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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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