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Editorial

Editor Honoraris
Pius M. Nduatih

Editorial
One of the concepts that continue to shape management thought and practice 

today is risk management. This concept has progressively been elevated to a 

higher priority pedestal as evidenced by the significant amount of resources and 

time spent by organisations in crafting risk management strategies.

It is generally accepted that the catalyst to effective management of 

organisational risk is the adoption of a holistic approach where all possible risks 

are categorised according to their impact and probability of occurrence. In this 

way, priority is accorded to those risks associated with a high financial impact 

and a significant probability of occurrence. 

It is in the above context that we feature the lead article in this edition of the 

KASNEB Newsline. The article delves into the aspects of risk management with 

particular emphasis on enterprise risk management (ERM). The article brings to 

light a number of risk issues of managerial relevance to a broad spectrum of 

organisations.

The second article spotlights one of the emerging technologies in information 

technology: ubiquitous computing. Coming hot on the heels of cloud computing, 

this new technology is set to transform our social and work lives through wireless, 

networked and mobile innovations. The writer, using a non-technical approach, 

introduces readers to this transformative technology and cites its various practical 

applications in areas that readers can easily relate with. 

In the third article, we feature the first part of a write-up on a topic of particular 

interest to our students pursuing the Advanced Financial Reporting paper in Part 

III of the Certified Public Accountants (CPA) examination. The article explores 

the provisions and application of existing financial reporting standards on 

financial instruments. Written by a seasoned trainer, the article provides insight 

into the definition of financial instruments and goes deeper into their accounting 

and reporting requirements as stipulated by the standards. We plan to feature the 

second part of the article in the October - December 2012 edition of this journal.

Customer loyalty is the thrust of the fourth article. Premised on the old adage 

that “customer satisfaction is worthless, customer loyalty is priceless”, the writer 

narrows down on what matters most: how to build and maintain customer loyalty. 

This article is a must read for managers keen on carving a competitive edge for 

their organisations, particularly in these times characterised by cut-throat 

competition and intense business rivalry.

To address the diverse readership base of this journal, this edition also 

features other articles of interest on forecasting by regression analysis and the 

essence of learning. We have also featured updates on the on-going process of 

accreditation of training institutions and feedback from examiners on the May/

June 2012 examinations. Enjoy your reading.
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Introduction

Today, we are faced with many uncertainties regarding economic 
performance of businesses, political uncertainties that affect nations and 
societies, social uncertainties amongst others. Risk management has not 
received the much needed attention it deserves from many businesses yet it is 
vital for the survival of many business organisations. Ignoring risk does not 
make the risk go away but it limits organisations from achieving their objectives. 
Risk management is a function that ensures conservation, protection and 
maximisation of both human and physical capital for owners of businesses and 
dependants.

Fredrick Buchanan O. Abea
Dip. Acc, CPA, BBM (ongoing)

Internal Audit Department
University of Nairobi.

Enterprise Risk Management (ERM) 
(The COSO Framework)

The nature and concept of risk

Risk is often associated with the possibility that something 
harmful or damaging could occur if things go wrong resulting into 
physical injury, loss or damage to possessions, a legal liability or a 
financial loss. Scholars in the field of risk management have defined 
risk as “the possible variation in an outcome from what is expected 
to happen.” Risks are higher when the situation makes it more likely 
that an adverse event will occur. On the other hand, risk management 
is concerned with identifying, assessing and controlling the risks 
facing a business and incorporating the risk issues into decision 
making processes.
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Risk Management

Why risk management?

Risks exist for businesses as well 
as individuals. Organisations face a 
very large number of risks and the 
risk environment is also too complex 
and dynamic for a small number of 
individuals to appreciate it fully. The 
pure risk exposures now facing most 
organisations have become too large 
in both size and scope to rely on 
outmoded management methods 
that fail to integrate risk management 
considerations into all aspects of 
their planning, organising and 
controlling processes.  Risks vary for 
each organisation because 
organisations operate in differing risk 
environments.

 Experts in the field of risk 
management argue that when 
companies collapse, they do so 
because they have failed to manage 
their risks properly. Some risks are 
unavoidable and the profits earned 
by a business can be seen as a 
reward for the risks that it takes, for 
example the insurance companies. 
On the other hand, some risks might 
be unnecessary and avoidable or 
reduced at a cost.

Among the most critical 
challenges for management is 
determining how much risk an entity 
is prepared to and does accept as it 

strives to create value and the ERM 
framework will better enable them to 
meet this challenge. The underlying 
premise of enterprise risk 
management is that every entity 
exists to provide value for its 
stakeholders. Every entity, whether 
for-profit or not, exists to realise 
value for its stakeholders and value 
is created, preserved, or eroded by 
management decisions in all 
activities; from setting strategy to 
operating the enterprise in a day-to-
day basis.

 In practice, all entities face 
uncertainties and the challenge for 
management is to determine how 
much uncertainty to accept as it 
strives to grow stakeholder value. 
Uncertainties present both risks and 
opportunities with the potential to 
erode or enhance value. Enterprise 
risk management therefore enables 
management to effectively deal with 
uncertainty and associated risks and 
opportunities thus enhancing the 
capacity to build value. Value is 
maximised when management sets 
strategy and objectives to strike an 
optimal balance between growth and 
return goals and related risks, and 
efficiently and effectively deploys 
resources in pursuit of the entity’s 
objectives. 

Enterprise Risk Management 
is defined as " a process, effected by 
an entity’s board of directors, 
management and other personnel, 
applied in strategy setting and across 
the enterprise, designed to identify 
potential events that may affect the 
entity, and manage risks to be within 
its risk appetite, to provide reasonable 
assurance regarding the 
achievement of entity objectives.” 

This definition reflects certain 
fundamental concepts which reveal 
that enterprise risk management is:

• A process, ongoing and flowing 
through an entity.

• Effected by people at every level 
of an organisation.

• Applied in strategy setting.
• Applied across the enterprise, at 

every level and unit, and 
includes taking an entity level 
portfolio view of risk.

• Designed to identify potential 
events that, if they occur, will 
affect the entity and to manage 
risk within its risk appetite.

• Able to provide reasonable 
assurance to an entity’s 
management and board of 
directors.

• Geared to the achievement of 
objectives in one or more 
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separate but overlapping 
categories.

This definition is purposefully 
broad and captures key concepts 
fundamental to how companies and 
other organisations manage risk, 
providing a basis for application 
across organisations, industries, and 
sectors.  It focuses directly on 
achievement of objectives 
established by a particular entity and 
provides a basis for defining 
enterprise risk management 
effectiveness.

Risks facing investors

The risk for investors in a 
company is that the returns they 
receive will be less than expected. In 
extreme cases, there is a risk of 
losing the entire investment if the 
company becomes insolvent. Bond 
holders in a company are also 
exposed to a risk that the company 
will be unable to meet its obligations 
to pay interest or repay the debt 
principal when the bonds mature. 
Ordinary shareholders on the other 
hand bear the ultimate risk in a 
company since the dividends they 
receive are dependent on what the 
company can afford to pay them 

which in turn depends on the profits 
the company has made and the 
strength of its cash flows.  

When expected returns of future 
profits take a turn for the worse, 
shareholders will suffer from a fall in 
the market price of their shares. 
Also, when a company becomes 
insolvent and goes into liquidation, 
the equity shareholders rank last in 
order of priority for payment and will 
not recover any of their investments 
unless all the creditors of the 
company have first been paid in full 
what they are owed.

Risks for companies

Risks facing a company are the 
factors that give rise to variable 
profits or unexpected losses. Risk 
assessment should therefore be a 
part of the management decision 
making process especially for long 
term capital investment decisions. 
Risks could arise from inadequate 
financial controls which could expose 
the business to fraud or possibility of 
unauthorised financial spending/
commitments.

The risk appetite

Risk appetite is the level of risk 
that a company is willing to take or 
accept. Appetite for risk is the 
willingness of an organisation to take 
on risks. It is also called “delimiting 
risk” and it means setting a boundary 
or limit to risks. An organisation 
needs to know how big the risks that 
it faces are and how much of those 
risks can safely be tolerated. 

Companies cannot avoid risk 
because by its very nature, business 
involves some risks and hence 
management needs to decide what 

level of risk is acceptable and how 
the risk should be controlled. The 
company’s attitude towards risk 
determines the extent to which its 
management will take on risks in 
order to achieve the corporate 
objectives. Use of quantitative or 
qualitative terms (such as earnings 
at risk versus reputation risk) is 
recommended in determining risk 
appetite. Consideration is also given 
to risk tolerance (the range of 
acceptable variation).

Classification of risks

Risks can be classified into two 
broad categories namely; business 
risks and non business risks as 
explained below.

(a) Business risks 
These are the risks arising from the 
nature of an entity’s business, its 
operations and out of business 
conditions. They include the 
following:

(i) Product risk: This is the 
possibility that customers will 
not buy the product or services 
of an entity in the expected 
quantities or the demand for an 
existing product might drop 
unexpectedly because a 
competitor develops a better 
rival version or a product 
launched on to the market might 
fail to win the anticipated 
customer interests.

(ii) Macro-economic risk (economic 
risk): Refers to the effect on a 
company’s business of 
unexpected changing economic 
conditions. When the economy 
stagnates, consumer demand 
for goods and services will fall 

Risk Management



 KASNEB Newsline, Issue No. 3              July - September 20126 

and companies generally will 
suffer from the slow down and 
vise versa.

(iii) Technology risk: This is the risk 
which arises when a market or 
the industry is affected by some 
changes in technology, affecting 
either the type or design of 
products that companies provide 
or the methods they use to make 
them or deliver them to 
customers.

(b) Non- business risks
These are risks other than business 
risks which are further classified as 
either financial risks or event risks as 
elaborated below.

(i)  Financial risks: These are the 
risks which arise from factors 
external to the business and of a 
financial nature, which include the 
following:
• Credit risk: This is the possibility 

that creditors of the business will 
fail to pay what they owe in full 
and time (default risk) or that a 
company will suffer a down 
grading of its credit rating.

• Foreign exchange risk: The 
possibility of making unexpected 

gains or losses from changes in 
a foreign exchange rate.

• Interest rate risk: This arises 
from the consequences of any 
unexpected change in interest 
rates.

• Market risk: This is a general 
term for the risk of an adverse 
movement in market prices of 
shares and bonds or goods and 
services.

• Liquidity risk: This is the 
possibility of unexpected 
shortage of cash which could 
result in an inability to pay 
obligations when they fall due or 
even insolvency unless 
additional sources of liquidity 
can be found.

• Price risk: The possibility of 
higher than expected or lower 
than expected commodity 
prices.

• Gearing risk: For non financial 
companies, this is the risk of 
high borrowing in relation to the 
amount of shareholders’ capital 
in the business. High gearing 
increases the risk of both 
volatility in earnings per share 
and insolvency due to inability to 
meet debt repayment schedules.

• Capital adequacy risks: For 
banks, this refers to the 
possibility that a bank will have 
insufficient capital to support its 
volume of business as required 
by capital adequacy regulations.

(ii) Event risks: These arise from 
negative events that are either 
largely or entirely outside the control 
of the organisation. All these are 
downside risks against which it might 
be possible to obtain third party 
insurance. Examples of event risks 
include:
• Litigation risk: The risk that 

someone will claim against the 
organisation through legal 
action.

• Disaster risk: The possibility that 
unexpected catastrophe might 
occur adversely affecting the 
organisation such as risk of fire, 
floods, terrorist attacks, ill health 
of key executives and so on.

• Regulatory and political risk: 
This arises from the possibilities 
that unexpected new laws or 
regulations might be introduced 
affecting the business and 
profitability of an organisation.

• Reputation risk: A threat can 
arise from reputational risk, 
where the activities of a firm 
could damage its reputation and 
goodwill in the eyes of 
customers.

Risk based 
management approach

This involves a continual cycle of 
assessing, analysing, controlling and 
containing risks. It is an alternative 
approach to risk management that 
focuses on continual reviews of the 
risks assessing their potential 

OPERATIONAL RISK
Bid process

Information transfer
Construction management

Accounting process

FINANCIAL RISK
Cost of capital

Growth capitalisation
Bank and security support

Market risk

STRATEGIC RISK
Growth strategy
Branding/Image

Competition

HAZARD RISK
Employee injury/illness

Third-party liability
Natural Hazards

Property loss

FOUR QUADRANTS 
OF BUSINESS RISK

Risk Management
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impacts, prioritising them and 
devising ways of controlling those 
that appear significant. Here, the 
responsibility for implementing risk 
control measures is assigned to 
appropriate individuals who should 
monitor and report their 
effectiveness. Ideally, the process of 
risk management should be 
embedded into the management 
systems of the organisation and be a 
part of its culture.

Enterprise risk 
management - The 
COSO Framework

COSO stands for the "Committee 
of Sponsoring Organisations of the 
Treadway Commission". Over two 
decades ago, COSO issued a 
document titled "Internal Control – 
Integrated Framework" to help 
businesses and other entities assess 
and enhance their internal control 
systems. This COSO ERM 
framework defines essential 

components, suggests a common 
language and provides clear 
direction and guidance for enterprise 
risk management. ERM considers 
activities at all levels of the 
organisation; at enterprise-level, at 
division or subsidiary level and at 
business unit processes.  Enterprise 
risk management requires an entity 
to take a portfolio view of risk and the 
management of an entity considers 
how individual risks interrelate.

It is with this regard that in 2001, 
COSO initiated a project and 
engaged PricewaterhouseCoopers 
to develop a framework that would 
be readily usable by management to 
evaluate and improve their 
organisations’ enterprise risk 
management. The period of the 
framework’s development was 
marked by a series of high-profile 
business scandals and failures 
where investors, company personnel 
and other stakeholders suffered    
tremendous loss. In the aftermath 
were calls for enhanced corporate 
governance and risk management, 

with new laws, regulations and listing 
standards. 

The project culminated into what 
is called “Enterprise Risk 
Management – Integrated 
Framework.” The need for an 
enterprise risk management 
framework, providing key principles 
and concepts, a common language, 
and clear direction and guidance, 
became even more compelling. 
COSO believes that the  Enterprise 
Risk Management – Integrated 
Framework fills this need and 
expects it will become widely 
accepted by companies and other 
organisations and indeed all 
stakeholders and interested parties.  
The framework has since been 
incorporated into policies, rules, and 
regulations and used by thousands 
of enterprises to better control their 
activities in moving towards 
achievement of their established 
objectives.  Recent years have seen 
heightened concern and focus on 
risk management and it has become 
increasingly clear that a need exists 
for a robust framework to effectively 
identify, assess and manage risks. 

The Enterprise Risk Management 
– Integrated Framework expands on 
internal control, providing a more 
robust and extensive focus on the 
broader subject of enterprise risk 
management. While it is not intended 
to and does not replace the internal 
control framework, but rather 
incorporates the internal control 
framework within it, companies may 
decide to look to this enterprise risk 
management framework both to 
satisfy their internal control needs 
and to move towards a fuller risk 
management process.

We've considered every potential risk

Risk Management
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The scope of enterprise 
risk management

Enterprise Risk Management 
(ERM) encompasses;
• Aligning risk appetite and 

strategy 
Management considers the 
entity’s risk appetite in evaluating 
strategic alternatives, setting 
related objectives, and 
developing mechanisms to 
manage related risks.

• Enhancing risk response 
decisions 
Enterprise risk management 
provides the rigour to identify 
and select among alternative 
risk responses – risk avoidance, 
reduction, sharing, and 
acceptance.

• Reducing operational 
surprises and losses 
Entities gain enhanced 
capability to identify potential 
events and establish responses, 
reducing surprises and 
associated costs or losses.

• Identifying and managing 
multiple and cross-enterprise 
risks 
Every enterprise faces a myriad 
of risks affecting different parts 
of the organisation, and 
enterprise risk management 
facilitates effective response to 
the interrelated impacts, and 
integrated responses to multiple 
risks.

• Seizing opportunities 
By considering a full range of 
potential events, management is 
positioned to identify and 
proactively realise opportunities.

• Improving deployment of 
capital  

Obtaining robust risk information 
allows management to 
effectively assess overall capital 
needs and enhance capital 
allocation. These capabilities 
inherent in enterprise risk 
management help management 
achieve the entity’s performance 
and profitability targets and 
prevent loss of resources. 

These capabilities inherent in 
enterprise risk management help 
management achieve the entity’s 
performance and profitability targets 
and prevent loss of resources. 
Enterprise risk management helps 
ensure effective reporting and 
compliance with laws and 
regulations, and helps avoid damage 
to the entity’s reputation and 
associated consequences. In sum, 
enterprise risk management helps 
an entity get to where it wants to go 
and avoid pitfalls and surprises along 
the way.

The process/
components of 
enterprise risk 
management 

Enterprise risk management 
consists of eight interrelated 
components. These are derived from 
the way management runs an 
enterprise and are integrated with 
the management process. These 
components are explained forth:

• Internal environment – The 
internal environment 
encompasses the tone of an 
organisation, and sets the basis 
for how risk is viewed and 
addressed by an entity’s people, 

including risk management 
philosophy and risk appetite, 
integrity and ethical values, and 
the environment in which they 
operate. Here, environmental 
mapping is done to identify the 
threats and opportunities that 
face the organisation as a 
consequence of the 
environmental risks. Internal 
environment establishes a 
philosophy regarding risk 
management and recognises 
that unexpected as well as 
expected events may occur. It 
also establishes the entity’s risk 
culture and considers other 
aspects of how the organisation’s 
actions may affect its risk 
culture.

• Objective setting – Objectives 
are set by top management and 
one of the objectives should be 
to set a risk management 
committee to oversee the 
activities of ERM and its 
functions. This is applied when 
management considers risk 
strategy in the setting of 
objectives. It forms the risk 

COSO ERM Framework (the eight 
components)

Risk Management
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appetite of the entity which is a 
high-level view of how much risk 
management and the boards 
are willing to accept. Objectives 
must exist before management 
can identify potential events 
affecting their achievement. 
Enterprise risk management 
ensures that management has 
in place a process to set 
objectives and that the chosen 
objectives support and align 
with the entity’s mission and are 
consistent with its risk appetite.

• Event identification – Internal 
and external events affecting 
achievement of an entity’s 
objectives must be identified, 
distinguishing between risks 
and opportunities. Opportunities 
are channeled back to 
management’s strategy or 
objective-setting processes. 
Some of the event identification 
methods include:
- Brainstorming.
- Delphi technique (seeking 

expert opinions).
- Interviewing user 

departments.
- Assumption analysis (for 

validity).
- SWOT analysis.
- Root cause identification 

(using history and trend of 
events).

• Risk identification- This starts 
with environmental scanning 
process based on the 
classification of risk that an 
organisation uses. It should be 
carried out systematically to 
ensure that all aspects of risk 
are properly considered and that 
nothing significant is overlooked. 
The responsibility for identifying 

The identification process should be 
timely and continual in nature to 
avoid unnecessary losses or take 
advantage of available opportunities 
while they still exist. This is critical 
because the environment changes 
and some risks become more 
significant and others less so over 
time. Also new risks arise over time 
and by carrying out regular risk 
assessments, it is possible to monitor 
changes that have occurred and 
decide on whether a different 
strategy or new control containment 
measures are now required.

Risk identification culminates into 
the creation of a risk register which 
should have the following contents/
features:

• Status of the risks (active, 
dormant or retired).

• Risk identification number 
(any assigned number or 
character).

• Date the risk is identified.
• Functional assignment   

 (who is in charge of   
 mitigating the risk).

• The risk event.
• Risk triggers.

risk should be clearly assigned 
to particular individuals or 
departments. 

Organisations face a large 
number of risks and the risk 
environment is also too complex and 
dynamic, thus risk identification 
requires discussions and 
consultations with managers and 
employees who are in a good 
position to understand the risks that 
arise in their areas of business 
operations to offer their views as to 
what should be done to deal with 
those risks or exploit them. The 
process might start with the board 
initiating a periodic risk review. The 
board might then discuss risks facing 
the business and are likely to 
commission reports from 
management to obtain in-depth 
analysis and opinions. Successful 
risk identification depends on having 
access to various information 
sources.

Selected employees might be 
encouraged to contribute to the 
process by meeting regularly to 
discuss risks, how they are being 
dealt with and what the potential 
hazards (or opportunities) might be. 

Risk Management
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• Risk assessment and analysis- New risks arise over time and by carrying 
out regular risk assessments, it is possible to monitor changes that have 
occurred and decide on whether a different strategy or new control containment 
measures are now required. Risks are assessed on an inherent and residual 
basis and relate time horizons to objective horizons. This calls for risk profiling 
(risk mapping) which helps to identify those risks that seem to be the most 
significant (the greatest), so that priority can be given to them.  

Risk analysis is the quantification or measurement of risks to establish their 
significance using statistical techniques both qualitative and quantitative. Risks 
are analysed, considering the likelihood and impact, as a basis for determining 
how they should be managed.  The approach to dealing with pure risk will vary 
according to the severity and frequency of the risk, however the mangers can 
use the following matrix as a general policy for risk management but the actual 
measures taken in any situation (acceptance, control and containment) will 
depend on circumstances and risk attitudes.

Frequency/Probability

  LOW HIGH

Severity/Impact LOW Low probability,
Low impact

High probability,
Low impact

HIGH Low probability,
High impact

High probability,
High impact

Green Zone - Low risk  Red Zone -   High risk  Yellow Zone -  Moderate risk

From the matrix, risks in the bottom right hand corner are more significant 
than other risks and those that are in the top left hand corner are least significant. 
Those that are in the top right hand corner and bottom left hand corner lie 
somewhere in the middle. A conceptual approach to prioritising risks based on 
this two by two matrix of risk, impact and probability of occurrence can be done 
as follows for an appropriate action;

IMPACT PROBABILITY ACTION

High High
Take immediate action to deal with the risk. Mea-
sures to control or contain the risk must be taken.

High Low

Consider action. Have a contingency plan in the 
event of an adverse outcome. Consider measures to 
control by reducing its frequency or risk containment 
measures.

Low High

Consider action to deal with the risk. Insure the risk 
or develop a contingency plan. Try to reduce the 
impact of losses should they occur (for insured risks, 
this will mean lower insurance premiums).

Low Low

Accept the risk. The cost of mitigating the risk is likely 
to exceed the benefits. Keep the risk under periodic 
review as part of the regular risk assessment 
process.

N/B: Risks with a low likelihood of happening but a high impact are often suitable for containment 
through taking insurance policies.

Risk analysis calls for a 
measurement of risks in order of 
significance. Other statistical 
methods can be employed to analyse 
risks depending on the industry and 
nature of business. The methods can 
be used to obtain estimates of 
potential loss or gain and the analysis 
process can involve complex 
mathematics to analyse loss 
probabilities, the impact of adverse 
outcomes, ranges in possible 
outcomes and volatility.  

In practice, many organisations 
use modeling to analyse risks, 
statistical analysis to predict risk 
losses and models for analysing 
exposures to risks. It is worth to note 
that analysis does not have to be 
numbers based but judgements 
based on knowledge or experience 
can be used to measure risks. 
Smaller companies are likely to use a 
probability - impact matrix for risk 
mapping rather than mathematical 
analysis.

Other quantitative methods that 
organisations can use for risk 
analysis include; Decision tree 
analysis, monte carlo simulation, 
sensitivity analysis among others.

• Risk response – Management 
selects risk responses like avoiding, 
accepting, reducing, or sharing risk, 
developing a set of actions to align 
risks with the entity’s risk tolerances 
and risk appetite. Management then 
identifies and evaluates possible 
responses to risk, evaluates options 
in relation to the entity’s risk appetite, 
cost versus benefit of potential risk 
responses and degree to which a 
response will reduce impact or 
likelihood. Finally it selects and 
executes a response based on 
evaluation of the portfolio of risks 

Risk Management
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and responses. In quantification of 
risk exposure, the following options 
are available:
• Accept the risk and monitor.
• Avoid the risk or eliminate (get 

out of situation).
• Reduce the risk by instituting 

controls.
• Share the risk by partnering with 

someone (like insurance).

• Control activities and risk 
control – Policies and procedures 
are established and implemented to 
help ensure the risk responses are 
effectively carried out. Risk control 
involves formulating strategies for 
risk avoidance, acceptance and risk 
containment. Risk avoidance is to 
prevent any exposure to risk and risk 
acceptance means tolerating an 
exposure to risk. Risk controls are 
measures taken to reduce the size of 
an exposure to a risk by limiting the 
potential loss while risk containment 
refers to measures taken to keep 
residual risks within acceptable 
limits. These are the measures for 
reducing the remaining exposures 
through techniques like risk 
neutralisation, risk sharing, risk 
transfer or some form of insurance.

Risk controls therefore are 
measures taken by an organisation 
to:

(i) Prevent or eliminate events 
where losses occur.

(ii) Reduce the frequency of losses 
(loss prevention).

(iii) Reduce the severity or impact of 
losses that do occur (loss 
reduction).

(iv) Enhance the possibility of gains 
and exploit opportunities to 
maximise gains.

(v) Reduce uncertainties.

• Information and communication 
– Relevant information is identified, 
captured, and communicated in a 
form and timeframe that enables 
people to carry out their 
responsibilities. Effective 
communication also occurs in a 
broader sense, flowing down, across, 
and up the organisation. 

• Risk monitoring – This is the 
process of re-assessing the 
effectiveness of risk responses. It 
involves assessing the presence, 
functionality and effectiveness of 
ERM activities over time and 
reporting back deficiencies upstream 
to top management and the board for 
appropriate action. In this regard, 
best practice(s) are captured, 
reported and replicated across the 
organisation. The entirety of 
enterprise risk management is 
monitored and modifications made 
as necessary. Monitoring is 
accomplished through ongoing 
management activities, separate 
evaluations, or both. Management 
should collect and display 
information, perform analysis and 
find out whether risks are being 
properly addressed and controls are 
working to mitigate the risks. Ideally, 
this is called managing the risk 
register.

Management oversight 
and periodic review of 
the risks

This is the accountability for risks 
which entails the following elements:
• Ownership.
• Updates.
• Changes in business objectives.
• Changes in systems.
• Changes in processes.

Enterprise risk management is 
not strictly a serial process, where 
one component affects only the next 
but it is a multidirectional and iterative 
process in which almost any 
component can and does influence 
the other.

A strong system of internal 
control is essential for an effective 
enterprise risk management, and 
internal control is an integral part of 
enterprise risk management. The 
enterprise risk management 
framework encompasses internal 
control, forming a more robust 
conceptualisation and tool for 
management.  A sound system of 
risk management and internal control 
requires that:

• There must be an awareness of 
risk.

• There must be an awareness of 
the objectives of the company.

• Fundamental controls like 
financial controls be in place 
and effective.

• There should be consultation 
throughout the company on risk 
management and internal 
controls.

• Decision making should be 
based on reliable business 
information.

Risk Management
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• Control strategies must be 
applied continually.

• There must be an emphasis on 
changing the culture of the 
company and the behaviour of 
employees.

• There should be early warning 
systems in place and quick 
response when warnings occur.

• The control systems should be 
simplified and understandable.

Main stakeholders in 
enterprise risk 
management

The main stakeholders in 
enterprise risk management include:
• The board of directors
• Risk management committee
• Chief executive officer/

managing director
• Top management or 

management in general
• Internal auditor(s)
• Chief risk officer(s) (CRO)

Persons responsible for 
and their roles in 
enterprise risk 
management 

Everyone in an entity has some 
responsibility for enterprise risk 
management and the board has the 
ultimate responsibility for risk 
management in an organisation and 
should formulate a risk management 
strategy. For each exposure, the 
directors should decide whether they 
are prepared to accept the gross risk 
and if they are not, they should 
consider a strategy for avoiding or 
reducing the gross risk through 
control or containment.  

The board’s responsibility for risk 
management is a feature of corporate 
governance and while it decides the 
overall risk management strategy,  
management will formulate the 
detailed strategy and will be 
responsible for and accountable for 
maintaining and monitoring the 
controls. The board should also be 
satisfied that effective early warning 
mechanisms for unexpected events 
are in place for each of the significant 
risks.

The board of directors provides 
important oversight to enterprise risk 
management, and is aware of and 
concurs with the entity’s risk appetite. 

A number of external parties, 
such as customers, vendors, 
business partners, external auditors, 
regulators, and financial analysts 
often provide information useful in 
effecting enterprise risk 
management, but they are not 
responsible for the effectiveness of, 
nor are they a part of the entity’s 
enterprise risk management. 

The board should therefore 
discuss with senior management the 
state of the entity’s enterprise risk 
management and provide oversight 
as needed. It should also ensure it is 
appraised of the most significant 
risks, along with any actions that 

management is taking and how it is 
ensuring effective enterprise risk 
management.

It should consider seeking input 
from internal auditors, external 
auditors, and other personnel.

The role of senior 
management 

Ideally, the chief executive officer 
is ultimately responsible and should 
assume ownership.  Other managers 
support the entity’s risk management 
philosophy, promote compliance 
with its risk appetite and manage 
risks within their spheres of 
responsibility consistent with risk 
tolerances. A risk officer, financial 
officer, internal auditor, and others 
usually have key support 
responsibilities. Other entity 
personnel are responsible for 
executing enterprise risk 
management in accordance with 
established directives and protocols. 

 Scholars suggest that the chief 
executive should assess the 
organisation’s enterprise risk 
management capabilities. In one 
approach, the chief executive brings 
together business unit heads and 
key functional staff to discuss an 
initial assessment of enterprise risk 

Risk Management
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management capabilities and 
effectiveness. Whatever its form, an 
initial assessment should determine 
whether there is a need for, and how 
to proceed with, a broader, more in-
depth evaluation. Business 
executives will be positioned to 
assess their company’s enterprise 
risk management processes against 
a standard, and strengthen the 
process and move their enterprises 
towards established goals. 

The role of a risk 
management 
committee

The committee has the following 
roles in ERM framework:

• To participate in risk strategy 
analysis.

• To develop and refine the risk 
appetite/tolerance.

• To evaluate material risk 
responses.

• To oversee the role and 
responsibilities of internal 
auditors.

• To review interim and annual 
consolidated reports.

The role of internal 
auditors 

Internal auditors support 
management and can add value by:

• Reviewing critical control 
systems and risk management 
processes.

• Performing an effectiveness 
review of management’s risk 
assessments and the internal 
controls.

• Providing advice in the design 
and improvement of control 
systems and risk mitigation 
strategies.

• Implementing a risk-based 
approach to planning and 
executing the internal audit 
process. 

• Ensuring that internal auditing 
resources are directed at those 
areas most important to the 
organisation.

• Challenging the basis of 
management’s risk assessments 
and evaluating the adequacy 
and effectiveness of risk 
treatment strategies.

• Facilitating ERM workshops.
• Providing an assurance on ERM 

process function.
• Providing an assurance on 

effectiveness and efficiency of 
risk responses.

• Providing an assurance on 
completeness and accuracy of 
ERM reporting.

• Defining risk tolerances where 
none has been identified based 
on internal audit’s experience, 
judgment and consultation with 
management. 

Implementing the 
enterprise risk 
management framework 

In implementing the ERM 
framework in an organisation, the 
following processes are critical for 
success:

1.  Organisational design of business.
2.  Establishing an ERM organisation.
3.  Performing risk assessments.
4.  Determining overall risk appetite.
5.  Identifying risk responses.
6.  Communication of risk results.
7.  Risk monitoring.
8. Oversight and periodic review of 

risks by management.

Factors necessary for 
effective implementation 
of an ERM program

The effective implementation of the 
ERM program requires:
• Senior management and board 

commitment.
• Clearly defined responsibilities for 

managing and controlling risks.
• Ongoing employee training.
• Testing and monitoring of all 

programs and procedures.
• Proper risk management policies 

and procedures established in 
writing for the most prominent 
risks with specific objectives and 
targets.

• Regular reports including 
independent audits prepared for 
review by senior management 
and board directors.

Risk Management
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Effectiveness of 
enterprise risk 
management

Determining whether an entity’s 
enterprise risk management is 
“effective” is a judgment resulting 
from an assessment of whether the 
eight components are present and 
functioning effectively. Thus, the 
components form part of the criteria 
for effective enterprise risk 
management. For the components to 
be present and functioning properly, 
there should be no material 
weaknesses and the risks need to 
have been brought within the entity’s 
risk appetite.

When enterprise risk 
management is determined to be 
effective, the board of directors and 
management has reasonable 
assurance that they understand the 
extent to which the entity’s strategic 
and operational objectives are being 
achieved and that the entity’s 
reporting is reliable and applicable 
laws and regulations are being 
complied with. The eight components 
will not function identically in every 

entity. Application in small and mid-
size entities for example, may be 
less formal and less structured. 
Nonetheless, small entities still can 
have effective enterprise risk 
management as long as each of the 
components is present and 
functioning properly.

Limitations of enterprise 
risk management

While enterprise risk 
management provides important 
benefits, limitations exist. In addition 
to factors discussed above, 
limitations result from the realities 
that human judgement in decision 
making can be faulty, decisions on 
responding to risk and establishing 
controls need to consider the relative 
costs and benefits, breakdowns can 
occur because of human failures 
such as simple errors or mistakes, 
controls can be circumvented by 
collusion of two or more people, and 
top management has the ability to 
override enterprise risk management 
decisions. These limitations preclude 
a board and management from 

having absolute assurance as to 
achievement of the entity’s objectives 
in strategy, operations, reporting and 
compliance.

Conclusion

Risk management is a “new 
phase of cost control” and is 
unavoidable since ignoring risk does 
not make it go away but limits the 
attainment of organisational 
objectives. Managers who cannot 
recognise the potential sources of 
risk are inadequately prepared to 
participate fully in management 
processes intended to achieve basic 
organisational goals like profit 
maximisation, earnings stability and 
growth. Dealing haphazardly with 
potentially catastrophic risks 
certainly is not desirable in an 
environment in which management 
accountability is expected and 
demanded. 

In prior decades for example, 
some organisations were content to 
concentrate primarily on the risk 
financing phase of risk management 
and then merely to buy insurance 
policies to protect against obvious 
perils and employee obligations.  In 
the intensively competitive and 
dynamic climate of twenty first 
century and beyond however, such 
one dimensional management 
decisions will rarely be optimal and 
prudent since businesses, legal and 
social pressures are all combining to 
require more sophisticated and 
integrated approaches to risk 
management. In the circumstances 
therefore, now or even more so in 
future years, it is essential that 
quality management education 
includes risk management as an 
integral and indispensable element.

Risk Management
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Introduction

Information communication technology (ICT) continues to be a key driver of 
change in people’s lives, work places and society in general. Technological 
convergence between telephone and computer technologies, no doubt the 
hybrid of the two technologies being the mobile phone, has indeed revolutionised 
the business landscape and will continue in future as it gets fused in other 
areas of our lives. There are emerging technologies in the 21st century among 
which is the fusion between ubiquitous computing and ambient intelligence(AmI).

Definitions

Ubiquitous computing

The word “ubiquitous” can be defined as “existing or being 
everywhere at the same time,” “constantly encountered,” and 
“widespread.” When applying this concept to technology, the 
term ubiquitous implies that technology is everywhere and we 
use it all the time. Because of the pervasiveness of these 
technologies, we tend to use them without thinking about the 
tool. Instead, we focus on the task at hand, making the technology 
effectively invisible to the user. Ubiquitous technology is often 
wireless, mobile, and networked, making its users more 
connected to the world around them and the people in it.

Emerging Technologies: Ubiquitous 
Computing and Ambient Intelligence

ProactivityNatural
interaction

Ubiquity
Office

School

Home

Airport

Hotel

Street

Transit

Store

Embodied
Multi-modal
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Implicitly controlled
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Ambient
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Information

Context-awareness
Activity detection

Behaviour modelling
Need prediction
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Ambient intelligence (AmI)

There are various definitions of 
ambient intelligence: 
(a) From wikipedia we can define 

it as the  electronic 
environments that are 
sensitive and responsive to 
the presence of people. 

(b) From a recent research, it 
was defined as “the ability to 
implement ubiquitous 
computing, a situation where 
processing power is 
embedded into everything”.

(c) Ambient intelligence is 
perhaps the most pervasive 
vision for future ICTs. It is the 
convergence of three 
underlying technologies: 
ubiquitous computing, 
ubiquitous communication 
and intelligent user-friendly 
interfaces. It attempts to 
place the user at the centre 
with the goals of assistance, 
optimising and relieving the 
user of repetitive tasks. 
Ambient intelligence will be 
extremely unobtrusive 
through miniaturisation and 
embedding in the 

environment. It is built on a 
seamless infrastructure 
enabling the connection of all 
necessary devices, consists 
of a dynamic and massively 
distributed network of 
devices, has a “natural” 
human interface, is 
dependable and secure. 
Ambient intelligence works 
heavily with user profiles. 

Ambient intelligence is a vision 
on the future of consumer electronics, 
telecommunications and computing 
that was originally developed in the 
late 1990s for the time frame 2010–

2020. In an ambient intelligence 
world, devices work in concert to 
support people in carrying out their 
everyday life activities, tasks and 
rituals in an easy, natural way using 
information and intelligence that is 
hidden in the network connecting 
these devices. As these devices 
grow smaller, more connected and 
more integrated into our environment, 
the technology disappears into our 
surroundings until only the user 
interface remains perceivable by 
users.

Characteristics of AmI

(a) Context awareness: One of the 
key characteristics of devices in 
an ambient intelligence 
environment is that they must 
know the context in which they 
are being used.

(b) Personalised: There is a very 
high level of personalisation 
required. The ability to emanate 
a digital aura that invites and 
enhances the opportunity for 
new experiences is a key 
characteristic of ambient 
intelligence.
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(c) Immersive: If the role of ambient 
intelligence is to make the 
delivery and sharing of 
experiences much easier, 
another role is to enhance the 
quality of the experience.

(d) Adaptive: Context awareness, 
personalisation and immersion 
are some of the important steps 
towards ambient intelligence that 
are beginning to appear in 
consumer products.

AmI Applications

There are many settings in which 
ambient intelligence can greatly 
impact our lives. Some of these 
applications include:  

(i) Smart environments

A smart environment is a place 
that has been enriched with 
technology (sensors, processors, 
actuators, information terminals, and 
other devices interconnected through 
a network) to enhance the services 
to humans. The most widely 
recognised realisation of this idea 
are ‘smart homes'. Ambient 
intelligence enhances the global 
behaviour of such a system by 

providing high level functionality 
which provides an added value to the 
typical services expected in a 
specific environment. Usually an 
analysis is performed in real-time 
over the events that are recorded 
within the smart environment which 
allows a timely interaction with the 
inhabitants of the environment to 
provide a service. There is a wide 
range of assistance that an AmI 
system can aim to provide. Typical 
examples are actions aimed at 
preserving or increasing safety in a 
smart home inhabited by people of 
advanced age or with special 
physical or cognitive conditions 
which can increase their level of 

vulnerability or dependability.
Smart homes can also be used to 

encourage better lifestyles by 
comparing trends on the activities 
developed over a longer period of 
time against targets set by the house 
occupants. Economy (through a 
rational use of energy) and 
entertainment (by providing 
personalised television or music 
services) depending on the types of 
activities and time of the day that 
they are developed can also be 
considered. Equally, cars can be 
transformed into a smart environment 
to assist drivers in difficult conditions, 
classrooms can be equipped to 
enhance the teaching-learning 
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experience and the offices can be 
supplemented with technology to 
support effective workgroup 
collaboration.

(ii) Hospitals, health monitoring 
and assistance 

Systems for indoor living 
assistance work in a well-defined 
locality scope: in apartments, homes, 
cars, hospitals, and elderly care 
homes. Indoor living assistance 
systems can be built upon a well-
known hardware/software installation 
in the location, thereby providing a 
stable environment.

Outdoor living assistance 
systems support persons during 
activities outside their homes: while 
shopping, travelling and during other 
social activities. These systems are 
faced with highly unstable 
environmental conditions such as 
availability of a wireless 
communication, accessibility of 
network services, and context 
information acquired via sensors, 
which adds another level of 
complexity and uncertainty to those 
systems. Also challenging for 

outdoor systems are elders who 
cannot walk and/or coordinate their 
physical activites in order to 
participate in activities outside their 
homes, travel and interact in social 
activities.

It aims at the early prediction of 
and recovery from critical conditions 
that might result in an emergency 
situation and the safe detection and 
alert propagation of emergency 
situations. Examples of emergency 
situations are sudden falls, heart 
attacks, strokes, panics, and so on.

Autonomy enhancement services 
is the term we use to denote all 
services that make it possible to 
abandon previous manual care given 
by medical and social care personnel 
or relatives, and replace it by 
appropriate system support. An 
example of this type of service is a 
cooking assistance system for 
people with visual defects. The 
appropriate instrumentation of a 
stove may enable those persons to 
cook safely without the need for 
assistance by social care workers.

(iii) Transportation

Online surveillance to improve 
safety and security is a major 
requirement for the management of 
public transport networks and other 
public places. The surveillance task 
is a complex one involving people, 
management procedures and 
technology. This work describes an 
architecture that takes into account 
the distributed nature of the detection 
processes and the need to allow for 
different types of devices and 
actuators. This was part of a major 
European initiative on intelligent 
transport systems. Because of the 
dominant nature of closed circuit 
television in surveillance, this work 
describes in detail a computer-vision 
module used in the system and its 
particular ability to detect situations 
of interest in busy conditions. The 
system components have been 
implemented, integrated, and tested 
in real metropolitan railway 
environments and are considered to 
be the first step towards providing 
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ambient intelligence in such complex 
scenarios. Results are presented 
that not only deal with detection 
performance, but also on the 
perception of people who used the 
system on its effectiveness and 
potential impact.

(iii) Education

AmI is often claimed to bring a 
significant potential in the domain of 
education. Information and 
communication technologies already 
permeate the classroom environment 
in many ways. They can play an 
important role in education by 

increasing students’ access to 
information, enriching the learning 
environment, allowing students’ 
active learning and collaboration and 
enhancing their motivation to learn .

For example, interactive 
classroom promotes collaborative 
education, by proposing a virtual 
“whiteboard” shared via network 
among the students, through which 
they can exchange information or 
virtually attend lessons, without the 
need to be physically located in a 
classroom’s physical space. Such 
approaches, however, resemble the 
traditional web-based e-learning 
platforms where a “one size fits all”  

education is provided to learners, 
without taking into consideration 
either the individual learner’s needs 
or the available environmental events 
to adapt and react properly.

Such features, however, are 
considered to be fundamental from 
intelligent environments that attempt 
to augment educational procedure in 
the classroom.

On the other hand, the smart 
classroom is defined  as a responsive 
intelligent environment that enhances 
collaborative learning by introducing 
the concept of situation awareness, 
where a number of attributes are 
monitored to determine system 
response.

(iv) Workplaces

An equally important field of AmI 
application is related to work. In the 
context of labour, high mobility and 
flexibility of people is requested. The 
demand to work up to advanced 
ages complements the situation. 
People in the workforce develop 
growing expertise and different 
abilities over time. They need tailored 
support systems at work keeping the 
efficiency and effectiveness and 
elements of prevention or adjustment 
to changing abilities. Indeed, 
environments in industry and at work 
provide already a high degree of 
networking and computing 
infrastructure, much more than in the 
private sector and can provide a 
basis for an advanced AmI 
infrastructure. 

Teleconferencing
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Ethical concerns 
using ambient 
intelligence

Despite the number of potential 
application areas described above, 
there are also substantial risks 
involved when relying on ubiquitous-
computing technologies for large 
parts of an economy. The increasing 
automation of economically relevant 
aspects and the exclusion of humans 
as decision makers could certainly 
become a cause for concern. Under 
“normal” circumstances, automated 
control processes increase system 
stability – machines are certainly 
much better than humans if they 
have to devote their whole attention 
to a particularly boring task. But 
situations that have not been 
anticipated in the software can easily 
have disastrous consequences if 
they are not directly controlled by 
humans (as tragic accidents involving 
airplane autopilots have shown in the 
past). 

Other problems might arise from 
the intricate interplay of several 
automated processes, which might 

quickly escalate into an unanticipated 
feedback loop that gets out of control. 
For example, the stock market crash 
of 1987 was partly caused by newly 
implemented trading software, which 
was designed in such a way that it 
would trigger the sale of shares 
whenever a certain pattern appeared 
in the daily fluctuations of their 
prices.

Since a large number of traders 
were using the same software, the 
first appearance of this pattern 
caused a flood of sales, which in turn 
reinforced the software’s selling 
pattern and thus triggered the crash.

Another risk stems from the 
increased efficiency of an economy 
supported by ambient-intelligence 
technologies. While detailed tracking 
and inventory systems, along with 
smart, “self-conscious” products, 
allow a company to trim production 
and stock keeping as much as 
possible, this lack of “slack” in the 
production process also increases 
the risk that unforeseen interruptions 
can have grave consequences.

In the case of supply chain 
management, for example, the 
attenuation of the bullwhip effect 

permits a reduction in storage 
capacity. However, if all companies 
along the delivery chain drastically 
reduce their stocks, one small 
unexpected interruption in supply by 
the weakest member would 
immediately halt all production along 
the whole chain.

The automation and acceleration 
of the economy increases not only 
the potential for possible savings, but 
also influences the associated risks 
in these types of complex and 
sensitive systems. Nevertheless, the 
increased flexibility and control that a 
world of ambient intelligence offers 
will certainly be an important 
incentive for businesses to drive its 
deployment in the near future. 
Therefore, it is important that the 
ambient-intelligence landscapes we 
build should be both reliable and 
socially acceptable. 

Threat to personal 
privacy

Intelligent fridges, pay-per-use 
scenarios, and dynamic insurance 
rates paint a future in which all of our 
moves, actions and decisions are 
recorded by tireless electronic 
devices, from the kitchen and living 
room of our homes to our weekend 
trips in our cars. Not surprisingly, 
many critics see this as an attempt at 
a violent technological penetration of 
everyday life. By virtue of its very 
definition, the vision of ambient 
intelligence has the potential to 
create an invisible and 
comprehensive surveillance 
network, covering an unprecedented 
share of our public and private life. 
The old saying that ‘the walls have 
ears’ and ‘if these walls could talk’ 
have become the disturbing reality. 
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And with the possibilities 
described above, such a 
comprehensive coverage seems 
more likely to be put into place: 
shopping without participating in 
comprehensive profiling, buying 
instead of renting items in a pay-per-
use scheme, as well as fixed 
insurance schemes that do not 
constantly transmit information to 
insurers – all of this might become an 
expensive luxury for well-off citizens, 
while the population at large must 
trade in their privacy for increased 
productivity and market transparency.

This might very well be self-
inflicted: given the immediate 
economic returns of consumer 
loyalty programs or low insurance 
rates, the rather vague threats of 
future privacy violations are easily 
ignored.

Life without computers is 
unimaginable for most of us today – 
embedded processors monitor the 
condition of high-risk patients around 
the clock, they control central heating 
in buildings, air conditioning in 
tunnels, and they safely guide 
airplanes between continents. The 

potential economic benefits of 
ubiquitous computing are certainly 
key factors for the further proliferation 
of information technology, such as 
novel indoor and outdoor positioning 
systems, ubiquitous communication 
platforms, and unobtrusive 
monitoring installations. This 
technology will form and shape the 
foundations of future ambient-
intelligence landscapes.

As more and more objects and 
environments are being equipped 
with ambient intelligence technology, 
the degree of our dependence on the 
correct, reliable functioning of the 
deployed devices and 
microcomputers including their 
software infrastructures is increasing 
accordingly. Today, in most cases, 
we are still able to decide for 
ourselves whether we want to use 
devices equipped with modern 
computer technology (for example, 
by choosing manual control for our 
central heating, or by deciding not to 
carry a mobile phone if we dislike the 
constant accessibility its usage 
implies). But in a largely computerised 
future, it might not be possible to 
escape from this sort of 
technologically induced dependence, 
which leads to a number of 
fundamental social challenges for 
future ambient-intelligence systems.

Privacy is just one of these 
challenges, though probably the 
most prominent one.

However, the more thoroughly 
“computerised” our environment 
becomes, the more basic attributes 
of the world we live in will subtly 
change, such as its reliability, 
accessibility, and transparency. 
Sensors record information about 
our daily activities and there is 
technology that can mine the 

recorded data to extract patterns of 
behaviour. The idea being that 
negative behaviours can be identified 
and discouraged and positive ones 
encouraged and reinforced.

What happens when all that 
private information falls in the wrong 
hands?

There have been many incidents 
where sensitive digital information 
from governments and military forces 
around the world has been forgotten 
in the flash drive, CD or laptop in an 
airport or train. How many unwanted 
calls do you get per week because a 
company (such as, bank or 
electronics shop you bought 
something in instalments) stored 
your personal details in a PC and the 
company that do back-ups sells the 
information (most probably without 
the company’s knowledge). 

It is not unlikely then that the 
same can happen to sensitive private 
data about our habits and illnesses 
can be accessible to groups of 
people who are eager to take a profit 
out of that knowledge. Users will 
become more and more aware of 
this and extra measures have to be 
provided to bring peace of mind to 
the market. If the market is labelled 
as unsafe by the users then all those 
involved will lose a fantastic 
opportunity to benefit society.
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Conclusion

“Everything will be connected to 
everything else,” but “no one has any 
idea what all those connections will 
mean”. This criticism can be taken as 
a perceived lack of focus when it 
comes to ambient-intelligence 
applications, but also as a deficiency 
in terms of understanding the 
consequences of deploying 
ubiquitous computing systems in the 
real world: how will we use “smart 
things” – smartcards, smartphones, 
smartcars and smarthomes in our 
everyday lives? When should we 
switch them on or off? What should 
smart things be permitted to hear, 
see, and feel? And whom should 
they be allowed to tell about it? 

Whether these consequences 
concern the protection of personal 
data, the implications for the macro-
economy, or social acceptance – 
developers of ubiquitous computing 
systems can profit greatly from a 
careful evaluation of the 
consequences of such technology 
within the framework of established 
concepts from the fields of sociology, 
economics and law.

Although predicting the future is 
difficult, if not impossible, the above 
discussion allows us to guess at a 
few of the possible implications of 
wide-scale use of ambient-
intelligence technology: new 
business models will increase profits, 
possibly at the expense of safety 
margins; the balance of political and 

economic power could shift; 
economic developments will 
accelerate and initiate long-term 
changes in our social values and 
motives; personal borders could be 
violated by new surveillance and 
search technology; and, not least, 
there is the danger that we will lose 
confidence in our environment, thus 
fundamentally and unfavourably 
changing our attitude towards the 
world that surrounds us. 

The intention of this article was to 
throw light on the interdisciplinary 
fields of ubiquitous computing and 
ambient intelligence, in order to 
understand how far these visions 
can and should influence our 
everyday lives.



VISION
To be recognized as a SACCO of excellence that provides 
quality and superior services to its members and the best 
managed SACCO in Africa.

MISSION
To encourage and mobilize savings from members and 
thus economically empower them by availing low cost 
funds to augment their financial needs, be in control 
of their personal development and attain their financial 
independence.

Mhasibu SACCO celebrated its 25th Anniversary last year 
having been established by ICPAK in 1986. Its inception 
was driven by the need to provide savings and credit 
facilities to ICPAK members. 
Mhasibu meaning  ‘accountant’ in Kiswahili currently 
serves members engaged in the accountancy profession 
to include inter alia: qualified accountants yet to be 
members of ICPAK, students of KASNEB, employees of 
institutions that offer training in accounting as well as the 
spouses and children of existing members.
From a paltry 37 members in 1986, the SACCO now 
boasts of a membership of above 10,000 and has 
elaborate plans to maintain the growth trend going by 
the high number of accounting students in the country. 
The SACCO's market potential is estimated to be over 
500,000 members. Current statistical summary as at 
June 2012.

Members   10,500

Members deposits Sh.1.262 billion

Loan portfolio  Sh. 1.247 billion

Average monthly loan disbursement  Sh. 70 million

Maximum loan entitlement  Sh.15 million

PRODUCTS

Savings products:
• CPE savings scheme – for professional education
• Members’ children savings scheme
• Holiday savings scheme

Plot buying scheme 
The scheme is administered through Mhasibu Housing 
Company Limited. The company identifies suitable land 
then mobilizes members to contribute towards purchasing 
the same at reasonable rates. Through economies of 
scale, members are able to acquire cheaper plots. 

Location: View Park Towers, 6th Floor           Address: P.O. Box 31295-00600 NAIROBI           Dropping zone box: Revlon Plaza, Box No. 135

Telephone: 2213329, 2212778, 224654, 0722557874, 0727455866, 0736486940         Email: info@mhasibusacco.com         Website: www.mhasibusacco.com

Children’s scheme
Administered through the SACCO, members 
save a specific amount every month which is 
paid back with interest at the end of the year.
Below are the features:

• Sub-accounts of principal members
• Entrance fee of Ksh 500
• Minimum monthly deposit of Ksh 500
• Security for principal member's loan but 

not used to compute the upper loan limit
• On attainment of 18 yrs to assume full 

membership rights
• Earns interest like all other members 

deposits
• Six months notice to withdraw by principal 

member.

Holiday savings scheme
Administered through the SACCO. Members 
save an amount every month which is paid back  
at the end of the year. This helps take care of 
holiday travel expenses during the December 
holidays.

Mhasibu offers savings and credit services 
including: 
• Normal loans: up to a maximum of Ksh 15 

million or 4 times savings; repayable in 48 
months

• Emergency loans: up to a maximum of 
Ksh 200,000 ; repayable in 12 months

• School fees loans: up to a maximum of 
Ksh 200,000 ; repayable in 12 months

• Loan – repurchase: allows members to 
consolidate and enhance their cash flows 
through acquisition of a new loan on fresh 
terms at a commission of 5% on the 
outstanding loans balance

• Short term loans: up to a maximum of 
Ksh 200,000; repayable within 6 months at 
a flat rate of 1.5% per month. This is aimed 
at cushioning members against higher 
rates that are offered to members by 
individuals e.g. shylocks

• Asset financing: This product enables 
members acquire vehicles. The SACCO 
finances 75% to 90% on one's entitlement 
for acquisition of selected motor vehicles 
at a fixed rate of 15% per annum. PSV and 
business related vehicles are not financed

• Refinancing loans: This is an additional 
loan to a loan in a case where a member is 
unable to finalise on a project with the loan 
earlier taken. Repayment of this loan 
should end at the same time with the loan 

earlier taken. The loan shall be granted within a 
member’s entitlement.

ICT
As part of technological advancement strategies, the 
SACCO has installed a robust Enterprise Resource 
Planner (ERP) software to improve service delivery 
to members and at the same time provide up to date 
reports to the board for decision making. Members can 
also access their statements online; send contributions 
via Mpesa and Airtel money guaranteeing efficiency.

CORPORATE SOCIAL RESPONSIBILITY (CSR)

The SACCO has constructed a sanitation unit at 
Hosanna Children’s Home that houses over 80 children 
in Githunguri Township. In addition, the SACCO has 
offered a scholarship for a qualifying student from the 
home to pursue accountancy or co-operative studies. 
The society also has a standing annual award for the best 
KASNEB student in Quantitative Analysis.

MANAGEMENT

Mhasibu SACCO is managed by a nine-member board 
and a three member supervisory committee who are 
elected at the Annual General Meeting. Mhasibu holds 
a unique position as a SACCO that has a board and 
management team who are professionals in either 
finance, management or other business areas. In this 
regard the SACCO members can be confident in their 
leadership.

AFFILIATE BODIES

Mhasibu Housing Company Limited
This is a subsidiary company fully owned by the SACCO 
to provide opportunities in land acquisition. The company 
identifies land and mobilizes members to contribute 
towards purchase after which it is subdivided and 
allocated in an open and democratic system. So far the 
company has successfully purchased 70 acres in Runda, 
over 220 acres in Ruiru, 300 acres in Juja, 50 acres in 
Kisanju and 30 acres in Kiserian making it a remarkable 
success story. 

Mhasibu Investment Company 
The company was set up to provide investment 
opportunities to members so that the SACCO does not 
compromise on its main objective of giving loans. To 
qualify for shares, a member must purchase a minimum 
of 100 shares at Ksh100 each. The shares can also be 
used as guarantee for a loan from the SACCO. The vision 
is to have this product listed on the Nairobi Securities 
Exchange.

Mhasibu secretariat during a team building activity

Mhasibu board members posing for a photo with Assisstant Minister for Co-operative Development 
Dr. Linah Jebii Kilimo during the 25th anniversary on  5th November 2011
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Due to the nature of financial 
instruments (complexity), the article 
shall be covered in two parts. The 
first part shall introduce the financial 
instruments, provide a general 
framework within which the financial 
instruments are accounted for and 
presented focusing on the borrower 
and then finally, recognition of 
financial instruments and the various 
categories.  

The second part shall cover 
measurement, impairment, de-
recognition, hedging and disclosures. 

 

Introduction

A business can generally borrow 
from two sources that is, either from 
owners (capital) or from non owners 
(liabilities). For example, a company 
can raise capital using new shares 
from shareholders or issuing loans or 
buying goods and other assets on 

credit that is, liabilities. In return, the 
business will have to pay for using 
the finance in most cases through 
dividends/drawings to owners and 
interest on loans from lenders.

The business can also lend if it 
has surplus funds or sell goods and 
other assets on credit. The business 
becomes a lender. As a reward to 
lending, the business receives a 
return in form of dividends and 
interest. 

Borrowers and lenders are 
players in the financial and capital 
markets. At a basic level, the various 
methods of borrowing and lending 
are referred to as financial 
instruments. We shall later have a 
good working definition of a financial 
instrument. The accounting 
treatment of financial instruments 
used to be straight forward. A 
business would report the borrowings 
from owners as capital/equity in the 

Financial Instruments: IAS 32, IAS 39 and IFRS 7 (Part I)

Geoffrey Injeni
Lecturer - Strathmore University

Nairobi
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statement of financial position. 
Dividends/drawings were treated as 
a reduction in capital. Borrowings 
from non owners were shown as 
liabilities (non current or current) and 
payment of interest was treated as 
an expense. On the other side, a 
business that had lent out, showed 
the lending as an asset (non current 
or current) and dividends or interest 
as investment income. 

But over time, financial 
instruments have become complex 
due to innovations in the financial 
markets. A key area of innovation is 
derivatives which have special 
features and significant impact on a 
business. Poor accounting treatment 
and disclosure of derivatives has led 
to the collapse of some businesses 
and problems in the financial sector. 

Framework for 
accounting for 
financial instruments

In an attempt to address these 
problems, the International Financial 

Reporting Standards (IFRS) Board 
has developed three accounting 
standards for financial instruments: 
1. IAS 32 - Financial instruments: 

Presentation 
2. IAS 39 - Financial Instruments: 

Recognition and Measurement
3. IFRS 7 - Financial Instruments: 

Disclosures

IAS 39 is somehow complex (as 
we shall see later) and the IFRS 
Board has tried to develop a new 
standard IFRS 9 that will replace IAS 
39. But some problems are inherent 
with IFRS 9 which is beyond the 
scope of this article. 

The important point here is that 
the three standards have two key 
objectives that is,  first to ensure that 
financial instruments are properly 
accounted for and second, proper 
disclosures are made in the financial 
statements so as to provide users 
with important information about the 
nature and risks of financial 
instruments. 

In addition, basic knowledge of 
time value of money in finance is 

critical to understanding the valuation 
and presentation of financial 
instruments. 

The three standards have the 
following important definitions (the 
section will ignore the technical 
terms and make the definitions 
easier. However, readers are free to 
refer to the main standards).

1. Financial instrument: This is a 
contract that leads to a financial 
asset to one party and a financial 
liability or equity to another party. 
(Financial asset to the lender and 
financial liability/equity to the 
borrower).

2. Financial asset: This is either 
cash or the right to receive cash or 
any other financial asset such as: 
• Investment in shares/ loan stock
• Receivables arising from sale of 

goods or provision of services 
on credit

• Derivatives that have a net cash 
inflow position

3. Financial liability: This is an 
obligation to deliver cash or any 
other financial asset such as:
 
• Issuance of loan stock and 

redeemable preference shares
• Payables arising from purchase 

of goods on credit
• Derivatives that have net cash 

outflow

4. Equity: This is a financial 
instrument that gives a residual 
interest in the business that is, total 
assets minus total liabilities, for 
example, issuance of ordinary 
shares and other preference shares 
that are not redeemable.

PRODUCT TYPES

Money Market Securities Forex Derivatives
• Fixed-term deposits

• Deposits at notice

• Commercial paper

• Stocks

• Subscription rights

• Investment certificates

• Bonds

• Repayment bonds

• Drawable bonds

• Convertible bonds

• Warrant bonds

• Warrants

• Spot exchange 

transactions

• Forward exchange 

transactions

• Foreign exchange 

swaps

• Cap/Floor

• Swaps

 Interest rate swap

 Interest currency swap

• OTC options

 Currency option

 Currency barrier option

 Security option

 Swaption

• Futures

Investment/Borrowing
instruments Hedge instruments
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5. Derivative: This is a financial 
instrument that has the following 
characteristics:
• It’s value depends on another 

factor such as exchange rates, 
interest rates, share price and 
commodity prices and even stock 
index.

• It requires little or no initial 
investment.

• Settlement is at a future date.

Examples of derivatives include the 
following:

(i) Forward contract: Is a contract for 
the purchase or sale of an item 
(could be currency, share, a bond 
or a commodity) at a price agreed 
on immediately (forward price) at 
a future specified date.

(ii) Future contract: Is the same as a 
forward contract except that now 
it is standardised and traded on a 
stock exchange. 

(iii) Option: This is the same as a 
forward contract (even a futures if 
it is traded) except that now one 
of the parties is not obliged to 
perform the contract. In forwards 
and futures contracts, the parties 
must meet their contractual 
obligations. In option contracts 
one party has the right but not the 
obligation to perform. 

(iv) Swap: Is a series of forward 
contracts that lead to exchange of 
cash flows.  Common examples 
are currency swaps where one 
party agrees to pay the loan of 
another party that is quoted in 

foreign currency. Parties can also 
swap variable interest with fixed 
interest. 

Presentation issues by 
the borrower: IAS 32  

IAS 32 recommends how 
financial instruments that have been 
issued (by the borrower) should be 
presented and where relevant their 
gains/ losses reported. Some of the 
rules include:
(1) A financial instrument should be 

classified as either a financial 
liability or equity depending on 
the substance of the issuance. 
This means that, if the financial 
instrument will be repaid any time 
before liquidation then it is a 
financial liability (such as loan 
stocks, payables and redeemable 
preference shares). If the 
financial instrument can only be 
settled at the point of liquidation 
then it is equity (such as ordinary 
shares and other preference 
shares). In other words, if a 
business borrows and is required 
to pay back at some specified 
date, then this amount should be 
classified as a liability. The 
distinction into current or 
noncurrent liability is guided by 
IAS 1 Presentation of Financial 
Statements. 

(2) If a business borrows and is not 
required to pay back until it is 
liquidated then this amount is 
classified as capital or equity. 

(3) If a financial instrument will be 
paid or settled on the occurrence 
of a future contingent event, then 
it should be classified as a 
financial liability unless it is highly 
probable that the firm will settle 
using equity. For example, the 

DERIVATIVES

FUTURESFORWARDSSWAPSOPTIONS

Foreign Exchange Options
Interest Options
Swap Options
Stock Options
Index Options

Commodity Options

Interest Swaps
Currency Swaps

Forward-Foward Operations
Forward Rate Agreements

Forward Exchange

Foreign Exchange Futures
Interest Futures

Capital Market Futures
Index Futures
Stock Futures
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firm can borrow and is required to 
pay back if it reaches a certain 
level of revenue then this amount 
should be classified as a liability. 

(4) If a financial instrument gives the 
firm the option of either settling in 
cash or issuing new shares then 
it should be classified as a 
financial liability and thereafter 
transferred to equity if it is settled 
by issuing ordinary shares.

(5) A financial liability should not be 
offset with a related financial 
asset unless the firm intends to 
carry out a net settlement or has 
a legal arrangement to do so. For 
example  if a company borrows a 
loan from a bank (a financial 
liability) and then invests in the 
shares of the bank quoted on the 
stock exchange, then the two 
cannot be offset but have to be 
reported separately in the 
statement of financial position. 
However, assume that a company 
has a customer who is also a 
supplier and they transact on 
credit. The company is allowed to 
show a net amount as either a 

receivable or a liability because 
more often settlement is on a net 
basis. 

(6) Where a firm is allowed to buy 
back its ordinary shares (treasury 
shares) any gain/loss arising 
should be reported directly in 
equity that is, share premium. 
Treasury shares are not allowed 
in Kenya by the Companies Act. 
A company incorporated in Kenya 
cannot buy back its ordinary or 
preference shares (only 
redeemable preference shares 
and conditions apply). 

(7) Gains or losses and other 
expenses arising from financial 
liabilities should be reported in 
the income statement as an 
expense for instance interest on 
loan stock is normally reported 
as an expense (finance cost). 
The same case applies for 
dividends paid on redeemable 
preference shares. Gains or 
losses and other expenses 
arising from issuing equity should 
be reported directly in equity. 
When we issue shares at a price 

above the par value (a gain) then 
the gain is called share premium 
and is reported in a share 
premium account net of costs of 
issuing the shares.  In the 
meantime if the company pays 
dividends then the dividends are 
deducted from retained earnings 
and not shown as an expense. 

(8) Compound financial instruments: 
Some financial instruments have 
the characteristics of both a 
financial liability and equity. 
These are referred to as 
compound financial instruments.  
A good example is a convertible 
loan stock. A convertible loan 
stock gives the lender the option 
to convert the loan stock into 
shares of the borrower. Before 
conversion the loan stock is a 
financial liability to the borrower 
and after conversion into shares 
it becomes equity. 

IAS 32 recommends that a 
compound financial instrument 
should be split between financial 
liability and equity components. The 
financial liability component is 
computed the same way as that of 
straight bonds/ loan stock that is, 
without the conversion option. The 
difference between the cash 
proceeds or issue of the convertible 
loan stock and financial liability is the 
equity component to be reported in 
the share premium. 

If the convertible loan stock is 
converted then the equity component 
remains as share premium and if not 
converted then it would be transferred 
to retained profits on the date of 
maturity.
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Example One

Z Ltd. issued a convertible loan stock 
on 1 January 2006 with the following 
features:

• Cash proceeds on issue - 
(principal) Sh. 100,000

• Interest rate - 10% p.a. payable 
annually on 31 December

• Time to maturity - 4 years
• Can be converted into 20,000 

ordinary shares of par value Sh. 2 
per share at any time.

The loan stock was to mature on 31 
December 2009.

Required:

(a) Compute the liability and equity 
components as at 1 January 
2006 assuming that the required 
rate of return for similar loan 
stocks without the conversion 
option was 12%.

(b) Show the journal entry to record 
the receipt of the loan.

(c) Explain how the loan stock would 
be accounted for if:

(i)  No conversion took place and 
the loan was repaid on 31 
December 2009.

(ii) The loan stock was converted 
into ordinary shares on 1 
January 2008.

Suggested solution

(a) Liability and equity components
We start by computing the liability 
component which is the present 
value of all future cash flows on the 
loan (the annual interest payments 
and the principle assuming no 
conversion takes place) discounted 
using the interest rate of 12%.

The present value is computed as follows:

  PV =    Sh.10,000  +  Sh.10,000  +  Sh.10,000  +   Sh.10,000  + Sh.100,000
           (1+0.12)1           (1+0.12)2        (1+0.12)3          (1+0.12)4        (1+0.12)4

  = Sh.93,925

NB:
This can also be computed using time value tables in finance as follows:

PV = Sh.10,000 x PVIFA12%4yrs + Sh.100,000 x PVIF12%4yrs

Equity component is the difference between the cash proceeds (of Sh.100, 
000) and the liability component (of Sh.93,925). This amounts to Sh.6,075.

(b) The relevant journal entry is given as follows:

Dr. Cash book    Sh. 100,000
Cr 10% Convertible loan stock   Sh. 93,925
Cr. Equity (share premium)   Sh. 6,075

(c) (i) No conversion takes place.

Z Ltd is required to charge finance cost over the period of the loan and show a 
liability in the statement of financial position. However, the interest to be charged 
and the liability will be somehow different from the normal approach. 

First, interest will be based on the liability component and at the rate of 12%. 
The liability will be increased by the interest rate of 12% while it will be reduced 
by the actual cash payments (of Sh. 10,000 annually and the principle 
repayment).

The general entries to record accrual of interest will be as follows:

Dr. Income statement (finance cost)
Cr. 10% convertible loan stock

To record the payment of interest at the end of every year:

Dr. 10% Convertible loan stock
Cr. Cash book 

The figures for each year (rounded off to the nearest whole number) can now 
be computed as follows:
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2006 2007 2008 2009
Sh. Sh. Sh. Sh.

Balance as at 1 January 93, 925 95,196 96,620 98,214
Add interest expense @ 12% 11,271 11,424 11,594 11,786
Liability before payment 105,196 106,620 108,214 110,000
Less payment (10,000) (10,000) (10,000) (110,000)
Liability as at 31 December 95,196 96,620 98,214 0

Please note that the convertible loan stock will be classified as a non current liability in years 2006 and 2007 and as a 
current liability in year 2008. In addition IAS 32 does not clarify what should happen to the equity component of Sh.6,075 
that was reported in the share premium. However if the loan stock is not converted, substance requires that the amount 
be transferred to the retained earnings of the company. 

(ii) The convertible loan stock is converted into shares on 1 January 2008

As at 1 January 2008, the liability on the loan was Sh.96, 620. When the loan stock is converted to shares then it is 
recommended that the liability be transferred to share capital and share premium. The relevant entry is as follows:

Dr. 10% convertible loan stock Sh.96,620 
Cr. Ordinary share capital   (Sh.2 x 20,000)    Sh.40,000
Cr. Share Premium                                      Sh.56,620

Recognition and Measurement by both Lender and borrower (IAS 39)

IAS 39 applies to both borrowers and lenders and covers the following major areas:
1. Recognition. 
2. Initial and subsequent measurement.
3. Impairment of financial assets.
4. De-recognition.
5. Hedging. 
6. Embedded derivatives (Not covered here).

These are futher explained below:

(1) Recognition
All financial instruments should be 
recognised (that is included in the 
financial statements) when the entity 
becomes party to the contract. This 
means that even derivatives must be 
recognised even if settlement is at a 
later date. This is one of the departures 
in the recognition criteria of assets 
and liabilities. Assets and liabilities 
are recognised as a result of past 
events. But financial instruments are 

recognised even if the event is in the 
future like in the case of derivatives.
 
(2) Categories (classification)
For the purpose of measurement, IAS 
39 recommends that financial assets 
(according to the perspective of the 
investor or lender) should be classified 
into four main categories while 
financial liabilities (according to the 
perspective of the borrower) should 
be classified into two categories. 
There are technical definitions under 
the standard but again the article will 

provide simplified definitions and 
descriptions. Also note that due to the 
several categories and different 
bases, IAS 39 is considered to be the 
most complex standard. Currently 
there is an important project in place 
to get a replacement. Already IFRS 9 
has been proposed to replace IAS 39 
which is a transition standard that 
recommends financial assets to be 
classified only into two categories. 
The main categories of financial 
assets as per IAS 39 are as follows:
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(i) Financial assets at fair value through profit and loss (FVPL).
(ii) Held to maturity (HTM).
(iii) Loans and  receivables (L/R).
(iv) Available for sale (AFS).

A summary explanation of these categories is as follows (again for actual definitions check the standards):

FVPL HTM L/R AFS
1.Describe Financial assets 

acquired with the 
intention of trading/
resale/speculation

Financial assets 
acquired with the 
intention to be held till 
settlement date 
(quoted)

Financial assets 
acquired with intention 
to hold till settlement 
date (no active market/
not quoted)

Default category for 
other financial assets 
and those that the firm 
chooses to classify 
here

2.Examples Shares and loan stocks 
quoted  on a stock 
exchange.
Derivatives that have a 
net cash inflow (must 
be classified here)

Loan stocks that are 
traded on a stock 
exchange with intention 
to hold till settlement 
date that is all interest 
and principal to be 
received

Loan stocks that are not 
traded.
Loans to customers 
such as by financial 
institutions.
Receivables (sale of 
goods and assets on 
credit)

Shares and loan stocks 
quoted or unquoted.
Shares and loans of 
private companies and 
issued to individuals 

Financial liabilities would be categories as follows:
 
(i) Financial liabilities at fair value through profit and loss (FVPL).
(ii) Financial liabilities at amortised cost (AC).

A summary description of the liabilities is as follows:

FVPL AC
Describe Financial liability borrowed with the intention of 

trade or speculation
Default categories for all other financial liabilities

Examples Loan stock (quoted) borrowed with the 
intention to pay when market price declines
Derivative with a net cash outflow

Loan stocks quoted and also of a private company
Payables on purchase of goods on credit

The second part of this article will be featured in the October - December edition of this journal.
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Best wishes to all KASNEB 
candidates during the November/
December 2012  examinations 



 � Well equipped library and free internet services to students 
 � Competent & experienced Lecturers 
 � Variety of Student activities, Clubs and Societies 
 � High pass rate in examinations
 � Facilities include lecture halls, computer labs and hostels
 � Transport is available within a radius of 20 kilometers 

COURSES OFFERED DURATION FEE PER           
SEMESTER 2013

PROFESSIONAL COURSES

CPA/CPS Sections 1 and 2 1 year 9,500

CPA/CPS Sections 3 and 4 1 year 10,500

CPA/CPS Sections 5 and 6 1 year 11,500

Certified Information Communication Technologists (CICT) Sections 1 - 4  1 ½ - 3years 9,500

Accounting Technicians Certificate (ATC) Levels I and II 1 year 9,500

Information Communication Technology Technicians (ICTT) Levels I and II 1 year 9,500

DEGREE PROGRAMMES

Bachelor of Commerce (Bcom)(JKUAT) 3 years (8 semesters) 48,500

Bachelor of Science in Information Technology (Bsc IT)(JKUAT) 3 years (8 semesters) 48,500

Bachelor of Education – Arts (Secondary)/ECDE/ Primary Option (EGERTON) 2 ½ years (8 semesters) 47,500

DIPLOMA PROGRAMMES

Diploma in Law (IU) 2 years 22,500

Diploma in Information Technology  (IU) 2 years 22,500

Diploma in Information Technology (JKUAT) 18 months 31,500

Diploma in Information Technology (KNEC) 2 years 14,000

Diploma in Information Science (Library) (KNEC) 2 years 14,000

Diploma in Archives & Record Management (IU) 1 year and 3 months 22,500

Diploma in Education Arts Secondary/ECDE/Primary Option (EGERTON) 2 years 29,500

Diploma in Secretarial Studies (KNEC) 2 years 22,500

Diploma in Business & Office Management (IU) 2 years  22,500

Diploma in Business Management (ABE/KNEC) 5 months/1½ years 15,000

Diploma in Business Administration (JKUAT) 18 months 15,000

Diploma in procurement management (JKUAT/KNEC) 2 years 15,000

Diploma in Sales and Marketing (ICM/KNEC) 5 months 15,000

Diploma in Human Resource Management (ABE/KNEC/JKUAT) 5 months / 1½ years 15,000

Higher Diploma in Business management  (ABE/KNEC) 1 year 15,000

Higher Diploma in Human resource management (ABE/KNEC) 1 year  15,000

Higher Diploma in Sales & Marketing (ICM) 1 year  15,000

Graduate Diploma in Sales & Marketing (ICM) 5 months 17,500
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Introduction

With entrepreneurship gaining popularity among individuals, competition 
has become stiff and only the strong and well grounded entrepreneurs will 
thrive. Business nowadays can be fickle. People change their preferences and 
minds. Technology, internet and overnight delivery to anywhere in the world 
has changed the rules of competition. Small corner stores must now compete 
with businesses a thousand miles away. 

Customer Loyalty

Robert Maina Wanyondu
CPA graduate

 University of Nairobi student

Getting customers to come back again and again is the 
most important endeavour of every business. No business can 
be successful by continually dealing with new customers.

Repeat customers are the source of all profit, and profit 
allows a business to grow and prosper. While there have been 
positive signs of growth being recorded in the various sectors 
of the economy, many businesses and professionals continue 
to suffer with luckstre performance and reduced profits.

Amidst these tough economic conditions, customer loyalty 
has gained popularity amongst business executives trying to 
maintain their profitability.
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Customer loyalty

What is customer 
loyalty?

Customer loyalty is a term used 
to describe the behaviours of repeat 
customers, as well as those that offer 
good ratings, review or testimonials. 
It is closely related to many things 
like satisfaction, customer value, 
customer expectation, trust and so 
on.

It is an activity, not an emotion, or 
an opinion. It is the specific activity of 
buying from a particular business or 
recommending you to others on a 
repeat basis.

Principles that build 
customer loyalty

Too many businesses neglect 
their loyal customer base in pursuit of 
new customers. However, since the 
cost to attract new customers is 
significantly more than to maintain 
your relationship with existing ones, 
your efforts towards building 
customer loyalty will certainly pay 
off.

The following should be 
considered in building customer 
loyalty.

(i) Effective communication
It will always pay to reach out to 

your steady customers whether 
through an e-mail, newsletter, 
monthly flier, a reminder card or 
holiday greeting card. Always inform 
them of any change in business 
processes, products or services.

(ii) Good customer service
Go the extra mile and meet 

customer needs. Train the staff to do 
the same. Customers remember 
being treated well. If a client has a 
problem, the company should do 
whatever it takes to make things 
right. If a product is faulty, it should 

Some customers do a particular 
company a great service by offering 
favourable word of mouth publicity 
regarding a product or service, telling 
friends and family thus adding them 
to the number of customers.

Loyal customers are easier to do 
business with; they are more 
predictable and don’t carry the 
expense associated with attracting 
new customers.

Companies with a loyal customer 
base enjoy greater profitability in 
good economic times and depend on 
their loyal customers to help them 
survive difficult economic conditions.
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Customer loyalty

be replaced or the customers’ money 
should be refunded. This should be 
the standard procedure for any 
reputable business, but those who 
wish to develop customer loyalty on 
a large scale may also go above and 
beyond the standard.

(iii) Customer incentives
Give customers a reason to 

return to your business. This may be 
through free offers, coupons, low 
interest rates or financing, extended 
warranties, rebates and so on.

The ultimate goal of a loyalty 
program is happy customers who will 
return to purchase again and 
persuade others to use the 
company’s products or services. 
This equates to profitability. 

A loyalty program, which involves 
a free membership card and rewards 

for purchases is a method commonly 
used by many businesses today.  If 
customers are collecting points 
towards items they want, they’re 
likely to keep using the products or 
services of the company.

(iv) People over technology
The harder it is for a customer to 

speak to a human being when he/
she has a problem the less likely it is 
you will see that customer again.

People do business with people 
and hence the fact that in most cases 
customers will appreciate dealing 
with the proprietors rather than 
machines in case of problems.

With the growth of IT over the 
years many businesses have 
resorted to using computers or 
computerised machines to handle all 
their processes and hence denying a 

consumer a chance to raise 
questions to a real person. This can 
lead to loss of loyal customers.

(v) Value and assurance
Customer value is the amount 

that a customer will get from a 
service or product relative to cost.

Offer a risk free trial period for a 
product or service (that is, brand 
loyalty). This ensures that the 
customers will return not only to buy 
the same product again and again, 
but also to try “other products and 
services offered by the company”.

(vi) Reliability
Be reliable. If something goes 

wrong, let customers know 
immediately and compensate them 
for the inconvenience. If you say the 
purchase will arrive on Wednesday, 
deliver it on Wednesday.

(vii) Be flexible
Try to solve customer problems 

or complaints to the best of your 
ability. Excuses such as, “that’s our 
policy”, will lose more customers.

(viii) Product awareness 
Know your steady patrons' 

purchases and keep these items in 
stock. Add other products that your 
customers buy regularly. Make sure 
that your staff understand your 
products.

Role of employees in 
building customer 
loyalty

Employees being major 
stakeholders in any business 
undertaking play an important role in 
building customer loyalty and in 

Relationship

RelationshipRelationship

Relationship

CUSTOMERService

Image

Price

Product
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Customer loyalty

ensuring that the efforts by an 
organisation to maintain loyal 
customers are fruitful.

An investment in your employee’s 
ability to provide superior service to 
customers can be seen as a long 
term value addition initiative.

Effort spent  in selecting and 
training employees and creating a 
corporate culture in which they are 
empowered can lead to increased 
employee satisfaction and 
competence. This will likely result in 
superior service delivery and 
customer satisfaction. This in turn 
will create customer loyalty hence 
leading to improved sales levels and 
higher profit margins. Some of the 

profits can be re-invested in 
employee development.

Advantages of 
customer loyalty

All profits come from loyal 
customers. The truth behind this 
proposition is that the cost of 
attracting and learning how to serve 
first-time customers consumes any 
potential profit that might be made.

The customers you have today 
know your business. They know your 
location, your selection, and how you 
do business. The benefits derived 
from loyal customers include:

(i) Long-term customers tend to be 
less inclined to switch and also to 
be less price sensitive. This can 
result in stable unit sales and 
increases in profitability.

(ii) Regular customers tend to be 
less expensive to service 
because they are familiar with the 
processes involved, require less 
“education” and are consistent in 
their order placement.

(iii) Increased customer retention and 
loyalty makes the employees' 
jobs easier and more satisfying. 
In turn, happy employees 
translate into higher customer 
satisfaction.

(iv) Long-term customers are more 
likely to purchase ancillary 
products and high margin 
supplemental products.

(v) Loyal customers tend to be 
satisfied with their relationship 
with the company and are less 
likely to switch to competitors.

CONCLUSION

Why customers come back is not 
about slogans or banners. It is about 
discovering the motivation and 
characteristics of loyal customers, 
the advantages of dealing with loyal 
customers, and most importantly, 
what each of us can do to create 
loyalty with our customers. 

Creating customer loyalty also 
affects our businesses, customers, 
investors and the communities where 
we do business. As businesses, 
commerce and industry prosper, our 
entire society benefits. Together, 
through prosperity, we can make the 
world a better place.
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Introduction 

Regression analysis studies relationships among variables, the principal 
purpose being to predict, or estimate the value of one unknown variable from 
another that is known/response variable or has an assumed value assigned to it. 

When certain conditions/assumptions hold, it is possible to obtain any 
measure of probable error for regression analysis can handle any number of 
independent variables.

Forecasting by Regression Analysis

Definition of terms

Variables of interest: To make predictions or estimates, we 
must identify the effective predictors of the variable of interest. In 
this case, focus is on the most suitable variables that can be 
measured at the least cost.

Experiment: Begin with a hypothesis about how several variables 
might be related to another variable and the form of the 
relationship. 

Simple linear regression: The objective of a simple regression 
is to obtain a straight line, assuming lineality, through given 
observations. This is also known as the line of best fit in ordinary 
least squares method. 

Alex Mbithi
CPA graduate, B.Com 

Student - Master of 
Commerce (Strathmore 

University)

The dot analysis 
gave a smiling 

face. I think the 
future of the 

business is 
not bad.
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Multiple regressions: Where there 
are two or more predictors, multiple 
regression analysis is employed.
 
Data: It is common practice to work 
with samples where predictions or 
estimates are required. This is both 
practical and economical in the 
sense that it is unrealistic to obtain 
information on an entire population, 
a sample which is a subset of the 
population is usually selected.

When carrying out regression 
analysis, several steps are followed 
in order to attain the desired results. 
These are enumerated below.

(i) Scatter diagram: This is a 
graphical representation of the 
pairs of data collected. It is 
usually drawn to gain an overall 
view of the problem. It 
specifically gives any apparent 
relationship between the 

variables plotted, whether direct 
or inverse. If the points lie within 
a band described by parallel 
lines, we can say there is a 
linear relationship between the 
pair of x and y values. If the rate 
of change is generally not 
constant, then the relationship is 
curvilinear. 

(ii) The model: Upon determination 
of the nature of the existing 
relationship between the plotted 
variables, assuming that there is 
a linear relationship between x 
and y we want a linear equation 
stating y as a function of x in the 

A Linear Regression trendline is a straight line 
drawn through a chart of a security’s prices using 
the least squares method, and it is used to forecast 
future trends. A Linear Regression trendline uses 
the least squares method to plot a straight line 
through prices so as to minimise the distances 
between the prices and the resulting trendline. A 
Linear Regression trendline is simply a trendline 
drawn between two points using the least squares 
fit method. The trendline is displayed in the exact 
middle of the prices. If you think of this trendline 
as the “equilibrium” price, any move above or 
below the trendline indicates overzealous buyers 
or sellers.

A Linear Regression trendline shows where 
equilibrium exists. Raff Regression Channels show 
the range prices can be expected to deviate from a 
Linear Regression trendline.

Regression analysis

Studies relationships 
among

A linear 
relationship 

Quantitative and
qualitative variables

A simple linear 
regression model 

A multiple linear 
regression model 

A nonlinear 
relationship 

can have

could be
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form Y = a + bx + e where a is the intercept, b is the 
slope and e is the error term accounting for variables 
that affect y but are not included as predictors 
(uncontrollable factors). 

(iii) Least-squares method: To predict the mean y value 
for a given x value, we need a line which passes 
through the mean value of both x and y and which 
minimises the sum of the distance between each of 
the points and the predictive line. Such an approach 
should result in a line which we can call a “best fit” to 
the sample data. The least-squares method achieves 
this result by calculating the minimum average 
squared deviations between the sample y points and 
the estimated line. 

Characteristics of ordinary least 
squares method

These are as follows:

1. It must be objectively determined.
2. It must use all observations apart from others.
3. Its main aim is to minimise the sum of squared errors.

Using differential calculus, we observe equations 
which enable both the slope and the intercept (b & a) to be 
calculated. These are also known as normal equations.

Several well-known computer packages are widely 
available and can be utilised to relieve the user of the 
computational problem.

Use and interpretation of the Regression Equation: 
The equation developed can be used to predict an average 
value over the range of the sample data. The forecast is 
good for short to medium ranges. 

Measuring error in estimation: The scatter or variability 
about the mean value can be measured by calculating the 
variance, the average squared deviation of the values 
around the mean. The standard error of estimate is derived 
from this value by taking the square root. This value is 
interpreted as the average amount that actual values differ 
from the estimated mean. 

Confidence interval: These calculations are made using 
t-distribution tables. Interval estimates can be calculated 

to obtain a measure of the confidence we have in our 
estimates that a relationship exists. From these 
calculations we can derive confidence bands, a pair of 
non-parallel lines narrowest at the mean values which 
express our confidence in varying degrees of the band of 
values surrounding the regression equation. 

Assessment: The strength of a relationship can be 
assessed by statistical tests of a hypothesis, such as the 
null hypothesis, which are established using t-distribution, 
R-squared and F-distribution tables. These calculations 
give rise to the standard error of the regression coefficient, 
an estimate of the amount that the regression coefficient 
will vary from sample to sample of the same size from the 
same population. An Analysis of Variance (ANOVA) table 
can be generated which summarises the different 
components of variation. 
When you want to compare models of different size 
(different numbers of independent variables and/or 
different sample sizes) you must use the Adjusted 
R-Squared table, because the usual R-Squared table 
tends to grow with the number of independent variables. 

The standard error of estimate, that is square root of error 
mean square, is a good indicator of the “quality” of a 
prediction model since it “adjusts” the mean error sum of 
squares (MESS) for the number of predictors in the model, 
as shown below: 

MESS = Error Sum of Squares/ (N - Number of Linearly 
Independent Predictors)

If one keeps adding useless predictors to a model, the 
MESS will become less and less stable. R-squared is also 
influenced by the range of your dependent value; so, if two 
models have the same residual mean square but one 
model has a much narrower range of values for the de-
pendent variable that model will have a higher R-squared 
value. This explains the fact that both models will do as 
well for prediction purposes. 

Illustration: A taxicab company manager believes that 
the monthly repair costs (Y) of cabs are related to age (X) 
of the cabs. Five cabs are selected randomly and from 
their records, the following data is obtained: 
(x, y) = {(2, 2), (3, 5), (4, 7), (5, 10), (6, 11)}.

Regression analysis
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Based on our practical knowledge and the scattered 
diagram of the data, we hypothesise a linear relationship 
between predictor X, and the cost Y. 

Now the question is how we can best use the sample 
information to estimate the unknown slope (m) and the 
intercept (b). The first step in finding the least square line 
is to construct a sum of squares table to find the sums of x 
values (Σx), y values (Σy), the squares of the x values 
(Σx2), the squares of the y values (Σy2), and the cross-
product of the corresponding x and y values (Σxy), as 
shown in the following table: 

x y x2 xy y2

2 2 4 4 4

3 5 9 15 25

4 7 16 28 49

5 10 25 50 100

6 11 36 66 121

TOTAL 20 35 90 163 299

The second step is to substitute the values of Σx, Σy, Σx2, 
Σxy, and Σy2 into the following formulas:

 
SSxy = Σxy – (Σx)(Σy)/n = 163 - (20)(35)/5 = 163 - 140 

= 23 
SSxx = Σx2 – (Σx2)/n = 90 - (20)2/5 = 90- 80 = 10 
SSyy = Σy2 – (Σy2)/n = 299 - 245 = 54 

Use the first two values to compute the estimated slope 

Slope = m = SSxy / SSxx = 23 / 10 = 2.3 

To estimate the intercept of the least square line, use the 
fact that the graph of the least square line always pass 
through x and y points, therefore:

The intercept = b = Ῡ– (m)(ẋ) = (Σy)/ 5 – (2.3) (Σx/5) = 35/5 
– (2.3)(20/5) = -2.2 

Therefore the least square line is: 

ý = mx + b = -2.2 + 2.3x. 

After estimating the slope and the intercept the question is 
how we determine statistically if the model is good enough, 

say for prediction. The standard error of slope is: 

Standard error of the slope (m)= Sm = Sres / Sxx1/2, 
and its relative precision is measured by statistic 
tslope  = m / Sm
Sm=2.3/∑(y-ý)2 ÷ 10
For our numerical example, it is: 

tslope = 2.3 / [(0.6055)/10  ] = 12.01 

which is large enough, indication that the fitted model is a 
good one. 
You may ask, in what sense is the least squares line the 
“best-fitting” straight line to 5 data points. The least 
squares criterion chooses the line that minimises the sum 
of square vertical deviations, that is, residual = error = y - ý  

SSE = Σ (y – ý)2 = Σ(error)2 = 1.1 

The numerical value of SSE is obtained from the following 
computational table for our numerical example.

x 
Predic-

tor

-2.2+2.3x 
y-predicted 

ý

y 
observed 

y

error 
y

Σ(y-ý)

squared 
errors 

    Σ(y-ý)2

2 2.4 2 -0.4 0.16
3 4.7 5 0.3 0.09
4 7 7 0 0
5 9.3 10 0.7 0.49
6 11.6 11 -0.6 0.36

TOTAL 0 1.1

Alternately, one may compute SSE by: 
SSE = SSyy – (m)(SSxy) = 54 – (2.3)(23) = 54 - 52.9 = 1.1 

As the last step in the model building, the following Analy-
sis of Variance (ANOVA) table is then constructed to as-
sess the overall goodness-of-fit using the F-statistics: 

Analysis of Variance Components

Source DF Sum of 
Squares 

Mean 
Square F Value Prob 

> F 

Model 1 52.90000 52.90000 144.273 0.0012

Error 3 SSE = 1.1 0.36667

Total 4 SSyy = 54

½

½

Regression analysis
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For practical proposes, the fit is considered acceptable 
if the F-statistic is more than five-times the F-value. That 
the F-statistic must be more than five-times the F-value is 
independent of the sample size. 

Note: there is a relationship between the T-statistics of 
the slope and the F-statistics in the ANOVA table. The 
relationship is: 

t2
slope = F. 

Predictions by regression: After we have statistically 
checked the goodness of fit of the model and  the residuls 
conditions are satisfied, we are ready to use the model for 
prediction with confidence. Confidence interval provides a 
useful way of assessing the quality of prediction. In 
prediction by regression often one or more of the following 
constructions are of interest: 

• A confidence interval for a single future value of y 
corresponding to a chosen value of x. 

• A confidence interval for a single point on the line. 
• A confidence region for the line as a whole.

 

SUMMARY

1. The predictive regression model obtained is most 
dependable (most accurate) within the relevant range 
(within the observations used to obtain it).

2. Extrapolation outside the relevant range cannot be 
supported by the data observed since the relationship 
outside these observations may not exist and if it 
does, it may not be linear.

The relevant range in this case encompasses the 
plotted observations occurring below the line of best fit.

The major problem for any model is how good or 
reliable or valid it is for what it was intended to do. There 
are three aspects in the evaluation of a regression 
equation:

(i) Economic rationality: There should exist a logically 
explainable relationship between a predictor and a 
dependent variable. This implies that predictor values 
are obtained from empirical studies already done. It is 
possible to obtain a high correlation that has no 
logical basis (spurious). Hence the maxim - a high 
correlation does not imply causation but causation 
certainly implies high correlation.

(ii) Goodness of fit test: This is a measure of the extent to 
which the data equation fits the data set from which it 
was derived. In this case there are 2 broad measures:
-  Measures for the whole model whereby all 

predictors are taken together to predict the 
independent variable. These measures include:
• The coefficient of  determination (rr or Rr).
• Standard error of estimate (Se).
• F-statistic.

Measures of slope: Measure how a given independent 
variable predicts the dependent variable when the 
independent variables are held constant.

These measures include:
• Coefficient of correlation (r).
• Standard error of the slope (Sb).
• t/Z statistic for small and large samples respectively.

(iii) Assumptions of the regression analysis model. The 
general assumptions are that:

• Variables are linearly related.
• The error from residuals e(y-ý) is assumed to be 

normal (if this is violated then the chi-square test 
is used), with a zero mean and having a constant 
variance.

• Observations are independent hence no 
autocorrelation exists.

• No multi- collineality exists.
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Introduction 

Learning is a process of acquiring knowledge or skills through education. It 
allows the learners to engage their physical and mental resources in pursuit of 
knowledge. Learning can happen in two major ways; by the learners doing their 
own studies apart from the teacher or by the learning process being directly 
controlled by the teacher in a classroom setup. Each approach requires spe-
cific elements that provide the fuel of excellence for the learners.

Learning in a classroom set up is the most common method of learning. It 
requires that the two parties involved, that is the teacher and the learners 

The Essence of Learning

combine their resources to create an interactive 
environment conducive for learning. The teacher 
should be able to shape the learners’ interest in 
the process. He can do this by encouraging 
students to think on their own and construct their 
own explanations. This will allow students to 
maximise their learning potential. The learners on 
the other hand need to be responsive enough to 
make the learning environment complete. 

There are various approaches that the learners 
need to employ in order to reap maximum benefits 
from the class as well as out of class. Some of 
these approaches and elements are discussed 
below.

Solomon Wamu
Lecturer - Aberdeen College 

of Accountancy 
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Active Listening

One of the most important skills 
that a learner must possess is 
listening. Listening is the ability to 
make a conscious effort to hear and 
take into account what is heard. 
Active listening is more than merely 
hearing. It involves paying attention 
and carefully perceiving what is being 
presented. It is an interactive process 
that requires participation and 
concentration.

A learner is able to not only obtain 
information but also understand the 
information when he listens carefully. 
Active listening guarantees the 
understanding of the complete 
message being sent rather than 
mastering the words being spoken. 
This gives the learner the ability to 
increase his productivity in the way 
he applies the concepts he learns 
because he understands them better. 

Listening also provides a good 
audience that motivates the teacher 
to present his material enthusiastically 
since he knows that his message is 
getting across. Speaking to people 
who are merely hearing the words 
without concentration and 
attention is discouraging. No one 
finds fun in speaking to a brick 
wall.

Learners often get distracted by 
other things that happen around 
them during the lesson. Some only 
concentrate for a few minutes after 
which they begin to fantasize. Some 
simply get bored and lose focus 
along the way. Others get into side 
talks with their colleagues during the 
lesson. Their listening and 
understanding capacity is greatly 
impaired.

The attitude of learners towards 
the subject of study as well as the 
instructor also plays a major role in 
their listening. Some learners may 
create their personal filters and 
judgements which they subjectively 
use to sieve and assess the suitability 
of a certain aspect or teacher. This 
makes them to develop negative 
assumptions and skewed beliefs 
which distort what they hear.

If the learners have no interest in 
the subject, chances of them losing 
concentration are high. It becomes 
even worse if they develop a dislike 
for the teacher. They generally find it 
hard to sit and listen to the teacher. 
They set a hostile mood that mentally 
prepares them for a rebuttal. They 
may also form counter arguments 
meant to discredit the teacher. The 
effort and time taken to form such 
arguments and malicious opinions is 

always at the expense of listening.
Learning is not just about 

attending class or lessons. Attending 
class and completing seat time 
towards finishing the day, the week, 
or the course is not learning.  It is 
more about understanding the 
concepts and getting the most out of 
each lesson. Each lesson must 
provide something meaningful to the 
learner. Otherwise, he becomes a 
vulnerable prey of time. He must 
audit his understanding of the things 
studied in the lesson and appraise 
himself accordingly. He must 
enhance his understanding by 
applying proper listening practices.

Active listening involves the use 
of the ears, the eyes and the mind. 
The learner has to look directly at the 
teacher and observe every detail 
about him as he presents his 
material. Looking (not staring) at the 
teacher helps the learner to hold his 
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attention. It is difficult for one to listen 
effectively unless he is facing the 
source of the message. The teacher 
is also encouraged to give an 
exceptional presentation when the 
learners are fixed to him.

Learners can also improve their 
concentration and listening by 
observing the gestures and 
movements that the teacher makes 
in class. The teacher sometimes 
makes movements in class as he 
delivers the message. The learners 
should therefore follow these 
movements to keep the spirit of 
listening alive and avoid losing 
concentration. 

Some teachers also use gestures 
and facial expressions to drive their 
point home. The learner who fails to 
follow and ‘listen’ to this very 
important body language by relying 
only on what he hears starves his 
spirit of listening. He needs to link 
what he hears and what he sees so 
as to give the mind enough material 
to synthesise. The learners should 
also have the ability to follow the 
voice patterns and tones of the 
teacher. The teacher may 
conveniently choose to use a certain 
tone to contextualise the message or 
point.

The way the teacher moves his 
hands and even legs can be a very 
powerful means of communication. 
He may reinforce his points by saying 

and acting at the same time. If the 
learner commits himself to following 
all the movements as the teacher 
does it, he not only enhances 
listening and learning but also finds 
fun in the lesson. 

The learner can also use body 
language to acknowledge that he is 
listening. This can simply be a nod of 
the head, a smile or a simple “ahah”. 
This shows the teacher that the 
learner is listening and paying 
attention to what he is saying. This 
helps to boost the teacher’s attitude 
toward teaching and the learner. 
Besides, it hooks the learner to the 
activity and prevents his mind from 
wandering.

However, in a typical classroom 
setup with many learners, it may not 
be logical for each learner to keep on 
smiling and grunting “ahah” 
throughout the lesson. This could 

repeats or elaborates further on the 
point, the learner is able to pay more 
attention. Occasional questions also 
communicate that the learners 
understand the content. The learners 
should however ask questions when 
necessary and at the right time. They 
should not interject before the 
teacher completes a certain point

Learners can also give their 
opinions regarding what they hear 
from the teacher. These opinions 
should be asserted respectfully and 
they should be timely, candid and 
honest. This not only enables them 
to participate and enhance their 
concentration but it also gives the 
teacher a standard to assess whether 
the learners have got the point or 
not.

It is also commendable for the 
learners to jot down some points as 
they listen. This approach enables 
them to fully engage the mind in the 
process and crystallise the points to 
enhance understanding. Scribbling 
down short notes keeps the learner 
in the listening mood and prevents 
him from getting distracted. The 
short notes jotted down can also 
help the learner remember a lot of 
information that the teacher might 
have said off the cuff.

easily be interpreted to mean 
insolence. In this case, the 
learners will show their 
attention by their eyes directed 
to the teacher and their inviting 
posture.

The learners can also 
enhance their listening skills 
by asking questions in the 
midst of the lesson. This helps 
them to reflect on what the 
teacher has already explained 
in order to have a deeper 
understanding. As the teacher 

Essence of learning
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Not everything said in class is 
given in the notes by the teacher. 
The teacher explains and illustrates 
many things that are important 
though the information may not 
practically be captured in his notes. 
For instance, a teacher may reinforce 
certain points by giving examples 
and illustrations that may not be 
practical to include in the notes. 
These examples may be very 
important for the learner’s 
understanding. The only way that the 
learner can benefit from this is to 
listen.

Active listening is a process and 
an art that needs to be learned and 
practiced to perfect. It takes a lot of 
commitment, concentration and 
determination to be an active listener. 
The learner needs to develop a 
conscious understanding of the 
importance of listening in learning. 
He also needs to gauge the extent of 
his listening ability and improve on it. 
He has to break the habit of poor 
listening and the change will be 
great.

The learner’s goal should be to 
break down what the teacher says, 
paraphrase and interpret it into 
several applications that create 
meaning and insight to him. He 
should practice active listening each 
time he gets the opportunity and 
improve on his understanding, 
productivity and to foster better 
relationship in the learning 
environment.

Collaboration

Collaborating allows learners to 
talk with each other and listen to all 
points of view in the discussion. It 
helps students think in a less 
personally biased way. It also 

provides the teacher with an 
opportunity to assess the lesson by 
looking at the learners’ ability to work 
as a team, leadership skills, or 
presentation abilities. 

Collaboration in discussion 
groups is a popular and efficient 
method of learning. Discussion 
groups not only motivate learning but 
also enhance retention of learned 
skills. It makes learners become 
more attentive and display more 
comprehension to the subject being 
discussed. Sharing one’s own ideas 
and opinions about the topic under 
discussion and responding to others’ 
opinions sharpens the learner’s 
thinking and deepens understanding. 
Learners feel more motivated to 
continue learning when they 
understand concepts.

Engaging in discussion groups 
can also provide learners with 
feedback before the exams. This 
helps to boost the learners’ 
confidence during the examination 
period. 

Learning is enhanced when it is 
more like a team effort than a solo 
race. Just like any good project, good 

learning is well achieved when the 
learners feel socially interactive. 
Besides, the cooperation of the 
learners enables them to have a 
wider view of the content and the 
scope of work is automatically 
increased. 

The learner benefits more when 
he fully participates in the 
discussions. Irrespective of how 
much he understands the material 
under discussion, he needs to ask 
questions and listen carefully to his 
colleagues’ opinions and react 
accordingly. The more he gets 
involved in the discussion, the more 
he understands and his motivation to 
learn is greatly enhanced. His 
thinking is more collaborative and 
open. This helps to dim the thick 
cloud that often hangs over the 
learners’ mind thus impoverishing 
their reasoning ability. 

Successful discussion groups 
emphasise on teamwork. Teamwork 
does not only foster learning but also 
prepares the learners for the working 
world.

Discussion groups should 
however be taken seriously by the 
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learners. They should not take it as a 
substitute to personal study. It should 
not be used for sharing workload 
given by the teacher. Each participant 
must be prepared for the task and 
should engage selflessly in the 
discussion. No one should be left to 
monopolise the process. This will 
beat the whole objective of the 
approach of collaboration.

Asking and answering 
questions

Participation in class during the 
lesson is also a way in which the 
learners can benefit a lot. They 
should take every opportunity to 
answer questions asked and ask for 
clarification. Their genuine interest in 
knowledge acquisition should be 
clearly seen in their participation. 
They should do this with a candid 
intention of continued learning.

The learners should not fear 
failure or be weary of sharing their 
opinions and presenting their ideas. 
Teachers should encourage students 
to ask questions when in doubt and 
explain their thinking behind their 
understanding of concepts

Most learners find it hard to 
engage in discussions in class 
mainly due to fear or plainly due to 

lack of interest. The teacher can 
reduce the tension and anxiety by 
‘breaking the ice’ among the learners 
themselves as well as between the 
learners and himself. The teachers 
can do this by creating a community-
like environment where every 
participant is equally important. This 
encourages the learners to freely 
participate in learning.

The learners should be able to 
ask questions without fear. They 
should be aware of the golden rule; 
the only stupid question is the one 
that has not been asked. They should 
also get encouraged to explain their 
opinions concerning their answers to 
questions even if they are wrong.

Learners’ participation in class 
enables the teacher to understand 
them more and provides him with the 
criteria to address the learners’ 
concerns appropriately. The teacher 
is able to present his material more 
enthusiastically and his work is made 
much easier. This has a motivational 
effect on both the teacher and the 
learners. The best learning 
atmosphere is one that is more 
captivating to the teacher and the 
learners.

Learning by teaching

This is also called peer teaching. 
The learners take the teacher’s role 
and teach their peers. When the 
students teach sections of the class 
as a group or as individuals they are 
able to create a much vibrant 
environment for learning. This 
method is a great way to get the 
students to really study out the topic 
and understand it so as to teach it to 
their peers. Their participation in the 
teaching process also builds self-
confidence, self-efficacy, and 

strengthens students speaking and 
communication skills. What’s more, 
students will not only learn their 
given topic, but they will gain 
experience that could be very 
valuable in life.

When the learner teaches what 
he is learning to someone else, he 
soaks up the knowledge. Besides, 
he is likely to pay more attention and 
really learn the material since he 
feels a sense of accountability.

The teacher’s role in this setup is 
to moderate the process without 
limiting the students’ scope of 
reasoning. There are situations 
where learners may feel some 
discomfort. This should not be 
discouraging. It is healthy for 
students to experience discomfort 
when they are encouraged to take a 
risk such as practicing their public 
speaking. This is due to the fear of 
making mistakes and nervousness.

It should be made obvious to 
students that most successful people 
do not completely avoid making 
mistakes but they learn from these 
experiences. Teachers should also 
frequently reinforce that the purpose 
of the class is for learning and that 
when someone is learning they don’t 
have all the right answers and may 
even make mistakes. 
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Research

Research is the systematic 
analysis and investigation into 
knowledge.  It is used to establish 
facts about a specific subject. This 
method can also be used by students 
to confirm facts or reaffirm the results 
of previous work done in class or 
read from a book or told by someone. 
Learning through research can be 
extremely beneficial to learners 
especially those in higher levels.

This method enhances the 
learners’ ability to reason, analyse 
and process the facts in the mind to 
develop cognitive skills that increase 
the leaner’s scope of understanding. 
These skills not only ensure that the 
learners master the content but also 
develop subject specific skills that 
can be transferred from one situation 
to another. The skills obtained 
through analysis and reason can be 
widely applicable in situations that 
touch on life, academic and 
professional.

Research activity by its nature 
provides opportunity for the learners 
to have a wide variety of information 
that helps them to come up with a 
balanced view on the subject at 
hand. Besides, it enhances the 
learner’s ability to look at the subject 
through open lenses without a fixed 
mind or direction. The learner’s 
creativity is thus boosted.

For the learner to maximise the 
benefits of learning through research, 
he needs a combination of 
commitment, discipline and 
reasoning capability. These elements 
are the most difficult exercises there 
are. They deprive the learner of his 
comfort and cages his mind and 
body in an environment of 
inconvenience. 

Co-ordinated thinking and 
disciplined planning is often wrapped 
in the aprons and gloves of hard 
work and burdened by the weight of 
gumboots and helmets of 
persistence. This, to be honest, is 
indeed true. It will be dishonest to 
overlook the weight of thinking and 
planning. But its weight is nothing 
compared to that of regret. One 
writer compared the pain of discipline 
and regret and noted that the pain of 
discipline weighed ounces while that 
of regret weighed tonnes. Nothing 
could be true.

Personal studies

In a classroom setup, the learners 
and the teacher are both directly 
involved in the process and often the 
teacher controls the process. In most 

cases, the teacher gives out the 
notes relating to the topic being 
covered. The learners are expected 
to revise the notes at their own time 
to remind themselves on the content 
taught by the teacher in the class. It 
is much easier for the learner to 
relate to the material and understand 
it when the learner was present 
during the lesion and practiced active 
listening.

During the lesson, the learner 
should have jotted down points 
spoken by the teacher off the cuff- 
points which are important but which 
may not appear in the notes.  The 
learner will then, during his private 
study time, recollect these points 
and make meaning out of them in 
relation to the topic being studied. 
This approach will do well to enhance 
his understanding. 

The learners should also open 
their minds and find a correlation 
between the topic they are studying 
and other topics on the subject to 
increase their understanding.

Like research, personal studies 
require an atmosphere that is free 
from any form of interference. Noise 
and disturbances destabilise the 
learners’ concentration and limits his 
thinking. 
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The learner will also find it easier to understand the material 
when he jots down points on an empty sheet of paper. This 
helps the learner to crystallise the content in the mind and 
save the points in the long term memory. A learner who studies 
without a pen and paper wastes a lot of time memorising points 
as opposed to understanding the content. It should be noted 
that time spent on cramming material is far much more than 
time spent on understanding it. This is a fact that is often 
misunderstood by the learners.

Conclusion

The subject of learning is complex than it is widely 
perceived. It is an art as well as a science that requires 
deliberate efforts to get the required benefits.  Both the learners 
and the teacher need to engage in specific activities that 
stimulate learning. They need to actively listen, participate fully 
and interact in a way that models an atmosphere full of 
enthusiasm and confidence. When this is done, the learner's 
mind can then acquire the necessary resources to synthesise 
the content which effectively pushes his learning forward.
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Nakuru Counseling & Training Institute
We offer the following courses:
•  Accounts - ATC levels I and II, CPA  Parts I, II and III
• Certificate in Information Technology -  KNEC Exam
• Diploma in ICT– Module 1 - KNEC Exam
• Cisco IT Essentials
• CCNA
• ICDL

• Certificate in Hairdressing 
• Diploma in Hairdressing & Beauty
• Tailoring and Dressmaking

Why train with us?

• Lowest fees in Nakuru County 
• Spacious classrooms in a serene environ-

ment & access to internet in all computer 
labs for all students free of charge

• Fully equipped library with no library fees
• Students can access business start-up 

loans from the Institute

Manager 
Nakuru Counseling & Training Institute
Centre of Hope, Near Shiners Girls
P O Box 1773- 20100 Nakuru 
Tel: 0722512129/0736433148/0202316941/2 or 0202313008
Email: info@ncti.ac.ke or manager@ncti.ac.ke

Contacts: Registered with Ministry of 
Higher Education, Science and 
Technology and Directorate of 

Industrial Training

Hostels are available at the Institute. Intakes are going on. Registration fee is Ksh.300

KASNEB
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A. Full accreditation (5 years)

1. Alphax College - Eldoret
2. Bartek Institute - Eldama Ravine 
3. Eldoret Polytechnic - Eldoret
4. Elgon View Commercial College (Eldoret Campus) - 

Eldoret
5. Fomic Business School - Buea, Cameroon
6. Institut Polytechnique de Byumba - Byumba, Rwanda
7. Kabete Technical Training Institute - Nairobi
8. Kaiboi Technical Training Institute - Eldoret
9. KCA University (Main Campus) - Nairobi
10. Kenya School of Credit Management - Nairobi
11. Kenya School of Government - Mombasa Campus
12. Kiambu Institute of Science and Technology - Kiambu
13. Kigali Institute of Management - Kigali, Rwanda
14. Kisumu Polytechnic - Kisumu
15. Maaron Business School, Douala - Cameroon
16. Moi Institute of Technology - Rongo 
17. Mombasa Technical Training Institute - Mombasa
18. Mount Kenya University - Nkubu Campus
19. Mwangaza College - Nakuru 
20. Nishkam Saint Puran Singh Institute - Kericho
21. Rware College of Accounts - Nyeri 
22. School of Finance and Banking - Kigali, Rwanda
23. Star College of Management Studies - Nairobi 
24. Strathmore University - Nairobi
25. University of Eastern Africa, Baraton - Kapsabet
26. Vision Institute of Professionals (Mombasa Campus) 

- Mombasa
27. Vision Institute of Professionals (Nairobi Campus) - 

Nairobi

B. Interim accreditation (1 year)

1. Aberdeen College of Accountancy - Eldoret 
2. Achievers College of Professionals Ltd. - Embu
3. Annex Computer College - Ongata Rongai
4. Arena Arts Multimedia College - Nairobi 
5. Ark School of Professionals - Nyeri
6. Bartek Institute - Kabarnet
7. Bomet College of Accountancy - Bomet
8. Bumbe Technical Training Institute - Busia
9. Central Business School - Githunguri 
10. Central Kenya School of Professionals - Nyeri
11. Comboni Polytechnic - Gilgil
12. Computer School of Administration - Nakuru
13. DIMA College - Nairobi
14. Dominion Training Institute - Bungoma
15. Eldoret Aviation Training Institute - Eldoret 
16. Eldoret Mwangaza Institute of Accountancy and 

Commercial Studies - Eldoret 
17. Elgon View Commercial College (Kisii Campus) - Kisii
18. Esmart College - Kikuyu
19. Excel Institute - Kitale
20. Friends College - Kaimosi
21. GTI Baringo - Kabarnet 
22. Holy Rosary College - Tala
23. Intraglobal Training Institute - Nairobi
24. Jodan College of Technology - Thika
25. Kenya College of Business Management -  Eldoret
26. Kikuyu Commercial College - Kikuyu
27. Kirinyaga University College - Kerugoya
28. Kisii College of Accountancy - Kisii

Introduction
KASNEB is mandated by the Accountants Act, No. 15 of 2008 to accredit training institutions in liaison with the Ministry of 
Higher Education, Science and Technology (MOHEST). In this connection, all institutions training or wishing to train for 
KASNEB courses are required to apply to KASNEB for accreditation.
Institutions undergo an indepth assessment on governance, trainers, physical and technological facilities and students 
welfare prior to accreditation.  
Institutions that are fully registered by MOHEST and comply with KASNEB accreditation  standards are granted full 
accreditation (for five years). Institutions that are fully/provisionally registered by MOHEST and partially meet the KASNEB 
accreditation standards are granted interim accreditation (for one year within which period they are expected to address 
any shortcomings). Institutions that are not registered by MOHEST or those that do not significantly meet the accreditation 
requirements are deferred to be reassessed within a period of six months or denied accreditation as the case may be.    
Below is a list of institutions that are either accredited, in the process of accreditation or denied accreditation. Students, 
trainers, parents/guardians/sponsors, employers and other stakeholders are hereby informed that KASNEB shall only 
maintain communication with training institutions that are either accredited or in the process of accreditation. All existing 
examination centres that are also tuition providers for KASNEB courses are being reviewed to only include accredited 
training institutions.

Updates
TRAINING INSTITUTIONS ACCREDITED OR IN THE PROCESS OF ASSESSMENT AS AT 30 SEPTEMBER 2012
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29. Limuru Institute of Information and Technology - 
Limuru

30. Makini College - Nairobi
31. Malindi College of Accountancy - Malindi
32. Malindi Institute of Business Studies - Malindi
33. Masai Technical Training Institute - Kajiado  
34. Mathenge Technical Training Institute - Othaya
35. MIS Centre - Nakuru 
36. Mombasa Polytechnic University College - Lamu 

Satellite Campus
37. Nairobi Institute of Business Studies - Nairobi
38. Nakuru Counseling and Training Institute - Nakuru 
39. Nyandarua Institute of Science and Technology - 

Nyahururu
40. Nyeri Technical Training Institute - Nyeri
41. NYS School of Catering - Gilgil
42. NYS Technical Training Institute - Naivasha 
43. Optic Computer College - Wanjohi
44. Palmax Accountancy and Computer College - Karatina
45. Path Institute of Technology & Entrepreneurship - 

Kitengela   
46. Peak Institute of Professionals - Kerugoya
47. Pinnacle Business School - Nairobi
48. Pinnacle College of Professional Studies - Nyeri
49. Pwani Institute of Professional Studies - Voi 
50. Regional Institute for Professionals and  Technologists 

- Mombasa 
51. Reward Institute of Professional Studies - Thika
52. Royal Business School - Nairobi
53. Royal College of Science and Technology - Ruiru
54. Rwika Technical Training Institute - Embu
55. Sacred Training Institute - Bungoma
56. Sacred Training Institute - Nairobi
57. Springs Academy - Kigali, Rwanda
58. St. Jude’s Technical College - Mumias
59. St. Paul’s University (Main Campus) - Limuru 
60. St. Paul’s University (Nairobi Campus) - Church 

House, Moi Avenue, Nairobi
61. Tala School of Management Studies - Tala
62. The Promise College of Business and Research - 

Eldoret
63. Thika College of Banking, Accountancy and Computer 

Studies - Thika
64. Thika Institute of Business Studies - Thika
65. Times Training Centre - Mombasa
66. Wang Point Technologies - Nairobi

C. Institution denied accreditation

Training for Juniors Consulting Association (TJCA) – 
Kigali, Rwanda (to reapply for accreditation)

D. Assessed institutions (awaiting accreditation 
decision)

1. Achievers School of Professionals - Nakuru
2. African Institute of Research and Development 

Studies - Kisumu
3. Bondo University College - Bondo
4. Bright Star Institute of Professionals - Nakuru
5. Century Park College - Machakos
6. Destiny College of Accountancy - Kericho
7. Eldoret Technical Training Institute - Eldoret
8. Embu College - Embu
9. Excel Institute of Professionals - Thika
10. Excellent Institute of Professionals - Kakamega
11. Faith Institute of Professional Studies - Murang’a 
12. Fortune Institute of Professional Studies - Murang’a 
13. Geocathy Institute of Latest Technologies - Murang’a
14. International Centre of Technology - Thika
15. International Professional Counsellors Centre - Thika
16. Jomo Kenyatta University of Agriculture and 

Technology - Main Campus, Juja
17. Jomo Kenyatta University of Agriculture and 

Technology - Nakuru Campus
18. Karatina Business College - Karatina
19. KCA University - Kisumu Campus
20. Kisii University College - Kisii
21. Laikipia University College - Nyahururu
22. Machakos University College - Machakos
23. Matili Technical Training Institute - Kimilili
24. Meru Technical Training Institute - Meru
25. Meru University College of Science and Technology - 

Meru
26. Millennium School of Business Studies - Kisumu
27. Mombasa Aviation Training Institute - Mombasa
28. Murang’a College of Technology - Murang’a
29. Murang’a Institute of Science and Management - 

Murang’a
30. Nanyuki Institute of Communication and Advanced 

Technology (NICAT) - Nanyuki
31. Nkabune Technical Training Institute - Meru
32. Nyambene School of Professional Studies - Maua
33. NYS Technical Training College - Mombasa
34. Ol’lessos Technical Training Institute - Lessos
35. Orbit School of Management Studies - Nairobi
36. PCEA Molo College of Professional Studies - Molo
37. Rift Valley Technical Training Institute - Eldoret
38. Sang’alo Institute of Science and Technology - 

Bungoma
39. Serein Education Centre - Nakuru
40. Shamberere Technical Training Institute - Kakamega
41. Sigalagala Technical Training Institute - Kakamega  
42. St. Anne’s Catholic Institute - Nyahururu
43. St. Mary’s Secretarial College - Isiolo
44. Thika Technical Training Institute - Thika 
45. Wote Technical Training Institute - Wote
46. YMCA - Meru
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E.  Reassessed institutions (awaiting feedback on     
accreditation)

1. Hi-Tec Institute of Professional Studies - Mombasa
2. Kericho County College of Accountancy - Kericho 
3. Lake Training College - Naivasha
4. St. Anne’s College (Kisii Branch) - Kisii
5. St. Joseph’s Vocational Training Centre - Mlolongo

F.    Institutions awaiting assessment (to be undertaken  
before 30 April 2013)

1. Africa College of Aviation and Management - Nairobi
2. Africa Institute of Experiential Education - Nairobi
3. AIC Naivasha Technical Training Institute - Naivasha
4. Apogee Institute of Professionals - Kitengela
5. Belmont International College - Ongata Rongai
6. Bungoma College of Technology - Bungoma
7. Cambridge College of Professional Studies - Nairobi
8. Centre for Accountancy and Business Management  

- Nairobi
9. Coast School of Accountancy - Mutomo
10. Cornerstone Training Institute - Nairobi
11. Diani Commercial College - Ukunda
12. Dynamic College of Professional Studies - Ongata 

Rongai
13. Eagle College of Management and Business Studies 

- Nairobi
14. East Africa Institute of Certified Studies - Nairobi
15. East Africa School of Management - Nairobi
16. East African Chartered Institute - Myanga Campus, 

Bungoma
17. Eldoret AIC Training College - Eldoret
18. E-smart College - Kisii
19. Frontier Institute of Professional & Management - 

Garissa
20. Global Institute of Management and Commerce - 

Nairobi  
21. Graffins College - Nairobi
22. Gusii Institute of Technology - Kisii
23. Hekima Education Centre - Ngong
24. Hightech College of Accountancy - Kisii   
25. Institute of Business and Professional Studies - 

Kasarani, Nairobi
26. Jogoo Commercial College - Nakuru
27. Kenya College of Commerce and Hospitality - Nairobi
28. Kenya Institute of Media and Technology - Nairobi
29. Kenya Institute of Professional Studies - Afya Centre, 

Nairobi 
30. Kenya Power Training School - Nairobi
31. Kife School of Business Studies - Nairobi
32. Kilifi Institute of Business Studies - Kilifi
33. Kimathi University College - Nyeri 
34. Kisumu Institute of Banking and Management Training 

Co. Ltd. - Kisumu 
35. Kitale College of Catering and Hotel Management - 

Kitale 

36. Kitale Technical Training Institute - Kitale
37. Kitui Institute of Professionals - Kitui
38. Laikipia University College - Naivasha
39. Michuki Technical Training Institute - Kangema
40. Nairobi Aviation College - Nairobi
41. Nairobi Institute of Business Studies - Ruiru Campus
42. Nairobi Institute of Technology - Westlands 
43. NEP Technical Institute - Garissa
44. Nehema Institute of Science and Technology - Eldoret
45. Nyeri South Institute of Professional Studies - Othaya
46. NYS Vocational Training Institute - Nairobi
47. PC Kinyanjui Technical Training Institute - Nairobi
48. Premese Africa Development Institute - Nairobi
49. Pwani Training Institute - Kilifi
50. Ramogi Institute of Advanced Technology - Kisumu
51. Rhythms Music and Computer College - Nairobi
52. Riccati Business College of East Africa - Nairobi
53. Riruta Business College - Nairobi
54. Royalnet Training Institute - Kitale
55. Shalom Business School - Maralal
56. Shepherds Foundation Education Research Centre - 

Nairobi
57. South Eastern University College - Kitui
58. Stanbridge College - Voi
59. Starehe Boys Centre - Nairobi 
60. Summit Institute of Professionals - Nairobi
61. Taji Institute - Ongata Rongai
62. The East African University - Kitengela
63. The Institute of Community Development - Nairobi 
64. Tracom College - Nakuru
65. Wang Point Technologies - Kahawa West
66. Western Institute of Professionals - Luanda
67. YWCA - Meru
68. Yolifa Institute of Business Studies - Homabay 
69. Zetech College, Pioneer Campus - Nairobi

G. Institutions awaiting reassessment (to be 
completed by 30 April 2013)

1. Bilingual Institute of Professional Studies - Douala, 
Cameroon 

2. Institut Professionnel de Certification - Douala, 
Cameroon

3. Kagumo-Ngandu Commercial College - Karatina
4. Malindi Education and Development Association 

(MEDA) Business College - Malindi 
5. Shanzu Teachers Training College - Mombasa
6. South Western Teachers College - Kericho
7. Woodvale Institute of Professional Studies - Kisumu

All KASNEB students, trainers, parents, guardians, 
sponsors and the general public are hereby notified 
that any institution that is not listed above and is 
training for KASNEB courses is doing so in 
contravention of the Accountant Act, No. 15 of 2008 
and shall no longer be recognised by KASNEB.    

Updates



Part of the college's compound

The library

The Principal, Brother Brendon Joleg

The colleges reception
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College profile

EDITORS NOTE

Beginning with this edition of the KASNEB Newsline, we shall be running 
a feature on fully accredited institutions. The first institution to be featured 
in this column is Mwangaza College, Nakuru. The profile below is provided 
by the Principal, Brother Brendon Joleg.

Mwangaza College Profile
 (Fully accredited by KASNEB No. KAS/F/011)

Mwangaza College as we know it today started in 1993. It consists of 
seven different departments namely; Accounts, Catering, Fashion and 
Design, Hair Design, Information Technology, Secretarial and Tailoring.  
The Accounts Department is the largest in student population and most 
successful in academic achievements of all the seven departments.  There 
are approximately five hundred and thirty students enrolled at the College 
each semester, all day students, with the Accounts Department registering 
over half of the total enrollment.  Mwangaza College has adequate and 
spacious lecture rooms and is located in a very quiet area of Nakuru Town.

The College is run by the Catholic Diocese of Nakuru offering entrance 
to all students without regard to religious beliefs.  It provides the students 
with a Christian and disciplined environment conducive for studies. An 
Advisory Board runs the College and the Principal serves as the Chief 
Executive Officer.  

The Administrative Structure is made up of the Principal, who is the 
Chief Executive Officer, the Deputy Principal for Academic Affairs, the 
Dean of Students for student welfare, an Accountant who also serves as 
Business Manager, two Administrative Assistants, a Chief librarian and his 
assistant. There are also lecturers who serve as Heads of each Department 
in the College and who consult with the Deputy Principal. There is also a 
Council of Students and elected Class Representative from each Class 
who assist the Deputy Principal in recommendations regarding academic 
affairs and the Dean of Students in Student welfare activities.

The  College is registered by the Ministry of Higher Education Science 
and Technology. The college has also been granted Full Accreditation by 
KASNEB. The Accounts Department offers training for ATC Levels I and II  
and CPA Parts I, II  and III. The  Accounts students are also requied to take 

FOCUS ON FULLY ACCREDITED TRAINING INSTITUTIONS

a unit in Ethics along with all of the units required by KASNEB.  A special up-grading course in Information Technology is 
also offered to the Accounts students by the Information Technology Department.

Mwangaza College is known for the excellent quality of its well accredited lecturers and for their timely preparations and 
offering of lectures. The College Library is well stocked with accounting texts including those recommended by KASNEB. 

Mwangaza College instills in its students a sense of responsibility by prescribing a decent dress code among other 
ways. We also offer access to the latest technology in electronic media to keep our students abreast with the global 
business world. We are proud to have produced a number of student prize winners in KASNEB examinations. For students 
in the field of accountancy and business, Mwangaza is the college where to be.

MWANGAZA COLLEGE 
CATHOLIC DIOCESE OF NAKURU - FULFIL WELL YOUR DUTIES

Lunga-Lunga Road off Kanu Street P.O. Box 4021  Nakuru – 20100 KENYA
Tel 051-2210305 Fax 051-2213275 Email: mwangaza@wananchi.com







Mr. Evans Mulera (back row left), the Chief Executive 
of the Institute of Certified Public Accountants of 

Rwanda (ICPAR) led a delegation from ICPAR that 
visited KASNEB  on Wednesday, 19 September 2012. 
They were received by Mr. Nduatih (back row centre), 
the Secretary and Chief Executive of KASNEB. Also 
in the picture are some members of staff of KASNEB

The Secretary and Chief Executive of KASNEB Mr. Pius 
M. Nduatih (centre in red tie) poses for a photo with 
principals and other representatives of interim accredited 
institutions after the presentation of accreditation 
certificates to the institutions on Friday, 27 July 2012. 
Also in the picture are some members of staff of 
KASNEB

KASNEB participated in 
the East African Education 
Expo and Conference  
Trade Fair organised by 
the East African Education 
and Conference Limited in 
conjunction with the East 
African Education 
Directory  held at Taso 
Nane Nane Showground, 
Arusha, Tanzania from 
Sunday, 8 July 2012 to 
Saturday, 14 July 2012. 
Representatives of 
KASNEB and other 
organisations pose for a 
photo
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KASNEB students recruitment days organised by the Accounting 
Students Association (ASA), Kenyatta University from Wednesday, 
26 September 2012 to Friday, 28 September 2012

Honorable Wycliffe Ambetsa Oparanya, Minister of State for Planning, 
National Development and Vision 2030 visits the KASNEB stand after 
opening the first Kenya National Careers and Mentorship Conference 
and Expo 2012 held at KICC, Nairobi from Wednesday, 15 August 2012 
to Friday, 17 August 2012

Guests eager to learn about KASNEB during the Kisii Trade Fair held at Kisii Showground from 
Thursday, 12 July 2012 to Sunday, 15 July 2012

The ever busy KASNEB stand during the Mombasa International 
Trade Fair held at Jomo Kenyatta Showground from Wednesday, 

29 August 2012 to Sunday, 2 September 2012
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The celebrations peaked during a ceremony at Hotel Beau Rivage, Douala, Cameroon. 
Below are snapshots of some moments and activities of the week.

Cameroon Association of KASNEB Students (CAKS) 
organised celebrations for KASNEB's 43rd Anniversary 

Mr. Nicanor leads other CAKS members in presenting foodstuff to Maison de Maman Compassion 
Children's Home. The foodstuff was donated by KASNEB

The CAKS President, Mr. Nicanor Paulin, 
invites guests to the sumptuous lunch

Satisfied guests pose next to a KASNEB banner

CAKS officials at Equinox Radio (left) and TV (right) publicising the KASNEB Week

Benjaminic Fotsing, Director - Bilingual 
Institute of Professional Studies, cuts 

the KASNEB Birthday Cake
Dr. Feugueug delivers the speech from Mr. Nduatih, 

Secretary and Chief Executive of KASNEB 

Guests on the high table, including Madam Djouyep Emiliene, Finance 
Manager - Promodis Afrique SARL, Dr. Michel A. Feugueng, Managing 

Director, Maaron Business School and Dr. Michael Fossung, Director - Fomic 
Busines School

Dr. Fossung addresses 
the guests
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TECHNICIAN 
EXAMINATIONS

ACCOUNTING TECHNICIANS 
CERTIFICATE (ATC)
EXAMINATION

ATC LEVEL II 

FINANCIAL ACCOUNTING

Examiners noted that candidates 
experienced difficulties in question 
numbers 2 and 5, as follows:

Question No. 2
In Part (a) of the question, candidates 
were required to identify three 
common barriers to successful 
adoption of ethical standards in 
business practice.  Candidates were 
expected to cite the following 
barriers, among others:

• Problem of coming up with a 
clear definition of ethics
There is no globally accepted 
definition of ethical standards. 
Various professions define 
ethics from different 
perspectives.

• Varying cultures
Cultural differences and the 
resultant need to operate within 
different ethical frameworks 
have undermined the idea that 
ethical guidance can be 
interpreted in absolute terms.

• Ethical versus commercial interests
Some organisations have considered for example the issue of “being seen 
to be ethical”, as a good business move.  However, this viewpoint is 
pragmatic rather than idealistic, being ethical is seen as a means towards 
the end of gaining a better reputation and hence increasing sales.

• Lack of protection mechanisms for whistle blowers discourages 
reporting of unethical practices
In most regimes, there are no organised structures for protecting whistle   
blowers.
 

Part (b) of the question provided candidates with information relating to a 
partnership. The question required candidates to use the information given to 
prepare an income statement, partners current accounts and capital accounts.

The following is on outline of the answer expected by the examiners:

(i) Ababu, Babu and Chango

The following are extracts from examiners’ comments and remarks regarding how candidates performed in certain 
questions of particular papers in the various examinations of KASNEB during the May/June 2012 sitting. Emphasis has 
been placed on the examination papers in which candidates did not perform well. Where applicable, guidelines have been 
given on how candidates were expected to approach the particular questions.

Income statement for the year ended 30 April 2012
1 May 2011 to

31 January 2012
1 February 2012 to 

30 April 2012
Sh. Sh.

Gross profit 3,471,000 1,157,000
Less: Depreciation

Furniture 36,562.5 12,187.5
Motor vehicles 252,135 100,295
Plant and Machinery 170,625 56,875

Insurance 73,125 24,375
Rent 200,850 66,950
Bad debts written off 32,500 -
Provision for doubtful debts - 26,000
Postage and telephone 207,187.5 69,062.5
Salaries and wages 1,322,612 383,638
Printing and stationery 60,450 20,150
Commission paid 243,750 81,250
Total expenses 2,599,797 840,783
Net profit 871,203 316,217

Share of profit -  Ababu 348,481.20 101,188.4
Share of profit -  Babu 522,721.80 151,784.2
Share of profit  - Chango - 63,244.4

871,203 316,217.0

FEEDBACK 
ON THE MAY/JUNE 2012 EXAMINATIONS
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(ii) Partners current accounts
Ababu Babu Chango Ababu Babu Chango

Sh. Sh. Sh. Sh. Sh. Sh.
Balance b/d 130,000 - - Balance b/d - 104,000 -
Drawings 585,000 520,000  - Profit share 449,670 674,506 63,244
Balance c/d - 258,506 63,244 Balance c/d 265,330 - -

715,000 778,506 63,244 715,000 778,506 63,244

(iii) Partners capital accounts
Ababu Babu Chango Ababu Babu Chango

Sh. Sh. Sh. Sh. Sh. Sh.
Goodwill 208,000 312,000 130,000 Balance b/d 4,225,000 2,600,000  -

Goodwill 260,000 390,000 -
Cash - - 585,000

Balance c/d 4,277,000 2,678,000 780,000 Motor vehicle - - 325,000
4,485,000 2,990,000 910,000 4,485,000 2,990,000 910,000

are opened relating to various 
expenditure heads and source 
of revenue.  The vote number is 
like a folio under commercial 
accounting.

(ii) Trust funds:  Are those funds 
where the government receives 
money in the capacity of a 
trustee.  They are also referred 
to as agency funds or fiduciary 
funds such as NSSF and NHIF.

(iii) Capital project funds:  These 
provide resources for the 
completion of specific capital 
projects.  The main source of 
financing include proceeds from 
treasury bonds, grants and 
transfers from other ministries 
and funds.

Part (c)  of the question required 
candidates to utilise the information 
provided relating to estimates and 
expenditure details of a ministry to 
prepare an appropriation account.

The following is a summary of what 
was expected from candidates.

Question No. 5
In Part (a) of the question, candidates 
were required to outline five 
components of a computerised 
system.  Candidates were expected 
to mention at least the following 
components:

• Hardware:  This includes the 
central processing unit (CPU) 
and all its supporting equipment 
like input and output devices, 
storage devices and 
communication devices.

• Software:  This refers to 
computer programs and the 
manuals if any, that support the 
programs.  Computer programs 
are machine - readable 
instructions that direct the 
circuitry within the hardware to 
enable it retrieve useful 
information from the data.

• Data: Data are facts that are 
used by programs to produce 
useful information.

• Procedures:  These are policies 
that govern the operations of a 
computer system.

• People:  Every computer based 
information system needs 
people if it is to be useful.  This 
component influences the 
successes or failures of 
information system.

Part (b)  required candidates to 
explain some terms as used in the 
context of public sector accounting. 
Examiners expected the following 
explanations under each term:

(i) Vote book: Is an equivalent of a 
ledger in the commercial sector.  
In this book, various accounts 
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Appropriation account
Original

Estimate
Actual

Expenditure
Amount

Underspent
Amount

Overspent
Code Details Sh."million" Sh."million" Sh."million" Sh."million"

010 Personal emoluments 316.8 324 - 7.2
050 House allowance 54 46.8 7.2 -
080 Passages and leave 18 16.2 1.8 -
115 Travelling expenses 72 82.8 - 10.8
140 Electricity and water 21.6 23.4 - 1.8
221 Purchase of equipment 180 144 36 -

Gross appropriation 662.4 637.2 45 19.8

Appropriation in aid (54) (43.2)
Net appropriation 608.4 594.0

Amount to surrender to exchequer
Sh."million"

Surplus of estimate over actual expenditure (45 - 19.8) 25.2
Less deficiency in appropriation-in-aid (54 - 43.2) (10.8)
Amount to surrender to exchequer 14.4

PATH Institute of Technology and Entrepreneurship

PATH INSTITUTE OF TECHNOLOGY AND ENTREPRENEURSHIP
KITENGELA COURSES OFFERED:

Hostels available at reasonable rates

KASNEB

Accounting Technicians Certificate (ATC) Levels I and II 
Certified Public Accountants (CPA)  Parts I - III 
Information Communication Technology Technicians (ICTT) 
Certified Information Communication Technologists (CICT)

KNEC/ABE/ICM 

Certificate/ Diploma in Business Management
Certificate/ Diploma in Sales and Marketing
Certificate/ Diploma in Purchasing and Supplies Management

PITE 

• Certificate in MS Office, 
• Certificate in Data Analysis, 
• Certificate in Computerised Accounting, 
• Certificate in Web Design, 
• Certificate in Computer Programming, 
• Entrepreneurship short courses and seminars
• Production skills in soap-making, cosmetics, exercise books, paints 

and dyes, animal feeds, cakes, juices, yoghurt e.t.c

INTERNATIONAL COMPUTER DRIVING LICENCE (ICDL)
ICDL registration every Monday

KASNEB
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CREDIT MANAGEMENT TECHNICIANS (CMT)
EXAMINATION

CMT  LEVEL I 

BUSINESS MATHEMATICS
Some candidates experienced challenges in answering 
question nos. 2 and 4.

Question No. 2
In Part (a)(i) of the question, candidates were required to 
calculate a geometric mean using the data provided for 
years 2006 to 2010. In Part (a)(ii) candidates were required 
to use the geometric mean to compute the student 
population at the end of a given year.

Given below is an outline of the answer expected by the 
examiners.

(a)(i)  5 √ 0.06 x 0.5 x 0.12 x 0.16 x 0.18
    = 0.1596
    = 15.96%
    (ii) Student population in year 2010
               = 6,000 (1.1596)5  =  12,580 
        
Part (b) of the question required candidates to use same 
data provided to calculate the values of x and y, the 
standard deviation and the variability in distance travelled, 
time spent and petrol consumed by each salesman in 
each day.

 105x  +  135 y  =  5830 – 4015
 105x  + 135y    =  1815 -------(second equation)

Solving the two equations:
      105 (15-y)  + 135y  = 1815
    1575 – 105y + 135y  = 1815
   30y  =  240
                                               y  = 8
       x  = 15 – 8
       x  =  7
(ii) Standard deviation:
      

Distance x (f) Time 
taken

Petrol 
con-

sump-
tion

Distance
ẋ=116.6
(x-ẋ)2f

Time
ẋ=154.60

(x-ẋ)2f

Consumption
ẋ=8.4
(ẋ-x)2f

81 – 89 85 2 80 6 1,997.12 11,130.32 11.52

90 - 100 95 6 125 7 2,799.36 5,256.96 11.76

101 -109 105 x=7 140 7 941.92 1,492.12 13.72

110 -120 115 18 150 8 46.08 380.88 2.88

121- 129 125 5 160 9 352.80 145.80 1.80

130 - 140 135 y=8 180 10  2,708.48 5,161.28 20.48

141 - 149 145 4 225 12 3,226.24 19,824.64 51.84

∑f=50 ∑=12,072 ∑=43,392  ∑=114

 
Standard deviation    =      ∑ (x – ẋ) 2 f   
         ∑f
 
Distance  =     12,072    = 15.538
            50

Time  =     43,392   = 29.459
           50

Consumption =     114        = 1.510   
          50

(iii)  Variability:  To measure variability, we calculate the 
coefficient of variation given by:
   
  Standard deviation  x 100
   Mean
 Distance  =     15.538  x 100  =  13.30%
               116.60

 Time  =     29.459  x 100  =  19.05%
   154.60

 Fuel consumption  =  1.510  x  100     =   17.98%
                                                     8.40

(i) Values of x and y
Distance (Km) Mid point(x)     Frequency                 Fx
81   -  89  85  2  170
90   - 100 95  6  570
101 - 109 105  x  105 x
110 - 120 115  18  2070
121 - 129 125  5  625
130 - 140 135  y  135y
141 - 149 145  4  580
       ∑f=x + y+35     ∑fx =4015+105x+135y
  
  x + y + 35 = 50
          x + y = 15-------(first equation)

 4015 + 105x + 135y  =  116.60
  50

√
√

√

√
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Question No. 4
Part (a) of the question required candidates to use some 
information provided to formulate total revenue, cost and 
profit functions, and to calculate the break even point in 
units.

(a) (i)  Revenue function
              R = a +b1q + b2q

2

                      1536 = a + 4b1 + 16b2 ----- .(i)
                      2944 = a + 8b1 + 64b2-----  (ii)
                      4224 = a + 12b1 + 144b2----(iii)
                     1408  =  4b1  +  48b2

                     1280  =  4b1  +  80b2

           128 = -  32b2

               b2  =  -  4
               b1  =  400
                a  =  0
 Revenue function, R  =  400q  -  4q2

 Total cost = C = a+b1q + b2q2    

               76 16 = a + 4b1 + 16b2 
                7264 = a  + 8b1 = 64b2 
                6944 = a  + 12b1 + 144b2 

  Therefore  -352 = 4b1 + 48b2

 (iii) - (ii)   - 320  =    4b1   =  80b2

     32          32b2

   b2 = 1
   b1 = - 100
   a = 8000
 Total cost function  = C = 8000 – 100 q + q2

 Profit, II = R – C = 400q - 4q2 – 8000 + 100 q – q2

 Profit  II  = 500q – 5q2 – 8000

   (ii)   At break even point, II = 500q = 5q2 – 8000 = 0 
 q = - 500 +     √5002  -  4(- 5) ( 8000)
         2 (-5)

   q  = - 500 +  300
    -10
                            q = 20 units or q = 80 units

Part (b) of the question required candidates to explain the 
following terms as used in matrices:

(i) Scala matrix  -  is a diagonal matrix whose primary 
diagonal elements are the same.

(ii) Diagonal matrix  -  is a square matrix whose every 
element is zero except at least one element in the 
leading diagonal.

Part (c)  of the question required candidates to use their 
knowledge in matrices to solve the given question.

The following approach was expected.

Let a bag of sugar be x and a bag of rice be y.

          200x  +  300y  = 850,000
            90x  +  120y  = 360,000

Simplifying:  2x + 3y = 8,500
         3x  + 4y = 12,000

Coefficient matrix  2    3  equals Q
   3    4

Inverse: Q-1=      4    - 3     Determinent  Q  = 8 – 9  =  -1
             - 3    2

:      - 1   4   - 3         2   3   x           = -1      4  - 3   
  8,500   -3    2         3   4   y           -3   2  

12,000   1   0  x          =  -1     - 2,000
 0   1  y           - 1,500 
            
:   x          =  2,000
   y          =  1,500

 Cost of a bag of sugar  =   Sh. 2,000
 Cost of a bag of rice     =   Sh. 1,500

{

{ {

{ { 

{

{

{

{

{ {

{ {

{

{

{
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PROFESSIONAL EXAMINATIONS

CERTIFIED PUBLIC ACCOUNTANTS (CPA)
EXAMINATION

PART II : SECTION 3

FINANCIAL REPORTING
Examiners noted that candidates experienced difficulties 
in question nos. 1 and 2.

Question No. 1
The question required candidates to use the information 
given to prepare a statement of comprehensive income 
and a statement of financial position relating to a 
partnership business.

Candidates were expected to prepare the following 
workings to assist them in answering the question.

(i) Expenses
Cost of sales Distribution Administrative

Sh. `000’ Sh. `000’ Sh. `000’
As per trial balance 225,000 21,000  78,000
Opening inventory 54,600
Closing inventory (66,000)
Legal provision (reversed)
Depreciation
Building ((1/50x54000) 864 108 108
Plant and equipment

(1/4x(81,000-18,000)            12,600 1,575 1,575
Leased asset (1/5 x 93,000) 18,600
Leased asset (1/5 x 93,000)        720 90         90

246,384   22,773   79,773

(ii) Income tax expense
Sh. `000’

Estimate for current year 4,500
Deferred tax 7,200

11,700
          

Current liabilities = 24,000 – 7,389 =16,611
Long term liabilities: 77,933 – 16,611 = 61,322

(iii) Finance cost 
Sh. `000’

Interest on loans 9,000
Enhance leases 
(1st six months 5% x 93,000)

4,650

(2nd six months 5% x 85,650) 4,283
17,933
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(iv) Goodwill
Michael Staller Total

Sh. `000’ Sh. `000’ Sh. `000’
Capital accounts 80,000 60,000 140,000
Drawings brought forward (14,000) (6,000) (20,000)
Current account 8,000 2,000 10,000
Net profit brought forward 10,000 10,000 20,000

84,000 66,000 150,000

Shares capital issued 
(16,0000 x Sh. 10 each)

160,000

Goodwill 10,000

Question No. 2
Part (a)  (i) of the question required candidates to describe 
the term “significant influence” in the context of IAS 28. 
Where an investor holds directly or indirectly, 20% or more 
of the voting power of the Trustee, it is presumed to have 
significant influences, unless it can be clearly demonstrate 
otherwise. The existence of significant influence is usually 
evidenced in one or more of the following ways:

• Representation on the board of Directors.
• Participation in policy-making process, including 

participation in decision about dividends.
• Material transactions between the investor and 

investee.
• Interchange of managerial personnel.
• Provision of essential technical information.

Part (a) (ii) of the question required candidates to explain 
four circumstances under which an investor is exempted 
from use of the equity method.

The equity method may be precluded when:
• The investment is classified as held for sale.
• The parent company is exempted from use of the 

equity method.
• The investment is a wholly owned subsidiary, or it is a 

partially owned subsidiary of another entity whose 
owners do not object to the investor not applying the 
equity method and the following also apply:
- The investor's debt equity instruments are not 

traded in a public market.
- The investor did not file, nor is it in the process of 

filling its financial statements with the stock 

exchange for purposes of 
issuing instruments in a public 
market.

- The intermediate or ultimate 
parent of the investor produces 
consolidated financial 
statements that are available for 
public use and comply with 
IFRS.

Part (b) of the question required 
candidates to prepare a group statement 
of financial position from a given 
information.

Candidates were expected to compute some of the items 
as follows:

(i) Goodwill in star Ltd 

Sh.̀ 000’ Sh.̀ 000’
Fair value consideration – 
Panther Ltd

6,800

Non controlling interest 1,280
8,080

Net assets 1,500
Pre-acquisition net profits 3,500
Fair value adjustments 1,000 (6,000)
Goodwill 2,080
Less: Impairment of goodwill (200)

1,880

(ii) Retained profits 
         

Sh.̀ 000’
Panther Ltd. 18,500
Less: Unrealised profit (closing inventory) (500)
Exchange loss (100)
Impaired goodwill:  Star Ltd. (160)
                                Able Ltd. (100)
Profit and loss shares in Star Ltd. 80% 
(4,000-3,000-500-100)

320

Profit and loss shares in Able Ltd. 40% 
(10,000-4,000-3,000),

1,200

19,160
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FINANCIAL ACCOUNTING
(CPS/CICT/CSIA/CCP)
Examiners noted that candidates experienced difficulties 
in question nos. 3 and 5.

Question No. 3
Part (a) required candidates to explain the following types 
of errors:

• Error of principle - This is where a transaction 
occurs and is recorded in a wrong class of account 
hence violating the matching concept. For example, a 
revenue expenditure recorded as a capital expenditure 
or vice-versa such as motor vehicle expenses 
recorded in the motor vehicle account.

• Compensating error - This is where two or more 
unrelated errors are committed in different occasions 
but the trial balance ends up in agreement.

• Error of commission - This is where a transaction 
occurs and is recorded in the correct class of accounts 
but in the wrong individual ledger account for example 
a credit sale is recorded in the wrong personal 
account.

Part (b) required candidates to utilise information given on 
issues and forfeiture of shares, to prepare relevant ledger 
entries.

Candidates were expected to prepare some of the ledger 
accounts as follows:

Share premium account
Sh.`000’ Sh.`000’

Balance c/d 12,180 Application and 
allotment

12,000

Forfeited shares 
re-issued

180

12,180 12,180

Forfeited shares account
Sh.`000’ Sh.`000’

Calls in arrears 90 Ordinary 
share capital

300

Forfeited 
shares re-
issued                                 

210

300 300

Forfeited shares re-issued account
Sh.`000’ Sh.`000’

Ordinary share capital 300 Forfeited shares 210
Share premium 180 Bank 270

480 480

Question No. 5
Part (a) required candidates to identify five main reasons for 
business combinations in the context of group accounting. 
Expected answers included to:

• Eliminate unhealthy competition or consolidate the market.
• Diversify the activities of the business and spread the risk.
• Invest excess cash.
• Build a more financially stable entity.
• Build a business empire.

Part (b) of the question required candidates to prepare a group 
consolidated statement of financial position from some given 
information.

Candidates were expected to compute some of the items as 
follows:

Goodwill calculation Sh. "million" Sh: "million"
Fair value of consideration given 1,420
Fair value of interest acquired:
Ordinary shares (75% x 980) 735
Share premium (75% x 20) 15
Revaluation reserve   (75% x 30) 22.5
Retained earnings (75% x 190) 142.5 (915)
Goodwill 505

Goodwill Impairment 50.5
Non controlling interest (NCI)                                                      
After acquisition (25% x 1220) 305
After acquisition  [5% x (300-190)] 27.5
                                                              332.5
Retained Earnings
HD Ltd. 1,810
SB Ltd. after acquisition [(75% x 
(300-190)}

82.5

Unrealised profit (5)
Goodwill impairment                                           (50.5)

1,837
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CERTIFIED INFORMATION COMMUNICATION 
TECHNOLOGISTS (CICT) EXAMINATION

PART I: SECTION 2 

OPERATING SYSTEMS (PRACTICAL)
Examiners noted that candidates experienced difficulties 
in question nos. 3 and 5.

Question No. 3
Part (a) of the question required candidates to set the 
computer to automatically complete typed entries for web 
forms, user names and passwords.
The steps to be followed were:

• Load a browser
• On the Tools menu select internet options
• Select content tab
• On the Auto Complete section, click Setting button
• Capture the screen shot by pressing Print Screen 

key, paste and save it in a word processor

Part (b) (i)  of the question required candidates to access 
the device manager tool and display the following resources 
by connection:

• Direct memory access (DMA)
• Input/output (IO)
• Internet request (IRQ)
• Memory
The access to the device manager was using the command 
prompt devmgmt.msc

Part (b) (ii)  required candidates to check for any conflicts 
under the direct memory access (DMA).
The steps to be followed were:

• Click the start button and select All Programs
• Click on accessories then System Tools
• Click on System Information option
• Capture the screen shot by pressing Print Screen 

key, paste and save it in a word processor.

Part (b)  (iii)  required candidates to check for any resource 
conflicts under the DMA controller.
The steps to be followed were:
• On the control panel window, open device manager

• Select a resource of your choice for instance IDE AT/
ATAPI controllers

• Right click on an option such as Standard AHCI 1.0 
Serial ATA controller and select properties option

• Capture the screen shot by pressing Print Screen 
key, paste and save it in a word processor.

Part (c) (i) required candidates to configure the computer to 
display problem devices.
The steps to be followed were:

• On the Start menu select Run option
• Type the command msinfo32 then click Ok
• Expand components, and then double Click Problem 

Devices
• Capture the screen shot by pressing Print Screen 

key, paste and save it in a word processor.

Part (c) (ii) required candidates to configure the computer 
to display object linking and embedding (OLE) registration.

The steps to be followed were:

• On the Start menu select Run option
• Type the command msinfo32 then click Ok
• Expand software environment and then Click OLE 

Registration
• Capture the screen shot by pressing Print Screen 

key, paste and save it in a word processor.

Part (c) (iii) required candidates to configure the computer 
windows error reporting.
The steps to be followed were:

• On the Start menu select All programs then 
Accessories option

• Click on System tools
• Select System Information
• Expand Software Environment option then click on 

Windows Error Reporting
• Capture the screen shot by pressing Print Screen key, 

paste and save it in a word processor.

Question No. 5
Part (a) (i)  of the question required candidates to display 
all files in the local drive with a "txt" extension.
The steps to be followed were:
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• On the start menu select Run option
• Type cmd and click Ok
• Type the following on the prompt dir c:\*.txt/w/o/s/p
• Capture the screen shot by pressing Print Screen key, 

paste and save it in a word processor.

Part (a) (ii) of the question required candidates to create a 
folder named “Text Files” and copy at least three text files 
in (a) (i) above to this folder.
The steps to be followed were:

• Right click on an empty part of the desktop and select 
new

• Click on the folder option
• Type the name of the folder as Text Files
• Press enter key and open the folder by double 

clicking on it
• Open the local drive, select three text files of your 

choice by pressing control key and clicking on each
• Open Text Files folder
• Right click on an empty area and click on paste 

command
• Capture the screen shot by pressing Print Screen key, 

open a word processor and click paste command.

Part (b) (i) of the question required candidates to display 
the total virtual memory size of the local computer.
The steps to be followed were:

• Right click on an empty area of the taskbar and 
select Start task manager option

• Select performance tab
• Capture the screen shot by pressing Print Screen 

key, open a word processor and click paste command.

Part (b) (ii) of the question required candidates to display 
the general network adapter properties.
The steps to be followed were:

• On the control panel select device manager
• Expand Network adapter option
• Right click on network adapter option
• Capture the screen shot by pressing Print Screen 

key, open a word processor and click paste command.

Part (b) (iii) of the question required candidates to display 
the details of security devices.
The steps to be followed were:

• On the start menu select control panel
• Open Security Centre
• Capture the screen shot by pressing Print Screen 

key, open a word processor and click paste command.

Part (c) (i) of the question required candidates to customise 
the computer start menu to show Internet Explorer.
The steps to be followed were:

• On the local drive open program files
• Open Internet Explorer folder
• Right click on explore file select Pin to Start Menu 

option
• Open the start menu and capture the screen shot by 

pressing Print Screen key open a word processor 
and click paste command.

Part (c) (ii) of the question required candidates to 
customised the computer start menu to show Notepad.
The steps to be followed were:

• On the local drive open Windows folder
• Right click on note pad and select Pin to Start Menu
• Open the start menu and capture the screen shot by 

pressing Print Screen key
• Open a word processor and click paste command.

Part (d) of the question required candidates to clear the list 
of the computer’s most recently opened documents from 
the Recent Items “folder”.
The steps to be followed were:

• Right click on an empty area of task bar and select 
Properties option

• Click on Start menu option
• Customise the Privacy area
• Display the start menu and capture the screen shot 

by pressing Print Screen key 
• Open a word processor and click paste command.
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CERTIFIED CREDIT 
PROFESSIONALS (CCP) 
EXAMINATION

PART III: SECTION 5

Law governing credit practice
Examiners noted that candidates had difficulties in 
responding to question nos. 1 and 3.

Question No. 1

Part (a) of the question required candidates to describe 
three principal modes by which a security might be 
perfected. These modes can be summarised as follows:

Possession - Some security interests can be perfected 
only by the actual possession of the asset.  In certain 
cases, the possession does not need to be actual, but 
may be constructive possession.
Registration or filing -  Certain securities may be 
perfected by some kind of registration or filing.  Generally 
systems of registration are divided into two types namely 
registration against a particular debtor and registration 
against a particular asset.
Notice - In some legal systems, perfection of a security 
interest requires notice to be given to a relevant third 
party.  This commonly arises in relation to security over a 
debt or other chose in action, notice being required to be 
given to the party owing the debt or holding the fund.

Part (b) of the question provided a scenario to candidates 
and required them to analyse it and give advice on the 
lender’s duty of disclosure to a guarantor. The examiners 
expected the following responses:

 • A lender is only obliged to disclose to a guarantor any 
unusual features of the contract which makes it 
materially different in a potentially disadvantageous 
respect from what the guarantor might naturally 
expect.

 • It is not sensible to disclose everything to a guarantor, 
but if a lender knows of unusual features then he is 
obliged to disclose this to the guarantor even if the 
lender believes the guarantor is aware of this unusual 
facts already.

 • In the particulars of the question, South Bank Limited 

was under a duty to disclose material facts to Jaso 
Red and Bern Bunduki which might have affected 
their decision as to whether or not to enter into the 
security.

 • South Bank Limited was under a duty of secrecy/
confidentiality and could not discuss East Holdings 
with Jaso Red and Bern Bunduki without East 
Holding's prior authority or consent.

 • It was necessary for East Holdings to be present at 
the interview between South Bank Limited and the 
guarantor. It should have been asked whether it had 
any obligations being discussed openly.

 • The guarantor must not be misled, if misled, then the 
guarantee would be voidable at his option and the 
debt becomes unsecured.

 • Once the lender has authority from the customer to 
disclose information, the same must be disclosed 
accurately.

 • Where a guarantor is under any wrong impression 
regarding the guarantee, this must be corrected by 
the lender at the interview.

• The defences of Jaso Red and Mika Panga would 
thus fail.

Question No. 3
Part (a) of the question required candidates to explain the 
nature of a debenture trust deed.  This was to be explained 
as follows:

 • There is the appointment usually of a trustee for 
prospective debenture stockholders.  The trustee is 
usually a bank, insurance or other institution but may 
be an individual.

 • The nominal amount of the debenture stock is defined, 
which is the maximum amount which may be raised 
then or later.  The date or period of repayment is 
specified, as is the interest rate and its payment 
dates.

 • If the debenture is secured the deed creates a charge 
or charges over the assets of the company.

The trustee is authorised to enforce the security in case of 
default and, in particular, to appoint a receiver with suitable 
powers of management.

The company enters into various covenants for instance 
to keep its assets fully unsecured or to limit its borrowing ; 
breach is a default by the company.
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Part (b) required candidates to advise the directors on 
their role in promoting best practices of good corporate 
governance in the company. The examiners expected the 
following responses.

Directors should exercise leadership, integrity and sound 
judgement in directing the corporation so as to achieve 
continuing prosperity and to act in the best interests of the 
enterprise while respecting the principles of transparency.

They should also:

• Monitor and evaluate the implementation of strategies, 
policies of management' performance criteria and 
business plan.

• Serve and balance the interests of the corporation, 
shareholders and stakeholders.

• Regularly review processes and procedures to 
ensure the effectiveness of its internal systems of 
control, so that its decision – making capability and 
the accurancy of its reporting and financial results are 
maintained at high levels.

• Ensure that all technologies and systems used in the 
corporation are adequate to properly run the business 
and for it to remain effectively competitive.

Part (c) (i) required candidates to distinguish “bankruptcy” 
from “insolvency”.  The distinction is as follows:
Bankruptcy is the legal status of an individual against 
whom an adjudication order has been made by the court 
primarily because of his inability to meet his financial 
liabilities; on the other hand insolvency is the inability of a 
debtor to pay his debts as and when they fall due.

Part (c) (ii) required candidates to describe the categories 
of persons against whom a receiving order might be 
made.
The categories are as follows:
Married women -  A married woman who commits an act 
of bankruptcy is subject to the bankruptcy laws and to the 
enforcement of judgement debts and orders in the same 
way as if she were fame sole.
Limited partnership - A limited partnership is subject to 
bankruptcy laws as if it were an ordinary partnership.
Persons dying insolvent - Any creditor of a deceased 
debtor whose debt would have been sufficient to support 
a bankruptcy petition against the debtor had he been alive 

may present to the court a petition in the prescribed form.
Minors and persons of unsound mind - Infants and 
persons of unsound mind may be subjected to bankruptcy 
proceedings for debts incurred by them for necessaries of 
or for any contractual debts lawfully enforceable against 
them.
Aliens or persons resident abroad or in a reciprocating 
territory.  It should however, be noted that a receiving 
order cannot be made against a body corporate or any 
association or company registered under the Companies 
Act or any enactment repealed by the Act.

CERTIFIED CREDIT 
PROFESSIONALS (CCP) 
EXAMINATION

PART III: SECTION 5

Principles and practice of management
Examiners noted that candidates had difficulties in 
responding to question nos. 4 and 5.

Question No. 4
Part (a) of the question required candidates to evaluate 
five strategic options that are available to an organisation.

These strategic options are:

(i) Generic strategies
These are the strategies that are considered in the context 
of two aspects of the competitive environment. The 
generic strategies are cost leadership, differentiation and 
focus.
(ii) Internal growth strategies
These are strategies that are focused on making the core 
business better.  They are market penetration, market 
development and product development.
(iii) Integration strategic options
Integration is of two types: vertical and horizontal. Vertical 
is whereby each member of a supply chain produces a 
different product and the products combine to satisfy a 
common need. Horizontal is whereby a firm is merged 
with or taken over by another firm in the same industry and 
same stage of production.
(iv) Diversification
This strategy can include internal development of new 
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products or markets, acquisition of a firm, alliance with a 
complimentary company or distributing products 
manufactured by another firm.  It takes concentric or 
horizontal diversification.
(v) Retrenchment and rejuvenation
Retrenchment is a strategy that seeks to reduce the size 
or diversity of an organisation’s operations.

Rejuvenation seeks to strengthen weak operations in 
order to revive them. The options include retrenchment, 
divestiture, turnaround, liquidation and stabilisation.

Part (b) required candidates to analyse ways in which a 
firm might use the strategic options identified for 
competitive advantage. The examiner expected the 
following responses:

(i) Generic strategies
These strategies give a firm competitive advantage 
through product innovation, low cost and focusing on 
specified markets.
(ii) Internal growth strategies
These strategies are focused on making the core business 
better.  They thus derive their competitive advantage from 
conducting their business in a more efficient manner than 
their competitors.  This includes;
giving the right people, better marketing and increasing 
efficiency in production.
(iii) Integration strategic options
The main competitive advantage offered by integration 
strategies is through the value chain.  In vertical integration 
the competitive advantage is gained through reducing cost 
of purchase or creating a ready available market. In 
horizontal integration competitive advantage is created 
through size of the organisation and diversity.
(iii) Diversification strategy
The competitive advantages that a firm gains through 
diversification strategy are; taking advantage of economies 
of scale due to size, better products, high risk appetite and 
synergy.
(iv) Retrenchment and rejuvenation
These are strategies that are not necessarily used to 
create competitive advantage, but rather just to remain in 
the market. Some of the strategies may be used to exit the 
market before major losses occur.  The others create the 
competitive advantages of salvaging themselves and 
even renewing their products in the market.
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Question No. 5
Part (a) (i) of the question required candidates to explain 
the concept of quality circles. These can be explained as 
follows:

Quality circles are quality control techniques which 
originated in the US and were perfected by the Japanese. 
A quality circle involves use of a committee of workers that 
analyses and solves quality problems of various 
department in the organisation.  The quality groups are 
established in every department and trained on problems 
solving by use of statistical control and working in groups.

Part (a) (ii) of the question required candidates to analyse 
three ways in which quality circles might be detrimental to 
the success of an organisation. The examiner expected 
the following responses:

• Apathy may arise among circle members who might 
feel they are undertaking (unpaid) extra duties the 
benefits of which will accrue entirely to the firm and 
not to circle members.

• Frustrations may result from the circle’s inability to 
solve problems the sources of which are beyond its 
control.

• Antagonisms might develop between circle leaders 
and other managers about how particular difficulties 
should be overcome and over the extent of the 
resources and executive authority the circle should 
command.

Part (b) of the question required candidates to examine 
two methods that an organisation might use to mitigate 
the risk associated with the Peter Principle. The examiner 
expected the following responses:

An organisation can have an “up or out” policy that 
requires the termination of an employee who fails to attain 
a promotion after a certain amount of time.

The organisation could also refrain from promoting a 
worker until they show the skills and work habits needed 
to succeed at the next higher job level.  Thus, a worker is 
not promoted to managing others if he has not displayed 
management abilities.
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