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27 July 2011

All Permanent Secretaries - with sufficient copies for.-

Chairmen and Chief Executives of State CorpOratVions.A

RE: STATE CORPORATION BOARD MANAGEMENT "ISSUES

Arising from various Public Investment Committee reports and recommendations, it
has been noted that some State Corporations do not adhere to the rules, regulations
and guidelines as stated in the various ‘Acts and Circulars issued from time to time.
Your attention is drawn to the following Board Management issues that have been of
concern: . :

1. Size of Boards

It has come to my attention that the membership of the Boards of some State
Corporations ranges between 11 and 30 members. The ideal size of the Board should
be between 7 and 11 as per good corporate governance principles and State
Corporations Act (Cap 446) section 6. In this regard, Ministries with State
Corporations that are not in compliance with the best practice will need to review their
establishing legislation on matters of Board composition with a view of reducing the
size of the Board.
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It has also been noted that in some State Corporations, the Chairman of the Boardh
attends Board Committee meetings contrary to guidelines issued by this office on 6
November 2006 (Ref. OP.CAB.9.1A4). This practice should cease forthwith.

B Irregular Payment of Allowances

In accordance with the Circular No. OP.CAB.A/34A from this office and the State
Corporation Act Article 10(1), payment of sitting allowances to Chief Executives/Vice
Chancellors and Management is not allowed. However some Corporations/Universities
have not adhered to these regulations to-date. Similarly, Chairpersons of Boards
should not continue to draw honorarium after expiry of the term of office. This should
cease forthwith.

4, Advances and Loan Schemes to Board Members or Staff

It has been noted that some State Corporations have advanced long term loans
and/or development advances to Board members from institutional funds contrary to
the provisions of Section 17 of the State Corporations Act. This shouid stop forthwith.

In addition, some State Corporations have set aside institutional funds for staff
mortgage schemes. While in principal it improves staff motivation and retention,
there is need to harmonize such schemes to forestall possible abuse and ensure they
are sustainable. To ensure that there is equitable administration of such schemes in
the public service, all staff mortgage schemes must be approved by the Treasury in
accordance with provisions of Section 17 of the State Corporation Act.  Chief
Executives of State Corporations are directed to ensure compliance.

5. Management of Fixed Assets and Liabilities
a) Land acquisition

The Government has previously directed that all State Corporations should ensure that
they get all their land surveyed and acquire title deeds for the same. However, some
State Corporations have not complied with this directive. The failure to comply has
resulted in the understatement of the value of their assets, as such land is not
reflected in their asset register. In addition, there is the risk of the State Corporations
losing their land.

All State Corporations are required to immediately initiate the process of acquiring title
deeds for all parcels of land in their possession. This process should be concluded
within one year from the date of this circular.
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The PIC noted that some organizations have acquired obsolete and out-dated
Machinery/Equipment, leading to loss of public funds. It'is reiterated that, all Public
Sector entities should not only procure goods and services in a transparent manner
and in accordance with the procurement and disposal Act, but should also ensure that
they obtain value for money while procuring capital assets.

In the future, procurement of obsolete capital goods will be considered a
misprocurement and the officers involved held personally liable for the losses.

C) Government Loan Obligations

In accordance with the Annual Treasury Circular on budgets, all State Corporations
are required to take debt service and statutory obligations as a first charge on their
revenue and other income. Despite this requirement and the contractual undertaking
through the Loan Agreements, it has been noted that some organizations have
defaulted on their obligations in respect of Government loan repayment.

All affected State Corporations are therefore reminded to honour their loan obligations
by clearing the loan arrears and making subsequent payments on the due date.
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PROCUREMENT OF GROUP INSURANCE COVER FOR
MEMBERS OF STATE CORPORATIONS’ BOARD

Circular Ref. No.OP.9/1A of 9t October, 2002 only provided for
Group Accident cover and payment of actual medical bills for Board

_ members of State Corporations. The circular was reinforced in the
Guidelines on Terms and Conditions of Service for State Corporations
Ref. No. OP/CAB.9/21/2A/111/43 of 237 November, 2004 under
Annex IV, paragraph ‘h’. In both cases, the benefits were to apply o
Board members who may be injured or fall sick when strictly on
official business of the State Corporation.

2. Representations have been made by several State Corporations -
on the neéd for a review of the circular following their experiences

~ with accidents and sicknesses involving Board members. In
virtually all the cases, the application of the circular has proved to
be not cost effective. :

3.- After due consideration, and in consultation with the State
Corporations Advisory Committee, it has been decided that in
addition to Group accident cover, a State Corporation may procure
_Group Medical Insurance Cover (but not life), and basic funeral
expenses cover, for its-Board members, subject to:

Pége 14ad 5





[image: image5.jpg]vii)

Procurement of both Medical and Funeral Expenses
Covers being within the existing approved budget, and not
to be used as basis to seek additional funds from
Treésury.

The procurement being competitive and in compliance
with Government rules and regulations.

Public Officers who represent either
Ministries/Departments or State Corporations on a Board
as per the relevant enabling legislation and Chief
Executive Officers not being covered.

“The facﬂity_ bei{lg restricted to only Board .members
——appointed by name, and only during the tenure of their
appointments.

Members’ spouses, ¢hildren or any. other dependants not
being included in both covers.

Benefits under the cover not exceeding the following
limits:

(a) In patient Kshs. 2 m11110n per year
(b) Out-patient Kshs.100,000/- per year
() Funeral expenses (only if a member dies while

still in office) Kshs.100,000/-.

Any excess above the approved Hmits being the
responsibility of the individual Board member and not of
the State Corporation.

4. This circular, which is effective from 15{July, 2006, applies only

" ~to Board members of State Corporations; in accordancé with

Section 2(a) of the State Corporations Act, Cap.446. Circular
No.0OP/iAof g™ October, 2002 is therefore now superceded.

5. ParagTaph (h) of Annex TV of the Guidelines of 23“3 November
2004 Is also amended accordingly.
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Please bring the contents of this circular to the attention of

Executive Ofﬁcers of all  State Corporations under
Mlnlstrv/Departrnent

Yours kj/v\w Cantl
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Chief Executive Officers,
All State Corporations

ACCOMODATION AND SUBSISTENCE ALLOWANCES FOR CHAIRMEN
AND BOARD MEMBERS OF STATE CORPORATIONS BOARDS

Following the issuance of the Salaries and Remuneration Commission Circular Ref.
SRC/ADMIN/CIR/1/13 Vol.IlI/126 dated 10" December, 2014 which provided Duty
Subsistence Allowances for State Officers and advised on the rates for Public Officers,
the State Corporations Advisory Committee has, in its meeting of 23™ March, 2015
pursuant to section 10 (1) of the State Corporations Act Cap.446, reviewed the

allowances payable to Chairmen and Members of State Corporations Boards as
follows:-

Allowance Current New

Accommodation and | Upto Kshs.13,000 per day | Upto Kshs.18,200 per day
subsistence allowance on
local travel
Accommodation on | As stipulated in Circular | Retained/ No change
International travel Ref. OP/SCAC.9/21/2A
dated 7" December 2009
Lunch where lunch is not | As stipulated in Circular | Retained/ No change
provided Ref. OP/SCAC.9/21/2A
dated 7" December 2009

The new rates are applicable with effect from 1*' July, 2015.
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Joseph K. Kinyua, CBS
CHIEF OF STAFF AND HEAD OF THE PUBLIC SERVICE

CC: All Cabinet Secretaries
All Principal Secretaries
Controller and Auditor General
Secretary, State Corporations Advisory Committee




