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1. Introduction

Parastatals play a significant role in the provision of services to the citizens such as access to transportation, electricity, water,
and sanitation in both developed and developing economies. These parastatals, sometimes called state-owned enterprises (SOES)
are legal entities that undertake profit-oriented activities on behalf of the government who is the major shareholder (PMRC,
2015) 84, In 2006, parastatals contributed 20% of the world's investment and 5% of employment (World Bank, 2014) 54, The
World Bank further states that more than 10% of the world’s largest corporations are parastatals, and in developing countries,
the significance of parastatals is greater.

The topic of corporate governance in firms and organisations has become a matter of serious concern among shareholders,
regulators, and society (Smolo & Smajic, 2011) [3], Corporate governance has been defined by different authors to mean different
things. The United Kingdom Cadbury Committee defined corporate governance as a system by which firms are directed and
controlled (Cadbury, 1992) [°1. According to O'Donovan (2003:28), corporate governance refers to “an internal system
encompassing policies, processes, and people, which serves the needs of shareholders and other stakeholders, by directing and
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controlling management activities, with good business savvy,
objectivity, accountability, and integrity. Sound corporate
governance is reliant on external marketplace commitment
and legislation, plus a healthy board culture which safeguards
policies and processes.” Bank of Zambia (2016: 432) ', has
defined corporate governance as “the process and structure
used to direct and manage businesses and affairs of an
institution to ensure its safety and soundness and enhance
shareholder value.” Corporate governance intends to enhance
the performance of firms through better decision-making at
all levels of management. Corporate governance is described
in this study as a set of guidelines, procedures, and
management techniques used to guide and manage a
business, with the Board of Directors as the main factor
influencing it.

One of the ways to improve the effective functioning of
parastatals is through the implementation of corporate
governance principles (World Bank, 2014; OECD, 2015) &
%1, The updated ‘Guidelines on the Corporate Governance of
Parastatals” has laid out seven principles of corporate
governance: rationales for state ownership, the state’s role as
an owner, state-owned enterprises in the marketplace,
equitable treatment of shareholders and other investors,
stakeholder relations, and responsible business, disclosure
and transparency, and the responsibilities of the Boards of
parastatals (OECD, 2015) 1. Against this backdrop, this
study focuses on the corporate governance practices of a
Zambian parastatal concerning Board structure and
functions. The study focuses on Zambia Railways Limited as
a case study.

Zambia Railways Limited (ZRL) is one of the parastatals in
Zambia facing corporate governance issues. In the case of
Zambian parastatals, corporate governance is practiced, yet
these parastatals have been under public criticism over poor
governance in recent times (PMRC, 2015; Shikaputo, et al.,
2017; Handema & Haabazoka, 2020; Mwanaumo et al.,
2020) [6%.70.32,501 The auditor general’s report has raised some
issues related to the management of parastatals such as
weaknesses in corporate governance and failure to produce
financial reports (Office of the Auditor General, 2021) B,
For the case of Zambia Railways Limited, a review of
accounting and other records for the financial years ended
31t December 2018, 2019 and 2020 conducted at ZRL
headquarters and selected stations revealed a number of
issues that indicate poor corporate governance. Among the
issues revealed were an unauthorized increase of salaries and
allowances, questionable payment of productivity incentive
allowance, unsupported payments, and failure to achieve set
targets (Office of the Auditor General, 2021) B, In this
perspective, the function of the Board is to operate as a
monitoring device to control the behaviour of management to
ensure it acts in the best interest of shareholders (Handema &
Haabazoka, 2020) 32,

ZRL has gone through different cycles and restructuring. Up
until 2013, the company was a parastatal but privatized
through a concession agreement signed with a private
company called Railway Systems of Zambia (RSZ) in
December 2003 (ZRL, 2022) [l After the Freight
Concession Agreement was signed, RSZ was granted a 20-
year concession to run both freight and passenger trains from
Copperbelt to the Zimbabwean border at Victoria Falls. The
government terminated the concession agreement it had with
RSZ on September 10, 2012, after it had been in existence for
nine years. As a result, Zambia Railways Limited was once
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again born (ZRL, 2013) 4, The government alleged that
RSZ had ignored the provisions of Zambians' interests. The
parastatal assets had deteriorated due to RSZ's failure to
invest in the upkeep and replacement of both infrastructure
and rolling equipment, which resulted in an unacceptable
number of derailments and poor safety (Mwila, 2016) 9,
Despite the measures put in place to strengthen the corporate
governance systems of Zambian parastatals and improve their
performance, a lot of criticisms have been brought forward
against parastatals for the bad practice of corporate
governance. This study seeks to assess the corporate
governance practices of a Zambian parastatal in terms of
Board structure and functions including the challenges that
affect the implementation of the corporate governance
principles through a case study of ZRL. This study aimed to
assess the practice of good corporate governance in terms of
Board structure and functions by conducting a case study of
ZRL a parastatal that has been in operation since it was
incorporated in 1982. The objectives of the study were (i) to
determine compliance with good corporate governance in
terms of Board structure and functions at ZRL, (ii) to
investigate challenges faced by ZRL in implementing good
corporate governance practices and (iii) to explain the impact
of ZRL's corporate governance structure on its operations.
The findings of the study were found to assist policymakers
and practitioners in formulating policies that enhance the
practice of good corporate governance in Zambian
parastatals.

2. Review of related literature

2.1 Conceptual and Theoretical Frameworks

2.1.1 Conceptual framework

The conceptual framework for the study is presented in
Figure 1.

Independent Variables

Board Structure and size

Independence of the board \

Corporate
Governance practices
enhanced

Frequency of board meetings

Board Committees

%

Improved firm
performance

Function of the Board

Fig 1: Conceptual framework

2.1.2 Theoretical Framework

According to Daily, et al. (2003) ¥ and Young and Thyil
(2008) 8 no single theory is enough to explain corporate
governance practices. Hence, this study was anchored on the
agency theory, stewardship theory, stakeholder theory and
legitimacy theory to examine corporate governance. The
agency theory suggests that effective corporate governance
requires three things: (1) governance structures with an
independent board where the functions of the Board
Chairperson and the CEO are separated, (2) suitable
executive compensation schemes that provide rewards and
punishment to align principal-agent interests, and (3)
monitoring management activities to keep their self-serving
behaviour under control (Miri¢, et al., 2018; Handema &
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Haabazoka, 2020) 5 32, Besides, the conflict of interest
determined by the agency theory can cause opportunistic
behaviour of the managers (as agents) which is not
necessarily converged with the shareholders' interest (as
principals) resulting in moral hazards (Agrawal & Knoeber,
2012) 1, Based on the stewardship theory, managers are
considered good stewards who act in the best interest of the
shareholders (Larina et al., 2021) #°. In the same vein, the
stakeholder theory as developed by Freeman (1984) [
focuses on the corporate responsibility where managers work
to maximize the firm's value without ignoring the interests of
their social partners.

2.2 Research on Corporate Governance in Zambia

In recent years, research has been conducted about corporate
governance and the performance of private companies and
parastatals. The increase in interest in corporate governance
has been necessitated by numerous corporate scandals and
failures around the world, for example, Enron, Maxwell
Corporation, Parmalat, and WorldCom (Maier, 2005) [,
Most of these studies have found a positive correlation
between corporate governance and the performance of the
firm financially and operational-wise (World Bank, 2018)
185, However, most of these studies have been conducted in
developed economies and very few studies have been done in
developing countries.

In the case of Zambia, very little research has been done on
the corporate governance practices of Zambian parastatals.
Studies conducted on corporate governance in Zambian
corporations have focused on other areas such as
enhancement of corporate governance in Zambia through
Company Law Reform; the perspective of corporate
governance practices at selected private schools in the Lusaka
district; the effect of corporate governance on the financial
performance of state-owned enterprises in Zambia, a case
analysis of the viability of the current regulation and
enforcement mechanisms of corporate governance in
Zambia, and nature and potential of corporate governance in
developing countries rather than practices (Banda, 2013;
Shikaputo, 2013; Mwanawasa, 2016; Shikaputo, et al., 2017;
Nyimbili, 2017; Chikuta, 2020) [0 73, 47,7052, 17]

Research conducted by (Banda, 2013) [ to establish
whether the current law on companies was adequate
regarding corporate governance in Zambia revealed that the
law on companies regarding corporate governance had
become outdated and did not adequately provide the
provisions for corporate governance (Banda, 2013) [,
Another research conducted is the case for strengthening the
regulation and enforcement mechanisms of corporate
governance in Africa using Zambia as a case study
(Mwanawasa, 2016) [“71. The research focused on the legal
framework supporting corporate governance in Zambia. The
results of the research revealed that the legal framework
surrounding corporate governance in Zambia was weak as
noted by (Banda, 2013 and Shikaputo, 2013) [/,

From the research findings above, the legal framework
supporting corporate governance in Zambia was weak before
the enactment of the Companies Act, Number 10 of 2017.
The legal basis for corporate governance in Zambian
parastatals including Zambia Railways Limited lies with the
Companies Act, Number 10 of 2017. Despite the notable
improvements in corporate governance provisions under Part
7 of the Companies Act Number 10 of 2017, parastatals still
need to improve their corporate governance practices.
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Shikaputo, et al., (2017) [ examined the perceived role of
corporate governance in Zambia and found that there was
very little understanding of corporate governance in Zambia.
The research focused on the general perception of corporate
governance in Zambia, however, the research did not focus
on the corporate governance practices of parastatals.
Nyimbili, (2017) B2 studied the perspective of corporate
governance practices at selected private schools in the Lusaka
district of Zambia. This research focussed on investigating
the extent to which private schools comply with the
regulation regarding the appointment of boards of directors
and the mechanisms used to appoint them. The research
further determined the extent to which the boards practiced
corporate governance principles. The findings of the research
showed that 50% of the private schools had boards of
directors in place, the boards were fairly balanced in terms of
the number of executive and non-executive directors, and
these boards practiced the principles of corporate governance
selectively. The research specifically focused on corporate
governance practices for private schools but did not consider
parastatals. This study investigates the level of compliance of
good corporate governance practices in the board structure
and functions in parastatals using Zambia Railways Limited
as a case study.

Chikuta (2020) M similar to Handema & Haabazoka, (2020)
1321 jnvestigated the effect of corporate governance on the
financial performance of parastatals in Zambia. The research
used Return on Assets to measure the financial performance
of parastatals while corporate governance variables included
board composition, board independent committees, the board
size, and firm size. The research found a negative relationship
between the financial performance of parastatals and
corporate governance variables (board composition, board
independent committees, the board size). According to the
research, these findings were in agreement with those found
by some researchers but were contrary to the findings of other
researchers who found a positive relationship between the
financial performance of parastatals and corporate
governance variables. In addition, the research found a
positive relationship between firm size and the financial
performance of parastatals. Despite the research findings
indicating a negative impact of board size, board
composition, and independent committees on the financial
performance of parastatals in Zambia, the study concluded
that good corporate governance practices enhance the
financial performance of parastatals and vice versa.
Therefore, this study investigates the level of compliance of
good corporate governance practices in the board structure
and functions in parastatals using Zambia Railways Limited
as a case study. In addition, the following research will
investigate the challenges faced by Zambia Railways Limited
in implementing good corporate governance practices

From the studies above, researchers in Zambia have
investigated the issue of corporate governance from different
perspectives. These researches focused on assessing the legal
framework supporting corporate governance in Zambia,
corporate governance practices in selected private schools in
the Lusaka district of Zambia, and the impacts of corporate
governance on the performance of selected parastatals in
Zambia. None of these studies assessed the corporate
governance practices as well as challenges affecting the
implementation of good corporate governance in Zambian
parastatals, particularly using Zambia Railways Limited as a
case study. This intends to fill the gap in the literature on
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corporate governance practices in parastatals using Zambia
Railways Limited as a case study.

2.3 Functions of the board of directors (BOD)

In any institution, whether private or public, the board is at
the heart of corporate governance and performance. As part
of their fiduciary obligation, boards are ultimately
responsible for formulating business strategies and
monitoring the company's performance. In this situation, the
board serves as a conduit between the company's shareholder
and its management team.

According to the World Bank (2008) 83 the board is
accountable to the shareholder for appointing the best
possible CEO to manage the company. It further states that
most governance experts argue that the appointment of the
CEO is the board’s single biggest responsibility. Therefore,
external involvement in such appointments undermines the
board’s responsibility in monitoring the CEO’s (and
management’s) performance. The board holds the CEO and
the management team accountable for the company's
activities. The board of directors is required to perform four
key functions: (1) accountability; executive activity
supervision; (3) strategy design; and (4) policy setting. While
strategy development and policy making are tied to
performance, accountability and supervision are fundamental
functions concerned with conformance (Garratt, 1997,
Yacoob, 2013; Mwanaumo et al., 2020) [ 4851 In a two-
tiered board, the executive board is in charge of performance,
and the supervisory board is in charge of conformity and
compliance. The board is in charge of conformance and
performance in the case of ZRL. The parastatal boards should
be given full authority, competence, and objectivity to carry
out their responsibilities for managing management and
setting strategic direction. Integrity and taking responsibility
for their acts should be among the board's core ideals (OECD,
2015) [,

2.4 Corporate governance challenges in parastatals
Parastatals face significant challenges to achieve good
corporate governance. Some of these challenges include a
lack of internal controls, lack of transparency and oversight,
excessive political interference, and multiple and conflicting
objectives (Mutize & Tefera, 2020; llukena et al., 2023;
Yankovskaya et al., 2021) [46:36. 871,

2.4.1 Lack of internal controls

According to OECD (2018) 1, one of the major corporate
governance challenges in parastatals has been the lack of
internal controls to safeguard assets, promote accountability,
increase efficiency, and stop fraudulent behaviour. The
internal controls are not properly implemented in cases where
they are in place. In Zambia, Zimbabwe, Tanzania, and
Uganda, over 50% of parastatals did not publish financial
statements for 3 years contrary to the best practices of
international standards reporting which recommends that
audited financial statements should be published within six
months after the end of the financial year (Balbuena, 2014;
Price Waterhouse Coopers, 2015) [ 631,

2.4.2 Lack of Transparency and Oversight

The failure to publish financial statements, lack of clear
accounting standards, and weak auditing practices have
resulted in low levels of financial disclosure (OECD, 2018)
1551, Therefore, there is no transparency to accounting officers
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and the public on the accountability and performance of most
parastatals. This makes it difficult to provide oversight and
ensure accountability and responsibility on these parastatals.

2.4.3 Excessive political interference

Most Boards of directors in parastatals are appointed by the
government through the Minister in charge of the ministry. In
this perspective, a dilemma of maintaining a balance on the
appointment of a board that promotes political agendas or one
that makes unpopular decisions to maintain the viability of
parastatals is created (Corrigan, 2014) 291,

2.4.4 Multiple and Conflicting Objectives

In most parastatals, the government owns 100% or a
significant portion of shares and has enough authority to
determine objectives. Parastatals are directed to provide
goods and services at an affordable price to the poor, which
is certainly less than the cost-covering prices, yet they are
expected to operate profitably (Ritchken, 2014) 671, These
parastatals have oftentimes gone for years seeking approval
without success from the government and its regulatory
agencies for increasing prices that will help them to remain
profitable (Ilukena et al., 2023; Yankovskaya et al., 2021) (¢
81 The government and its parastatals are perceived to
generate employment, thus decisions to restructure these
firms are frequently overruled by political objectives, at the
expense of the firm operating profitably (Ritchken, 2014) 71,

3. Methods

This section provides the method that was used for the study.
It explains the methodology: research design, population,
sample size and selection, research instruments, data
collection, and data analysis.

3.1 Research Design

A case study design was used in this investigation. A case
study is a thorough examination of a particular research issue
that is commonly used to condense a large research field into
one or a small number of manageably researchable issues
(Yin, 2014) 881 In this instance, the study focuses on Zambia
Railways Limited, a single parastatal corporation, and the
practice of good corporate governance there. The capacity to
access institutional data sources is the basis for choosing this
organisation as a case study. Furthermore, the study
employed a qualitative approach.

3.2 Population

The ZRL staff and a few former Board directors served as the
study's target audience. The lower, medium and upper
management levels were used to select members of staff. The
target respondents are expected to have good knowledge of
corporate governance and it is assumed that they are the ones
who have more direct experience with the degree and
application of ethical corporate governance at Zambia
Railways Limited. The study identified key individuals for
interviews to gather detailed information and validate the
responses from the questionnaire.

3.3 Sample size and selection

Even though it would have been ideal to examine the entire
target population, it was not possible due to the parastatals'
closed character and time constraints. Purposive sampling is
used to choose the study's sample. Eight employees
participated in a pilot test to evaluate the questionnaire's
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validity and content dependability. A few minor issues such
as punctuation and wording were discovered and resolved.

3.4 Data collection

With the help of structured questionnaires with closed-ended
questions and semi-structured interviews, the primary data
was gathered from the chosen sample. Questionnaires were
subsequently administered to the sample and 40 employees
responded to the questionnaire. Interviews were conducted
with five participants and among them were two former board
directors of ZRL. The company's publications, website, and
publicly available data were used to compile secondary data.

3.5 Research Instruments

Data were gathered for the study using questionnaires and in-
depth and semi-structured interviews. The sample population
was given the surveys online. Two previous board directors
had in-person interviews, while three participants had semi-
structured interviews sent to them through email.

3.6 Data analysis

Descriptive statistics were used in this study to examine the
data gathered using IBM SPSS 25. The interviews were
transcribed and thematic analysis was used.
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3.7 Ethical considerations

Participants were treated with respect and consent was
obtained from them before they participate in the study. All
documents used in the study is be considered confidential.
Clearance will be obtained from the University of Zambia
Ethics Committee before commencing data collection.

4. Results and discussion

4.1 Governance structure of ZRL

In Zambia Railways Limited (ZRL), IDC, the board of
directors, and employees serve as the structure's cornerstone.
The findings show that ZRL's corporate governance structure
is typical of the Anglo-American unitary board system, in
which the board of directors asserts accountability to the
shareholders (IDC) as the governing body charged with
managing all business operations and overseeing the
management of the firm. The IDC holds all the company's
shares in their entirety on behalf of the Zambian government.
Figure 2 illustrates the corporate governance model of ZRL.
In terms of the ZRL board structure, the results show that the
board is composed of six non-executive directors and one
executive director (CEO).

Government
IDC (Holding company & Shareholder)
i Reportin;
Reporting Board of P 2 Internal
Directors Auditor
Audit and Risk
Management Committee
Finance and Admin
Committee
Technical
Committee
Real Estates
Committee
Director Director Director Director Company
Finance Technical Operations Commercial & Secretary
Services Human
Resources &
Administration

Source: Generated by Researcher: (Abel Chongo)

Fig 2: The corporate governance model implemented at Zambia Railways Limited

4.2 Board Composition

From Figure 3 below, 92.5% indicated that the ZRL board of
directors is composed of seven members. Of the seven board
members, six are NEDs as indicated by 95% of the
respondents, and 80%% of the respondents indicate that six
directors are appointed by IDC. The managing director or
CEO is the only executive director on the board as indicated

by the majority of respondents (87.5). The ministry of
transport and logistics is represented by one director on the
board as indicated by the majority of respondents (90%). The
interviews revealed that the managing director of ZRL
becomes a member of the board as per the Articles of
Association.
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board of ZRL?

Questions

Fig 3: ZRL Board composition

4.3 Board committees

The findings in Figure 4 show that the ZRL board has four
important committees which support it in executing its
functions. According to the majority of respondents, the
committees  available include the Finance and
Administration, Audit and Risk Management, Technical and
Real Estates Committees. However, the nomination,
remuneration and corporate governance committees are not
available.

What Committees are available to support the
operations of the ZRL board?

= Available Not Available
102.0%

100.0% 100.0%

97.5% I

100.0%

97.5%  97.5%

98.0%
96.0%  95.0%
94.0%

92.0%
90.0%
90.0%

£3.0%

£26.0%

24.0%
Audit and Risk Corporate  Finance an d  Nomination
Management Governance Committee Committee Committee
Committee  Committee Committee

Real Estates Remuneration Technical and
Projects
Committee

Fig 4: ZRL Board committees
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4.4 CEO-Chairperson duality

Findings in Table 1 show that ZRL does not practice CEO-
Chairperson duality in that the CEO and board’s Chairperson
positions are separated as indicated by the majority of
respondents (97.5%). This practice is considered a mark of
good corporate governance as recommended by OECD
(2015) . The lack of CEO-Chairperson duality in the ZRL
board suggests that decisions made by the board are on merit
and lack biases as put by (Fama and Jensen, 1983; Chen, Li,
and Yi, 2008) [27-161,

Table 1: Is the CEO also the Chairperson of the Board of ZRL?

Valid Cumulative
Frequency | Percent | Percent Percent
Valid | Yes 1 2.5 2.5 2.5
No 39 975 97.5 100.0
Total 40 100.0 100.0

4.5 Frequency of Board meetings

As shown in Table 2, the majority of the respondents (97.5%)
indicated that the board meets four times a year. This means
the board meets once per quarter, which is a very good
practice of corporate governance by organisations as
supported by Jensen and Farma (1983) [#,

Table 2: Frequency table: How many times does the board meet

annually?
Valid Cumulative
Frequency Percent Percent Percent
Valid 1 1 2.5 2.5 2.5
4 38 95.0 95.0 97.5
S5 1 2.5 2.5 100.0
Total 40 100.0 100.0

4.6 Functions of the Board of Directors

The findings showed that majority of the participants agreed
that the main functions of the BOD include appointment of
CEO (52.5% strongly agreed), ensuring external
accountability is met (57.5% agreed), strategy formulation
(65.0% agreed) and policy making (50%) agreed as indicated
in Table 3. Similarly, Garrat (1997) identified four crucial
duties of boards: (1) ensuring that external responsibility is
satisfied; (2) selecting the CEO; (3) developing the
company's strategy; and (4) establishing policies

Table 3: Functions of the Board of Directors

Function of BOD Strongly disagree Disagree | Neutral | Agree | Strongly agree
. f 0 0 0 19 21
Appointing the CEQ % 0.0 0.0 00 | 475 525
. . f 0 0 1 23 16
Ensuring accountability is met % 0.0 0.0 55 575 200
. f 0 0 4 26 10
Strategy formulation % 0.0 0.0 100 | 650 250
Policy makin f 0 0 1 20 19
Y 9 % 0.0 0.0 25 50.0 475

4.7 Barriers to good corporate governance

Table 4 show that the majority of the respondents disagreed
that lack of transparency and oversight (70.0%), excessive
political and government interference in business activities
(45%), and frequent changing of BOD (57.5%) are
challenges affecting good corporate governance at ZRL.

However, majority of the respondents (77.5%) agreed lack of
internal controls is a challenge affecting the implementation
of good corporate governance. Interviews also revealed that
corporate governance fails to work properly because of two
reasons (1) political influence and (2) overlapping decision-
making.
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Table 4: Barriers to good corporate governance

Barrier S'Frongly Disagree | Neutral | Agree Strongly
disagree agree
. f 0 0 8 1 31
Lack of internal controls % 0.0 0.0 0.0 55 775
. f 8 28 1 1 2
Lack of transparency and oversight % 0.0 20.0 25 55 50
Excessive political and government interference in | f 8 18 7 4 3
business activities % 20.0 45.0 17.5 10.0 7.5
Frequent changing of the board of directors (;) 1? 0 52735 125 5 13 0 520

4.8 Impact of Corporate governance structure on
operations

The interviews revealed that the ZRL governance structure
negatively impacts the operations of the firm. Zambia
Railways Limited like other companies belonging to IDC
faces the same problem where the IDC board is chaired by
the Republican president negatively impacting operations.
This finding agrees with what Ritchken (2020), found that
most parastatals or SOEs face poor corporate governance
practices which affect operations.

5. Conclusions and implications

The objectives of the study were to determine compliance
with good corporate governance in terms of board structure
and functions at ZRL, to investigate challenges faced by ZRL
in implementing good corporate governance practices and to
explain the impact of ZRL's corporate governance structure
on its operations. The study followed the mixed-method
approach where data was collected using questionnaires and
in-depth and semi-structured interviews. The study revealed
that ZRL has a unitary board structure that is common in the
Anglo-American model. The main challenges to good
corporate governance include lack of internal controls,
excessive political interference and lack of clear roles. The
study further found that poor corporate governance
negatively impacts operations. The study recommended for a
very clear separation of the roles of shareholders and BOD.
The study also recommended for a clear legal framework.
Besides, the research indicated the need for future research to
investigate the role of IDC in the companies under its
portfolio.
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