priority risk areas. “We need to understand the heartbeat of this agency before 
we make any judgment,” Carol remarked during a team briefing, emphasizing the importance of contextual understanding. 
The team also consulted the Ministry of Water, county governments and staff unions to promote inclusivity in the audit 
process. 
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Documentation and communication were emphasised as central pillars of the audit. Samuel Kiprotich meticulously 
maintained an audit trail by recording evidence such as contracts, payment vouchers and board resolutions. Regular progress 
briefings were scheduled for both TNWA management and the OAG. Initial findings were shared in a management letter, 
giving TNWA an opportunity to respond before the final report was drafted. Both the draft and final reports complied with 
the International Standards of Supreme Audit Institutions (ISSAIs), enhancing credibility and comparability with 
international practices. Evidence collection combined multiple techniques. The auditors examined procurement contracts, 
HR recruitment files and payment records. They interviewed board members, procurement officers, county representative 
and contractors. Field visits were conducted to verify whether the physical progress of dam projects matched reported 
expenditure. Analytical procedures were used to compare budgets against actual spending revealing large variances. Supplier 
confirmations and compliance tests verified adherence to Mwongozo’s governance requirements, including board 
evaluations and disclosure standards. 
 
During one of the exit meetings, Eng. Karanja expressed concern: “Some of these findings are difficult to hear, but they’re 
necessary for us to reform.” Grace responded reassuringly, “What matters most is your willingness to act on them, Engineer. 
Governance improves only through honest reflection.” The final audit report revealed deep systemic weaknesses. The 
TNWA board lacked independence and oversight effectiveness; procurement practices were riddled with anomalies; 
conflicts of interest compromised integrity; and human resource and stakeholder engagement were fundamentally weak. IAA 
recommended strengthening board supervision, instituting competitive procurement processes, protecting whistle blowers 
and creating structured platforms for county-level participation. As Grace concluded during the final presentation to 
Parliament, “Good governance is not a privilege—it’s a duty. Every shilling of public money must be accounted for with 
honesty and purpose.” 
 
The TNWA audit underscored that strong governance and compliance frameworks are indispensable in safeguarding public 
resources and sustaining public trust in Kenya’s state corporations. 
 
Required: 

(a) During the initial meeting, Grace Mwikali emphasised that the governance audit at TNWA was “an assurance 
engagement” aimed at promoting transparency and integrity in public service. Analyse FIVE key elements of an 
assurance engagement as demonstrated in IAA’s audit approach at TNWA.      (10 marks) 
 

(b) The governance and compliance audit revealed several weaknesses that compromised TNWA’s accountability and 
integrity. 
 
Examine FIVE governance and compliance risks that undermined TNWA’s adherence to Mwongozo and other 
public sector governance standards.  (10 marks)  
 

(c) The appointment and engagement of Integrity Assurance Associates (IAA) were formally executed by the Office of 
the Auditor-General, ensuring credibility and professionalism. 
 
Evaluate FIVE criteria or considerations that TNWA and the OAG may have applied in selecting IAA as the 
external governance auditors.   (10 marks)  

 
(d) During the planning stage, Grace Mwikali’s team carried out several planning activities that ensured audit readiness 

and stakeholder confidence. 
 

Explain FIVE planning activities undertaken by IAA that enhanced their preparedness and effectiveness in 
conducting the TNWA audit.         (10 marks)  

        (Total: 40 marks) 

 
QUESTION TWO 

(a) Compliance audits play a critical role in enhancing efficiency in organisations.  
 

Highlight SIX roles of these audits. (6 marks) 
 

(b) Describe FIVE key laws or regulatory instruments that governance and compliance auditors assess for compliance 
when carrying out governance and compliance audits.            (5 marks)  

 
 
(c) Effective communication between auditors and client organisations is critical for ensuring clarity, transparency and 

trust during the audit process. Explain FOUR objectives of this communication. (4 marks)  
       (Total: 15 marks) 

 

Download Answers in pdf form at www.kasnebnotes.co.ke



  CS33 Page 3 

  Out of 3 

                                                                   

QUESTION THREE 

(a) Governance and compliance audit cycle contributes to accountability and effective oversight. Analyse FIVE 

activities that are carried out in the execution phase of this cycle.       (5 marks)  
 
(b) Peer review is an essential mechanism in governance and compliance audits since it enhances the credibility, 

transparency and accountability of the audit process.  
   

With reference to the above statement, explain FIVE stages of the peer review mechanism. (10 marks)  
     (Total: 15 marks) 

 

QUESTION FOUR 

(a) Analyse FOUR methods of collecting audit evidence.        (4 marks)  
 

(b) A governance and compliance auditor should prepare a governance audit checklist before commencement of an 
audit.  
 
Required: 

Explain FIVE components of a governance audit checklist. (5 marks)   
 

(c) Subsequent events may provide additional information about conditions that existed at the reporting date or indicate 
conditions that arose after that date.  

 
 With reference to the above statement, explain SIX procedures that may be performed to identify subsequent 

events.            (6 marks)  
     (Total: 15 marks) 

 

QUESTION FIVE 

(a) Despite their usefulness, governance indices face several limitations. Outline FIVE such limitations. (5 marks)  
 

(b) Closure of an audit assignment is a critical stage that ensures the audit objectives have been met and that findings 
are properly communicated and documented.  
 
Evaluate FIVE deliverables of this phase.  (10 marks) 

       (Total: 15 marks) 

.................................................................................................................. 
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CS ADVANCED LEVEL 

 

GOVERNANCE AND COMPLIANCE AUDIT 

 

TUESDAY: 19 August 2025. Morning Paper.                     Time Allowed: 3 hours.  
 

Answer ALL questions. Marks allocated to each question are shown at the end of the question. Do NOT write 

anything on this paper. 

 

QUESTION ONE 

RAFIKI CONSUMER BRANDS LIMITED (RCBL) 
 

Rafiki Consumer Brands Limited (RCBL) founded in 2007 in Nairobi, Kenya began as a small manufacturer of cleaning 
products aimed at low and middle-income households. Over the years, it evolved into a leading regional player in the                   
fast-moving consumer goods (FMCG) industry, offering a diverse range of personal care and hygiene products across East 
Africa. The company gained a loyal customer base due to its reputation for affordability and quality. In response to 
growing environmental awareness, RCBL also adopted eco-friendly packaging and refill systems reflecting its commitment 
to sustainability. 
 
Despite its success, the company faced internal challenges as whistle-blower reports highlighted governance issues, 
procurement irregularities and ethical concerns. The newly appointed Board Chairman, Ann Wanjiru, convened an 
emergency meeting in March 2025 leading to the hiring of Integrity East Africa LLP to conduct a governance and 
compliance audit. Led by governance expert, Martin Ngetich, the audit was designed to be collaborative and transparent.      
A planning phase followed, during which audit objectives were set, key risk areas were identified and communication 
strategies were developed to ensure co-operation across the organisation. 
 
The fieldwork began in April 2025 and involved interviews with board members, senior executives and staff. It also 
included document reviews and focused group discussions. Key findings indicated weaknesses in procurement practices 
and conflict-of-interest monitoring, with evidence of contracts awarded to companies linked to former executives. The 
audit team used internationally accepted methods to collect and validate evidence, ensuring an objective and credible 
process. Observations were supported by third-party confirmations and internal records creating a strong audit trail. 
 
By mid-June, the final audit report was issued highlighting both strengths and significant gaps in RCBL’s governance. 
Recommendations included establishing an independent audit committee and improving procurement and conflict-of-
interest policies. The board embraced the findings initiating reforms through a dedicated taskforce. Immediate actions 
included suspending questionable contracts, training staff on ethics and enhancing board diversity. By July 2025, 60% of 
the recommendations had been implemented earning praise from stakeholders and signalling a successful transformation 
toward stronger governance and ethical leadership. 
 

Required:  

(a) Examine FIVE merits of the data collection method used to engage board members and senior executives at RCBL. 
   (10 marks) 
 
(b) A particular aspect of evidence was determined and agreed upon by both teams from the onset.   

 
Explain FIVE factors to consider in determining this aspect.        (10 marks)  

 
(c) Analyse FOUR users of the report that was developed by Integrity East Africa LLP. (8 marks)  
 
(d) RCBL faced certain internal challenges as highlighted in the whistle-blower reports. 
 
 Examine TWO impacts of each of the challenges on RCBL. (12 marks)  
   (Total: 40 marks) 
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QUESTION TWO  

(a) Outline THREE differences between "direct reporting engagement" and "attestation engagement" in the context               
 of an assurance report. (6 marks)  
 
(b) Highlight FIVE qualities of a good governance and compliance audit. (5 marks)  
 
(c) Lydia Kombonah has adopted a compliance matrix to monitor the compliance undertakings at Bidii limited. 
 
 Explain FOUR benefits of adopting this matrix.  (4 marks)   
                (Total: 15 marks) 

 
QUESTION THREE  

(a) An Audit Committee is a sub-committee of the board of directors that plays critical roles in an organisation.                  
 
 Outline FIVE roles of this committee.  (5 marks)  
 
(b) The Institute of Certified Public Secretaries of Kenya (ICPSK) plays a critical role in governance and compliance.   
 
 Analyse FIVE of its functions. (10 marks)  
          (Total: 15 marks) 

 
QUESTION FOUR  

(a) Highlight FOUR ways in which data analytics may be applied in the conduct of a governance and compliance                   
 audit.  (4 marks)  
 
(b) Identify SEVEN components of a risk register. (7 marks)  
 
(c) Summarise FOUR objectives of documentation in governance and compliance audit.  (4 marks)  
         (Total: 15 marks) 

 

QUESTION FIVE  

(a) Highlight SIX objectives of the Institute of Certified Public Secretaries of Kenya (ICPSK) Champion of 
Governance Awards.  (6 marks)  

 
(b) Explain FIVE circumstances under which subsequent events occurring after the audit report date but before its              
 issuance may arise.  (5 marks)  
 
(c) Peer review in governance audit refers to the independent evaluation of the audit process.  
 
 With reference to the above statement, assess FOUR elements that may be covered in this review. (4 marks)  
         (Total: 15 marks) 

.................................................................................................................. 
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CS ADVANCED LEVEL 

 

GOVERNANCE AND COMPLIANCE AUDIT 

 

WEDNESDAY: 23 April 2025. Morning Paper.                     Time Allowed: 3 hours.  
 

Answer ALL questions. Marks allocated to each question are shown at the end of the question. Do NOT write 

anything on this paper. 

 

QUESTION ONE 
 

MEGAPLAST INDUSTRIES LIMITED (MPIL) 
 

MegaPlast Industries Limited (MPIL) is a medium-sized plastic manufacturing company based in Nairobi City County, 
specialising in the production of plastic packaging materials for various industries. As a key player in the sector, MPIL is 
subject to rigorous governance and compliance requirements, particularly concerning workplace safety, environmental 
sustainability and corporate accountability. 
 
In Kenya, the manufacturing sector is under increased scrutiny due to its pivotal role in economic growth, particularly 
within the framework of the Bottom-Up Economic Transformation Agenda (BETA), which prioritises Agricultural 
Transformation; Micro, Small and Medium Enterprise (MSME) Economy; Healthcare; Housing and Settlement and Digital 
Superhighway and Creative Industry. Companies operating in this sector must comply with various statutes, including the 
Occupational Safety and Health (OSH) Act, Environmental Management and Coordination Act (EMCA) and Companies 
Act, which impose strict governance and compliance responsibilities. 
 
In 2023, MPIL conducted a governance and compliance audit following concerns about workplace safety violations and 
potential non-compliance with environmental regulations. The audit aimed to assess the company’s adherence to 
occupational health and safety laws, environmental policies and governance best practices. The findings of this audit were 
expected to inform corrective measures, enhance regulatory compliance and strengthen corporate governance structures 
within the organisation. 
 
The governance and compliance audit at MPIL aimed not only to ensure adherence to regulatory requirements but also to 
identify opportunities for operational efficiency and process improvement. A preliminary risk assessment was conducted to 
identify high-risk areas, with key areas of focus including: Compliance with occupational safety standards, adherence to 
environmental regulations, particularly waste management practices and effectiveness of governance structures in  
decision-making processes. 
 
An audit plan was developed, outlining the scope, timeline, resources and methodologies to be used. Stakeholders at 
various levels including the board of directors, senior management and shop-floor supervisors, were engaged to clarify 
expectations and provide input on potential areas of concern. This collaborative approach was designed to facilitate a 
smooth and effective audit process. 
 
Proper documentation and communication were integral to the governance audit process. The governance auditors 
reviewed critical documents, including: 
• Health and safety policies and incident reports. 
• Environmental compliance reports and waste disposal records. 
• Board meeting minutes and governance charters. 
• Financial and operational reports submitted to regulators. 

 
Regular communication was maintained throughout the governance audit. It commenced with a kick-off meeting, where 
objectives, timelines and stakeholder roles were outlined. Weekly progress reports were shared with the management team 
to ensure transparency, address emerging issues promptly and minimise disruptions to company operations.                       
A comprehensive evidence collection process was implemented using various techniques. The governance audit team also 
verified compliance documentation submitted to regulatory bodies, including the National Environment Management 
Authority (NEMA) and the Directorate of Occupational Safety and Health Services (DOSHS). All findings were 
meticulously documented to ensure credibility and accuracy. 
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The governance audit report highlighted areas of compliance, gaps and associated risks, with key findings including: 
• Workplace safety gaps - Non-compliance with OSHA standards, particularly inadequate worker training and poor 

maintenance of fire safety equipment. 
• Environmental violations - Improper waste disposal and the lack of recycling initiatives. 
• Weak governance oversight - Minimal board involvement in operational risk management and compliance 

oversight. 
 

To address these issues, the governance audit team provided actionable recommendations to the board. The governance 
audit team held a debrief meeting with MPIL’s board and management to discuss the findings and recommendations. This 
led to the development of a detailed action plan, assigning timelines and responsibilities to ensure effective implementation 
of corrective measures. 
 
Required: 

(a) Explain FIVE benefits that MegaPlast Industries Limited (MPIL) could derive from stakeholders’ involvement in 
the governance audit process.  (10 marks)  

 
(b) MPIL’s governance weaknesses played a significant role in the compliance issues identified in the audit.  
 
 Analyse FIVE best practices that MPIL should adopt to strengthen board-level governance committees for 

compliance and risk management. (10 marks)  
 
(c) Describe FIVE methods used to collect audit evidence at MPIL. (10 marks)  
 
(d) Examine FIVE challenges that MPIL might face in implementing the recommended governance reforms.                                     

  (10 marks)  
 (Total: 40 marks) 

 

QUESTION TWO 

(a) Governance audit evidence is essential in the audit review process for forming an audit opinion.  
 
 With reference to the above statement, explain FIVE sources of governance audit evidence. (5 marks)  
 

(b) Analyse FIVE components of governance audit management letter.  (10 marks)  
  (Total: 15 marks) 

 

QUESTION THREE 

(a) Highlight FIVE sources of governance audit criteria.  (5 marks)  
 

(b) Explain FIVE factors to consider before appointing a governance auditor.  (5 marks)  
 

(c) Examine FIVE enablers of an effective governance audit.  (5 marks)  
 (Total: 15 marks) 

 

QUESTION FOUR 

(a) Explain FIVE justifications for conducting an audit follow-up in a governance audit.  (5 marks) 
 
(b) Evaluate FIVE strategies that a governance auditor could use to minimise potential liability under a governance 

audit.    (5 marks)  
 
(c) Examine FIVE reasons for holding an inception or entry meeting with a client in a governance audit.  (5 marks) 

  (Total: 15 marks) 

 
QUESTION FIVE 

(a) Describe FIVE roles of a Board in implementing governance audit recommendations.  (5 marks) 
 
(b) Highlight FIVE actions that management may take on events known to management that occur after the date of 

the governance auditor’s report but before the date the auditor’s report is issued.  (5 marks) 
 
(c) Analyse FIVE drawbacks of carrying out peer reviews in governance audit.  (5 marks)  

  (Total: 15 marks) 

.................................................................................................................. 
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CS ADVANCED LEVEL 
 

GOVERNANCE AND COMPLIANCE AUDIT 
 
TUESDAY: 3 December 2024. Morning Paper.                     Time Allowed: 3 hours.  
 
Answer ALL questions. Marks allocated to each question are shown at the end of the question. Do NOT write 
anything on this paper. 
 
QUESTION ONE 
 

JAMAA SACCO 
 
Jamaa SACCO is a mid-sized Savings and Credit Cooperative Society in Nairobi, Kenya. It serves over 20,000 
members by providing loans, savings accounts and investment services. Recently, the SACCO faced scrutiny from the 
SACCO Societies Regulatory Authority (SASRA) over concerns about its governance and compliance practices. The 
authority recommended an attestation engagement on the legal requirements on governance and compliance of 
Savings and Credit Cooperatives. In response, the CEO, Rob Jabari, commissioned a governance and compliance audit 
team to evaluate its adherence to Kenyan regulations, internal policies and industry best practices, aiming to identify 
governance weaknesses and compliance gaps. Bidii Auditors was awarded the contract to conduct the governance and 
compliance audit and give recommendations to the board in two months` time. The purpose of the audit was properly 
articulated during the inception meeting.  
 
After agreeing on the terms of reference, the scope of the audit was determined as; assessing the SACCO’s board 
effectiveness, compliance with SASRA regulations, internal controls, risk management and communication processes. 
Bidii Auditors team comprised of a lead auditor, compliance specialist, financial auditor and an IT expert. Gill Salimu, 
the lead auditor informed the team that the audit would focus on evaluating governance structures, compliance with 
laws and overall operational integrity.  
 
Bidii Auditors kicked off the audit after meticulously planning on how to execute. In this phase, the team had agreed 
on the timelines, materiality of evidence and methods of collecting evidence. Audit working papers were also prepared 
at this stage. The audit plan, programmes and procedures were agreed upon. Jack Bahati, the compliance specialist, 
prepared the audit checklist and a quality control matrix to guide the audit.  The audit team heavily relied on structured 
interviews to triangulate the evidence collected using the questionnaires. A thorough review of internal policies, 
financial statements, compliance reports and regulatory submissions was conducted, alongside real-time observations 
of board meetings and daily operations. Testing of key controls such as loan approval processes and data access 
controls was also performed to validate the SACCO’s adherence to regulations.  Gill Salimu had emphasised on the 
importance of audit sampling in achieving the objectives within the stipulated timelines. Data was analysed and a 
report was generated. 
 
The audit report revealed several governance and compliance risks. Governance risks included inadequate board 
oversight on strategic and risk management decisions, conflicts of interest where some board members had personal 
stakes in contracts and a lack of skill diversity on the board, especially in risk management and IT. These governance 
issues highlighted significant gaps in the board’s ability to make informed decisions and uphold ethical standards. 
Compliance risks included non-compliance with SASRA regulations such as failing to meet minimum liquidity ratios 
and delayed submissions of financial statements. The SACCO’s anti-money laundering (AML) controls were outdated, 
posing risks of financial misconduct, while inconsistencies were found between documented policies and their 
implementation, particularly in loan approvals and member eligibility criteria. 
 
Documentation and communication gaps further compounded these issues. Key governance documents, such as board 
meeting minutes and policy updates, were poorly maintained, with missing or incomplete records. The SACCO’s 
policy manuals lacked detailed compliance guidelines, leading to inconsistent practices across departments. 
Communication within the SACCO was also problematic, with poor internal communication between the board, 
management and staff, resulting in misunderstandings and delays. Reporting to stakeholders was insufficiently 
transparent, often lacking detailed insights into financial health and compliance. 
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While presenting the findings, Gill Salimu recommended the strengthening of board oversight through training on 
governance best practices and increasing board diversity to include members with risk management and IT expertise. 
Enhancing the compliance framework was also advised, including updating AML procedures, ensuring timely 
reporting to SASRA and appointing a dedicated compliance officer. The SACCO was urged to improve its 
documentation by creating a centralised repository for governance and compliance records and to establish clear 
communication protocols to improve decision-making. 
 
Rob Jabari is optimistic that by addressing these gaps, Jamaa SACCO will be on the right trajectory to become the best 
SACCO in the region. 
 
Required: 
(a) Explain FIVE elements of the attestation engagement that was recommended to Jamaa SACCO by SASRA.                  

 (10 marks)  
 
(b) Examine FIVE governance and compliance risks that were discovered at Jamaa SACCO.  (10 marks)  
 
(c) Evaluate FIVE benefits that might accrue to Jamaa SACCO from maintaining effective documentation and 

communication records.  (10 marks) 
 
(d) The audit team heavily relied on a certain tool to triangulate the evidence collected using the questionnaire. 

 
Assess FIVE limitations associated with the use of this tool. (10 marks) 

  (Total: 40 marks) 
 
QUESTION TWO 
(a) Identify FIVE challenges associated with conducting governance and compliance audits in the digital era.                    

 (5 marks)  
 

(b) A Governance Auditors’ professional liability arises from the trust placed in them to provide independent and 
objective assessments of an organisation’s compliance with legal and regulatory frameworks. 
 

 With reference to the above statement, examine FIVE aspects of this liability.    (10 marks)  
  (Total: 15 marks) 
 
QUESTION THREE 
(a) Kim Consultants is developing an audit engagement proposal for Faida Limited. 

 
Analyse FIVE elements of this proposal.                 (5 marks)  

 
(b) Identify FIVE elements of quality control with respect to a Governance Audit engagement.  (5 marks)  
 
(c) Data analytics has become an integral part of the Governance Audit process.  

 
With reference to the above statement, appraise FIVE ways in which it may be applied during an audit.                               
 (5 marks)  

  (Total: 15 marks) 
 
QUESTION FOUR 
(a) In the context of peer review in a Governance Audit: 
 

(i) Identify THREE reasons why a peer reviewer may be disqualified.  (3 marks)  
 

(ii) Explain TWO objectives of peer review. (4 marks)  
 

(b) Examine FOUR benefits of applying the concept of materiality in the planning phase of a governance review.                
                               (8 marks)  

  (Total: 15 marks) 
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QUESTION FIVE 
(a) Subsequent events in the governance audit process can have a material impact on the financial statements and 

require appropriate disclosure.  
 
Explain FIVE ways in which these events may arise.   (5 marks)  

 
(b) Explain FIVE confidentiality requirements that should be met during a peer review in relation to Governance 

Audit.                     (5 marks)  
 
(c) Summarise FIVE aspects that are considered during governance awards under the board composition and 

structure parameters.  (5 marks) 
  (Total: 15 marks) 

.................................................................................................................. 
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CS ADVANCED LEVEL 

 

GOVERNANCE AND COMPLIANCE AUDIT 

 

TUESDAY: 20 August 2024. Morning Paper.                     Time Allowed: 3 hours.  

 

Answer ALL questions. Marks allocated to each question are shown at the end of the question. Do NOT write 

anything on this paper. 

 

QUESTION ONE  

E-JAMHURI LTD (EJL) 

 

E-Jamhuri Ltd. (EJL), a pioneering Kenyan fintech company, was at the forefront of driving digital financial inclusion 
through its mobile money transfer and payment services. As the company expanded its operations, it faced new 
challenges in the form of regulatory complexities, data privacy concerns and the ever-present threat of financial crime. 
Recognising the need for a robust governance and compliance framework, EJL sought the expertise of Haki Auditors, 
a reputable audit firm. 
 
The audit engagement commenced with a comprehensive risk assessment which unveiled potential gaps in regulatory 
adherence. The audit team meticulously scrutinised the company’s data security practices under the watchful eye of 
the Office of the Data Protection Commissioner, ensuring compliance. Furthermore, the effectiveness of Anti-Money 
Laundering (AML) and Know Your Customer (KYC) procedures were rigorously tested, leaving no room for 
vulnerabilities. The board’s composition and independence were examined to ensure ethical decision-making at the 
highest level. The company’s information technology infrastructure was subjected to a thorough evaluation, 
identifying any potential cybersecurity risks. 
 
Throughout the audit process, meticulous documentation became top priority. Strengths were duly noted, weaknesses 
highlighted and potential non-compliance issues flagged. Open communication with EJL’s management fostered 
transparency and collaboration. The final report, a culmination of extensive analysis, provided a clear picture: EJL had 
the potential to achieve remarkable success, but needed to strengthen its governance and compliance framework. 
 
The recommendations were clear and actionable. EJL’s AML and KYC procedures required enhancement to seal legal 
gaps and comply with regulations in combating financial crime effectively. Data security policies and controls needed 
reinforcement to create an impenetrable shield against malicious actors. The board’s composition needed to be 
adjusted, introducing a greater degree of independence to ensure robust oversight. A comprehensive risk management 
framework was established as the cornerstone, proactively identifying and mitigating potential threats. Additionally, 
regular internal audits and compliance reviews were prescribed to ensure continuous improvement and serve as a 
constant health check for the organisation. 
 
Embracing the audit’s findings, EJL embarked on a transformative journey. KYC and AML procedures were 
revamped, data security became a company-wide priority and the board welcomed diverse perspectives to enhance its 
independence. A risk management framework became the company’s guiding compass, navigating uncharted 
territories. Regular audits ensured continuous adherence to regulations and best practices. 
 
As EJL navigates the dynamic Kenyan fintech landscape, it does so with newfound confidence. Its strengthened 
governance and compliance framework fosters investor trust, mitigates regulatory risks and safeguards customer data. 
With a clear vision and commitment to excellence, EJL is well-positioned not only to survive but to thrive in the ever-
evolving digital financial ecosystem. 
 
Required: 

(a) Explain FIVE compliance risks that might have been unearthed during the audit of E-Jamhuri Ltd.                                   
  (10 marks) 
  

(b) Throughout the audit process, a certain practice became a top priority.  
 
Describe FIVE roles of this practice.            (10 marks)  
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(c) Outline FIVE benefits that accrued to E-Jamhuri Ltd. from the implementation of the audit 
recommendations.  (10 marks)  
 

(d) Haki Auditors gathered evidence across various areas at E-Jamhuri Ltd. Analyse FIVE tools that the team 
might have used to achieve this.  (10 marks)  

   (Total: 40 marks) 

 
QUESTION TWO 

(a) Explain FIVE types of audit assurance engagements.  (5 marks)  
 

(b) Hekima Governance Auditors has appointed Jack Wemba as their audit peer reviewer. Outline FIVE benefits 
that could accrue to Hekima from this move.   (5 marks)  

 
(c) The application of professional skepticism is a critical aspect of auditing that should be exercised throughout 

the entire audit process. 
 
In view of the above statement, identify FIVE ways in which professional skepticism might be applied in a 
governance audit. (5 marks)  

   (Total: 15 marks) 

 
QUESTION THREE 

(a) In deciding whether to continue a client relationship, an audit firm needs to consider significant matters that 
might have arisen during the year and their implication on the audit. 
 
In view of the above statement, explain FIVE of these matters. (10 marks)  

 
(b) The Institute of Certified Public Secretaries of Kenya (ICPS - K) in 2010 inaugurated an award for excellence 

in governance, titled the “ICPSK Champions of Governance (COG) Award”.  
 
Analyse FIVE parameters evaluated for this award.  (5 marks)  

   (Total: 15 marks) 
 
QUESTION FOUR 

(a) Evaluate FOUR types of governance and compliance audit reports. (4 marks)  
 

(b) Examine SIX challenges associated with governance and compliance audit.  (6 marks)  
 
(c) Explain FIVE procedures that audit teams might use to identify subsequent events.       (5 marks)  
   (Total: 15 marks) 
   

QUESTION FIVE 

(a) A Corrective Action Plan (CAP) is typically formulated shortly after an audit.  
 
Explain FIVE constituents of this plan.  (5 marks)  

 
(b) Examine FIVE characteristics of a good audit working paper in a compliance audit.  (10 marks)  
   (Total: 15 marks) 

.................................................................................................................. 
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CS ADVANCED LEVEL 

GOVERNANCE AND COMPLIANCE AUDIT 

TUESDAY: 23 April 2024. Morning Paper.      Time Allowed: 3 hours. 

Answer ALL questions. Marks allocated to each question are shown at the end of the question. Do NOT write 
anything on this paper. 

QUESTION ONE 
MALI SAFI LIMITED (MSL) 

Mali Safi Limited (MSL) is a non-listed company operating in Kenya, a country embracing principles-based corporate 
governance code. Listed companies are required to follow the code or explain in their annual report why they are not 
following it, while other companies can follow the code if they so wish. Many shareholders of MSL are members of 
the same family and a listing application was not one of their goals. However, MSL is larger than many listed 
companies and the Board has been attempting good corporate governance practices. The Board consists of six 
executive and six non-executive directors (NEDs), with the roles of Chief Executive Officer (CEO) and chairman 
being performed by two different individuals. NEDs are appointed for a maximum of six years. 

MSL has audit, nomination and remuneration committees consisting entirely of non-executive directors. A senior 
independent director (SID) has been appointed and has been identified as maintaining close contact with the chairman 
to gain a better understanding of the business. In the year 2018, the company introduced an innovation in the form of a 
quarterly squash match for all directors to improve the way they relate to each other. 

Control systems at MSL are implemented by departmental heads as needed. The nominating committee prepares job 
descriptions for each director. The committee also makes proposals for new appointees when existing directors leave 
or are about to leave MSL’s Board. All directors of MSL are obligated to acquire shares in the company. However, the 
timeframe for buying and selling shares is restricted to a few months after the start of the year and Board approval is 
necessary for significant purchases. The CEO holds direct responsibility for implementing Board policies at an 
operational level and their performance evaluation is partially tied to this aspect. The remuneration package for 
executive directors consists of a combination of a basic salary, an annual bonus and performance-related pay (PRP), in 
addition to regular pension contributions and a company car. The determination of the basic salary continues to be 
based on the average salaries paid in the country where MSL operates. The bonus payments are partly influenced by 
guaranteed elements, taking into consideration the risky nature of MSL's business and the net profit generated. 

The remuneration structure at MSL incorporates a performance component that is directly tied to the fluctuations in 
the company's share price. To acknowledge the inherent risks associated with MSL's business, 35% of the total 
remuneration is allocated to performance-related pay (PRP). Additionally, directors are granted share options, which 
typically become exercisable after a period of five years. However, recent pay increases granted to the directors have 
sparked controversy, as some managers argue that they were unreasonably high. To address these concerns, the Audit 
committee has been tasked with furnishing the board with additional information on this matter, in preparation for a 
meeting with senior and middle level management. 

Required: 
(a) Evaluate FIVE principles of corporate governance that MSL should embrace to enhance competitiveness.

(10 marks) 

(b) Explain FIVE functions of MSL’s audit committee. (10 marks) 

(c) Evaluate FIVE potential sources of information that could be relevant to MSL’s governance auditors.
(10 marks) 

(d) Discuss FIVE possible governance risks that are likely to be found at MSL. (10 marks) 
(Total: 40 marks) 
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QUESTION TWO 
(a) Evaluate FIVE strategies for effective governance audit implementation. (5 marks)  
 
(b) As the Chief Compliance Officer (CCO) of a multinational company, explain FIVE timing considerations for 

governance and compliance audits that you would implement within your organisation. (5 marks) 
 

(c) The scope of subsequent events is crucial in compliance audits to ensure the audit reflects the organisation's 
compliance status as accurate as possible. 
 
In relation to the above statement, highlight FIVE such events during a compliance audit.  (5 marks) 
  (Total: 15 marks) 

 
QUESTION THREE 
(a) A governance audit report serves several important purposes in the context of governance and compliance 

audits. 
 
Explain FIVE roles of an auditor’s report. (5 marks) 

 
(b) Quality control is a critical exercise in the planning stage of a governance and compliance audit.  

 
Analyse FIVE benefits of this exercise. (5 marks)  

 
(c) With respect to assurance, outline FIVE characteristics of an attestation engagement.    (5 marks) 

 (Total: 15 marks) 
 

QUESTION FOUR 
(a) An inception report is a crucial document created at the initial stage of engagement and appointment.  

 
Outline FIVE components of this report. (5 marks)  

 
(b) During governance awards, evaluation and scoring are essential processes. 

 
Describe FIVE benefits of adopting technology during these processes.                 (5 marks) 

 
(c) Documentation in governance and compliance audits plays a crucial role in ensuring transparency, 

accountability and adherence to regulatory requirements.  
 
Examine FIVE areas of documentation which could be relied upon by governance auditors.                                
                                  (5 marks) 
  (Total: 15 marks) 
 

QUESTION FIVE 
(a) In the context of governance and compliance audits, peer review mechanism involves the evaluation of an 

organisation's governance practices, policies, procedures and compliance efforts by peers or external experts 
in the field.  
 
Explain FIVE areas which form the scope of peer review mechanism.  (5 marks) 

 
(b) Non-compliance with governance and compliance standards can have a significant impact on organisations. 

 
Analyse FIVE impacts of such non-compliance to an organisation.  (5 marks) 

 
(c) Explain FIVE ethics and integrity issues that must be complied with by governance auditors while carrying 

out their work.   (5 marks) 
  (Total: 15 marks) 

.................................................................................................................. 
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CS ADVANCED LEVEL 
 

GOVERNANCE AND COMPLIANCE AUDIT 
 
TUESDAY: 5 December 2023. Morning Paper.                     Time Allowed: 3 hours.  
 
Answer ALL questions. Marks allocated to each question are shown at the end of the question. Do NOT write anything 
on this paper. 
 
QUESTION ONE  
 

KENYA HORIZON BANK (KHB) 
 

Kenya Horizon Bank (KHB) stands as a cornerstone institution contributing to shaping the nation's economic trajectory. 
However, the institution faces the challenge of balancing power and responsibility which necessitates robust governance and 
compliance measures. In the new era of increased regulatory scrutiny in the country, KHB has been compelled to reassess its 
governance structures and compliance frameworks. 
 
KHB found itself at the centre of evolving legal risks. Directives introduced by the Central Bank of Kenya (CBK) brought a 
number of challenges that included the need for a realignment of internal policies with updated regulatory requirements, 
addressing potential cybersecurity vulnerabilities and ensuring strict adherence to Anti-Money Laundering (AML) and Know 
Your Customer (KYC) regulations. Additionally, concerns arose regarding the transparency and efficiency of KHB's board 
governance structures, prompting a deeper evaluation of decision-making processes. 
 
Recognising the need for a comprehensive audit, KHB carefully navigated the process of engaging an external audit firm. After 
thorough evaluation, Kenya Assurance Services (KAS) emerged as the partner of choice. The decision to engage KAS was 
informed by proven track record, industry reputation and experience in navigating the complex web of Kenyan regulatory 
requirements. KHB initiated a consultative process with key stakeholders, including regulators to align expectations and 
concerns. This collaborative approach laid the foundation for a fruitful partnership, ensuring that the audit would not only meet 
regulatory standards but also address specific concerns unique to KHB. 
 
With clear terms-of-reference in place, the engagement unfolded with careful planning. The audit plan was agreed upon by both 
teams so as to kick off the audit process. KAS, leveraging its expertise, collaborated closely with KHB to conduct an in-depth 
risk assessment. The process involved identifying potential gaps in governance structures and compliance frameworks, enabling 
the strategic allocation of resources across technology, human resources and internal controls. A realistic timeline was 
established, ensuring a comprehensive audit without unduly disrupting KHB's daily operations. 
 
Throughout the audit, effective documentation and communication were important. An elaborate document management 
system was introduced to ensure that the governance audit was smooth and seamless. Regular updates from KAS to KHB's 
management and the board fostered transparency, allowing for a real-time understanding of the audit process. This proactive 
communication approach facilitated the prompt addressing of emerging concerns and adjustments to the audit strategy when 
necessary. The culmination of the audit saw KAS present a comprehensive audit report to KHB. The report presented the 
findings in clear details, providing insights into governance and compliance strengths, weaknesses and areas of improvement. 
Recommendations were accompanied by a detailed remedial roadmap, empowering KHB to address identified issues 
systematically. 
 
In the collaborative journey between KHB and KAS, the governance and compliance audit not only identified and mitigated 
risks but also fortified KHB's resilience against regulatory challenges. This experience emerged as a guiding light for other 
financial institutions in the country, underlining the importance of proactive governance and compliance measures in ensuring 
the stability and sustainability of the nation's financial sector. As KHB continues to evolve and grow, it offers a testament to the 
enduring commitment required for navigating the complex intersection of governance, compliance and financial stewardship in 
the modern era. It also highlights the importance of strategic and collaborative approach to audits, ensuring that they are not just 
compliance exercises but opportunities for organisational growth and improvement. 
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Required: 
(a) An elaborate document management system was introduced at KHB to ensure that the governance audit was smooth 

and seamless. 
 
  Explain FIVE documents that may have been contained in this system to assist in the audit.  (10 marks) 

 
(b) The completion of the audit saw KAS present a comprehensive report to KHB. 

  
  Evaluate FIVE components of this report.                               (10 marks) 
 

(c) KHB found itself at the centre of certain risks. 
  
 Examine FIVE of these risks.  (10 marks) 

 
(d) Analyse FIVE benefits of the plan that both teams agreed upon so as to kick off the audit process.  (10 marks) 

 (Total: 40 marks) 
 
QUESTION TWO 
(a) Assurance engagements play an important role in helping stakeholders to make informed decisions.  

 
 Summarise FIVE elements of these engagements. (5 marks) 
 

(b) Examine FIVE roles of the Code of Ethics for Certified Secretaries.  (10 marks) 
 (Total: 15 marks) 

 
QUESTION THREE 
(a) Explain FOUR qualities of a good governance audit.  (4 marks)  

 
(b) Evaluate FOUR components in the scope of a governance audit.  (4 marks) 

 
(c) A Governance and Compliance audit is a systematic process of evaluating an organisation's governance and 

compliance practices.  
 
Analyse SEVEN steps of this cycle.  (7 marks) 

   (Total: 15 marks) 
 
QUESTION FOUR 
(a) The board of directors plays a critical role in ensuring the successful implementation of the audit recommendations 

action plan.  
 
Explain FIVE sections covered by an audit action plan. (5 marks) 

 
(b) Site visits are an important part of a governance audit.  

 
 Examine FIVE benefits of conducting a site visit.  (10 marks) 

 (Total: 15 marks) 
 
QUESTION FIVE 
(a) Summarise FIVE guidelines of assessing subsequent events during a governance audit.  (5 marks) 

 
(b) A peer reviewer is responsible for evaluating and assessing the quality of another auditor's work or an audit firm's 

processes.  
 
List FIVE qualifications of a peer reviewer.   (5 marks) 

 
(c) Explain FIVE benefits of using the governance index during governance awards.  (5 marks) 
   (Total: 15 marks) 

.................................................................................................................. 
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CS ADVANCED LEVEL 
 

GOVERNANCE AND COMPLIANCE AUDIT 
 
TUESDAY: 22 August 2023. Morning Paper.                     Time Allowed: 3 hours.  
 
Answer ALL questions. Marks allocated to each question are shown at the end of the question.  Do NOT write 
anything on this paper. 
 
QUESTION ONE  

DUNKEN DOYLES COM (DDC) 
 

Dunken Doyles Com (DDC) is a telecommunications company based in Kenya that has established itself as a leader in 
the industry. Founded in 1995, DDC has undergone tremendous transformation from one hundred employees to the 
current over two thousand . As of December 2022, the company had a total customer base of over 40 million subscribers, 
which included both mobile and fixed-line customers. The company has consistently recorded significant revenue growth 
over the years. In the financial year 2021-2022, the company reported a total revenue of approximately Sh.192 billion, 
representing an increase of 10 % compared to the previous year.  
 
The company has maintained a strong financial position, demonstrating consistent profitability. In the financial year 
2021-2022, the company reported a net profit of approximately Sh. 54.7 billion, marking a 58% increase compared to the 
previous year. The company offers a diverse range of telecommunications services to its customers. Its mobile services 
encompass voice calls, SMS messaging, mobile internet, and mobile data. With the largest mobile network in Kenya, the 
company provides extensive coverage across the country, ensuring reliable and accessible connectivity for its users. In 
addition to mobile services, DDC also offers fixed-line services such as broadband internet, corporate connectivity 
solutions, and fiber optic infrastructure. 
 
To sustain this exponential growth, the CEO, John Kolt has emphasised the importance of compliance with good 
corporate governance practices as well as legal and regulatory compliance. The company had previously established 
some governance and compliance practices, but there were concerns regarding their effectiveness and potential gaps in 
the existing framework.  John Kolt contracted BGM auditors to conduct a governance and compliance audit and give 
recommendations for improvement. This assurance engagement was intended to further boost the confidence of 
shareholders in the company. 
 
The objectives of the audit were to assess the effectiveness of governance and compliance practices, identify areas of 
non-compliance and recommend improvements. The scope of the audit encompassed all departments, processes, and 
systems within DDC that were relevant to governance and compliance. To ensure a structured and systematic approach, 
BGM formulated a detailed audit plan. The plan outlined the activities, timelines, and allocation of resources required for 
the audit. It also involved engaging with key stakeholders, including department heads, legal counsels, and compliance 
officers, to gather insights and ensure their cooperation throughout the audit process. While briefing his team, Mark 
West, the lead auditor, emphasised the importance of documentation in the entire audit process. 
 
To collect data, BMG commenced the audit by conducting interviews with key personnel across various departments. 
This is after meticulous audit sampling by the team. These interviews provided valuable insights into existing practices, 
potential challenges, and areas requiring improvement. To triangulate the findings, the audit team reviewed 
documentation, policies, and procedures to evaluate their alignment with relevant laws, regulations, and industry 
standards. Internal controls and risk management processes were assessed to determine their effectiveness in mitigating 
compliance risks.  
 
The audit revealed that governance and compliance structures were strong at DDC but a few weaknesses were also 
identified within DDC's governance and compliance framework. The audit revealed inconsistencies in policy 
implementation, inadequate training programmes, and insufficient monitoring mechanisms. Non-compliance with certain 
regulations was also identified. A number of legal risks were also identified and based on these findings, the audit team 
developed a set of recommendations aimed at improving governance and compliance practices. 
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DDC understood the importance of addressing the identified issues promptly. A comprehensive action plan was 
formulated to address the weaknesses and deficiencies highlighted in the audit. The plan included specific actions, 
assigned responsibilities, and defined timelines for implementation. The company also allocated additional resources to 
support the implementation of corrective measures. 
 
To ensure the sustainability of the improvements made, DDC implemented periodic reviews to assess the effectiveness of 
the corrective actions. These reviews aimed to evaluate whether the recommended changes were successfully 
implemented and if they addressed the identified weaknesses. BMG auditors also advised DDC to ensure that monitoring 
of governance and compliance practices becomes an integral part of the company's culture.  
 
Required: 
(a) Explain FIVE risks that BMG auditors may have identified while conducting the governance and compliance 

audit at DDC.  (10 marks)  
 

(b) While briefing his team, Mark West, the lead auditor, emphasised the importance of documentation in the audit 
process.                             
 

 Assess FIVE factors to consider during audit documentation.  (10 marks)  
 

(c) Discuss FIVE merits of the method used to collect data from key personnel across various departments at DDC. 
   (10 marks) 
 

(d) Analyse FIVE elements of the governance and compliance audit engagement that was intended to further boost 
the confidence of shareholders at DDC.   (10 marks) 

  (Total:  40 marks) 
 

QUESTION TWO 
(a) Rob Pili is conducting a computerised governance audit for a client.  

 
Identify SEVEN challenges he is likely to encounter during this exercise.       (7 marks)  
 

(b) Walter Tight is a highly regarded auditor due to his professional skepticism.        
 
Describe FOUR attributes of professional skepticism.  (8 marks)  

     (Total:  15 marks) 
 
QUESTION THREE 
(a) The purpose of the governance audit is to ensure that the organisation conforms to the highest standards of good 

governance.    
 

 Analyse FOUR parameters covered in this audit. (4 marks) 
 

(b) Discuss FIVE factors that a client could consider before awarding a governance and compliance contract to a 
prospective firm.  (5 marks)  

(c) Assess SIX elements that could be addressed by a governance audit consultancy firm`s system of quality 
control.   (6 marks)  

     (Total:  15 marks) 
 

QUESTION FOUR  
(a) XYZ Governance Auditors has just submitted a report to Jiji Sellers after conducting a governance audit.  

 
Identify SEVEN the users of this report.   (7 marks)  

 
(b) Evaluate FOUR roles of the board in the implementation of governance audit recommendations. (8 marks)  

      (Total: 15 marks) 
 

QUESTION FIVE  
(a) Explain FIVE elements of subsequent events in post-governance and compliance audit activities.  (5 marks)  

(b) Juma has been appointed as a peer reviewer in a governance audit assignment.  

 Identify FIVE of his responsibilities. (5 marks) 

(c) Summarise FIVE factors considered by judges during governance awards such as Champions of Governance 
(COG) under the board composition and structure parameters.  (5 marks)  

                   (Total:  15 marks) 
.................................................................................................................. 
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CS ADVANCED LEVEL 
 

GOVERNANCE AND COMPLIANCE AUDIT 
 
TUESDAY: 25 April 2023. Morning Paper.                     Time Allowed: 3 hours.  
 
Answer ALL questions. Marks allocated to each question are shown at the end of the question.  Do NOT write 
anything on this paper. 
 
QUESTION ONE  

MSWAKI ENTERPRISES LIMITED 
Mswaki Enterprises Ltd. (MEL) was established in the year 2000 as a wholly-owned family business operating in 
Nairobi, Kenya. The company’s main business is production of various products from value-addition of fruits. The firm 
has contracted farmers all over the country who ensure that it has a steady supply of fruits. Once fruits are received at the 
company, it adds value and supplies the produce to supermarkets and retail shops.  
 
MEL is planning to expand its operations across the East African Region by opening subsidiaries and trading depots.  
Mr. Mswaki is the Chairman of the Board, his wife Hasidi, the CEO, and their three children; Maneno, Mengi and 
Machache are the directors in charge of the three functional departments. Major decisions are solely made by                         
Mr. Mswaki with little input from the CEO and the other directors. The company has been consistently making profits 
over the years although many business analysts opine that MEL is a sleeping giant.  The company has potential to grow 
into a regional giant in the fruits processing industry. 
 

As per the law, the Regulator, a government agency managing the horticultural sector carried out a governance and 
compliance audit towards the end of last year. An inception meeting was held in November 2022 where the terms of 
engagement were unanimously agreed upon. The audit focused on reviewing statutory compliance requirements, quality 
standards and procedures, among other reviews. The assignment was carried out in two weeks and an audit report 
presented to the board.  
 

The governance audit report revealed several areas of non-compliance. Concerns were raised regarding certain operating 
licenses and the product quality. Several products were flagged for not meeting market quality and packaging standards. 
Among the many recommendations, the Regulator directed the company to put in place corrective measures within three 
months to address the identified gaps. MEL was advised to hire independent directors in its board. The Regulator also 
demanded that MEL should be carrying out regular internal audits, statutory audits and legal audits.  
 

Corporate governance matters had been thrown to the backburner at MEL as the audit report indicated which raised a red 
flag. This exposed the company to legal and reputational risks. Five senior managers had been sacked without following 
due legal procedure exposing the company to legal suits at the Employment and Labour Relations Court. The company 
had also been taken to court by the surrounding community for improper disposal of effluence from their industry into a 
nearby river.  
 

The Regulator advised the company that governance audits needed to be carried out after every two years. This would 
help mitigate threats before they occurred. One of the Regulator’s audit team member informed Mr. Mswaki that with 
these interventions, the company would be able to produce five times its current capacity.  This jolted Mr. Mswaki into 
action and he organised an urgent board meeting to develop strategies and action plans to implement the 
recommendations. 
 
Required: 
(a) Examine FIVE benefits of the governance audit report that was presented to the board of Mswaki Enterprises 

Limited (MEL) by the Regulator.  (10 marks)  
 

(b) Analyse the importance of the governance audit inception meeting held in November, 2022 between the 
Regulator’s audit team and MEL.                             (10 marks)  

(c) A red flag was raised due to a certain risk that MEL was exposed to.  
Evaluate the FIVE narrow risks associated with this red flag.   (10 marks) 
 

(d) Analyse FIVE strategy implementation roles of the organ that was tasked to develop strategies and action plans 
for implementing the proposed recommendations by the Regulator.   (10 marks) 

  (Total:  40 marks) 
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QUESTION TWO 
(a) In the context of governance audit, explain the following terms: 

 
(i) Attestation.       (1 mark)  

 
(ii) Assurance. (1 mark) 
 

(b) Explain THREE benefits which could accrue to an organisation that regularly carries out compliance audits.       
  (3 marks)  
 

(c) Reasonable assurance and limited assurance are two levels of assurance provided by auditors in their reports.   
 
Analyse FIVE differences between the two.  (10 marks)  

     (Total:  15 marks) 
 
QUESTION THREE 
(a) Describe THREE qualities of a good governance auditor.  (3 marks)  
 
(b) Outline FOUR documents that should accompany the completed Champion of Governance (COG) Awards self-

assessment form submitted by an organisation to the Institute of Certified Secretaries. (4 marks) 
 

(c) Evaluate FOUR roles of governance audit management letter.  (8 marks)  
     (Total:  15 marks) 

 
QUESTION FOUR  
(a) Explain FIVE aspects of effective communication in governance audit process.   (5 marks)  
 
(b) Evaluate FIVE roles of a Governance auditor in an audit assignment. (10 marks)  

      (Total: 15 marks) 
 
QUESTION FIVE  
(a) Highlight FIVE working papers that may be maintained during governance audit.  (5 marks)  

(b) Outline FIVE limitations that may affect gathering of governance audit evidence.  (5 marks) 

(c) Identify FIVE post audit events that a governance auditor may consider after concluding an audit assignment.    
  (5 marks)  

                   (Total:  15 marks) 
.................................................................................................................. 
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CS ADVANCED LEVEL 
 

GOVERNANCE AND COMPLIANCE AUDIT 
 
TUESDAY: 6 December 2022. Morning Paper.                     Time Allowed: 3 hours.  
 
Answer ALL questions. Marks allocated to each question are shown at the end of the question.  Do NOT write 
anything on this paper. 
 
QUESTION ONE  

GARI ENGINEERING SYSTEMS LIMITED (GSML) 
 

Gari Engineering Systems Limited (GSML) is a water drilling, installation and purification company providing 
comprehensive water solutions. The company was incorporated in Kenya in year 2010 and has operations in various 
countries in East Africa. The initial founders of the company were all former employees of Katsmil Limited. The tenure 
of the directors of GSML Board varies from two years to five years with an option of one term renewal. 
 
Since 2018, the company has been diversifying its service-offering to non-water related operations including real estate, 
transport services and sewerage treatment. This has necessitated mergers, acquisitions and takeovers in order to provide 
the GSML with latest technology, capital and expertise for it to excel in new operations. The company has been of late 
undertaking high value capital and labour intensive projects which regularly overrun their completion dates. Despite the 
various mergers, acquisitions and takeovers, the company still has capital challenges and seven years ago, it was forced 
to raise funds through a corporate bond. The bond issue was undersubscribed and realised Sh.2 billion, Sh.1 billion less 
than the expected amount. Owing to the huge projects, many of which were being done simultaneously, the funds were 
not adequate and many projects were not completed satisfactorily. 
 
 In early 2019, GSML entered into a strategic partnership with BbaHt Finance Pvty (BFP), an equity firm from South 
Africa that injected a huge chunk of funds into GSML. The board of directors of GSML was confident that the injected 
funds would help in completing all the ongoing projects and still have a surplus that could enable the company embark 
on new projects. According to GSML Finance Director, Sh.5 billion was provided by BFP to GSML in exchange for 
equity. It was agreed that BFP have a 30% of stake of GSML. According to valuation done during the bond issue, the 
market value of the 30% stake was Sh.7 billion and not Sh.5 billion. 
 
Despite the injection of fresh capital into the company, the overall performance of the company did not improve as 
expected. This was largely attributed to poor performance of some branches. The poor performance of these branches 
was caused by various factors among them an unstable political situation, erratic weather and other environmental 
factors, economic factors as well as mismanagement.  
 
Before GSML entered into the strategic alliance with BFP, its finance cost was very high. The company was highly 
geared and depleted most of the money intended for the projects. It utilised most of the inflows to repay debts. The 
strategic alliance, though attractive to the eye, was a poisoned chalice. Shareholders felt short-changed since they lost 
value in the transaction. The directors also did not consult shareholders before the alliance was arranged. A forensic 
investigation later revealed that BFP was owned by the directors of GSML and yet a conflict of interest was not declared 
by the directors in the conflict of interest register.  
 
In view of the foregoing, shareholders demanded for an extraordinary meeting with the sole aim of dismissing the 
directors. It was argued that the directors should be personally held to account for issuing shares at a highly discounted 
rate. Shareholders were also of the general view that there was poor leadership, selfishness and poor corporate 
governance which had resulted to the deterioration of financial position and performance of the company. There was 
consensus that a consultant who had expertise in corporate secretarial practice be hired to undertake a governance and 
compliance audit of GSML.  
 
All shareholders were eager to get the audit report within a short time and hoped their assertions would be supported. The 
engagement letter was expected to be issued as soon as possible to facilitate commencement of the exercise. The task was 
enormous given the operations of the company. However, as a good audit practice; audit sampling was expected to be 
undertaken.  
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Required: 
(a) You have been engaged as the Corporate Secretary to carry out the governance and compliance audit for 

GSML.  
 
Describe FIVE provisions you would recommended in the constitutive documents of GSML to ensure that the 
shareholders are protected from the arbitrary powers of the board of directors. (10 marks)  

 
(b) The consultant was expected to undertake governance audit sampling.  

 
 Explain FIVE benefits the consultant would gain by performing governance audit sampling.               (10 marks)  

 
(c) Examine FIVE methods that the consultant might follow to gather governance audit evidence for GSML. 

  (10 marks) 
 

(d) Shareholders were eager to get the governance audit report.  
 
Describe FIVE disclosures in the GSML governance audit report that are of interest to shareholders.  (10 marks) 

  (Total:  40 marks) 
 

QUESTION TWO 
(a) List THREE sources of audit criteria that are used in governance auditing.  (3 marks)  

 
(b) Highlight FOUR professional responsibilities of a peer reviewer in governance audit process.        (4 marks)  

 
(c) Discuss FOUR parameters that are evaluated in a governance audit.  (8 marks)  

     (Total:  15 marks) 
 
QUESTION THREE 
(a) Highlight THREE ways a governance auditor could reduce exposure to liability under an audit.  (3 marks)  
 
(b) State FOUR roles of a compliance officer in relation to governance and compliance audit. (4 marks) 

 
(c) Discuss FOUR issues that should be addressed in the audit engagement letter.  (8 marks)  

     (Total:  15 marks) 
 
QUESTION FOUR  
(a) Identify TWO types of governance and compliance audits.   (2 marks)  
 
(b) Summarise FIVE uses of governance audit working papers. (5 marks)  

 
(c) Evaluate FOUR techniques a governance auditor might use to ensure the effectiveness of a governance audit.  

    (8 marks)  
      (Total: 15 marks) 

 
QUESTION FIVE  
(a) Highlight THREE ways in which governance awards promote good corporate governance.  (3 marks)  

(b) Illustrate FOUR post governance audit review procedures.  (4 marks) 

(c) Describe FOUR roles of Information and Communication Technology (ICT) in the conduct of a governance and 
compliance audit.   (8 marks)  

                   (Total:  15 marks) 
.................................................................................................................. 
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CS ADVANCED LEVEL 

PILOT PAPER 

GOVERNANCE AND COMPLIANCE AUDIT 

December 2021.    Time Allowed: 3 hours. 

Answer ALL questions. Marks allocated to each question are shown at the end of the question. 

QUESTION ONE  

MEDICO DIAGNOSTICS LIMITED (MDL) 

Medico Diagnostics Limited (MDL) is an ultra-specialist medical laboratory. Started in year 2004 by two retired medical 
doctors in the Westland’s suburb of Nairobi, the health services provider has steadily expanded to have laboratories in the 
main cities in Eastern Africa. Over this period MDL has experienced very minimal changes in the top management with Dr. 
Tom, one of the founders being the Executive Chairman since Dr. Tito the other founder member started ailing in 2009. Most 
of the Board Members have served continuously for over 10 years. Tommy, as he is affectionately called by employees, the 
Executive Chairman has hinted at retirement due to advanced age and having served in the combined role for 12 years of a 
full 17-year career at MDL. Although the Board of MDL has never formally considered the issue of succession planning, 
anxiety has started setting in at the MDL headquarter. This concern has arisen due to a number of factors. First is the advanced 
age of Dr. Tom, the poor health of Dr. Tito and the changing market dynamics facing MDL.  MDL has operated as a niche 
medical provider since inception. However, this changed with the onset of the COVID- 19 in early 2020 that saw the demand 
for laboratory services increase astronomically. This saw MDL opening many satellite laboratories to meet the increasing 
demand for testing services. Established hospitals entered into testing service contracts with MDL. One of the young shining 
stars at MDL has been Dr. Shem, the Chief Operating Officer (COO). During one of the end of year parties for the Staff and 
Board, the Executive Chairman was overheard telling one of the invited guests that, “heading to my sunset years, I wouldn’t 
mind leaving MDL in the hands of Dr. Shem…. That lad will go places”. 

Dr. Shem has spearheaded the growth of MDL and especially in pinpointing strategic locations for the MDL satellite 
laboratories. The Board of Directors (BOD) is quite pleased with their COO’s performance. The Board has 15 members with 
12 being company executives heading specialised units and the other three being prominent medical personalities sourced 
from Tanzania, Uganda and Rwanda were MDL has operations.  The three Non-executives were drafted in by the Executive 
Chairman due to their key expertise in MDL’s regional markets. None have regular contact with shareholders and fellow 
board members. The board meets irregularly and mainly to review current financial performance. Dr. Shem as the COO has 
complete freedom to act with consultation with the Executive Chairman and this is widely seen as the reason for the 
company’s positive trading position in a highly specialised and competitive medical  field. 

The Shareholders of MDL are also pleased with the performance of MDL and especially the performance during the COVID- 
19 pandemic which saw revenues more than triple .  However, apprehension and reservations are being felt and expressed by 
some shareholders due to the advanced age of the Executive Chairman and Dr. Tito the ailing major shareholder and 
cofounder. Two Pharmacies who are institutional investors have aired their concerns as to the sustainability of the corporate 
governance structures and current corporate strategy especially whether enough demand for its laboratory services will exist 
post-pandemic and whether risks associated with the new markets make MDL over exposed and vulnerable. The Corporate 
Secretary has also advised the Board on the inadequacies of the current board structure, remuneration of directors which 
appears haphazard and determined by the Executive Chairman. There is also need for Board reappointments to be based on 
performance as determined by a formal board evaluation. The Board has only one committee named Executive Committee 
composed of the Executive Chairman, the COO and the other executive directors which meets only to discuss those issues 
the Board feels need to be allocated more time than what is available during its infrequent Board meetings.  The Board lacks 
a formal charter and Board work plan and most board meetings are impromptu and attended by whoever is available without 
quorum requirements. This has been such a challenge for the regional non-executive directors who rarely attend board 
meeting.    
While MDL has recognised the need to have the foreign directors from the regional markets who have influence and medical 
experience in their home countries, the corporate secretary has pointed out that the Board needs to be directly accountable to 
the shareholders of MDL.  He has also recommended that a Governance and Compliance Audit and a Board Evaluation be 
conducted whose aim will be to advise the Board on best practices in corporate governance. 
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Required: 

As an Accredited Governance Auditor and with reference to the scenario discussed above, discuss changes to governance 
structure that you would recommend for MDL.                                                     (10 marks) 

 
(a) Describe the role of Non- Executive Directors in MDL.              (10 marks) 

 
(b) Explain the scope of a board evaluation that should be conducted by MDL.            (10 marks) 

 
(c) Elaborate the responsibilities of the Remuneration Committee in improving the governance of MDL.     (10 marks) 

(Total: 40 marks) 
 

QUESTION TWO  

(a) Governance audit criteria are benchmarks used to evaluate the subject matter in a governance audit. Explain the 
various sources of governance audit criteria.                  (5 marks) 
 

(b) Explain the role of a compliance officer in governance and compliance risk management.             (5 marks) 
 

(c) Governance audit approaches and reports should not only address management and shareholder interests. Identify 
four other stakeholders of an organization and determine their different uses of a governance audit report.  (5 marks) 

  (Total: 15 marks) 

 
QUESTION THREE  

(a) Discuss the professional principles that bind a governance auditor and his engagement team while conducting a 
governance audit.                    (4 marks) 
 

(b) Before accepting a governance audit assignment, a governance auditor is required to carry out due diligence 
concerning his independence. Explain three independence compliance requirements for an auditor.           (3 marks) 
 

(c) Efficient governance audits require adequate planning. Highlight the importance of Governance Audit Planning.    
                       (4 marks) 
 

(d) The Current Governance Audit File (CGAF) - contains information and audit evidence relating to the current period 
under review, the purpose of which is to support the opinions and statements made in the audit report. Discuss four 
typical contents of CGAF.                                                                                                                                  (4 marks)  

(Total: 15 marks) 

 

QUESTION FOUR  

(a) Explain the issues that are likely to be highlighted in a management letter in the conduct of a governance audit.  
          (4 marks) 
 

(b) Explain four methods of collecting governance audit evidence that can be used to form a governance audit opinion.    
                                                                                                                                                                         (4 marks) 
 

 

(c) Explain three possible impacts of a qualified governance audit report.              (3 marks) 
 

(d) Discuss the challenges organizations a likely to face in implementing governance and compliance audit    
recommendations.                   (4 marks)
                                                                                                     (Total: 15 marks) 

QUESTION FIVE  

(a) A Governance Audit Report presents a report on circumstances prevailing within the defined audit period and 
immediately after the period of audit. Discuss four post governance audit events that a governance auditor may 
include in the governance audit report.                   (5 marks) 
 

(b) Discuss the professional responsibilities of a Peer Reviewer   in governance auditing.                                 (5 marks) 
 

(c) The ICS Champions of Governance (COG) Award is a voluntary best practice award for excellence in governance 
to organizations and individuals who have exhibited the highest standards of practice of good governance. Explain 
the parameters that are evaluated in the ICS COG Award.                (5 marks) 

          (Total: 15 marks) 
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CS ADVANCED LEVEL 
 

GOVERNANCE AND COMPLIANCE AUDIT 
 
TUESDAY: 2 August 2022. Morning paper.                     Time Allowed: 3 hours.  
 
Answer ALL questions. Marks allocated to each question are shown at the end of each question.  Do NOT write 
anything on this paper. 
 
QUESTION ONE  

MARKWELN EREKTA ENTERPRISES LIMITED (MEEL) 
 
Markweln Erekta Enterprises Limited (MEEL), a private limited company based in Nairobi was established in Kenya in 
the year 2010 as a manufacturing entity. The company’s products targeted the middle-class city dwellers. MEEL started 
operations with several product lines. With growing demand for its products and increasing investors interest, the 
company rapidly expanded its product range and opened branches in major towns of Kenya. Four years ago, the company 
opened its first subsidiary outside Kenya and currently has eight of them spread across Africa. 
 
The company’s board upholds diversity and tries as much as possible to ensure board effectiveness. Since its 
establishment, the board has never been audited. During a board meeting held in December 2021, it was resolved that the 
board should undertake governance audits. This good governance practice would ensure that appropriate governance 
mechanisms and processes are in place to mitigate against compliance risk, liabilities and penalties. The board’s audit 
committee was tasked with the responsibility of sourcing for a governance auditor. 
 
Monicker Associates Limited (MAL) was appointed as MEEL governance and compliance auditors for the year 2022. 
Immediately after their appointment, the auditor set out to gather the necessary documents that would provide audit 
evidence. The lead auditor was categorical that collecting audit evidence would not be an easy task given that the company 
had not been audited since its inception. However, he was positive that they would deliver quality audit within the agreed 
timelines. The auditor’s confidence was based on the fact that he had participated in governance audit peer reviews. All 
his reviews had been positive. 
 
The corporation secretary had presented an idea to the board chair on the need to enter and participate in corporate awards. 
This elated the chair who in turn invited the auditor to the last board meeting and requested him to prepare and make a 
presentation to the board on the whole process of participating in the Institute of Certified Secretaries (ICS) Champion of 
Governance (COG) awards. At the end of the presentation, the board was convinced that participation in the COG awards 
would be beneficial to the company. The company started preparations for participation in the awards in earnest. 
 
Required: 
(a) Examine five factors that MEEL board’s audit committee should consider while negotiating the fees to be 

charged in an audit engagement. (10 marks)  
 
(b) Analyse five factors that MAL should consider while determining the nature, timing and extent of audit 

procedures in relation to gathering their audit evidence.                                                       (10 marks)  
 

(c) MAL has been participating in governance audit peer reviews.   
 
Assess five benefits they enjoy from such peer reviews.  (10 marks) 
 

(d) Discuss five roles of the Corporate Secretary while conducting the governance and compliance audit. (10 marks) 
  (Total:  40 marks) 
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QUESTION TWO 
(a) The purpose of documenting the audit work performed is both to enhance transparency about the work 

performed and to enable an experienced auditor having no previous connection with the audit understand 
significant matters arising during the audit, the conclusion(s) reached thereon, and significant professional 
judgments made in reaching those conclusion(s).  
 
Identify the items that the documents implied above should cover. (8 marks)  
 

(b) The governance audit team is assembled to collectively have the necessary competence, knowledge, skills and 
expertise to perform the audit in accordance with professional standards.  

 
 Justify the above statement. (7 marks)  

     (Total:  15 marks) 
 
QUESTION THREE 
(a) Explain five uses of an inception report.  (5 marks)  
 
(b) Examine the process of developing a risk assessment matrix. (10 marks) 

     (Total:  15 marks) 
 
QUESTION FOUR  
(a) A governance and compliance auditor should prepare an audit report based on crucial principles.  

 
(i) Evaluate four of these principles. (4 marks)  

 
(ii) Explain four impacts of non-compliance in a governance and compliance audit. (4 marks) 

 
(b) The audit committee is one of the key governance organs in an organisation. 
 

With respect to the above statement, examine seven functions of an audit committee relating to the internal audit 
function.  (7 marks)  

      (Total: 15 marks) 
 
QUESTION FIVE  
(a) Explain the two types of subsequent events in governance and compliance audit.  (4 marks)  

(b) To achieve the desired action recommendations, governance audit must have certain characteristics.  

Analyse six of these characteristics.  (6 marks) 

(c) Following up on audit findings and recommendations serves several purposes.  

Examine five of these purposes.   (5 marks)  
                   (Total:  15 marks) 

.................................................................................................................. 
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