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1. Statement of Corporate Governance

The Central Bank of Kenya (the “Bank”/“CBK”) is wholly owned by the Government of Kenya. The Bank is established by and derivesits authority and

accountability from Article 231 of the Constitution of Kenya. The Bank is committed to maintaining the highest standardsofintegrity, professionalism
and businessethics in all its operations.

1.1. Board of Directors

The Central Bank of Kenya Act(the “Act”) provides that the Board of Directors (the “Board”) shall be composed of a Chairperson, a Governor,the

Principal Secretary to the National Treasury whois a non-voting memberand five Non-Executive Directors. Previously, all the Board members were

appointed directly by the President of the Republic of Kenya,(the “President”) without an intermediate vetting process. With effect from 2nd May,

2012, however, the Act was amended and now requires that the President appoints the Governor after the conduct of a competitive process and

following the approval of Parliament. The proposed procedure for appointing the Chairperson, although not yet enacted, is intended to be similar to

the appointment procedure applicable to the Governor. Other than the Principal Secretary to the National Treasury who is an ex-officio member,all

the Non-Executive Directors of the Board are appointed by the President with the approval of Parliament. All the Board membersare appointed for

terms of four years each andare eligible for reappointment provided that no Board Memberholdsoffice for more than two terms.

The Chairman of the Board of Directors, Mr Mohammed Nyaoga, was appointed on 19th June, 2015 through a competitive recruitment process. The

independent Non-Executive Board members are yet to be appointed to replace the retired members. All the Non-Executive Directors are independent of

managementandfree from any businessorotherrelationship, which could interfere with the exercise of their independent judgement.

The Board meets once every two months and has a formal schedule of agenda items duefor deliberations. The Directors are given appropriate and timely

information to enable them provide and maintain full and effective direction and control overstrategic, financial and operationalissues of the Bank. The

Board is not involvedin the conduct of day-to-day businessasthis is the responsibility given to the Govemorbythe Act.It however,retains responsibility
for determiningthe policies of the Bank.

The Members of the Board (all Kenyans) in the year ended 30 June, 2015 and their attendance of the 6 meetings held in the yearwere as follows:

 

 

 

 

 

 

 

 

 

       

No |Name Position Discipline Date of appointment / Retirement Meetings attended

1 Mr. Mohammed Nyaoga Chairman Lawyer Appointed— 19th June, 2015 ~-

2__| Dr. Patrick Njoroge Governor Economist Appointed— 19th June, 2015 =

3. Principal Secretary/ National Executive Officer Economist Permanent (Ex-Officio) 5
Treasury .

4 Dr. Mbui Wagacha Interim Chairperson Economist Retired—13th March, 2015 6

5__| Prof. Njuguna Ndungu ‘ - Governor Economist Retired—4th March, 2015 6

6 Prof. William Ogara Member Professional Accountant Retired—13th March, 2015 6

7__| Mr. John Msafari Member Business Management Retired—31st May, 2015 6

8 Ms. Vivienne Apopo Member __| Lawyer and Banker Retired— 13th March, 2015 4

9 Dr. Florence Muindi Member Human Resource Retired—31st May, 2015 6 
 

”
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The remunerationpaid to the Directors for services rendered during the financial year 2014/2015 is disclosed in Note 27 to the financial statements.

The Non-Executive Directors are paid a monthly retainer fee and

a

sitting allowance for every meeting attended. There were no loans to Non-

Executive Directors during the year while Executive Directorsare paid a monthly salary and are eligible for staff loans.

1.2. Secretary to the Board

The Board Secretary provides technical, secretarial and logistical support to the Board andfacilitates efficient interface between policy making and policy

implementation. The Board Secretary also advises the Board on corporate governance and legal matters. In conjunction with the Chairman,the Board

Secretary ensures good andtimely information flow among the Board members, the Board Committees and Management. All members ofthe Board and

Managementhaveaccess to the Board Secretariat services.

1.3 Audit Committee

The members of the Audit Committee in the year ended 30 June 2015 were Dr William Otiende Ogara (Chairman), Mr. John Gerin Msafari, Ms.

Florence Muindi and Ms. Vivienne Yeda Apopo. The membersare all Non-Executive Directors having experience in Accounting, Auditing,

Economics, Banking, Financial and Business Management, Human Resource Management and Legal matters. The Committee met once every two

months and as necessary. The Terms of Reference of the Audit Committee cover five major areas, namely, Internal Control, Financial Reporting,

Risk Management,Internal Audit and External Audit.

The Audit Committee’s mandate under Internal Control covers evaluation of contro} culture and in particular, the adequacy of the internal control

systems and compliance with International Financial Reporting Standards in preparation and reporting of financial statements; the overall

effectiveness ofthe intemal control and risk managementframeworks; and review ofthe effectiveness of the system for monitoring compliance with

laws and regulations. , ,

The mandate relating to Financial Reporting requires the Audit Committee to review significant accounting and reporting issues and their impact on

financial reports and ensure current financial risk areas are being managed appropriately. The Audit Committee also ensures the adequacy of the

Financial Reporting process and reviews the Bank’s monthly management accounts and annual financial statements before approval by the Board

and release.

With regard to External Audit, the Audit Committee reviews the appointed external auditor’s proposed audit scope, approach and audit deliverables;

and reviewsdraft financial statements before submission to the Auditor-General. In the absence of the Audit Committee, the review and approval of

the 2014/15 financial statements was carried out by the Chairman and the Governor.

The Committee’s mandate on Internal Audit covers review ofthe activities and resources of the Internal Audit function including the effectiveness,

standing and independence of Internal Audit function within the Bank. It also covers review of the Internal Audit plan; and follow up of

implementation of Internal Auditors’ findings and recommendations. The Audit Committee reports to the Board of Directors on the standing and

independence of the Internal Audit function within the Bank; the review of the Internal Audit plan; and follow up of implementation of Internal

Auditors’ findings and recommendations. The Audit Committee also reports to the Board of Directors on audit scope, approach and deliverables.

The Members of the Audit Committee in the year ended 30th June, 2015, and their attendanceof the 10 meetings held in the year were as follows:

 

 

 

 

       

No

|

Name Position Discipline Meetings

attended

1

|

Prof. William Ogara Chairman up to 13th March, 2015 Professional Accountant 10

2

|

Mr. John Msafari Memberup to 31st May, 2015 Business Management 10

3

|

Dr. Florence Muindi Memberupto 31st May, 2015 Human Resource 10

4 |Ms. Vivienne Apopo Memberup to 13th March, 2015 Lawyer and Banker 6
 

1.4. Monetary Policy Committee (MPC)

Section 4D of the Central Bank Kenya (Amendment) Act 2008establishes the Monetary Policy Committee (MPC). The MPC is responsible for

formulating monetary policy and is required to meetat least once in two months. Members of the MPC are appointedby the Cabinet Secretary to the

National Treasury foran initial period of three years each and may be reappointed for anotherfinal term of three years.

During the fiscal year 2014/15, the MPC formulated and adopted monetary policy measures that contributed to overall inflation remaining within the

target range, exceptin July and August 2014 when food and fuel prices exerted significant upward pressure.In addition, the monetary policy operations

coupled with regulatory measures in the foreign exchange market dampened the volatility in Kenya Shilling exchange rate against the U.S. dollar

attributed mainly to the global strengthening of the U.S.dollar as most currencies were volatile against the U.S. dollar during the period. Regular meetings

between the MPC and stakeholders in the banking sector in the period provided a forum for moral suasion and feedback. The forums have improved the

understanding of monetarypolicy decisions and enhanced the transmission mechanism of monetary policy.

The Members of the MPC in the year ended 30 June 2015 (all Kenyan) and their attendanceof the 7 meetings held in the year were as follows:

 

 

 

 

 

 

 

 

 

      

No

|

Name Position Discipline Meetingsattended

1 Dr. Patrick Njoroge Chairman. Economist -

2 Prof, Njuguna Ndung’u Chairman Economist 5

3 Dr. Haron Sirima Vice-Chairman . Economist 7

4 Principal Secretary/ National Treasury . Member Economist 7

5 Prof. Francis Mwega Member Economist 7

6 Ms. Sheila Mbijjewe Member : Finance -

7 Mrs. Farida Abdul Member Economist 7

8 Mr. Charles Koori Internal - Member Economist 6

9 Mr. John Birech Internal - Member Economist 7  
1.5 Humen Resources Committee of the Board (HRCB)

The HRCBperformsan advisory role to the Board in fulfilment of the Board’s Human Resource (HR) oversight responsibility. Consequently meets

once every two months and when needarises to review HRpolicies and make suitable recommendationsto the Board. The HRCBalso performs any

other HR related function assigned by the Board. During financial year 2014/15, the HRCB recommended to the Board, policies on Occupation
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Health and Safety; Disability mainstreaming; Gender Mainstreaming; Alcohol and Drug Abuse; HIV & AIDS; Sexual Harassment and the
Organizational Development Review framework. oo .

The Membersof the Human Resources Committee in the year ended 30 June 2015 and their attendance of the 4 meetings held in the year were as
follows:

 

 

 

 

      

No_

|

Name Position Discipline Meetings attended
i Dr. Florence Muindi Chairperson Human Resource 4
2__| Prof. William Ogara Member Professional Accountant 4
‘3

|

Mr. John Msafari Member Business Management 3
4°_|Ms. Vivienne Apopo Member Lawyer and Banker 2
 

1.6 Financial Stability and Investment Committee

This committee meets regularly and as and when needarises to review financial stability issues and foreign reserves managementand investments
policies and make suitable recommendations to the Board.

Membersofthis committee who served during the year are as follows:

 

 

 

      

No_

|

Name Position Discipline Meetings attended
1 MsVivienne Apopo Chairperson Lawyer and Banker 3

2__| Prof William Ogara Member Professional Accountant 4
3 rt Mbui Wagacha IMember Economist 4
 

 

 
1.7 Management Structure

The positions of Governor and Deputy Governors are set out in the CBK Act Cap 491 of the Laws of Kenya. The Governor and the Deputy
Governors make up the Central Bank’s Senior Management and meet regularly with the heads of the Bank’s various departmentsas indicated above,
to review the overall performance of the Bank. : .

There are several other management committees, which advise the Governor on specific issues to enable him to discharge his responsibilities
efficiently as the Chief Executive Officer of the Bank.

1.8 Code of Ethics

The Bank is committed to the highest standards ofintegrity, behaviour and ethics. A formal code of ethic? forall employees has been approved by
the Board andis fully implemented. All employees of the Bank are expected to avoid activities and financial interests, which could give rise to
conflict of interest with their responsibilities in the Bank. Strict rules of conduct apply to the entire Bank’s staff underthe staff rules and regulations..

1.9 Internal Controls

The Managementof the Bank hasputin place a series of internal control mechanismsto ensure the reporting of complete and accurate accounting
information. Procurement of goodsandservicesis strictly done in accordance with the Public Procurement & Disposal Act, 2005. In all operational
areas of the Bank, workflows have been structured in a mannerthat allows adequate ségregation ofduties.

1.10 Authorizations

All the expenditure of the Bank must be authorized in accordance with a comprehensiveset of Bank policies and procedures. There is a budget and a
procurementplan that is prepared and approved by the Board before commencementofthe financial year. The Board of Directors receives regular
management accounts comparing actual outcomesagainst budgetas a meansof monitoring actualfinancial performanceof the Bank.

1.11 Internal Audit and Risk Management

The internal audit function is performed by Internal Audit Department. The Risk ManagementUnit is a separate function under Banking Department
and is responsible for monitoring and providing advice on the Bank’s risk managementframework. Ail reports of the Internal Audit Department and
the Risk Management Unitare availed to the Audit Committee of the Board.

1.12 Transparency

The Bank publishes an Annual Report, Monthly Economic Review, Weekly Releases, Statistical Bulletin and Bi-annual Monetary Policy Statement
which explain current monetary policy and also provide the expected monetary policy stance. In addition, the Bank issues policy briefs to the
National Treasury on both the monetary andfiscal policies. On an annualbasis, the financial statements are published in the Kenya Gazette and are
also placed in the Bank’s website.

2. Financial Performance

The Bank’s financial performanceis affected by monetary policy undertaken, money supply, interest‘rates and exchange rate..The Bank’s financial
performance is presented belowof these financial statements.

During the financial year ended 30 June 2015, the Bank’s net interest income after impairment charge was Shs 4,245 million (2014: Shs 4,757
million) subject to the loan impairment adjustment. This is due to reduction of monetary policy expenses attributed to the stance taken by the
Monetary Policy Committee together with low interest rates on foreign currency denominated deposits.

The Bank’s unrealized foreign exchange gains went up significantly to a record level of Shs 40,740 million (2014: Shs 14,820 million) due to
increased levels of foreign exchange reserves coupled with weak shilling in the year under review. The weakening of the shilling is attributed to
external shocks and the strengtheningof the U.S. Dollar against the other hard currencies.

Trading income mainly generated from sale of foreign currency increased to Shs 8,198 million (2014: Shs 2,125 million) due to movements in major
foreign currency sales to the marketto stabilize the weakening shilling and major government repayments duringthe year.

Administrative expenses reduced significantly to Shs 8,762 million (2014: Shs 11,436 million) as a result of change in accounting policy for coin
minting costs. The new policy requires recognition of the cost of new coins not yet issued as inventory under “other assets”. Previously, coins
minting costs were charged to profit or loss on delivery to the Bank. See notes 2(b) and 2(u). Currency costs are expected to significantly increase
when the Bank issues new generation currency to comply with constitutional requirements. Staff expenses were Shs 3,059 million (2014: Shs 3,899
million).
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The Bank adopted IAS19 revised in the previous financial year and actuarial gains were recognized in its books. However, the Cabinet Secretary of

the National Treasury through Gazette Notice No. 111 of 11 June, 2015 amended the treatment of any surplus to be shared on 50:50 basis between

the sponsor and the members. This change Jed to a reduction in the retirement benefit asset by Shs 2,991 million to Shs 4,668 million (2014: Shs

7,659 million).

The outcome of the Bank’s operations wasanet surplus of Shs 49,725 million (2014: Shs 13,073 million) that has been added to the general reserve

fund. .

The financial position for the year is set out below. The Bank’s assets decteased to Shs 805,369 million (2014: Shs 856,120 million) attributed

mainly to utilization of the U.S. Dollar 2 billion Eurobond proceeds by the Government of Kenyapartially offset by the impact of the weakening

shilling on foreign currency deposits held by the Bank.

Liabilities also decreased to Shs 683,736 million (2014: Shs 784,212 million) attributed to lower liquidity as evidenced by lower deposits from banks

and government at Shs 331,316 million (2014: Shs 448,800 million) and moderated by higher currency in circulation at Shs 222,178 million (2014:

Shs 199,966 million). The decline in liabilities was further moderated by favorable exchange rates gains recorded in the year under review compared

to the previous year. The Bank relaxed excess liquidity mop-up monetary policy measuresresulting in nil investments by banks for the second year

running.

The Directors submit their report together with the audited financial statements for the year ended 30th June, 2015, which showsthestate ofaffairs of

Central Bank of Kenya(the “Bank”/“CBK”). .

Incorporation

The Bankis incorporated under Article 231 of the Constitution of Kenya, 2010.

Principal activities

The Bankis established and administered underthe Constitution of Kenya, 2010 with the principal object of formulating and implementing monetary

policy directed to achieving and maintaining stability in the general level of prices. It is also the responsibility of the Bank to foster liquidity,

solvency and proper functioning of a stable market-based financial system. The Bankalso acts as banker, advisor and fiscal agent of the Government

of Kenya.

Results and dividend

The surplus for the year of Shs 48,131 million (2014: Shs 14,245 million) has been added to the general reserve fund. The’ directors do not

recommendthe paymentofa dividend (2014: Nil).

Boardof Directors

The Board of Directors who served during the year and upto the date ofthis report are listed above.

Auditor

The Bankis audited by the Auditor General in accordance with Section 12 of the Public Audit Act and the Central Bank of Kenya Act.

By order of the Board .

KENNEDY ABUGA
Board Secretary

25th September, 2015.

The Directors are responsible for the preparation offinancial statements for each financial year that give a true and fair view ofthe state ofaffairs of the

Bankas atthe endofthe financial year and of the Bank’s surplusordeficit. The Directors also ensure that the Bank keeps proper accounting recordsthat

disclose, with reasonable accuracy,the financialposition of the Bank. They are also responsible for safeguarding the assets of the Bank.

The Directors accept responsibility for the preparation and fair presentation of financial statements that are free from material misstatements whether due
to fraud orerror. They also accept responsibility for: :

(i) Designing, implementing and maintaining internal control necessary to enable the preparation of financial statements that are free from material
misstatements, whether due to fraud or error;

(ii) Selecting and applying appropriate accounting policies; and

(iii) Making accounting estimates and judgments that are reasonable in the circumstances.

The Directors are of the opinion thatthe financial statements give a true and fair view ofthe state of the financialposition of the Bank at 30 June 2015 and

of the Bank’s financial performance and cash flows for the year then ended in accordance with International Financial Reporting Standards and the

requirements of the Central Bank of KenyaAct.

Nothing has cometo the attention of the Directors to indicate that the Bank andits subsidiary will not remain a going concem foratleast twelve months

from the date ofthis statement.

Signed on behalf of the Board of Directors by:

MR. MOHAMMED NYAOGA , DR. PATRICK NJOROGE

Chairmanof the Board . Governor, Central Bank of Kenya

‘25th September, 2015
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REPORT OF THE AUDITOR GENERAL ON CENTRAL BANKOF KENYA FOR THE YEAR ENDED30TH JUNE,2015

Report on the Financial Statements

The accompanying financial statements of Central Bank of Kenya set out below which comprise the statementof financial position as at 30th June,

2015, and the consolidated statement of comprehensive income , consolidated statement of changes in equity and consolidated statement of cash

flows for the year then ended, and a summary ofsignificant accounting policies and other explanatory information have been audited on my behalf

by PricewaterhouseCoopers, auditors appointed under Section 39 of the Public Audit Act, 2003 and in accordance with the provisions of Article 229

of the Constitution of Kenya. The auditors have duly reported to methe results of their audit and on the basis oftheir report, I am satisfied thatall the

information and explanations which,to the best of my knowledge and belief, were necessary for the purpose of the audit were obtained.

Managements Responsibility for the Financial Statements

The Directors are responsible for the preparations and fair presentation of these financial statements in accordance with International Financial

Reporting Standards and for such intemal contro] as Directors’ determine is necessary to enable the preparation of financial statements thatare free

from material misstatements, whether due to fraud or error

The Directors are also responsible for the submission of the financial statements to the Auditor-General in accordance with the provisions of Section

13 of the Public Audit Act, 2003

Auditor-General‘s Responsibilities

Myresponsibility is to express an independentopinion onthe financial statements based on the audit and report in accordance with the provisions of

- Section 15(2) and (3) of the Public Audit Act, 2003 and submit the audit report in compliance in accordance with Article 229(7) of the Constitution

of Kenya. The audit was conducted in accordance with Intemational Standards on Auditing. Those standards require compliance with ethical

requirements and that the audit be planned and performed to obtain reasonable assurance about whether the financial statements are free from

material misstatement.

Anaudit involves performing procedures to obtain evidence about the amounts and disclosures in the financial statements. The procedures selected

depend on the auditor’s judgment, including the assessmentofthe risks of material misstatementof the financial statements, whether due to fraud or

error. In making those risk assessments, the auditor considers internal control relevant to the entity’s preparation and fair presentation ofthe financial

statements in order to design audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the

effectiveness of the Bank’s internal contro]. An audit also includes evaluating the appropriateness of accounting policies used and the reasonableness

of accounting estimates made by the Directors, as well as evaluating the overall presentation of the financial statements.

I believe that the audit evidence obtainedis sufficient and appropriate to provide a basis for my audit opinion.

Opinion

In my opinion, the financial statements present fairly, in all material respects, the financial position of the Bank as at 30 June 2015,and ofits
financial performance andits cash flowsfor the year then ended,in accordance with International Financial Reporting Standards and comply with the

Central Bank Act, Cap 491 of the Laws of Kenya.

-EDWARDR.O OUKO,

Auditor-General

29 September 2015

Consolidated statement of comprehensive income

 

 

 

 

Year ended 30 June

Notes 2015 2014

Restated

Shs’ million Shs’ million

Interest income 4 6,230 5,828

Interest expense . . 5 (1,977) 1,069)

Netinterest income 4,253 4,759

Increase in loan impairment 15 (8) (2)

4,245 4,757

Fees and commission income 2 (1) 3,000 3,000

Nettrading income 6 8,198 2,125
Other income 7 686 803

Operating income - 16,129 10,685 _

Operating expenses 8 (8,762) (11,436)

Operating surplus/(deficit) before unrealised gains 7,367 (751)

Unrealized gains:

Foreign exchange gain a 2(d) 40,740 14,820
Fair value gain onfinancialassets held for trading 24 176

 

~~
a
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Year ended 30 June

Notes 2015 2014
Restated

Surplus for the year . 48,131 14,245

Other comprehensive income

Items that will not be reclassified to profit or loss:

Actuarial loss on retirement benefit asset . 17 (4,343) (1,126)

Land_and buildings revaluationgain / (adjustment) 18 . 5,937 (46)

Total comprehensive incomefor the year 49,725 13,073

Thenotes on pages below are anintegral part of these financial statements. , '

Consolidated statement of financial position .

At _ At At

30 June 2015 =

=

30 June 2014 30 June 2013
Restated Restated

Notes ° Shs’ million Shs’ million Shs’ million

Assets : .

Balances due from bankinginstitutions 10 591.962 681,397 450,693

Advancesto banks 14 . 715 50 35]

Funds held with International Monetary Fund (IMF) 13 (a) 4,385 692 2,694

Loans and advances {5 2,333 2,654 2,645

Financialassets at fair value throughprofit cr loss 11 113,006 78,190 77,929

Investments securities — Available-for-sale 12 9 6 6

Otherassets 16 4,531 4,882 4,894

Property and equipment 18 20,743 : 13,813 12,052

Intangibleassets : . 19 494 639 973

Retirement benefit asset 17 : 4,668 7,659 8,108

Due from Government of Kenya 20 63,163 66,138 35.960

Total assets
805,369 856,120 596,305

Liabilities
:

Currency in circulation 21 222,178 ° 199,966 183,047

Deposits from banks and government 22 . 331,316 448,800 191,671

Dueto International Monetary Fund (IMF) 13 (b) 125,775 130,064 118,568

Investments by banks : - - 41,589

Other liabilities 23 4,467 5,382 2,595

Total liabilities © «. ‘*’- > 683,736 784,212 537.470

Equity and reserves .

Share capital 24 (a) 5,000 , 5,000 5,000

General reserve fund * oom 24 (b) 101,843 58,055 44,936

Revaluation reserve 24 (c) 14,790 8,853 8,899"

Totai equity" ee ao cmt 121,633 74,908 58,835

Total equity andliabilities ‘ 805,369 856,120 . 596,305

The financial statements below were authorised for issue by the Board of Directors on 25th September, 2015, and signee on-its behalf by:

MR. MOHAMMED NYAOGA
DR. PATRICK NJOROGE

Chairman of the Board
Governor, Central Bank of Kenya

Consolidated statement of changes in equity

Notes ~ Share General Revaluation Total

Capital Reserve Fund -reserve

Shs’ million Shs’ million Shs’ million Shs’ million

Year ended 30 June 2014

Balanceat | July 2013 as
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Notes Share General Revaluation Total
Capital Reserve Fund reserve

Shs’ million Shs’ million Shs’ million Shs’ million
previously reported 5,000 44,161 8,899 58,060

Restatement on change in accounting policy for

coin minting costs

16 - 775 - 775

Asrestated on 1 July 2013 5,000 44,936 8,899 58,835

Surplus for the year : - 14,245 - 14,245)
Actuariallosses in retirement
benefit asset 17 - (1,126) - (1,126)

Adjustment to revaluation reserve - - (46) (46)

Total comprehensive incomefor the year - 13,119 (46) 13,073

Restated balance at 30 June, 2014 5,000 58,055 8,853 71,908

Note:

- The revaluation reserve relatesto unrealized gains on valuation ofland and buildings that will not be recycled into profit or loss

- Theshare capital and proposed dividend reserve have been d -cribed in note 2 (n) and 2 (o) respectively

The notes on pages below are an integral part of these financial statements

, Notes Share General - Revaluation Total
Capital Reserve Fund reserve

Shs’ million Shs’ million Shs’ million Shs’ million
Year ended 30 June 2015

Balance at i Juiy 2014 as

previously reported . 5,000 56,539 8,853 70,392

Restatement on change in accounting policy for coin

minting costs 16 - 1,516 - 1,516

Asrestated on | July 2014 5,000 58,055 8,853 71,908

Surplus for the year - 48,131 - 48,131
Landand buildings revaluation gain 18 - - 5,937 5,937,
Actuariallosses in retirement benefit asset : 17 : (4,343) - (4,343)

Total comprehensive incomefor the year - 43,788 5,937 49,725

Balanceat 30 June 2015 5,000 101,843 14,790 121,633

Note:

The revaluation reserve relates to unrealized gains on valuation ofland and buildings that will not be recycled into profitor loss

The share capital and proposed dividend reserve have been described in note 2 (n) and 2 (o} respectively

The notes below are an integral part of these financial statements.

Consolidated statementof cash flows

Year ended 30 June
Notes 2015 2014

Shs’ million Shs’ million

Net cash (used in)/generated from operating activities 25 (44,802) 219,937

Cashflows from investing activities
Purchase of property and equipment 18 (1,726) (2,792)
Purchaseof intangible assets 19 (98) (9)
Proceeds from disposal of property and equipment 17 30
Net (purchase) / sale of financial assets
- Fair value through profit or loss (38,352) 12,126
~ Held to maturity (361,154) (2,251)
- Available-for-sale (3) -
- Fundsheld with International Monetary Fund (IMF) (3,693) 2,002

Net cash (used in)/from investing activities (405,009) 9,106

Cash flows from financingactivities  
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Year ended 30 June

Notes 2015 2014

Shs’ million Shs’ million

(Repaymentsto) / proceeds from the International Monetary Fund (IMF) (4,289) 11,496

Netcash (used in) / generated from financing activities (4,289) 11,496

(Decrease)/increase in cash and cash equivalents (454,100) 240,539

‘Cash and cash equivalentsatstart of year 648,965 408,426

Cash and cashequivalentsat end of year 26 . 194,865 648,965

 

The notes below are an integral part of these financial statements.

1 Generalinformation

Central Bank of Kenya(the “Bank’/"CBK”) is established by and derives its authority and accountability from the Central Bank of Kenya

Act, Cap 491 of the Laws of Kenya(the “CBK Act”). The Bank is wholly owned by the Governmentof Kenya and is domiciled in Kenya.

The Bank acts as banker, advisor and agentof the Governmentof Kenya.

2 Summaryofsignificant accounting policies

The.principal accounting policies adopted in the preparation of these financial statements are set out below. These policies have been

consistently applied to all years presented, unless otherwise stated.

“PE ogk te :

(a) Basis of preparation

Thefinancial statements are prepared in compliance with International Financial Reporting Standards (IFRS). The measurement basis applied

is the historical cost basis, except where otherwise stated in the accounting policies below. The financial statements are presented in Kenya

Shillings (Shs),rounded to the nearest million.
.

Changes:in accounting policy and disclosures

New standards, amendments andinterpretations adopted by the Bank

The following are the significant amendments to existing standards that have been adopted by the Bankforthe first time for the financial year

beginning onorafter Ist July, 2014:

IAS 32(Amendment), Financial instruments: Presentation’ on offsetting financial assets and financial liabilities. This amendmentclarifies that

-the right of set-off mustnot be contingent on a future event. It must also be legally enforceable for all counterparties in the normal course of

business, as well as in the eventof default, insolvencyor bankruptcy. The amendmentalso considers settlement mechanisms. The amendment

did not have a significant effect on the Bankfinancial statements.

"4 1Amendmentsto IAS 19 titled ‘Defined benefit plans: employee contributions’: the amendments, applicable retrospectively to annual periods

beginning on orafter 1st July, 2014,clarify the requirementsthatrelate to how contributions from employeesorthird parties that are linked to

service should beattributed to periods of service. In particular, contributions that are independent of the numberof years of service can be

recognised as a reduction in the service cost in the period in which the related service is rendered (insteadofattributing them to the periods of

service)’ Thé amendmentdid not have a significant effect on the Bankfinancial statements.

Other standards, amendments andinterpretations whichare effective for the financial year beginning on Ist July, 2014 are not material to the

Bank.

New and revised standards andinterpretations not yet adopted

A‘number ofnewstandards and amendments to standards and interpretations are effective for annual periods béginning after 1st July, 2014,

and have not been applied in preparing these financial statements.

‘Noneofthese is expected to have a significanteffect on the consolidated financial statements of the Bank, except the following:

IFRS 9, ‘Financial instruments’, addresses the classification, measurement and recognition of financial assets and financial liabilities. The

complete version of IFRS 9 was issued on July 2014.It replaces the guidance in IAS 39 thatrelates to the classification and measurementof

financial instruments.

IFRS 9 retains but simplifies the mixed measurements model and establishes three primary measurementcategories for financial assets: amortised

cost, fair value through other comprehensive income (FVTOCY) andfair value through profit or loss (FVTPL). The basis ofclassification depends on

the entity’s model and the contractual cash flow characteristics of the financial asset. Investments in equity instruments are required to be measured

at fair value through profitor loss with the irrevocable option at inception to changesin fair value in OCI not recycling.

if Ven fanaa sar aoa Ft vet . . . . . . . S geaege

There isndwa new expected credit losses model that replaces the incurred loss impairment model used in IAS 39. For financialliabilities, there were

no changes to the classification and measurement except for the recognition of changes in own credit risk in other comprehensive income, for

liabilities designated at fair value through profit or loss. IFRS 9 relaxes the requirements for hedge effectiveness by replacing the brightline hedge

effectiveness tests. It requires an economic relationship between the hedged item and hedging instrumentandfor the ‘hedged ratio’ to be the same as

the one managementactually use for risk management purposes. Contemporaneous documentationis still required but is different to that currently

prepared underIAS 39.
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The ‘standard is effective for accounting periods beginning onor after Ist January, 2018. Early adoption is permitted. The Bankis yet to assess thefull impact of IFRS 9 on the consolidated financial statements.

IFRS 15, ‘Revenue from contracts with customers’, deals with revenue recognition and establishes principles for reporting useful information tousers of financial statements about the nature, amount, timing and uncertainty of revenue and cash flows arising from an entity’s contracts withcustomers. Revenue is recognised when a customerobtains control of a good or service and thus has the ability to direct the use and obtain thebenefits from the good or service. The new standard is effective for annual periods beginning onor after 1 January 2018, and replaces IAS 11 andIAS 18. The Bank is currently assessing the impactof IFRS 15 onthe consolidated financial statements.

(b) Accounting for currency expenses

The cost of unissued bank note stocks is recognised in the statementoffinancial position as deferred currency costs under‘other assets’. Banknote costs are chargedto profit or loss in the year in which the bank notesare issued.

The accounting policy for coin minting costs was changed in the year. Previously, coin minting costs were charged to profit or loss ondelivery of the coins to the Bank. Coin minting costs are now charged to profit or loss when issued to the public. The cost of new currencycos not yet issued is now recognised as inventory within ‘other assets’ consistent with the accounting for the cost of unissued bank notestocks. :

(c) Consolidation

Kenya School of Monetary Studies is a subsidiary of the Bank. The Bank has the power to govern the financial and operating policiesgenerally accompanying a shareholding of more than onehalf of the voting rights. Subsidiaries are fully consolidated from the date on whichcontrol is transferred to the Bank.

The group uses the acquisition method to accountfor business combinations. The consideration transferred for the acquisition of a subsidiaryis the fair values of the assets transferred, the liabilities incurred and the equity interests issued by the group. Acquisition-related costs areexpensed as incurred. Identifiable assets acquired and liabilities and contingent liabilities assumed in a business combination are measuredinitially at their fair value at the acquisition date.

The excess of the aggregate of the consideration transferred and the amount of any non-controlling interest in the acquiree and theacquisition-date fair value of any previous equity interest in the acquiree overthe fair value of the Bank’s share ofthe identifiable netassetsacquired is recorded as goodwill. If this is less than the fair value of the net assets of the subsidiary acquired in the case of a bargainpurchase, the difference is recognised directly in profit orloss. :

Inter-companytransactions, balances and unrealised gains on transactions between group entities are eliminated. Unrealised losses are alsoeliminated unless the transaction provides evidence of an impairment of the asset transferred. Accounting policies of subsidiaries have beenchanged where necessaryto ensure consistency with the policies adopted by the Bank. :

(d) Functional currency and translation of foreign currencies

i, Functional and presentation currency

Items inchided in the financial are measured using the currency of the primary economic environmentin which the Bank operates (the“Functional Currency”). The financial statements are presented in KenyaShillings (“Shs”) whichis the Bank’s Functional Currency.

ii. Transactions and balances

Foreign currency transactions are translated into the Functional Currency using exchange rates prevailing at the dates of the transactions orvaluation where items are re-measured. All foreign exchange gains and losses are presented in profit orloss within ‘foreign exchangegains/(Josses): The Bank’s exposure to foreign currency exchangerate risk is presented in note 28 (ii).

(e) Sale and repurchase agreements

Securities sold subject to repurchase agreements (‘repos’) are reclassified in the financial statements as pledged assets whenthe transferee hasthe right by contract or custom toseil or repledge the collateral; the counterparty liability is included in investments by banks.

Securities purchased under agreements to resell Creverse repos’) are recorded as advances to banks. The difference between sale andrepurchase price is treated as interest and accrued over the life of the agreements using the effective interest method. Securities lent tocounterparties are also retained in the financial statements.

The Bank from time to time mops up money from the financial market (‘repos’) or injects money into the market (‘reverse repos’) withmaturities of 4 - 7 days. The Bank engagesin these transactions with commercial banks only. These have been disclosed in the financialStatements as ‘advancesto banks’ and ‘investments by banks’.

(f) Financial assets and liabilities

1. Financialassets

The Bank classifies its financial assets in the following categories: financial assets at fair value throughprofit or loss. loans and receivables,held-to-maturity and available-for-sale financial assets. The directors determine the classification of its financial assets at initial recognition.The Bank usestrade date accounting for regular way contracts when recording financial asset transactions.

Financialassets atfair value throughprofit or loss

This category comprises two sub-categories: financial assets classified as held for trading, and financial assets designated by the Bank as atfair value through profit or loss uponinitial recognition. ,
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Afinancialassetis classified as held for tradingif it is acquired or incurred principally for the purpose ofselling or repurchasing it in the near

term orif it ts part of a portfolio of identified financial instruments that are managed together and for which there is evidence of a recent

actual pattern of short-term profit-taking. Derivatives are also categorised as held for trading unless they are designated and effective as

hedging instruments. All derivatives are carried as assets when fair value is positive and as liabilities when fair value is negative.

The Bank designates certain financial assets upon initial recognition as at fair value through profit or loss (fair value option). This

designation cannot subsequently be changed and can only be applied whenthe following conditions are met:

° The applicationofthe fair value option reduces or eliminates an accounting mismatch that would otherwise arise or

° The financial assets are part of a portfolio of financial instruments which is risk managed and reported to senior managementona fair

value basis or

° The financial assets consist of debt host and embedded derivatives that mustbe separated.

Financial instruments included in this category are recognisedinitially at fair value; transaction costs are takendirectly to profit or loss. Gains

andlosses arising from changes in fair value are included directly in profit or loss and are reported as Fair value loss on financialassets held

for trading '. Interest income and expense and dividend income and expenses on financial assets held for trading are included in interest

income’ and ‘interest expense’ respectively.

Loansand receivables

Loansand receivables are non-derivative financial assets with fixed or determinable payments that are not quoted in an active market.

Loans and receivablesare initially recognised at fair value — which is the cash consideration to originate or purchase the loan including any

transaction costs — and measured subsequently at amortised cost using the effective interest method.

The Bank operatesa staff loans schemefor its employees for the provision of facilities sach as house and car loans. The loans are granted to

staff at an interest rate of 3% per annum which generally below the prevailing market interest rates. Loans issued at non market rates are

initially be measuredat fair value (by discounting the related cash flows using marketrates of interest) and subsequently carried at amortised

cost. The difference between the fair value of the loans and the carrying amountat inception is treated as a long term employee benefit and is

accounted for as a deferred cost. The resulting loan adjustment accountis released to interest income over the loan period in line with the

unwinding of the discount, while the deferred cost is expensed to staff costs as the services are rendered to the Bank overthe period ofthe

loan.

Available-for-sale financialassets

Available-for-sale financial assets are non-derivatives that are either designated in this category or not classified in any of the other

categories. They are included in non-currentassets unless the investment matures or managementintendsto dispose ofit within 12 months of

the end ofthe reporting period.

Available-for-sale financial assets are measured atfair value. Gains or losses arising from fair value re-measurements are included in other

comprehensive income.

ii, Financial liabilities

The Bank’s holding in financial liabilities represents mainly deposits from banks and government and other liabilities. Such financial

liabilities are initially recognisedat fair value and subsequently measured at amortised cost.

Cash Reserve Ratio are statutory deposits taken from commercial banks and non-bankfinancial institutions for liquidity managementas part

of monetary policies in accordance with the Kenyan Banking Act and are interestfree.

iii. Determination of fair value

Forfinancial instrumentstraded in active markets, the determination offair values of financial instruments is based on quoted marketprices or

dealer price quotations. This includes listed equity securities and quoted debt instruments on major exchanges and broker quotes from

Bloomberg.

A financial instrument is regarded as quoted in an active marketif quoted prices are readily and regularly available from an exchange, dealer,

broker, industry group, pricing service or regulatory agency, and those prices represent actual and regularly occurring market transactions on

an arm’slength basis. If the above criteria are not met, the market is regarded as being inactive. Indicators that a marketis inactive are when

there is a wide bid-offer spread or significant increase in the bid-offer spread orthere are few recent transactions.

Forall other financial instruments, fair value is determined using valuation techniques. In these techniques, fair values.are estimated from

observable data in respect of similar financial instruments, using models to estimate the present value of expected future cash flows or other

valuation techniques, using inputs.

‘In cases whenthe fair value of unlisted equity instruments cannotbe determinedreliably, the instruments are carried at cost less impairment.

The fair values of contingentliabilities and irrevocable loan commitments correspondto their carrying amounts.

iv. De-recognition

Financial assets are derecognised when the contractual rights to receive the cash flows from these assets have ceasedto exist or the assets have

been transferred and substantially all the risks and rewards of ownership ofthe assets are also transferred (that is, if substantially all the risks

and rewards have not beentransferred, the Bank tests control to ensure that continuing involvement onthe basis of any retained powers of

control does not prevent derecognition). Financialliabilities are derecognised when they have been redeemedor otherwise extinguished.
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vy. Classes of financial instruments
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Category (as defined by FAS 39) Class (as determined bythe Bank) . 2015) 2014
 

 

  
 

 

 

 

 

 

 

  

Shs’ million Shs’ million

Financial assets |Financial assets at fair value [Held for trading World Bank Reserve Asset 28,822 25,989

through profit or loss Management Programme (RAMP)

financial assets ve
84,118" .. vice

Fixed incomesecurities

: 52,136
Designated at initial |Gold holdings *°66 65

recognition ‘ < =

Loans and receivables Advances to banks 715 “* 50

Funds with IMF 4,385 692

INet advances to staff and banks underliquidation 2,333 2,654)

Due from Government|Governmentloan 26,669 28,900)

Overdraft facility to Government 36,494 37,238

Balances due from Foreign denominated term deposits 523,189 417,199

banking institutions _: ne

Available-for-sale Investmentsecurities |SWIFT shares 9 6

Financial Financial liabilities at Deposits from banks |Cash reserve ratio and current 193,661 137,289)

liabilities amortised cost account deposits

Due to IMF 125,775 130,064)

Deposits from Governmentinstitutions 136,780 311,511

 
 

      
 

(g)

(h)

vi. Impairmentoffinancial assets

a. Loansand receivables

The Bankassesses at each reporting date whether there is objective evidence that a financial asset or group of financial assets is impaired. If

there is objective evidence that an impairmentloss on loans carried at amortised cost has been incurred, the amountofthe loss is measured as the

difference betweenthe assets’s carrying amount and the present value of estimated future cash flows (excluding future credit losses that have not

been incurred) discounted at the financial instrument’s original effective interest rate. The carrying amountofthe asset is reduced throughthe use

of an allowance accountand the amountof the loss is recognisedin profit or loss. A loan is normally written off, either partially or in full, when

there is no realistic prospect of recovery of the principal amount, and fora collateralised loan, after taking into account any value ofthe security

- which has beenrealised. ~

b. Available for sale financial assets

The Bank assesses at each reporting date whetherthere is objective evidence that a financial asset or group offinancial assets is impaired.If

there is objective evidence that an impairmentloss, the cumulative loss — measured as the difference between the acquisition cost and the current.

fair value, less any impairmentloss on thatfinancial asset previously recognisedin profit or loss — is removed from equity and recognised in profit
orloss.

If, in a subsequentperiod,the fair value of a debt instrumentclassified as available-for-sale increases and the increase can be objectively related|to
an event occurring after the impairment loss was recognised in profit or loss, the impairmentloss is reversed throughprofit or loss.

If any such evidence exists for available-for-sale financial assets, impairment losses recognised in profit or Joss on equity instruments are not
reversed throughprofit orloss. - or

vii. Offsetting financial instruments

Financialassets andliabilities are offset and the 1net amountreported in the statementof financial position whenthere is'a legally enforceable
right to set off the recognised amounts and there is an intention to settle on a net basis, or realise the asset and settle the liability
simultaneously.

Cash and cash equivalents

Cash and cash equivalents include cash in hand, deposits held at call with banks and other short-term highly liquid investments with original
maturities of three monthsorless.

Property and equipment

Land and buildings comprise mainly branches and offices. Ali equipment used by the Bank is stated at historical cost less depreciation.
Historical cost includes expenditure that is directly attributable to the acquisition of the items. Land and buildings are stated at valuation less
accumulated depreciation. Valuationsare carried out every three years. bgt srrregyt ht,

, . hae in

Subsequent expenditures are included in the asset’s carrying amountor are recognised as a separate asset, as appropriate; only When|iflis?
probablethat future economic benefits associated with the item will flow to the Bank andthe cost ofthe item can be measured reliably. The
carrying amountofthe replaced part is de-recognised. All other repair and maintenance costs are chargedto profit or loss during the financial’
period in whichthey are incurred.

Freehold land is not depreciated. Depreciation of other assets is calculated using the straight-line method to allocate their cost or revalued
amounts to their residual values overtheir estimated useful lives, as follows: "
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(k)

Leasehold land Overthe period ofthe lease

Buildings : 20 years .

Motorvehicles 4 years

Furniture and equipment 5 - 10 years

Intangible assets

Costs associated with maintaining computer software programmes are recognised as an expense as incurred. Developmentcosts that are

directly attributable to the design and testing of identifiable and unique software products controlled by the Bank are recognised as intangible

assets whenthe followingcriteria are met:

i. itis technically feasible to complete the software productso thatit will be available for use,

ii. managementintends to complete the software product and useorsell it; - :

* there is an ability to use orsell the software product,

* it can be demonstrated how the software product will generate probable future economic benefits;

* adequate technical, financial and other resources to complete the development and to use orsell the software product are available;

and
iii. the expenditure attributable to the software product during its developmentcanbe reliably measured.

Directly attributable costs that are capitalised as part of the software product include the software development employee costs and an

appropriate portion of relevant overheads.

Other development expenditures that do not meetthese criteria are recognised as an expense as incurred. Development costs previously

recognised as an expense are not recognised as anasset in a subsequentperiod.

Computer software developmentcosts recognised as assets are amortised overtheir estimated useful lives, which does not exceed three years.

Acquired computer software licences are capitalised on the basis of the costs incurred to acquire and bring to use the specific software. These

costs are amortised on the basis of the expected useful lives. Software has a maximum expected useful life of 5 years.

Impairmentof non-financialassets

Assets are reviewed for impairment wheneverevents or changes in circumstancesindicate that the carrying amount may not be recoverable.

An impairment loss is recognised for the amount by which the asset’s carrying amountexceedsits recoverable amount. The recoverable

amountis the higher of an asset’s fair value less costs to sell and value in use. For the purposes of assessing impairment, assets are grouped at

the lowestlevels for which there are separately identifiable cash flows (cash-generating units). The impairmenttest also can be performed on

- a single asset when the fair value less cost to seil or the value in use can be determined reliably. Non-financial assets that suffered impairment

are reviewedfor possible reversal of the impairmentat each reporting date.

Employee benefits

The Bank operates a defined benefit and defined contribution pension schemes. The schemes are funded through payments to trustee-

administered funds on a monthly basis.

Onthe defined contribution scheme, the Bank pays fixed’contributions to the scheme. The payments are charged to the profit or loss in the

year to which they relate. The Bank has no further paymentobligation once the contributions have been paid.

Thedefined benefit plan defines an amountof pension benefit that an employee will receive on retirement, dependenton age, years of service

and compensation.

The assets of the schemeare held by the Bankin an independenttrustee administered fund. The asset recognised in the statement of financial

position in respect of the defined benefit pension schemeis the fair value of the scheme’sassets less the present value of the defined benefit

obligation at the reporting date. The defined benefit obligation is calculated annually by an independent actuary using the projected unit

method. The present value of the defined benefit obligation is determined by discounting the estimated cash outflows ‘using interest rates of

Kenyatreasury bonds that have terms to maturity approximating to the termsofthe related pension liability.

The asset recognised in the statementof financial position in respect of defined benefit pension plans is the present value of the defined

benefit obligation at the end ofthe reporting period less the fair value of plan assets, together with adjustments for unrecognised past-service

costs. The defined benefit obligation is calculated annually by independent actuaries using the projected un it credit method. The present value

of the defined benefit obligation is determined by discounting the estimated future cash outflowsusing interest yield on government securities

that are denominated in the currency in which the benefits will be paid, and that have terms to maturity approximating the termsof the related

pension liability.

Actuarial gains andlosses arising from experience adjustments and changesin actuarial assumptionsare chargedor credited to equity in other

comprehensive incomein the period in which theyarise.

Past service costs are recognised immediately in income.

The Bank’s post-employment amounts andactivity are disclosed in Note 17.

The Bankandall its employees contribute to the National Social Security Fund, whichis a defined contribution scheme.

A defined contribution plan is a retirement benefit plan under which the Bank pays fixed contributions into a separate entity. The Bank has no

legal or constructive obligations to pay further contributionsif the fund does not hold sufficient assets to pay all employees the benefits

relating to employee service in the currentandprior periods.

The Bank’s contributionsto the defined contribution schemeare charged to the profit or loss accountin the year in which theyfall due.

Theestimated monetaryliability for employees’ accrued annualleave entitiementat the reporting date is recognised as an expense accrual.

*
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)

(m)

(n)

(0)

(p)

(q)

(s)

(t)

(u)

Incometax

Section 7 of the Income Tax Act exempts the Bank from any taxation imposed bylawin respectof income or profits. This exemption includes
stamp duty in respect of instruments executed by or on behalf of the Bank.

Provisions

Provisions are recognised when: the Bank hasa presentlegal or constructive obligation as a result of past events;it is probable that an outflow
of resources will be required to settle the obligation; and the amount has been reliably estimated. Provisions are not recognised for future
operating losses.

Where there are a numberofsimilar obligations,the likelihood that an outflow will be required in settlementis determined by considering the
class of obligations as a whole. A provision is recognised even if the likelihood of an outflow with respect to any one item included in the
same class of obligations may be small.

Provisions are measured atthe present value of the expenditures expected to be required to settle the obligation at a rate that reflects current
market assessments of the time value of money andtherisks specific to the obligation. The increase in the provision due to passage of time is
recognised as interest expense.

Dividend payable

The Central Bank of Kenya Act (Cap 491) allows the Bank to retain at least 10% of realized income after taking into account expenses. In
addition to this, the Board of Directors in the year 2007 set a policy thatall dividends shall be net of unrealized income and other revaluations
gains in additionto the retention allowed by the Act. :

Dividendson ordinary shares are charged to equity in the period in which they are declared.

Sharecapital

Ordinary shares are classified as ‘share capital’ in equity.

Leases

Bankas lessee

The leases entered into by the Bankare primarily operating leases. Payments made under operating leases (net of any incentives received from
the lessor) are charged to the income statement ona straight-line basis over the period ofthe lease. '

Bank as lessor

The groupleases certain property, plant and equipment whereit does not transfer substantially all the risks and benefits of ownership of the
assets. The operating leases generate rental income which is recorded in the income statement on a straight-line basis over the period of the
lease. ,
Interest income and expense

Interest income and expenseforail interest-bearing financial instruments are recognised in profit or loss using the effective interest method.

Theeffective interest method is a method ofcalculating the amortised costof a financial asset or lability and of allocating the interest income
or interest expense over the relevant period. Theeffective interest rate is the rate that exactly discounts estimated future cash payments or
receipts through the expected life of the financial instrumentto the net carrying amountofthe financialassetorliability on initial recognition.
Whencalculatingthe effective interest rate, the Bank estimates cash flows considering all contractual terms of the financial instrument, and
any revisions to these estimates are recognised in the income statement. The calculation includes amounts paid or receivedthat are an integral
part of the effective interestrate of a financial instrument, including transaction costs and all other premiumsor discounts:

Fee and commission income

Fees and commissionsare generally recognised on an accrual basis when the service has been provided.

The Bank ears from the Government of Kenya a commission of 1.5% of amounts raised through its agencyrole in the issuance of Treasury
bills and bonds. The annua! commission incomeis limited to Shs 3 billion as per the agreement between the Bank and the National Treasury
effective 1 July 2007. In addition, the Bank earns commissions from other debt instruments issued to meet funding requirements of State
Corporations.

Commitments on behalf of the Kenya Government and National Treasury

The Bank issues Treasury bills and bonds on behalf of the National Treasury. Commitments arising on such transactions on behalf of Kenya
Government and the National Treasury are not included in these financial statements as the Bank is involved in such transactions only as
agent. : .

Currencyin circulation

Notes and coinsin circulation are measuredat face value of the issued currency. This represents the nominal value ofall bank notes and coins
held by the public and commercial banks.

Inventories

. We
The Bank’s inventory is comprised of new currency notissued. Inventories are stated at the sum of the productioncosts. Cost is determined
usingthefirst-in, first-out (FIFO) method.
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(v)

(w)

(x)

Banknotes printing expenses and coin minting costs for each denomination which include ordering,printing, minting, freight, insurance and

handling costs are initially deferred. Based on the currency issued into circulation, the respective proportional actual costs incurred are

released to the profit or loss from the deferred costs account. Thedeferred amountis recognised as prepayment and represents un-issued bank
notes and coins stock.

Loan due from the Governmentof Kenya

The loan due from the Government of Kenya arose from overdrawn accounts which were converted to a loan with effect from 1 July 1997

after an amendmentto the Central Bank of Kenya Actto limit the Bank’s lending to Government of Kenya to 5% of Government of Kenya
audited revenue.

On 24 July 2007, a deed of guarantee was signed between the Govemmentof Kenya and Central Bank of Kenya in which. the Government

agreed to repay the loan at Shs 1.11 billion per annum over 32 years at 3% interest per annum. The security held is lien over cash balances,

stock, treasury bonds and such other governmentsecurities as are specified in Section 46(5) of the Central Bank of Kenya Act.

The loan due from the Governmentof Kenyais categorised as a loan and receivables and is measured at amortised cost.

Fundsheld at/ due to International Monetary Fund (IMF)

Kenya has been a memberof the International Monetary Fund (IMF) since 1966. The Bank is the designated depository for the IMF’s

holdings of Kenya’s currency. IMF currency holdings are held in the No. | and No. 2 Accounts, which are deposit accounts of the IMF with

the Bank. Borrowings from and repayments to the IMF are denominated in Special Drawing Rights (SDRs). The SDR balances in IMF

accountsare translated into Shillings at the prevailing exchange rates and any unrealized gains or losses are accounted for in accordance with
accounting policy on foreign currencies.

On a custodial basis, the Bank holds a non-negotiable, non-interest bearing and en cashable on demand security issued by the Treasury in

favourof the IMF in its capacity as the IMF’s depository. The security issued is in part payment of Kenya’s quota of IMF shares.

Comparatives

Where necessary, comparative figures have been adjusted to conform to changesin presentation in the current year.

Critical accounting estimates and judgements in applying accounting policies

(i) Critical estimates in applying the entity’s accountingpolicies

The Bank makes estimates and assumptions that affect the reported amounts ofassets and liabilities within the next financial year. Estimates

and judgements are continually evaluated and are based onhistorical experience and other factors, including expectations of future events that

are believed to be reasonable underthe circumstances.

a.  Post-retirement benefits

Post-retirement benefits are Jong term liabilities whose value can only be estimated using assumptions about developments overa long period.

The Bank has employed actuarial advice in arriving at the figures in the financial statements (Note 17 which includes assumptions). The Board

of Directors considersthe assumptions used by the actuary in their calculations to be appropriate for this purpose.

b. Loans and advances

Critical estimates are made by the managementin determining the recoverable amountof impaired loans and receivables.

c. Fair value offinancial assets

The fair value of financial instruments that are not traded in an active market and off market loans are determined by using valuation

techniques.

d.. Property and equipment

Land and buildingsare carried at fair value; representing open market value determined periodically by internal professional valuers.

(ii) Critical judgements in applying the entity’s accounting policies . :

In the process of applying the Bank’s accounting policies, management has made judgements in determining:

. the classification offinancial assets and leases

° whetherassets are impaired.

 

Interest income 2015 2014

Shs’ million , Shs’ million

Financial assets - held to maturity 1,878 ‘ 1,353

Loans and advances . 3,860 4,116

Financial assets at fair value through profit or loss ; 492 359

6,230 5,828

 

Interest income from loans and advances comprises:
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4 Interest income 2015. 2014
Shs’ million Shs’ million

Due from Governmentof Kenya- loan 825 858

Due from Government of Kenya - overdraft 2,240 2,263

Staff loans and advances 260 . 255

Advances to banks 204 506

Loca] commercial banks overnight loans 65 71

Otherinterest income . 266 163

3,860 4,116

. 5 Interest expense

Interest on monetary policy issues — investments by banks 1,894 1,029

Interest paid to IMF 83 40

1,977 1,069

6 Nettrading income

Netgain onsale of foreign exchange currencies 8,169 2,182

Net gain/(loss) on held for trading financial assets 29 (57)

8,198 2,125

7 Other income

Licence fees from commercial banksand foreign exchange bureaux 248 220

Penalties from commercial banks and foreign exchange bureaux 16 21

Rent income from Thomas De La Rue Kenya Limited 2 2

Kenya School of Monetary Studies operating income- hospitality services

andtuition fee 372 467

Gain on disposal of property and equipment 17 30

Miscellaneous income 31 63

686 803

8 Operating expenses 2015 2014 2013
: Restated Restated

Shs’ million Shs’ million Shs’ million

Employee benefits (Note 9) 3,059 3,899 3,645
Currency production expenses 1,965 3,924 1,621
Property maintenanceand utility expenses 1,203 1,129 903

Depreciation (Note 18) 733 985 823

Amortisation (Note 19) _ 243 343 345
. Provision for impairment loss on other assets (Note 16) - 21 153

Auditor's remuneration 6 6 6
«Loss onfinancial assets at fair value throughprofit or loss - - 16

Transport andtravelling 189 189 178

Office expenses 195 195 190
Postal service expense - 126 . 112 136

Legal and professionalfees 83 42 112

Other administrative expenses 960 591 50]

8,762 11,436 8,629

 

Currency production expenses for 2014 and 2013 have beenrestated as a result of the changein the accounting policy for coin minting costs as
follows(see also note 16):

2014 2013
Shs’ million © Shs’ million

Aspreviously reported 4,665 2,396
Restatement on change in accounting policy for coin minting costs (741) (775)

 

4
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2014 2013

Shs’ million Shs’ million

Asrestated 3,924 1,621

9 Employee benefits 2015 2014

Shs’ million Shs’ million

Wages and salaries 3,614 3,834

Medical expenses 200 195

Otherstaff costs 424 39}

Directors’ emoluments (Note 27) 62 45

Netcredit relating to the retirement benefit asset (Note 17) (1,241) (565)

3,059 3,899

10 Balances due from bankinginstitutions 2015 2014

Current accounts

Foreign denominated term deposits

Accrued interest on term deposits

Special project accounts
Domestic foreign currency cheque clearing

Reposclearing and regional central banks

Cashin cash and cash equivalents (note 26)

Foreign denominated term deposits

Accruedinterest on term deposits

Shs’ million Shs’ million

 

 

31,118 50,343

125,542 380,956
475 225

25,778 199,586
11,704 14,088

173 181

194,790 645,379

397,172 36,016

- 2

591,962 681,397

 

Special project accounts relate to amounts received by the Government of Kenya(or its ministries) for specific projects or purposes. An equal and

corresponding liability is recorded and disclosed under “Deposits from banks and government (note 22)”. The movementin the year is mainly

attributable to the drawdownofthe proceeds of the U.S. Dollar 2 billion Euro bond by the Governmentof Kenya.

11 Financialassets at fair value through profit or loss

a. Designated at initial recognition

Gold holdings

Movements jn gold holdings are due to mark to market movements.

12

b. Heldfor trading

Fixed incomesecurities

Fixed incomesecurities under World Bank RAMP

Investments securities - Available-for-sale

Unlisted equity securities

2015

Shs’ million

2014

Shs’ million

 

 

 

 

66 65

84,118 52,136
28,822 25,989

112,940 78,125

113,006 78,190

2015 2014
Shs’ million

9

Shs’ million

6
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Atstart of year 2015 2014

 

Shs’ million Shs’ million

. :
6 -

Additions 3 6

At end of year 9 6

 

“Unlisted equity securities” relate to the Bank’s investmentin shares of the Society for Worldwide Interbank Financial Telecommunication (SWIFT)

which is a member owned co-operative withits headquarters in Belgium. The Bank held 24 (2014: 16) SWIFT shares at 30 June 2015.

13 Funds held at/ due to International Monetary Fund (IMF)

 

 

2015 2015 2014 2014

SDR million Shs’ million SDR million Shs’ million

(a) Assets ‘
IMFbalances (SDR asset account) 32 4,385 5 692

(b) Liabilities :

International Monetary Fund Account No.1 19 2,631 19 2,661

International Monetary Fund Account No. 2 - 2 - 2

International Monetary Fund —- PRGF Account 631 87,236 683 92,308

IMF - SDR Allocation account 260: 35,906 260 35,093

910 125,775 , 962 130,064

 

The National Treasury is the Government of Kenya’s Fiscal Agent. Commitments arising on transactions between IMF, Kenya Government

and the National Treasury are notincludedin these financial statements as the Bankis not the Government's fiscal agent.

Kenya's quota in IMF of SDR 271.4 million (2014: SDR 271.4 million) and allocations of SDR 258.3 million (2014: 258.3 million) are not

included in the financial statements of the Bank as these are booked in the National Treasury with the Government of Kenya’s Fiscal Agent.

 

14 Advances to banks 2015 2014

Shs’ million Shs’ million

Treasury bonds discounted. 38 . 38

Treasury bills discounted 36 1

Accrued interest 1 i

75 50

 

All advances to banks are recoverable within one year.

 

15 Loans and advances 2015 2014

Shs’ million Shs’ million

Due from banks underliquidation , 3,656 : 3,656

Advances to employees 2,365 2,678

. 6,021 - 6,334
Allowance for impairment (3,688) (3,680)

 

Net advances 2,333 2,654

 

Movementin the loan impairmentallowanceis as follows:

 

Atstart of year 3,680 3,678

Increase in impairment allowance 8 2

At end of year 3,688 3,680

 

In exceptional circumstances, as allowed by Section 36 of the Act, the Bank may act as the “lender of last resort” to financial institutions in

difficulty. Commercial banks did not utilise this facility in the year under review. The overnight lending attracts an interest at the Central
Bank of Kenya Rate (“CBR”) plus a margin determined by the Bank.
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16 Otherassets 2015 2014 2013
Restated Restated

Shs’ niillion Shs’ million Shs’ million

 

 

 

 

Prepayments
526 688 115Deferred currency expenses 3,704 3,766 4,252Sundry debtors

5,102 5,218 5,212Items in the course of collection 82 70 154

9,414 9,742 9,733Provision for impairment (4,883 ) (4,860) (4,839)

4,531 4,882 4,894

All otherassets balances are recoverable within one year.

Movementin the impairment allowanceis as follows:
Atstart of year

4,860 4,839 4,686Increase in impairment allowance 23 21 153

Atendof year 4,883 4,860 4,839

 

Deferred currency expenses have beenrestated in 2014 and 2013 as a result of the changein accounting policy for coin minting costs as below (seealso note 8):

Deferred currency expenses

As previously reported
Restatementon changein accounting policy for coin minting costs:
- Opening balance

- Credit to profit or loss in the year

Asrestated

17 Retirement benefit asset

Presentvalue of funded obligations
Fair value of plan assets
Adjustmentto retirement benefit asset related to asset ceiling*

Asset in the statementoffinancial position

Reconciliation of asset in the statement of financial position

Atstart of year

Net incomerecognised in the income statement
Net income/(expense) recognized in other comprehensive income (och
Adjustmentto retirementbenefit asset recognised though OCI ~ asset ceiling*
Employercontributions

At end of year

Movementsin the plan benefit obligation are as follows:

Atstart of year

Current service cost net of employees' contributions
Interest cost

Employee contributions
Actuarial (loss)/gain

Benefits paid

 

 

 

 

 

 

2014 2013

Restated Restated

Shs’ million Shs’ million

2,250 3,477

775 -

741 775

3,766 4,252

2015 2014

Shs’ million Shs’ million

17,820 17,006

(27,156) (24,665 )

4,668 -

(4,668 ) (7,659)

7,659 8,108
1,241 565

325 (1,126)

(4,668 ) -

11] 112

4,668 7,659

2015 2014

Shs’ million Shs’ million

17,006 13,065

404 457

2,160 1,779

55 55
(863) 2,318

(942) (668)
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Movementsin the plan benefit obligation are as follows: 2015 2014

Shs’ million Shs’ million

At end of year 17,820 17,006

2015 2014

Movementsin the plan assets are as follows:

Atstart of year

Expected return on schemeassets

Actuarial (loss)/gain

Employer contributions

Employee contributions

Benefits expenses paid
Adjustment for previous year values

At end of year

The amounts recognised in profit or loss for the year are as follows:

Expected return on schemeassets

Adjustmentfor previous year values

Current service cost net of employees’ contributions

Interest cost

Net chargeforthe year included in employee benefits (Note 9)

Plan assets are distributed as follows:

Quoted shares
Investment properties :

Governmentof Kenyatreasury bills and bonds

Commercial paper and corporate bonds

Offshore investments

Fixed and term deposits

Shs’ million Shs’ million

 

 

 

 

 

24,665 21,173

3,205 2,858

(539) 1,191

HH 112

56 55

(942) (667)

600 (57)

27,556 24,665

3,205 2,858

600 (57)
(404) (457)

(2,160) (1,779

1.241 565

2015 2014
Shs’ million % Shs’ million %

10,770 40% 9.865 40%

4,137 15% 3.039 12%

7,543 28% F217 29%

1.928 7% 1,590 1%

2.436 9% 2.095 9%

342 1% 859 3%

27,156 100% 24.665 100%

 

*Amendmentsto the Retirement Benefits Act (Cap 197) on the treatment ofthe surplus in a defined benefit scheme were published in June 2015.

The impactof the amendmentsis that the sponsor can only recognize up to 50% ofthe surplusin a scheme. The impact has beenpresented in these

financial statements as an “adjustmentto retirement benefit asset related to asset ceiling”.

The principal actuarial assumptionsat the reporting date were:

Discountrate (p.a.)

Salary increase (p.a.)

Expected return on plan assets (p.a.)

Future pension increases

Sensitivity analysis

Theeffect of certain changesto the financial and demographic assumptionsis analysed below:

Base

Shs million

Netasset at start of year 7,659

Net expense recognised in profit or loss

1.241

Net expense recognised in OCT 324

Adjustment to retirement benefit asset

recognised through OCI - asset

ceiling (4,667)

Discount rate Discount rate Salary rate

-1%
Shs million

7.659

1,194

(1,225)

(3,870)

+1%

Shs million

7.659

(5.350)

2015

12.9%

10.9%

12.9%

3.0%

2014

12.9%

10.9%

12.9%

3.0%

Salary rate
-1% +1%

” Shs million

Demographic assumptions
+10%

Shs millioh Shs million

-10%

Shs million

7.659 7,659 7,659 7.659

1.259 1,222 1.246 1,236
495 146 490 146

(4.762) (4,569) (4,753) (4.575)
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Employercontributions

Netassetat end of year

 

THE KENYA GAZETTE 2317

Base Discount rate Discount rate Salaryrate Salaryrate Demographic assumptions

-1% +1% -1% +1% +10% -10%

Shs million Shs million Shs million Shs million Shs million Shs million Shs million

111 lit 111 111 111 111 111

4,668 3,869 5,351 "4,762 4,569 4,753 4,577

 

The abovesensitivity analyses are based on a changein an assumption while holding all other assumptions constant. In practice, this is unlikely to

occur, and changes in someof the assumptions may be correlated. Whencalculating the sensitivity of the defined benefit obligation to significant

actuarial assumptions the same method (present value of the defined benefit obligation calculated with the projected unit credit method at the end of

the reporting period) has been applied as whencalculating the pensionliability recognised within the statementoffinancial position.

18 ‘Property and equipment

Year ended 30 June 2014
Opening net amount

Additions

Disposals

Chargefor the year

Reversal of charge on disposals

Adjustment to revaluation reserve

At end of year

At 30 June 2014

Cost or valuation

Accumulated depreciation

Net book amount

Year ended 30 June 2015
Opening net amount

Additions

Revaluation gain

Disposals

Chargefor the year

Reversal of charge on revaluation

Reversal of charge on disposals

At end of year

At 30 June 2015

Cost or valuation

Accumulated depreciation

Net book amount

 

 

 

 

 

 

 

Freehold Leasehold Workin Motor Furniture Total

land and land and progress vehicles and

Buildings buildings equipment

Shs’ million Shs’ million Shs’ million Shs’ million Shs’ million Shs’
million

2,897 4353 2,108 136 2,296 12,052

- - 2,373 nN 348 2,792
- - - (35) (4) (39)

(71) (340) - (66) (580) (985)

- - - 35, 4 39

(46) - . - - (46)

2,774 4,353 4,481 141 2,064 13,813

2,929 4,893 4,481 364 3,972 16,639

(155) (540) - (223) (1,908) (2,826)

2.774 4,353 4,481 141 2,064 13,813

2,774 4,363 4,481 141 2,064 13,813
- - 1,437 40 249 1,726

3,346 1,564 - - - 4,910
- - - (34) . (34)

(73) (259) o (93) (308) (733)

228 799 - - - 1,027

- - - 34 - 34

6,275 6,457 5,918 88 2,005 20,743

6,275 6,457 5,918 ‘370 4,221 23,241

- - - (282) (2,216) (2,498)

6,275 6,457 5,918 88 2005 20,743

 

Land and buildings were revalued by internal professional valuers in 2015 on an open market basis and the revaluation has been included in the

revaluation teserve. Land and buildings are included in the level 2 of the fair valuation hierarchy(thatis, the fair value is based on inputs other than

quoted prices that are observable). The methods and significant assumptions applied in arriving at the revalued amountsare as follows:

¢* The Bank’s residential properties are all owner-occupied. In carrying out the valuation, the Bank has assumedthat the prospective rental income

to be generated by the property based on the going rentals for similar properties within the same location.

The Bank has taken into account comparable values of similar properties (plot, construction standards, design, lay out, size, location, current

sale prices of vacant plots and those developed) to derive the market prices. These were obtained from market transactions of comparable
properties.

Includedin land and buildingsis land in Kisumu and Mombasa,valued at Shs 627 million (2014: Shs 486 million), for which the Bankis in the final

stage ofregistrationoftitles. The Bank is in possession and occupiesall the properties. Work in progress at 30 June 2015 and 2014 relates to ongoing

developmentat the Kenya School of Monetary Studies.
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19 Intangible assets Software Work-in- Total
Progress /

Year ended 30 June 2014 Shs’ million Shs’ million Shs’ million

Cost

Atstart of year 1,618 - 1,618

Additions - 9 . 9

At end of year 1,618 9 1,627

Accumulated amortisation |
At start of year 645 - 645

Amortisation for the year 343 - 343

At end of year 988 -- 988

Net carrying value , 630 9 639

Year ended 30'Juine 2015
Cost
Atstart of year 1,618 9 1,627
Additions 98 - 98

Transfers 7 Q) -

At end of year 1,723 2 1,725

Accumulated amortisation ;

Atstart of year 988 - 988
Amortisation for the year 243 - : 243

At end of year 1,231 - 1,231

Net carrying value 492 2 494

20 Due fromGovernmentofKenya 2015 2014
Shs’ million Shs’-million

Overdraft 36,494 37,238
Governmentloan 26,669 28,900

63,163 66,138

 

 

 

 

 

 

 

 

 

 

 

 

The Government of Kenya overdraft accountis usedto fund the treasury bills and interest related accountsthat overdrawasa result of shortfalls from

primary issues in the market. Wheneverthe previously funded accountreceives funding asa result of proceeds from primary issues of call-ups, the

overdraft accountis refunded the previously owed amount.

Section 46(3) of the Central Bank of Kenya Actsets the limit of the Government of Kenya’s overdraft facility af the Bank at 5% of the Gross

Recurrent Revenue asreported inthe latest Government of Kenya audited financial statements. The limitfor the year ended 30 June 2015 was Shs

39,123 million. (2014: Shs 34,187 million) based on the gross recurrent revenue for the year ended 30 June 2013 (whichwere the latest audited

financial statements at the start of the year), which was Shs 782,466 million, andinterest is charged at the Central Bank Rate currently at 11.5%.

The Bank has issued a loan to the Government of Kenya.Principal repayments of Shs 550 million plus interest accruing are paid half yearly. The

movementinthe balance inthe current yearincludes the repaymentof: principal of Shs 1,100 million for the prior year which wasnotsettled at 30

June 2014.

21 Currency in circulation

Kenya bank notes
Kenya coins

Movementiin the account wasas follows:

Atstart of year ,
Deposits by banks

Withdrawals by banks
Decommissioned currency

Atendof year

 

 

 

2015 2014
Shs’ million Shs’ million

215,190 193,640
6,988 6,326

222,178 199,966

199,966: 183,047
(489,768) (458,504)
"$12,011 475,504

Bl) (81)

222,178 - 199,966
 



30th September, 2015 THE KENYA GAZETTE 2319
 

 

22 Deposits from banks and government : 2015 2014
Shs’ million Shs’ million

Local commercia] banks clearing accounts and cash ratio reserve 176,520 123,766
Local banksforeign exchangesettlement accounts 17,054 13,476
External banks foreign exchangesettlement accounts 37 4]
Other public entities and project accounts 32,185 207,836
Government of Kenya 105,520 103,675

331,316 448,800

 

Special project accounts relate to amounts received by the Government of Kenya(orits ministries) for specific projects or purposes. An equal and
corresponding asset is recorded and disclosed under “Balances due from bankinginstitutions (note 10)”. The movement in the year is mainly
attributable to the drawdownofthe proceedsof the U.S. Dollar 2 billion Euro bond by the GovernmentofKenya.

 

23 Otherliabilities 2015 2014
Shs’ million Shs’ million

Impersonal accounts : 3,496 1,654
Sundry creditors . 409 1,559
Bondspending payables / 109 1,331

_ Refundable deposits 283 682
Leave accrual : 4122 118
Gratuity to staff members 48 38

4,467 5,382

 

Impersonal accounts includes accounts to which the Bank posts amounts from the National Treasury temporarily pending allocation to a-Government
of Kenya ministry. :

24 Equity and reserves

(a) Share capital . : Authorised Authorised share

share capital capital

Shs’ million Shs’ million

Balanceat | July 2013, 30 June 2014 and 30 June 2015 5,000 5,000

 

Ownershipofthe entire share capital is vested in the Principal Secretary to the National Treasury.

(b) General reserve fund

The general reserve fund comprisesof unrealised and realised reserve funds.

The unrealised reserve fund comprises unrealised foreign exchange gains/(losses), fair value gains/(losses) on financial assets held for trading and
actuarial gains/(losses) on the retirement benefit asset. Until such gains are realised, they are not-available for distribution. The unrealised reserve
fundacts as a cushion against any significant future exchange losses which may arise from the appreciation of the Kenyan Shilling against other
international currencies. .

The realised reserve fund comprises the operating surplus/(deficit) before unrealised gains/(losses). Dividends to the National Treasury are settled
from the realised reserve fund.It includes the capital reserve account whichis used to finance major capital projects of the Bank. Capital expenditure
is approved on an annualbasis ‘by the Board of Directors.

Capital reserve account

The capital reserve account(or “CR”) wasestablished the Bank’s Board.of Directors in the financial year 2011/12. On an annual basis, the amount
to be spentto finance capital projects is transferred from the realised reserve fund to the CR. The CR is permanentin nature and can only be available
for enhancementof share capital when needarises. At 30 June 2015, the reserve had Shs 11,268 million (2014: Shs 7,445 million).

Presently, the Bank is expected to undertake projects to comply with constitutional requirements. These include production of new generation
currency, support to County and National Governments,and installation and upgrade of-robust IT software and infrastructure hence the need to retain
adequate reserves to fund these initiatives.

2015 2014 2013

Restated Restated

Shs’ million Shs’ million Shs’ million

Unrealised reserve fund 81,944 45,538 31,668
Realised reserve fund 19,899 12,517 13,268

 

101,843 58,055 44,936
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Currency production expenses for 2014 and 2013 have been restated as a result of the change in the accounting policy for coin minting costs as

explained in note 2 (b). The impact of the adjustment on the general rese

changesin equity’, note 8, note 16 and note 30.

As previously reported

Restatement on change in accounting policy for coin minting costs

Asrestated

(c) Revaluation reserve

The revaluation reserverelates to unrealized gains on valuation of land and

25 Cash generated from operations

Reconciliation of net surplus to cash flows from operations:

Surplus for the year

Adjustments for:

Depreciation (Note 18)

Amortisation (Note 19)

Gain ondisposal of property and equipment(Note 7)

Netcredit relating to the retirement benefit asset (Note 17)

Employer contributions on the defined benefit asset (Note 17)

Changesin working capital:

Loans and advances

Otherassets

Due from Government of Kenya

Currencyin circulation

Deposits

Otherliabilities

Investments by banks

Net cash (used) / generated from operations

26 Cash and cash equivalents

Forthe purpose of the statement of-cash flows, cash and cash equivalents include:

Balances due from banking institutions (Note 10)

Financial assets - held for trading (Note 28)

Advancesto banks (Note 14)

27 Related party transactions

rve fund is asillustrated below. See also the ‘Consolidated statement of

2014 2013

 

Shs’ million Shs’ million

56,539 44,161
1,516 715.

58,055 44,936

 

buildingsthat will not be recycled into profit or loss. See also note 18.

2015 2014

Shs’ million Shs’ million

 

 

 

48,131 14,245

733 985
243 343

(17) (30)

(1,241) (565)
(111) (112)

321 (9)

351 12

2,975 (30,178)
22,212 16,919

(117,484) 257,129
(915) 2,787

- (41,589)

(44,802) 219,937,

2015 2014
Shs’ million Shs’ million

194,790 645,379
- 3,536

75 50

194,865 648,965

 

In the course ofits operations, the Bankenters into transactions with related parties, which include the Government of Kenya (the ultimate owner

of the Bank) and the Kenya Deposit Insurance Corporation (formerly, the Deposit Protection Fund Board - a corporation established by law as a

deposit insurance scheme to provide cover for depositors and act as a liquidator of failed memberinstitution. It is managed by a Board comprising

the Governorof the Central Bank of Kenya as the Chairman).

The main transactions include ordinary bankingfacilities to governmentministries included in Note 22 and lending to the Government of Kenya

included in Note 20.

(i) Loans

The Bank extends loan facilities to the Governor and the Deputy Governors and other key managementpersonnel. The advancesare at preferential

rates of interest determined by the Bank.

iT
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28

 

 

 

 

 

 

 

 

2015 : 2014

Loansto executive director Shs’ million Shs’ million

Atstart of the year 8 13

Loan repayments (8) (5)

At endof the year . - 8

Loans to key management personnel

Atstart of the year 71 77

Loans advanced during the year - 17

Loan repayments (23) (23)

At end of the year 48 71

(ii) Directors’ emoluments:

Fees to non-executive directors 20 15

Other remuneration to executive directors 20 30

Gratuity for the Governor, whoretired in the year 22 -

62 45

dij) Remuneration to senior management 171 196

(iv) Post~employment pension to senior management —- 10 10

(v) Governmentof Kenya

Due from Governmentof Kenya (Note 20) . 63,163 66,138

 

Transactionsentered into with the Governmentinclude:

(i) Banking services;

(ii) Managementofissue and redemptionofsecurities at a commission and;

(ji) Foreign currency denominated debt settlement and other remittances at a fee.

(vi) Kenya Deposit Insurance Corporation (KDIC)

The Bankhas a close working relationship with the KDIC (formerly the Deposit Protection Fund Board), an entity incorporated under the

Banking Act, and provides it with staff and office accommodation. Certain costs incurred on behalf of the KDIC are fully reimbursed to

the Bank.

Thebalance outstanding from the KDIC and includedin otherassets as at year end was Shs 2.6 million (2014: Shs 18.9 million).

(vii) Kenya School of Monetary Studies (KSMS)

The Kenya School of Monetary Studies (the “School”) is a registered legal entity 99 % owned by the Bank and 1% by the National

Treasury has been consolidated in these financial statements.

The Bank's Board ofdirectors also serves as part of the KSMS Board during the year. The permanent staff working at KSMSare

employees of CBK.Fixed assets are also wholly owned by the Bank anda letter of supportis issued annually to the external auditor ofthe

Schoolaspart of the commitmentof the Bank for going concern purposes.

The transactions and balances between the Bank and KSMSareas follows:

2015 2014
Shs’ million Shs’ million

Grants from CBK 460 419

Budgetary support 498 402

Receivable from KSMS 58 58

(viil) Central Bank of Kenya Pension Fund and Banki Kuu Pension Scheme 2012

The pension schemes(that is, the defined benefit and defined contribution schemes) are managed and administered by the Secretariat

appointed by the sponsor.

Financial risk management objectives and policies

The Bank’s activities expose it to a variety of financialrisks, including credit risk and the effects of changes in debt and equity market prices,

foreign currency exchange rates and interest rates. The Bank’s overall risk management programme focuses on the unpredictability of

financial markets and seeks to minimise potential adverse effects onits financial performance.

Risk managementis carried out by the Finance department underpolicies approved by the Board of Directors. Other organs that monitorthe
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assessment and managementof risks within the Bank include: Board Audit Committee, Internal Audit Department and Risk Management
Unit.

(a) Strategy in using financial instruments

The Bank holds foreign exchange reserves for the purposes ofservicing official foreign debt, paying non-debt government and Central Bank
of Kenya expenditures abroad, and occasional intervention in the foreign exchange market to smoothen exchangerate volatilities. The Bank
can only intervenein the foreign exchange market when there are sharp exchange rate movements whichare likely to destabilize the financial
market.

Governed by the Bank's reserve managementpolicy ofsafe investment, liquidity and return, respectively, the Bank, with a prudent approach,
subjects its foreign exchangereserves to investments in international markets.

In this framework, almostall the financial risks to which the Bank is exposed arise while fulfilling its duties of managing foreign exchange
reserves and rendering certain banking services to the banking sector and the Governmentofthe Republic of Kenya.

The Bank is exposed to credit, market and liquidity risks due to the aforementioned operations. The financial risks that arise during the
managementof foreign exchange reserves are the outcome of an investmentchoice. Nevertheless. the Bank endeavours to minimize such risks
by managing them with a conservative approach.

Foreign exchange reserves are managed by observing the investmentcriteria defined in the Bank’s Guidelines on Foreign Exchange Reserves
Management.

(b) Risks facing the Bank

The following are the main typesofrisks that the Bank is exposedto in the course of executing its operations:

*

—

Financial risks include: * Non-financial risks include:
- Credit risk - Operationalrisk
- Marketrisk: - Humanresourcerisk

° Interest risk - Legal risk
° Foreign currency exchangerisk - Reputation risk

- Liquidity risk

i. Credit risk

Credit tisk arises from investment securities, balances due from banking institutions, funds held with IMF, loans and advancesas well as other
assets. The Bankhasnosignificant concentrations of credit risk exceptfor the lending to the Govermentof Kenya.

Managementof the credit risk is through the choice of depository banks. The Bank’s choice of depository banks is confined to ‘top
international banks that meet the seteligibility criteria of financial soundness on long-term credit rating (A), short-term credit rating (AA),
composite rating and capital adequacy. :

The amountthat best represents the Bank’s maximum exposureto creditrisk is per the statementoffinancial position.

The Bank does notgrade the credit quality of these assets. None ofthe balances have had their terms renegotiated. Management monitors the
credit exposure ofstaff on a continuousbasis, taking into accounttheirfinancial position, past experience and other factors. Provisions of Shs
64 million (2014: Shs 104 million) have been recorded due to impaired balancesto related parties.

The following amounts in loans and advances and otherassets are neither past due norimpaired orindividually impaired. All other financial
instruments operate within their contractual terms.

 

 

 

Neither past due nor Individually Neither past due nor

—_‘

Individually impaired
impaired impaired impaired

2015 2015 2014 2014
Shs’ million Shs’ million Shs’ million Shs’ million

Advances to employees 2,333 32 2,654 24
Due from banks underliquidation - 3,656 - 3,656
Sundry debtors 4,531 4,883 4,882 4,860

6,864 8,548 7,536 8,540
Allowance fot impairment
- other assets (Note 16) - (4,883) , - (4,860)
- loans and advances (Note 15) - (3,688) - (3,680)

- (8,548) - (8,540)

6,864 - 7536 ° -

 

There were no past due but not impaired balancesas at 30 June 2015 (2014: Nil).
 

 

 

 

  
 

No.

_|

List of Foreign Correspondent Banks - Current Accounts Balances TypeofInstitution Credit Ratings as of 30th June 2015

Fitch S&P Moody's
1 Reserve Bank of Australia Central Bank NR NR NR
2 Bank of Canada Central Bank NR NR NR

| 3 Schwerizerische National Central Bank NR NR NR
[ 4 Bank of China Commercial Bank A A Al       

y
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No.

|

List of Foreign Correspondent Banks - Current Accounts Balances Type of Institution Credit Ratings as of 30th June 2015
5 Danmarks National Bank Central Bank NR NR NR
6 Commerz Bank AG Commercial Bank BBB BBB+ Baal
7 Bank of France Central Bank NR NR NR
8 Standard Chartered Bank, Germany Commercial Bank AA- AA- Aa3
9

__|

Bank of England : Central Bank NR NR NR
10__| Bank of Japan Central Bank NR NR NR
11__| Bank of Tokyo,Mitsubishi Commercial Bank A At Al
12

__|

Sverigs Riksbank Central Bank NR NR NR
13__| Central Bank of Uganda Central Barik NR NR NR
14__|JP Morgan Chase, New York Commercial Bank AA- At Aa3
15

|

Citibank Na , New York Commercial Bank A At Al
16__| Federal Reserve , New York Central Bank NR NR NR
17

_|

Bank of New York Mellon Commercial Bank AA- A+ Al
18

|

South African Reserve Bank Central Bank NR NR NR

No.

|

List of Active Depository Banks TypeofInstitution Credit Ratings as of 30th June 2015
1 AUST AND NZ BANKING GROUP Commercial Bank AA- AA- Aa2
2 ABN AMRO BANK NV Commercial Bank A A A2
3__

|

BANK OF NEW YORK MELLON CORP Commercial Bank AA- A+ Al
4 BANK OF MONTREAL Commercial Bank AA- A+ Aa3
5 BARCLAYS PLC Commercial Bank A BBB - Baa3
6 BNP PARIBAS Commercial Bank A+ A+ Al
7__|CAN IMPERIAL BK OF COMMERCE Commercial Bank AA- At Aa3
8 COMMERZBANK AG Commercial Bank BBB BBB+ Baal
9

|

COMMONWEALTH BANKOF AUSTRAL Commercial Bank AA- AA- Aa2
10 |RABOBANK Commercial Bank AA- At Aa2
1]

|

CREDIT AGRICOLE SA Commercial Bank A A. A2
12

|

CREDIT SUISSE GROUP AG-REG Commercial Bank A BBB+ Baa2
13

|

DANSKE BANKA/S Commercial Bank A A A2
14__|DZ BANK AG DEUTSCHE ZENTRAL- Commercial Bank AA- AA- Al
15 [ING BANK NV Commercial Bank A A Al
16 JPMORGAN CHASE & CO Commercial Bank At A A3
17 LANDESBANK BADEN-WUERTTEMBER Commercial Bank A- NR A2
18

|

MIZUHO FINANCIAL GROUP INC Commercial Bank A- A NR
19 NATIONAL AUSTRALIA BANK LTD Commercial Bank AA- AA- Aa2
20 |NORDEA BANK AB Commercial Bank AA- AA- Aa3
21 _|SKANDINAVISKA ENSKILDA BAN-A Commercial Bank A+ At Aa3
22

_|

SOCIETE GENERALE SA Commercial Bank A A A2
23 STANDARD CHARTERED PLC Commercial Bank AA- A- Aa3
24 __|SVENSKA HANDELSBANKEN-A SHS Commercial Bank . AA- AA- Aa2
25 SWEDBANKAB - A SHARES Commercial Bank At At Aa3       

Note: Central Banks do not have a rating thus NR means No Rating

ii. Marketrisk

The Bank takes on exposure to marketrisks, whichis the risk that fair value or future cash flows ofa financial instrumentwill fluctuate because
of changes in market prices. Marketrisks arise from open positionsin interestrate, currency and equity,all of which are exposed to general and
specific market movements and changesin the level of volatility of market rates or prices such as interest rates, foreign exchange rates and
equity prices. The Bank separates exposures to marketrisk into either trading or non-trading portfolios.

‘Marketrisks arising from trading and non-trading activities are concentrated in Bank Treasury and are monitored by managementwith oversight
from the Monetary Policy Committee.

- Trading portfolios include those positionsarising from market-making transactions where the Bank acts as principal with commercial banks or the
"market.

Inter

Non-trading portfolios primarily arise from the interest rate management of the Bank’s investment and monetary policy assets and liabilities. Non-
trading portfolios also consist of foreign exchange and equity risks arising from the Bank’s held-to-maturity and World Bank RAMPfinancial
assets. , .

est rate risk

The Bank’s interest rate risk arises from interest bearing investments, loans and advances to commercial banks and investments by banks.
Borrowingsissued at variable rates expose the Bank to cash flow interest rate risk which is partially offset by cash held at variable rates.
Borrowings issuedat fixed rates expose the Bank to fair value interestrate risk.

. The tables below summarise the Bank’s financial assets andliabilities and analyses them into the earlier of contractual maturity or re-pricing.

Non-interest
At 30 June 2015 1-3 months 3-12months 1-5 years Over 5 years Bearing Total

Shs’ million Shs’ million Shs’ million Shs’ million Shs’ million Shs’ million
Assets
Balances due from bankinginstitutions 513,096 53,088 - - 25,778 591,962
Advancesto banks 715 - - - - 75
Financial assets at FVTPL - 84,164 - 28,776 66 113,006
Fundsheld with International Monetary Fund (IMF) - - - - 4,531 4,531
Investments securities — Available-for-sale - - - - 9 9
Loans and advances 22 84 656 1,571 - 2,333
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Non-interest

At 30 June 2015 1-3 months 3-12 months 1-5 years Over 5 years Bearing Total

Shs’ million Shs’ million Shs’ million Shs’ million Shs’ million Shs’ million

Other assets - - - - 4,531 4,531

Due from Government of Kenya - 36,483 4,440 22,240 - 63,163

Total financial assets 513,193 173,819 5,096 52,587 34,915 779,610

Liabilities

Deposits from banks and government - - - - 331,316 331,316

Dueto International Monetary Fund (IMF) - - - - 125,775 125,775

Otherliabilities - - - - 4,467 4,467

Total financialliabilities - - - - 461,558 461,558

Interest sensitivity gap 513,193 173,819 5,096 52,587 (426,643) 318,052

Non-interest

At 30 June 2014 1-3 months 3-12 months 1-5 years Over 5 years Bearing Total

Shs’ million Shs’ million Shs’ million Shs’ million Shs’ million Shs’ million

Assets
Balances due from bankinginstitutions

Advancesto banks

Financial assets at FVPL

Investments securities - Available-for-sale

Loans and advances

Otherassets
Due from Government of Kenya

Total financial assets

Liabilities
Deposits from banks and government

Dueto International Monetary Fund (IMF)

OtherJiabilities

Total financialliabilities

Interest sensitivity gap

 

 

 

 

381,181 29,680 . - 270,536 681,397
50 - - - - 50

3,536 48,596 - 25,961 97 78,190
- - - - 6 6

22 87 653 1,892- - 2,654
- - - 4,882 4882
- 38,348 4,440 - 23,350 - 66,138

384,789 116,711 5,093 49311 275,521 831,425

- - - - 448,800 448,800
- - - - 130,064 130,064
- - - - 5,382 5,382

. . - - 584,246 584,246

384,789 116,711 5,093 49,311 (308,725) 247,179

 

Asat 30 June 2015, an increase/decrease of 10 basis points would have resulted in a decrease/increase in profit of Shs 745 million (2014: Shs 700

million).

Foreign exchangerisk

The Bank takes on exposure to the effects of fluctuations in the prevailing foreign currency exchangerates on its financial position and cash

flows. The Monetary Policy Committee sets limits on the level of exposure by currency which is monitored daily.

The table below summarises the Bank’s exposure to foreign currency exchangerate risk as at 30 June 2015. Included in the table ate the Bank’s

financial instruments categorised by currency:

At 30 June 2015

Assets

Balances due from banking institutions — Local

Financial assetsat fair value
Fundsheld with International Monetary Fund (IMF)

Total financial assets

Liabilities
Dueto International Monetary Fund (IMF)

Deposits from banks and government

USD GBP EUR
Shs’ million Shs’ million Shs’ million

SDR Others Total
Shs’ million Shs ’million Shs’ million

 

 

347,319 158,693 38,890 - 47,060 591,962

113,006 - - - - 113,006

- - - 4,385 - 4,385

460,325 158,693 38,890 4,385 47,060 709,353

- - - 125,775 - 125,775

35,048 1,581 5,165 - 197 41,991
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USD GBP EUR SDR Others Total

Shs’ million Shs’ million Shs’ million Shs’ million Shs million Shs’ million

Total financial liabilities 35,048 1,58] 5,165 125,775 197 167,766

Netposition 425,277 157,112 33,725 (121,390) — 46,863 541,587

USD GBP EUR SDR Others Total

Shs’ million Shs’ million Shs’ million Shs’ million Shs million Shs’ million

At 30 June 2014

Assets
Balances due from bankinginstitutions — Local 476,823 99,833 53,589 - 51,152 681,397

Financial assetsat fair value 78,190 - - - - 78,190

Fundsheld with International Monetary Fund (IMF) > - - 692 - 692

Tota! financial assets 555,013 99.833 53,589 692 51,152 760,279

Liabilities
Dueto International Monetary Fund (IMF) - - - 130,064 - 130,064

Deposits from banks and government 207,337 1,207 1576 - 160 210,280

Total financialliabilities 207,337 1,207 1,576 130,064 160 340,344

Net positien -
347,676 98,626 52,013 (129,372) 50,992 419,935

 

As at 30 June 2015. if the shilling had weakened/strengthened by 5% against the major currencies with all other variables held constant, the impact

on the Bank’s profit would have been:

USD Shs 21,264 million (2014: Shs 27,328 million)

British Pound Shs 7,856 million (2014: Shs 4,931 million)

Euro Shs 1,686 million (2014: Shs 2,601 million)

SDRShs6,070 million (2014: Shs 5,794 million)

iii. Liquidity risk

Prudentliquidity risk managementincludes maintaining sufficient cash and marketable securities, and the availability of funding from an adequate amount of

committed creditfacilities. Due to the dynamicnature of the underlying businesses, Treasury maintains flexibility in funding by maintaining availability under

committed credit lines.

Managementmonitors rolling forecasts of the Bank’s liquidity reserve on the basis of expected cash flow.

The table below analyses the Bank’s financialliabilities that will be settled on a net basis into relevant maturity groupings based on the remainingperiodatthe

statementof financial position date to the contractual maturity date. The amounts disclosed in the table below are the contractual undiscounted cash flows.

Balances due within 12 months equaltheir carrying balances,as the impact of discountingis notsignificant.

Ondemand 1-3 months 3-12 months 1-5 years Over 5 years Total

Shs’ million Shs’ million Shs’ million Shs’ million Shs’ million Shs’ million

 

 

 

At 30 June 2015

Currencyin circulation - - - - 222,178 222,178

Deposits from banks and government 314,212 - 17,104 - - 331,316

Dueto International Monetary Fund (IMF) - - - - 125,775 125,775

Otherliabilities - - 4,467 - - 4,467

Total financial liabilities 313,337 - 21,571 - 347,953 683,736

At 30 June 2014

Currencyin circulation : - - - - 199,966 199,966

Deposits from banks and government 437,587 11,213 - - - 448,800

Dueto International Monetary Fund (IMF) - - - - 130,064 130,064

Otherliabilities - - 5,382 - - 5,382

Total financial liabilities 437,587 11,213 5,382 - 330,030 784,212

 

Fair valueof financial instruments

IFRS 7 specifies a fair value hierarchy of valuation techniques based on whether the inputs to those valuation techniques are observable or

unobservable. Observable inputs reflect market data obtained from independent sources; unobservable inputs reflect the Bank's market assumptions.

These two typesof inputs have created the following fair value hierarchy:
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Level | — Quoted prices (unadjusted) in active markets for identical assets orliabilities. This level includes listed equity securities and debt

instruments on exchanges(for example, Bloomberg).

Level 2 ~ Inputs other than quotedprices included within Level | that are observable forthe assetorliability, either directly (thatis, as prices)

or indirectly (thatis, derived from prices). The sourcesof input parameterslike LIBORyield curve or counterparty credit risk are Bloomberg.

Level 3 — inputs for the asset or liability that are not based on observable market data (unobservable inputs). This level includes equity

investments and debt instruments with significant unobservable components.

 

 

 

Level 1 Level 2 Level 3 Total

Shs’ million Shs’ million Shs’ million Shs’ million

At 30 June 2015:
Financialassetsat fair value 112,940 66 : - 113,006

Investmentsecurities — Available-for-sale - : 9 9

Total assets 112,940 66 9 143,015

Asat 30 June 2014:

Financial assets at fair value 78,125 65 - 78,190
Investmentsecurities — Available-for-sale - - 6 6

Totalassets 78,125 65 . 6 78,196

29

30

 

Changesin level 3 instrument are disclosed in Note 13 to the financial statements.

Contingentliabilities and commitments

The Banik is party to various legal proceedings. Based onlegal advice, the directors believe that no loss will arise from these legal proceedings.

Appropriate provisions have been made wherea liability is considered probable.

At 30 June 2015, the Bank had capital commitments of Shs 2,921 million (2014: Shs 40 million) iri respect of property and equipment

purchases.

Operating lease comiiitments — Bank as lessee

 

2015 2014

. Shs’ million Shs’ million

Notlater than 1 year - -

Later than | year and notlater than 5 years 2,921 40

2,921 40

 

Prior year adjustments

Currency production expenses for 2014 and 2013 havebeenrestatedas a result of the change in the accounting policy for coin minting costs

as explained in note 2 (b). The impact ofthe above adjustmentis asillustrated below.

On the incomestatementfor the year efided 30 June 2014:

Shs’ million

Surplus for 2014 as previously reported 13,504
Adjustinent ifi 2014 finaticial statements to restate currency production expenses 74]

Surplus as restated 14,245

Onthe statementoffiriancial positio# at 30 Junie 2014:

Total equity and liabilities:

As previously reported 854,604
Adjustment in 2013 financial statements to restate currency production expenses 715

Adjustmentiri 2014 financial statements to restate currency production expenses 741

Asrestated 856,120
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GAZETTE NOTICE NO.7241
THE CENTRAL BANK OF KENYA

(Cap. 491)

MONETARYPOLICY STATEMENT,JUNE, 2015

The Principal Objectives of the Central Bank of Kenya

The principal objectives of the Central Bank of Kenya (CBK)asestablished in the CBK Actare:

1.

2.

3.

To formulate and implement monetary policy directed to achieving and maintainingstability in the general level of prices; *

To foster the liquidity, solvency and properfunctioning of a stable, market-based,financial system,

Subjectto (1) and (2) above, to support the economic policy of the Government, includingits objectives for growth and employment.

Withoutprejudice to the generality of the above, the Bank shall:

° Formulate and implementforeign exchangepolicy;

° Hold and manage Governmentforeign exchangereserves,

° License and supervise authorised foreign exchange dealers,

° Formulate and implementsuchpolicies as best promote the establishment, regulation and supervision ofefficient and effective payment,

clearing and settlement systems;

. Actas banker and adviserto, and asfiscal agentof, the Government; and

° Issue currency notes and coins.

The CBK therefore, formulates and conducts monetary policy with the aim of keeping overall inflation within the allowable margin (currently 2.5

percent) on either side of the target prescribed by the National Treasury after the annual Budget Policy Statement. The achievement and maintenance

of a low andstable inflation rate together with ensuring adequate liquidity in the marketfacilitates higher levels of domestic savings and private

investment, leading to improved economic growth, higherreal ‘incomesandincreased employment opportunities.

In this regard, the Bank’s monetary policy is designed to support the Government’s desired growth in the production of goods and services and

employmentcreation through achieving and maintaining a low andstable rate of inflation.

Instruments and Transmission of Monetary Policy

The CBK pursuesits monetary policy objectives using the following instruments:

Open Market Operations (OMO)refers to actions by the CBK through purchasesandsalesofeligible securities to regulate the money supply

and the credit conditions in the economy. OMOcanalso be usedto stabilise short-term interest rates. When the Central Bank buys securities on

the open market, it increases the reserves of commercial banks, making it possible for them to expandtheir loans and hence increase the money

supply. To achieve the desired level of money supply, OMOis conductedusing:

(i) Repurchase Agreements (Repos): Reposentail the sale of eligible securities by the CBK to reduce commercial banks’ deposits held at

CBK. Repos (often called Vertical Repos) have fixed tenors of 3 and 7 working days. Reverse Repos are purchases of securities from

commercial banks and hence an injection of liquidity by the CBK during periodsoftighter than desired liquidity in the market. The Late

Repo, sold in the afternoon, has a 4-day tenor andis issued at an interest rate 100 basis points below the Repo on that day. When a

weekend orpublic holiday coincide with the maturity date of the Repo,the tenoris extended to the next working day.

(ii) Term Auction Deposit (TAD): The TADis used whenthe securities held by the CBK for Repo purposes are exhausted or when CBK

considers it desirable to offer longer tenor options. The CBK seeks to acquire deposits through a transfer agreement from commercial

banks at an auction price but with no exchange of security guarantee. Currently, the tenors for such deposits at CBK are 14, 21, or 28 day

periods. At maturity, the proceedsrevert to the respective commercial banks.

(iii) Horizontal Repos: While not being strictly monetary policy instruments, Horizontal Repos are modes of improvingliquidity distribution

between commercial banks under CBK supervision. They are transacted between commercial bankson the basis of signed agreements

using governinenit secitrities as collateral, and have negotiated tenors and yields. Commercial banks, short of deposits at the CBK, borrow

from banks with excess deposits on the security of an appropriate asset, normally a governmentsecurity. Horizontal Repos help banks

overcome the problem oflimits to lines of credit, thus promoting more efficient management of interbank liquidity.

Central Barik Rate (CBR): The CBRis reviewed and announced by the Monetaty Policy Committee (MPC)at least every two months andits

tioveinenits, both if ditection and magnitude, signal the monetary policy stance. In order to enhanceclarity and certainty in monetary policy

implementation, the CBRis the base for all monetary policy operations. Whenever the Central Bank is injecting liquidity through a Reverse

Repo, the CBRis the lowest acceptable rate by law. Likewise whenever the Bank wishes to withdraw liquidity througha Vertical Repo, the

CBRis the highest rate that the CBK will pay on any bid received. However, to ensure flexibility and effectiveness of monetary policy

operations in periods of volatility in the market, the CBK can raise the maximum acceptable interest rates on TAD to above the CBR.

Movements in the CBRare transmitted to changesin short-term interest rates. A reduction of the CBR signals an easing of monetary policy and

a desire for marketinterest rates to move downwards. Lowerinterest rates encourage economic activity and thus growth. Wheninterestrates

decline, the quantity of credit demanded shouldincrease.

Theefficiency in the Repo and interbank markets is crucial for the transmission of monetary policy decisions. The CBK monitors, but does not

intervene, in the overnight interbank money market which is conducted by the banking industry. It respondsto the tightness or slackness in the

interbank marketliquidity through OMO.Short-term internationalflowsof capital are affected by short-term interestrates in the country. These

are, in turn, affected by movements in the CBR and henceindirectly, the exchangerate could also be affected.

Kenya Banks’ Reference Rate (KBRR): The KBRRis the base rate for all commercial and microfinance banks’ lending. The level of the

KBRRis reviewed and announced by the Monetary Policy Committee at least every six months. The KBRRis computed as an average of the

CBRandthe weighted 2-month moving averageof the 91-day Treasury bill rates.

Standing Facilities: The CBK does not have automatic standing facilities with respect to overnight lending. The CBK,as lenderoflast resort,

provides secured loans to commercial banks on an overnight basis at a penal rate that is over the CBR. This facility is referred to as the

Discount Window. Access to the Window is governed by rules and guidelines which are reviewed from timeto time by the Bank. Banks

making use of this facility more than twice in a weekare scrutinised and supervisory action taken.

The Cash Reserves Ratio (CRR): In accordance with the law, the CRRis the proportion of a commercial bank’s total deposit liabilities which

miust be deposited at CBK. These deposits are held in the CRR Accountat no interest. Theratio is curretitly 5.25 percent of the total of a bank’s
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domestic and foreign currency deposit liabilities. To facilitate commercial banks’ liquidity management, commercial banks are currently

required to maintain their CRR based on a daily average level from the 15th of the previous monthto the 14th ofthe current month and not to

fall below a CRR of3 percent on a daily basis.

. Foreign Exchange Market Operations: The CBK can also inject or withdraw liquidity from the banking system by engaging in foreign

exchangetransactions. A sale of foreign exchange to banks withdrawsliquidity from the system while the purchase of foreign exchangeinjects

liquidity into the system.Participation by the CBKin the foreign exchange marketis usually motivated by the need to acquire foreign exchange

to service official debt and to build-up its foreign exchange reserves in line with the statutory requirement of reserves equivalent to four

months’ import cover. The CBK doesnotparticipate in the foreign exchange market to defend a particular value of the Kenya shilling but may

intervene in the exchange market to stabilise it in the event of excess volatility. The following regulatory measures have been introduced,

through Prudential Guidelines of banks, to support stability of the exchangerate:

(i) Limiting the tenor of swaps and KenyaShilling borrowing where offshore banks are involved to a tenor of notless than one year.

(ii) Limiting the tenor of swaps between residents to not less than seven days.

(iii) Reduction of the foreign exchange exposure ratio of core capital from 20 percent to 10 percent. The foreign exchange limits should not

exceed the 10 percentoverall limit at any time during the day.

(iv) Requiring that local banks obtain supporting documentsforall transactions in the Nostro accounts of offshore banks.

° Licensing and Supervision of Financial Institutions: The CBK usesthe licensing and supervision tools to ensure the health and efficiency of

the banking system; this includes vetting potential managersfor suitability both with respect to qualifications and character.

° The National Payments System: The modernisation of the National Payments System has, and will continue to, reduce transaction costs and

improvethe effectiveness of monetary policy instruments.

° Communication: The increasing use of communication media ensures a wider dissemination of monetary policy decisions and background

data thereby increasing the efficiency of information transmission. The regular interaction between the MPC and the Chief Executive Officers

of commercial banks through the Kenya Bankers Association (KBA) has ensured that monetary policy decisions are transmitted to the banking

sector. The CBK website is an important source of up-to-date data on all aspects of the financial market including interest rates, exchangerates,
results of auctions of governmentsecurities, and the MPC releases. The CBKalso participates in the regional and National Agricultural Society

of Kenya Showsin order to sensitise the public on its functions.

Legal Status of the Monetary Policy Statement

1. Section 4B (1) of the CBK Act requires the Bank to submit to the Cabinet Secretary for The National Treasury, at intervals of not more than six

months, a Monetary Policy Statement for the next twelve months which shall:

(i) Specify policies and the means by which the Bank intendsto achieveits policy targets;

(ii) State reasons for adopting such monetary policies and means; and

(iii) Contain a review and assessment of the progress made in the implementation of monetary policy by the Bank during the period to which

the preceding Monetary Policy Statementrelates.

2. The Cabinet Secretary shall ~ by law ~ lay every Statement submitted under subsection (1) before the appropriate committee of the National

Assembly notlater than the end of the subsequent session of Parliament after the Statement is so submitted.

3.(a) The Bank shall — by law — publish in the Kenya Gazette:

G) Its Monetary Policy Statement; and

(ii) Its Monthly Balance Sheet.

(b) The Bankis further required to disseminate key financial data and information on monetary policy to the public.

4. In subsection (2), the expression “‘appropriate committee” means the committee of the National Assembly appointed to investigate and inquire

into matters relating to monetary policy.

Executive Summary

This Monetary Policy Statement provides the direction of monetary policy for the Fiscal Year 2015/16. It also reviews the outcome of the monetary

policy stance adoptedin thefirst half of 2015.

Overall month-on-month inflation remained within the Governmenttarget rangein the first half of 2015. However, it rose towards the upper bound,
from 5.5 percent in January 2015 to 7.1 percent in April 2015 mainly reflecting increases in prices of food, and pass-through effects of exchangerate

depreciation. Overall inflation eased marginally thereafter to 7.0 percent in June 2015. Similarly, the 12-month non-food-non-fuel inflation (NFNF)
rose to 4.6 percent in June 2015 from 3.5 percent in January 2015, indicating moderate demandpressure in the economy.

The Kenya Shilling exchange rate against the U.S. dollar weakened gradually during the first half of 2015. This largely reflected the global

strengthening of the U.S. dollar which resulted in depreciation of most currencies against the U.S. dollar during the period. The strengthening of the

U.S.dollar reflected in part, the uncertainty on the timing ofthe first U.S. interest rate increase since 2008 coupled with the debt crisis in Greece. In

addition, domestic factors attributed mainly to a wide current account deficit on account of increased imports of capital goods and transport

equipment, against lower than expected earnings from traditional exports, exacerbated the pressure onthe Shilling exchange rate. However, diaspora

remittances remained strong during the period. The Central Bank of Kenya (CBK)interventions through direct sales of foreign exchange to
commercial banks dampened short-term volatility in exchange rate in the period.

The Monetary Policy Committee (MPC) augmentedits tight policy stance by raising the Central Bank Rate (CBR)to 10.0 percent in June 2015 from

8.50 percent, which had prevailed since May 2013, in order to anchorinflationary expectations which were attributed to the depreciation of the

Kenya Shilling and demand driven inflation threats. Consequently, movements in short-term interest rates were aligned to the Central Bank Rate

(CBR) during the period. Consistent with the tight monetary policy stance adopted, liquidity management operations were aimed at maintaining the
interbank rate above the CBR.

The monetary policy stance in the Fiscal Year 2015/16 will aim at maintaining overall month-on-month inflation rate within the Government’s target

range of 2.5 percenton either side of the 5 percent target. The price stability objective aims at supporting sound and sustained economic growth. The

level of foreign exchange reserves and the precautionary facility with the International Monetary Fund (IMF) blending the non-concessionary Stand

By Arrangement and the concessional Stand By Credit Facility will provide an adequate buffer against short-term shocks. The coordination between
monetary andfiscal policies will be strengthenedin order to support overall macroeconomicstability and to maintain the sustainability of public debt.

Consistent with the government growthand inflation targets in the Fiscal Year 2015/16, monetary policy will aim at constraining the annual growth

in broad money, M3, to 17.3 percent by September 2015, 17.2 percent by December 2015, 17.5 percent by March 2016 and 13.8 percent by June
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2016. The Net Domestic Assets (NDA)ofthe Bankis targetedat Ksh.-167.1 billion in September 2015, Ksh.-187.2 billion in December 2015, Ksh.-

414.0 billion in March 2016 and Ksh.-203.7 billion in June 2016. However, the annual growth in credit to the private sector is projected at 19.1

percent in September 2015, 18.4 percent in December 2015, 18.3 percent in March 2016 and 15.5 percent in June 2016. The Net International

Reserves (NIR) of the CBK are targeted at USD 5,308.2 million in September 2015, USD 5,986.6 million in December 2015, USD 6,005.0 million in

March 2016 and USD 6,055.2 million in June 2016. The monetary policy stance will aim at ensuring that movements in the short-term interest rates

support the Bank’s primary objective ofprice stability. The Bank will also continue to enhancethe effectiveness andefficiency of its monetary policy

instruments.

The CBK will continue to monitorliquidity conditions in the market, and the risks posed by developmentsin the global and domestic economies and

will take appropriate actions to maintain price stability. Global economic growth is projected to pick up gradually in the second half of 2015 through

2016. However, the uncertainty around the timing of the increase in U.S. interest rates, coupled with the debtcrisis in Greece indicate possible

instability in the financial markets. .

The Bankwill continueits regular interactions with stakeholders in the financial and real sectors to obtain feedback, and ensure the timely release of

relevant monetary andfinancial data. Specifically, the Bank will continue to work with stakeholders to ensure effective implementation of the Kenya

Banks’ Reference Rate (KBRR) framework. This will enhance transparency in credit pricing and improve the transmission of monetary policy effects

through commercial and microfinance banks’lendingrates.

1. Introduction

This Monetary Policy Statement (MPS) provides the direction of monetary policy for the Fiscal Year 2015/16. It also reviews the outcome ofthe

monetary policy stance adoptedin thefirst half of 2015.

On the domestic scene, overall inflation remained within the Governmenttarget range in the first half of 2015 despite pressures from the pass-

through effects of exchange rate depreciation and the supply side shocks. Therise in internationaloil prices coupled with depreciation of the Kenya

Shilling increased the risks of imported inflation. The Kenya Shilling remained under pressure mainly reflecting the strengthening of the USdollar

against most currencies, and the widening of the domestic current account deficit. On the global scene, the recovery of the global economy in 2015

has beengradual, driven mainly by the U.S. economy.

The precautionary arrangement with the International Monetary Fund (IMF) blending the non-concessionary Stand By Arrangement and the

concessional Stand By Credit Facility (SBA/SCF) was approved in February 2015. The facility provides a cushion to the economy through access to

SDR 488.52 million (about USD 688.3 million) of IMF resources in the event of exogenous shocks.This will support exchangerate stability. Price

stability remains the primary objective of monetary policy formulation and implementation. The CBKtargets for Net Domestic Assets (NDA) and

NetInternational Reserves (NIR) are the operational parameters. The Bank also continues to monitor targets for key monetary aggregates such as

broad money (M3) andcredit to the private sector. The Central Bank Rate (CBR)signals the monetary policy stance, and is the base for all monetary

policy operations. The Bank’s participation in the foreign exchange market will continue to be guided by the need to maintain adequate level of

foreign exchange reserves, meeting the Government’s external obligations, and ensuring stability of the value of the Kenya Shilling. The rest ofthis

Policy Statement is organized as follows. Section 2 reviews the outcomeof the monetary policy stance proposed in the December 2014 MPSwhile

Section 3 describes the current economic environment and outlook for the Fiscal Year 2015/16. Section 4 concludes by outlining the specific

monetarypolicy path for the Fiscal Year 2015/16.

2. Actions and Outcomesof Policy Proposals in the December 2014 Monetary Policy Statement

The overall aim of the Monetary Policy Statement for December 2014 (35th MPS) wasto set monetary policy targets that would ensure low and

stable inflation, encourage growth, support long-term sustainability of public debt through stable interest rates and, by enhancing financial access

within the economy, contribute to lowering the cost of doing business in Kenya. The following are the specific outcomes of the policy proposals in

the 35th MPS:

a. Inflation

Overal] month-on-month inflation remained within the Government target range of 2.5 percent range on either side of the 5 percenttarget during the

first half of 2015 (Chart 1a). It rose gradually from 5.5 percent in January 2015 to 7.1 percent in April 2015 largely reflecting increases in the prices

of food, and tradable goods. The rise in tradable goods inflation mainly reflected pass-through effects of exchange rate depreciation on domestic

prices (Chart 1b). Overall inflation eased marginally thereafter to 7.0 percent in June 2015 on accountof a decrease in food prices.

The depreciation in the Kenya Shilling heightened the threat of imported inflation in the period. The 12-month non-food-non-fuet (NFNF)inflation

rose to 4.6 percentin June 2015 from 3.5 percent in January 2015 indicating demand driven inflationary pressure in the economy.

Chart 1a: 12-Month Inflation in Broad Measures (%)
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Chart Ib: 12-Month Inflation in Broad Categories (%)
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i. Credit to Private Sector

The growth in credit to private sector remained strong in the first half of 2015 reflecting sustained demand with improved economicactivity.
Consistent with the projected growth path to deliver a stable inflation, the 12-month growth in credit declined gradually from 22.2 percent in
December 2014 to 20.5 percentin June 2015. Thetrendin the growth ofprivate sector credit was reflected in the 12-month NENF during the period
(Chart 2). The rise in NFNF inflation from March 2015 was partly explained by pass-througheffects of the depreciation in the Kenya Shilling and
moderate demandpressure in the economy.

However, the growth in private sector credit in the period was channelled larg
agriculture, manufacturing,trade, transport and communication,finance and insurance,real estate, construction and business services.
Chart2: Annual Growth in Private Sector Credit (%)
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ii. Developments in the Monetary Aggregates and Impactof Financial Innovations
Broad money (M3)andcredit to private sector were slightly abovetheir targets in the first half of 2015 (Table 1). The conduct of monetary policy byCBKin orderto achieveits price stability target was on the basis of the monetary aggregate targeting framework. The aggregates ofNDA and NIR ofthe CBK have been the operational parameters. The CBR signalled the monetary policy stance and formed the baseforall subsequent monetarypolicy operations. The NDA and NIRindicative targets for June 2015 were not met. The breach of the NIR target wasattributed to drawdown offoreign exchange reserves through market interventions by the CBKin June 2015 to stem the excessive volatility in the exchangerate.
Table 1: Actual and Targeted Growth in Key Monetary Aggregates
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|

Jan-i5

|

Feb-15

|

Mac-15

|

Apr-15

|

Mei-15

|

Jun-15
Actual Broad Money,M3 (KshBillion) 2,330.0

|

2,350.8

|

2,407.8

|

2,398.8

|

2,464.5

|

2,501.6 2,553.0
Target Broad Money,M3 (KshBillion) 2,320.5

|

2,343.3

|

2,366.0 2,388.7 2,411.6

|

2,434.3 2,457.2
Actual Reserve Money (KshBillion) 379.7 350.2 351.6 346.3 353.1 362.7 372.0
Target Reserve Money (KshBillion) 353.7 338.3 341.2 347.6 342.2 345.3 354.6
Actual Net Foreign Assets of CBK (KshBillion) 588.8 567.8 574.8 569.6 562.6 567.3 565.2
Targets for Net Foreign Assets of CBK (KshBillion) 601.4 597.1 592.9 589.4 587.0 385.1 575.0
Actual Net Domestic Assets of CBK (KshBillion) -209.1 -217.6 -223,2 -223.3 -209.5 -204.6 |- -193.2
Target Net Domestic Assets of CBK (Ksh Billion) -247.7 -258.8 -251.7 -241.9 -244.8 -239.8 -220.4
Actual Credit to private sector (Ksh Billion) 1,884.5

|

1,903.3

|

1,915.8 1,930.7 1,970.8

|

2,023.4

|

2,072.2
Target Credit to private sector (Ksh Billion) 1,873.8 1,893.1 1,912.7 1,938.2 1,958.8 1,984.3

|

2,028.1
Memorandum Items

. ;
12-month growth in actual RM (Percent) 18.4 15.8 11.5 11.8 12.0 15.0 14.9

| 12-month growth in Broad Money, M3(Percent) 16.7 16.0 18.6 16.4 17.3 16.5 18.6
|_12-month growthin actualcredit to private sector (Percent) 22.2 21.8 20.7 19.6 19.9 20.9 20.5      
Source: Central Bank ofKenya
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The predictability of money demand continued to be affected by an unstable money multiplier and the long-term decline in the velocity of moneyin

circulation. The moneymultiplier remained unstable in the period, fluctuating between 6.1 and 7.2 while the velocity of money declined from 2.3 in

June 2014 to 2.2 in June 2015. These outcomes on velocity of money and money multiplier are associated largely with financial innovations such as

the mobile phone platforms which have continued to affect the design and conduct of monetary policy.

The CBK continued to implement measures aimed at improving theefficiency of the banking sector as well as financial inclusion in order to enhance

the monetary policy transmission mechanism. Notably, the commercial banks’ branch network increased from 1,443 in December 2014 to 1,476 in

June 2015; this increase wasdistributed acrossall the counties in the country. Similarly, the Agency Banking model continued to expand; a total of

17 commercial banks had been licensed by the CBK to undertake Agency banking by June 2015 compared with 16 banks in December 2014. The

banks have contracted 36,080 active agents facilitating over 175.4 million transactions valued at Ksh. 930.1 billion by June 2015. This was a notable

increase from December 2014 when the number of Agents stood at 35,789, and the numberoftransactions at 139.0 million valued at Ksh. 752.5
billion.

The mobile phone continued to be an important platform forfinancial services thereby reducing transaction costs. Mobile phone moneytransactions

were estimated at Ksh. 7.6 billion per day in June 2015 compared with Ksh.7.3 billion in December 2014. This points to the potential of technology-

led delivery channels in increasing accessto financial services.

iii. Interest Rates and Liquidity

Overall liquidity conditions were tight in the first half of 2015 with the interbank interest rate rising above the CBR from April 2015. Liquidity

management by the CBK through Open Market Operations (OMO)ensured generalstability in the interbank marketin the period, and wasconsistent

with the monetary policy tightening bias stance adopted by the MPC (Chart 3). The interbank rate was volatile between April and June 2015

reflecting changes in liquidity conditions as governmentdeposits at the CBK declined towards the end of the Fiscal Year 2014/15.

The MPCraised the CBR to 10.0 percentin June 2015 from 8.50 percent in order to anchorinflationary expectations and curtail demand pressuresin

the economy. Consequently, the OMOactivities were enhanced to withdraw excessliquidity through Repos and Term Auction Deposits (TAD)so as

to moveand sustain the interbank rate above the CBR. In particular, the effectiveness of the TAD instrument was enhanced byraising the maximum

acceptable rate on the instrumentto 250 basis points above the CBR from 150 basis points.

Chart 3: Trends in Short Term Interest Rates (%)
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The CBK continued to work with the Kenya Bankers Association (KBA) to implementinitiatives in the banking sector aimed at reducing the cost of

doing business and promoting transparency in the banking sector. The use of mobile phone financial platforms that leverage on technology, roll-out

of internet banking by CBK,adoption of the Agency Banking framework, and Credit Reference Bureaus have contributed to reduction of the cost of

doing business in the banking sector. In addition, the Kenya Banks’ Reference Rate (KBRR) and the Annual Percentage Rate (APR) frameworks

introduced in July 2014 have improved transparencyin credit pricing.

The CBKrevised the KBRR from 9.13 percent to 8.54 percent in January 2015. Consequently, the commercial banks’ average lending rate declined

from 16.0 percent in December 2014 to 15.5 percent in June 2015 (Chart 4). The average deposit rate decreased from 6.8 percent to 6.6 percent

during the period. The spread between average commercial banks’ lending rate and deposit rate declined from 9.2 percent to 8.8 percent in the

period. The full effect of KBRR will be assessed after all loans have been converted into the KBRR framework.

The MPC continued to engage the Chief Executive Officers of commercial banks through the KBA on various issues through regular forumsafter

MPC meetings. This hasfacilitated a platform for moral suasion and provided a regular feedback mechanism.

Chart 4: Trends in Commercial Bank Interest Rates (%)
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b. Exchange Rates and Foreign Exchange Reserve Developments

(i) Exchange Rate Developments

The Kenya Shilling weakened gradually against the US Dollar in the first half of 2015 reflecting the stronger US Dollar in the global currency

market, the widening of Kenya’s current account deficit and high demand for foreign exchange witnessed in April and May 2015. However,

sustained Open Market Operations (OMO)ledto tight liquidity conditions in the interbank marketin the period and helped curtail arbitrage activities
between the interbank and foreign exchange markets. Thetight liquidity conditions coupled with sales of foreign exchange by the CBK stemmed the
volatility of the Kenya Shilling.

The uncertainty aroundthe timing ofthe increase in U.S. interest rates, the removal of the Swiss Franc cap against the Euro, and the debtcrisis in

Greece contributed to increased instability in the financial markets in thefirst half of 2015. Most currencies remained volatile against the U.S.dollar

during the period (Chart 5a and 5b). Consequently, the changing globalrisk perceptions saw netsales of equity by foreign investors in most emerging

market economies, further exacerbating pressure on the exchange rate. However, the foreign exchange inflows through diaspora remittances

remained strong during the period.

Chart Sa: Rate of Depreciation of the Kenya Shilling and Major Chart 5b: Rate of Depreciation of the Kenya Shilling and
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The movements in the exchangerate of the Kenya Shilling vis-a-vis the U.S. dollar in the first half of 2015 also reflected the higher demand forthe

U.S. dollar arising from increased imports coupled with lower than expected foreign exchange earnings from exports (Chart 5c). The 12-month

cumulative proportion of imports of goods and services financed by exports of goods and services decreased from an average of 55.8 percent in the

second half of 2014 to 54.9 percentin thefirst half of 2015.

Foreign exchange earnings from tea and tourism which are Kenya’s main foreign exchange earners declined in the period mainly on account of the

weak global demand andlowertea prices. The higher import bill in the period was as a result of enhanced demand to finance imports of machinery

and equipment the bulk of which was towards infrastructure development and modernisation ofthe aircraft fleet at Kenya Airways. Imports of

aircraft equipmentincreased by USD 1.03billion to USD 1.42billion in the 12-monthsto June 2015 from USD 381 million in the 12-months to June

2014. Imports of machinery and other equipment accounted for about 34.3 percent of total imports in the 12-monthsto June 2015. These imports are

essential for enhancing the future productive capacity of the economy.

Chart 5c: 12-Month Cumulative Exports/12-Month Cumulative Imports (%)
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(ii) Foreign Exchange Reserves

The CBKlevel of usable foreign exchange reserves decreased from USD 7,424.7 million (equivalent to 4.79 months of import cover) at the end of
December 2014 to USD 6,682.5 million (equivalent to 4.22 months of import cover) at the end of June 2015 (Chart 6). The decline in foreign

exchange reserves largely reflected CBK interventions to dampen short-term volatility in exchange rate, and payments of Government external

obligations. :

The current level of reserves together with the precautionary facility with the IMF provides an adequate buffer against short-term shocks.
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Chart 6: CBK Usable Foreign Exchange Reserves
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c. Economic Growth

The Kenya National Bureau ofStatistics (KNBS)data for the first quarter of 2015 showsthat the economy remains robust. It grew by 4.9 percent

during the period compared with 4.7 percent in a similar period of 2014 (Chart 7). The finance and insurance sector which grew by 9.2 percent

offered strong support to the growth performance.

In addition, the strong performance ofthe construction, information and communication, wholesale andretail trade, electricity and water supply, and

agriculture and forestry sectors during the period wasan indication of the continued recovery of the economy supported by macroeconomic stability.

Chart 7: 12-Month Sectoral and Overall Real GDP growth rates (%)
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d. Fiscal Developments and Debt

The fiscal measures implemented by the Governmentin the second half of Fiscal Year 2014/15 were broadly consistent with the monetary policy

objectives. The Government borrowing was anchored in the Medium-Term Debt ManagementStrategy which aims at maintaining public debt at

sustainable levels.

e. Stakeholder Forums, MPC Market Perception Surveys and Communication

The MPC held regular stakeholder forums with Chief Executive Officers of commercial banks through the KBA Governing Council during the first

half of 2015. The Committee also continued to improve on the information gathering processes through the bi-monthly Market Perception Surveys

and communication with key stakeholders on the MPC decisions to obtain feedback. The Market Perceptions Surveys cover all commercial and

microfinance banks, and a national sample of the non-bankprivate firms, The MPC Press Releases were continuously reviewed to make them better

focused to the public, media, financial sector and other stakeholders. As a result, the media and public understanding of monetary policy decisions

and their expected impact on the economy continued to be enhanced. :

The CBK also participated in the Agricultural Society of Kenya Showsin order to sensitise the public on its functions. MPC members also held

meetings with various investors during the period in orderto brief them on economic developments and the outlook for the economy.

3. The Current Economic Environment and Outlook for the Fiscal Year 2015/16

a. International Economic Environment

Global growth is projected to rise from 3.3 percent to 3.8 percent between 2015 and 2016 supported mainly by growth in both advanced and

emerging market economies (Table 2). Growth in advanced economiesis expected to be supported by the accommodative monetary policy and the

relatively lower international oil prices. Notably, the growth recovery in the U.S. and Buropeis expected to boost tourism and horticultural exports

in Kenya. The growth outlook for the emerging market economies is weak with significant slowdown expected in China and some oil exporting
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economies. Growth in Sub-Saharan Africa (SSA) and East African Community (EAC) countries excluding Kenya is projected to remain strong. This
is expected to boost Kenya’s exports and support the exchangerate.

Although the growth momentum of the global economyis projected to pick-up between 2015 and 2016,there are near term risks includingfinancial

markets volatility attributed largely to the expected normalisation of U.S. monetary policy. The debtcrisis in Greece and fall in equity prices in China

also presentrisks to the global financial markets.

Globalinflation is projected to remain low in 2015 and 2016 largely reflecting the slow global economic recovery. In addition, the relatively lower
oil prices and declining international food prices are expected to dampenanyupsiderisks on inflation. This will provide monetary policy space for
the countries to support growth and employment.

Table 2: Performance and Outlook for the Global Economy

 

 

 

        

Growth (%) Inflation (%)

2014 2015 2016 2014 2015 2016

Act. Proj. Proj. Act. Proj. Proj.

World 3.3 3.3 3.8 3.5 3.2 ; 3.3

Advanced Economies. 1.8 21 2.4 1.4 0.4 1.4

United States 24 2.5 3.0 1.6 0.1 1.5

Japan / -0.1 0.8 1.2 2.7 1.0 0.9

Euro Area 0.8 1.5 1.7 0.4 0.1 1.0

United Kingdom 2.9 24 2.2 1.5 0.1 1.7

Other Advanced economies 2.8 2.7. 3.1 1.4 1.1 1.9

Emerging and developing economies 46 4.2 47 5.1 5.4 48.

Sub-Sahara Africa . 5.0 44 5.1 6.3 6.6 7.0

East African Community (Excl.Kenya) 6.0 6.1 6.2 43 43 4.7

Developing Asia 6.8 6.6 6.4 3.5 3.0 3.1

China 74 6.8 6.3 2.0 1.2 1.5

India 73 75 75 6.0 6.1 5.7

Middle East and North Africa 2.7 2.6 3.8 6.5 6.2 64
 

Source: IMF World Economic Outlook

b. Domestic Economic Environment

i. Economic Growth

The Bank’s price stability objective aims at supporting sound and sustained economic.growth. The Government Budget Policy Statement for 2015/16
projects growth at 6.9 percent in 2015 and 7.0 percent in 2016. The growth outlook is expected to be supported by activities generated in the
construction of Standard Gauge Railway, increased production in agriculture following various agriculture reforms, irrigation and value addition,
continued investment in infrastructure projects such as roads, energy and port, expansion ofactivities in other sectors of the economy such as
building and construction, manufacturing, retail and wholesale and financial intermediation among others. The growth is also expected to benefit
from increased investments and domestic demandfollowing investor confidence and the ongoinginitiatives to deepen regionalintegration.

The MPC Market Perceptions Survey of June 2015 showed optimism byprivate sector firms for a higher growth in 2015 relative to 2014 on account
of: expected increase in foreign direct investment and public investmentin infrastructure; increased investor confidence and.enhanced security which
is expected to support recovery of the tourism sector; strong growth in the construction, communicationsandfinancial sectors; positive effects of the
long-rains on agriculture production; expected recovery of the global economy which will benefit exports; and, the impact of devolution which will
spur growth in counties. However, there are downside risks to growth including: inflationary pressure attributed to depreciation of exchangerate,
expected rise in fuel prices, sluggish recovery of the global economy,threats to security, and possible spill-over of risks in Greece to the Eurozone
which could slowdownrecovery of the Eurozone economy.

ii. Foreign Exchange Market

The KenyaShilling is expected to be stable in the Fiscal Year 2015/16 on accountof the monetary policy measures adopted by the CBK,the resilient
diaspora remittance inflows, expectations for increased foreign direct investment in infrastructure, increased investor confidence in the economy, and
the Government measures in the Fiscal Year 2015/16 Budget to bolster security and tourism. In addition, the projected resilient growth of SSA
economiesand that of Kenya’s maintrading partners is expected to boost regional trade. The KenyaShilling will also be supported by the adequate
buffer of foreign exchange reserves and the precautionary facility with the IMF.

However, the uncertainty around the timing of the increase in U.S. interest rates, the wide current accountdeficit, and possible instability in the
Eurozone due to the Greek debt crisis remain the main risks to the KenyaShilling.

iii. Inflation

Overall inflation is expected to remain within the Government’s medium term target range in the Fiscal Year 2015/16 supported by the monetary
policy measuresin place, lowerinternationaloil prices, the declining intemational food prices which have dampened any upside risks to domestic
food prices in the case of imports, and moderate electricity prices with increased output of geothermal power generation. However, the main risks to
the inflation outlook include possibility of imported inflation attributed to depreciation in KenyaShilling in case of a protracted global strengthening
of the U.S. dollar. In addition, given the dominance of food in the consumer basket there remains a vulnerability to short-fails in the rains, and
volatility in internationaloil prices.

iv. Interest Rates

Interest rates are expectedto rise in the Fiscal Year 2015/16 in line with the tight monetary policy stance adopted by the MPC to contain inflationary
expectations. Liquidity in the money market is expected to be supported by the normalization of absorption of devolved funds, and spending ‘by the
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‘national government. In addition, the KBRR framework is expected to continue improving transparency in credit pricing. The promotion of full

disclosure of bank charges.through the Annual Percentage Rate (APR) for loans will also facilitate informed banking decisions by the public. The

main risk to the outlook on interest rates is the international economic developments or supply side factors which could prompt additional measures

by CBKto alleviate any adverse expectations with respect to inflation and /or exchange rate movements.

v. Fiscal Policy

The fiscal measures announced by the Government during the Budget Statement for the Fiscal Year 2015/16 remain consistent with the monetary

policy objectives. The CBK will work with the National Treasury to strengthen the coordination between monetary and fiscal policies. Government

borrowing is anchored in the Medium-Term Debt Management Strategy which aims at maintaining public debt at sustainable levels. The increased

budgetary allocations towards bolstering security and facilitating the recovery of the tourism sector will support the long-term stability of the

exchangerate. :

vi. Confidence in the Economy

Confidence in the economy is expected to improve in the Fiscal Year 2015/16 due to improved security and Kenya’s global positioning. Diaspora

remittances are expected to remain strong on accountofincreased investment opportunities in Kenya and gradual pick-up in the growth of the global

economy. Diaspora remittances recorded the highest ever inflow of USD 136.0 million in June 2015. Despite a net outflow of foreign investors in the

NSE,there were noteworthy increasesin foreign purchasesin the first half of 2015.

The MPC Market Perception Survey conducted of June 2015 showed increased optimism by private sector firms for the business environment to

improve in the remainder of 2015 on account of the expected decline in electricity prices which are expected to benefit the manufacturing sector,

increased budgetallocations to key sectors of the economyincluding security and tourism, high profile visits by international personalities indicating

confidence, sustained public investment in infrastructure which is expected to lower the cost of doing business, governmentefforts to encourage

investors and address governance, increased financial inclusion and access to credit, and improved spending in the counties.

4. Direction of Monetary Policy in the Fiscal Year 2015/16 .

Monetary policy in the Fiscal Year 2015/16 will focus on: setting monetary targets which are consistent with the objective of achieving and

maintaining a low and stable inflation, encouraging growth, and supporting the long-term sustainability of public debt; and, enhancing financial

inclusion.

(a) Monetary Programme and Foreign Exchange Reserves

The monetary targets for the Fiscal Year 2015/16 are consistent with the indicators in the Medium-Term Goverment Budget Policy Statement for

2015 summarised in Annex |. The monetary targets for the period are presented in Table 3. Monetary policy will seek to constrain the annual growth

in broad money (M3) to 17.3 percent by September 2015, 17.2 percent by December 2015, 17.5 percent by March 2016 and 13.8 percent by June

2016. NDA of the Bank is projected at Ksh.-167.1 billion in September 2015; Ksh.-187.2 billion in December 2015, Ksh.-214.0 billion in March

2016 and Ksh.-203.7 billion in June 2016. However, the annual growth in credit to the private sector is projected at 19.1 percent in September 2015,

18.4 percent in December 2015, 18.3 percent in March 2016 and 15.5 percent in June 2016. The NIR targets of the CBK are USD 5,308.2 million in

September 2015, USD 5,986.6 million in December 2015, USD 6,005.0 million in March 2016 and USD 6,055.2 million in June 2016. The monetary

policy stance will aim at ensuring that movementsin the short-term interest rates are supportive to the Bank’s primary objective ofprice stability.

These monetary targets are expected to enable the Bank maintain overall inflation within the current allowable margin of 2.5 percentoneither side of

the Government’s medium-term target of 5 percent in order to anchor inflation expectations. The CBK foreign exchange reserves and the

precautionary facility with the IMF will provide a buffer against short-term shocks in the foreign exchange market. Appropriate regulatory measures

will also be implemented to enhancetheefficiency and integrity of the foreign exchange market. The programmetargets are consistent with the

performance criteria under the precautionary arrangement with the [MF blendingthe non-concessionary Stand-By Arrangementand the concessional

Stand-By Credit Facility to cushion the economybyproviding it with access to SDR 488.52 million (about USD 688.3 million) of IMF resourcesin

the event of exogenous shocks.

The monetary policy stance will aim at ensuring that short-term interest rates remain stable which wil] support growth and ensure the long-term
‘sustainability of public debt. The coordination of monetary and fiscal policies will be enhanced to maintain a sustainable public debt. The Bank will

also continue to enhancethe effectiveness and efficiency of its monetary policy instruments.

Table 4: Monetary Targets for the Fiscal Year 2015/16
 

“Jul-15 Aug-15 Sep-15 Oct-15 Nov-15 Dec-15
 

 

 

 

 

 

 

 

 

 

Broad Money, M3 (KshBillion) 2,582.5 2,611.9 2,641.5 2,671.0 2,700.5 2,730.1

Reserve Money, RM (Ksh Billion) 353.6 364.5 353.4 360.9 373.3 400.1

| Credit to Private Sector (Ksh Billion) 2,096.5 2,123.3 2,150.1 2,173.2 2,198.3 2,227.1

|_NFA of CBK(KshBillion) 527.3 523.9 520.5 517.7 514.7 587.3

NDAofCBK (Ksh Billion) -173.7 -159.4- -167.1 -156.7 -141.5 -187.2

12-month growth in RM (Percent) 16.1 2.1 9.5 3.5 14.3 5.4

12-month growth in M3 (Percent) 17.9 15.9 17.3 18.2 17.7 17.2

12-month growth in Credit to Private Sector (Percent) 20.4 19.7 19.1 19.0 18.6 18.4

12-month growth in Real GDP (Percent) . 6.5

Medium-Term 12-month overall Inflation (Percent) Target 5.0 5.0 - 5.0 5.0 5.0 5.0
 

 

Jan-16 | Feb-16 Mar-16 Apr-16 May-16 Jun-16
 

 

 

 

 

Broad Money, M3 (KshBillion) 2,759.4 2,788.7 2,817.9. 2,847.4 2,876.8 2,906.2

Reserve Money, RM (KshBillion)’ 368.5 | 379.2 375.1 370.4 382.7 390.2

Credit to Private Sector (Ksh Billion) 2,245.0 2,262.6 2,280.3 2,305.6 2,346.9 2,388.6

NFA ofCBK (KshBillion) 587.9 588.5 589.1 590.2 591.3 593.9

NDA ofCBK (Ksh Billion) -219.4 -209.3 -214.0 -219.8 -208.7 -203.7
         12-month growth in RM (Percent) 5.2 78 8.3 49 5.5 4.9
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Jul-15 Aug-15 Sep-15 Oct-15 Nov-15 Dec-15

12-month growth in M3 (Percent) 17.4 15.8 17.5 15.5 15.0 13.8

12-month growth in Credit to Private Sector (Percent) 18.2 18.3 18.3 17.2 16.2 15.5

12-month growth in Real GDP (Percent) 6.8

Medium-Term 1|2-month overall Inflation (Percent) Target 5.0 5.0 5.0 5.0 5.0 5.0
  
Source: Central Bank of Kenya and the National Treasury

The Bank will continue to monitor developments with respect to the Monetary Targets and make any necessary reviews. The achievementof the

targets set will depend onstability in the international!prices ofoil, favourable weather conditions, and continued commitmentby the Govemmentto

operate within the domestic borrowing target for the Fiscal Year 2015/16. The information will be reviewed and incorporated in the data so as to

inform the MPC decision process accordingly.

Monetary policy implementation will be based on monthly targets for NDA, NIR, RM and broad money (M3) to be achieved through OMO.The

Repurchase agreements (Repos) and Term Auction Deposits instruments will be used to withdraw any excess liquidity in the banking system on a

timely basis and where necessary Reverse Repos will be used to inject liquidity. Specifically, OMO will be used to ensure that short-term interest

rates continue to be aligned to the CBR. The success of CBK’s monetary policy measures t6 fight inflation will also depend onthe effectiveness of

the institutions charged with the responsibility of managing the supply side of economy that would have a direct impact on food andfuel prices.

(b) Measures to Extend Access to Financial Services and Enhance Market Efficiency

The CBK will continue to support developmentof newproducts and innovations towards enhancing financial access in order to encourage economic

growth.It will continue to propose suitable legislation and regulations aimed at ensuring that such innovations are operationalized accordingly so as

to enhance market confidence. The Bank will also continue to monitor any new financial derivatives and /or innovations in the market that could

have adverse effects on marketstability. It will continue to work with stakeholders in the banking and real sectors in order to enhance the monetary

policy transmission mechanism.

Initiatives aimed at engaging stakeholders and obtaining feedback on the impact of MPC decisions will be enhanced.In addition, the CBK will work

closely with the institutions and other stakeholdersto facilitate the effective implementation of the KBRRthatfacilitates a transparent credit pricing

framework, and to ensure a wide dissemination of the framework to the public.

The CBK will continue to work with stakeholders to identify and implement measuresto enhanceredistribution of liquidity in the interbank market.

Forums with Chief Executive Officers will continue to be held both to obtain feedback and to explain the background to MPC decisions. These

initiatives will support improvements in the financial sector that contribute to the lowering of the cost of doing business. The CBK will also continue

with its transparency throughthe timely dissemination ofall the requisite data throughits website.

ANNEX TABLE 1: MAIN MACROECONOMIC INDICATORS,2014/15-2017/18
 

2014/15 2015/16 2016/17 2017/18

Rev,

Budget Proj. Projections

 

 

Annualpercentage change, unless otherwise indicated
 

National account and prices
 

 

 

 

 

Real GDP 6.1 6.1 7.0 7.1 7.0

GDPdeflator 7.2 6.7 6.5 6.4 6.2

CPI Index (eop) 5.3 5.3 5.0 5.0 5.0

CPI Index (avg) 5.7 5.7 5.0 5.0 5.0

Termsoftrade (-deterioration) 5.1 0.2 0.3 0.2 : 0.2
 

In percentage of GDP, unless otherwise indicated
 

Investment and saving
 

 

 

 

 

 

 

 

 

        
Investment 22.4 24.6 26.9 25.2 25.6
Gross National Saving 15.3 16.6 19.7 18.0 18.2

Central government budget

Total revenue 21.0 20.4 20.7 21.5 21.8

Total expenditure and net lending 28.4 29.2 28.8 27.6 26.6

Overall balance {commitmentbasis) excl. grants -7.4 -8.8 -8.2 -6.2 -4.8

Overall balance (commitmentbasis) incl. grants -6.4 * -8.0 -7.4 -5.4 -4.0

Nominal public debt, net 43.8 43.9 43.7 42.6 413

External sector :

Current external balance, including official transfers -7.1 ~8.0 -7.2 -7.2 -7.4
 

Source: Budget Policy Statement 2015, National Treasury

ANNEX 2: CHRONOLOGYOF EVENTS OF PARTICULAR RELEVANCE TO MONETARYPOLICY (JANUARY — JUNE 2015)
 

Date Events
 

January 2015 a) The CBKrevised the KBRR from 9.13 percent to 8.54 percent.

b) The European Central Bank announcedthat it would commence Quantitative Easing in the Eurozone.

c) The Swiss Central Bank removed the cap of the Swiss Franc to the Euro.
 

 

  February 2015 The precautionary facility amounting to SDR 488.52 million (about USD 688.3 million) under a blended Stand-

By Arrangement and Standby Credit Facility was approved by the IMF.

April 2015 The Garissaterrorist attack on 2" April, 2015 had implications on tourism performance.

May 2015 The effectiveness of the TAD instrument was enhanced byraising the maximum acceptable rate on the instrument

to 250 basis points above the CBR.
   June 2015 a) The CBRwasraised from 8.5 percent to 10.0 percent to anchorinflation expectations.

b) Appointmentof the new CBK Governor.
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GLOSSARYOF KEY TERMS

Overall Inflation

Overall inflation is a measure of price changein the economycalculated as the weighted year-on-year movement of the indices of the prices charged

to consumers of goodsand services in a representative basket in a base year. It is derived from data collected monthly by the Kenya National Bureau

of Statistics. The inflation measure is affected by the commodities in the basket some of which may experience suddenprice spikes such as food or

energy. It may therefore presenta distorted picture ofthe true state of the economy.

Reserve Money ‘

Reserve Money is computed as the CBK’s monetary liabilities comprising currency in circulation (currency outside banks and cash held by

commercial banksin their tills) and deposits of both commercial banks and non-bank financial institutions (NBFIs) held by the CBK.It excludes

Government deposits.

MoneySupply

Money supply is the sum of currency outside banks and deposit liabilities of commercial banks. Deposit liabilities are defined in narrower and

broadersensesas follows: narrow money (M1); broad money (M2); and extended broad money (M3). These aggregates are computedas follows:

MO: Currency outside the banking system

M1: MO + demand deposits of banks(or depository corporations).

M2: M1 + quasi (long term) money depositsi.e. time and savings deposits of banks and non-bankfinancialinstitutions.

M3: M2 + resident foreign currency deposits.

L: M3 + non-bank holdings of Government Paper. This however, is not a monetary aggregate.

Kenya Banks’ Reference Rate (KBRR)

The KBRRisthe baserate for all commercial and microfinance banks’ lending.It is computed as an average of the CBR and the weighted ‘2-month

moving average ofthe 91-day Treasury bill rates.
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The directors have pleasure in submitting their report together with the audited financial statements for the year ended 30 June 2015, which disclose
the state of affairs of the Corporation.

1. Change of name

The Corporation changedits name from Deposit Protection Fund Board to Kenya Deposit Insurance Corporation (the ‘Corporation’) on 1 July
2014. ,

2. Incorporation

The Kenya Deposit Insurance Corporation (formerly Deposit Protection Fund Board)is established under the Kenya Deposit Insurance Act, 2012 -
(KDI Act 2012).

3. Principal activities

The Corporation is established and administered under the KDI Act, 2012.

The Corporation commencedoperations on | July, 2014, with a transition period of one year, to 30 June 2015. The objectives of the Corporation
is to provide deposit insurance scheme for depositors of memberinstitutions, monitor the soundnessof institutions through analysis, and
undertake problem bank resolution through receivership, liquidation and winding up of collapsed bank institutions in accordance with the KDI
Act. ”

4, Results

The results for the year are set out below.

5. Directors

The directors whoserved during the year and upto the date ofthis reportare set out above.-

6. Auditors .

The Auditor-General is responsible for the statutory audit of the Corporation’s books of account in accordance with section [4 and 39(i) of the
Public Audit Act. This Act empowers the Auditor-General to appointother auditors to carry out the audit on his behalf.

KPMGKenya, who were appointed by the Auditor-General, carried out the audit of the Corporation’s financial statements for the year ended
30th June, 2015.

7. Approvalof financial statements

Thefinancial statements were approved at a meetingof the directors held on 27th August, 2015,

By Orderof the Board.

Dated the 27th August, 2015.

Ms. JANE K. IKUNYUA,
AG. BOARD SECRETARY.

STATEMENTOF DIRECTORS’ RESPONSIBILITIES FOR THE YEAR ENDED 30 JUNE 2015

Thedirectors are responsible for the preparation and presentation ofthe financial statements of Kenya Deposit Insurance Corporation (formerly Deposit
Protection Fund Board) set out on pages 8 to 35 which comprise the statementoffinancial position at 30 June 2015, the statementofprofit or loss and
other comprehensive income, statement of changesin fund balance and statement of cash flows for the year then ended, and a summary ofsignificant
accounting policies and other explanatory information.

Thedirectors’ responsibilities include: determining thatthe basis of accounting described in Note 2 is an acceptable basis for preparing and presenting the
. financial statements ‘in the circumstances, preparation and presentation of financial Statements in accordance with Intemational Financial Reporting
Standards and in the manner required by the Banking Act and for such internal control as the directors determine is necessary to enable the
preparation offinancial statements that are free from material misstatements, whether due to fraud orerror.

Underthe Kenya Deposit Insurance Corporation Act, the directors are required to prepare financial statements for each financial year which give

a

true
and fair view ofthe state of affairs of the Corporation asat the end ofthe financial year andofthe operating results of the Corporation for that year. It also
requires the directors to ensure the Corporation keeps proper accounting records which disclose with reasonable accuracy the financial position of the
Corporation.
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The directors accept responsibility for the annual financial statements, which have been prepared using appropriate accounting policies supported by

reasonable and prudent judgments and estimates, in conformity with International Financial Reporting Standards and in the manner required by the

Kenya Deposit Insurance Corporation Act. The directors are of the opinion that the financial statements give a true and fair view of the state of the

financial affairs of the Corporation andofits operating results.

Thedirectors further accept responsibility for the maintenance of accounting records which maybe relied upon in the preparation offinancial statements,
as wel] as adequate systemsof internal financial control.

The directors have made an assessmentof the Corporation’s ability to continue as a going concern and have no reasonto believe the Corporation will not

be a going concern forat least the next twelve months from the date of this statement.

Approvalof the financial statements

The financial statements, as indicated above, were approved by the board ofdirectors on 27th August, 2015, and were signed onits behalf by:

DR. JULIUS K. KIPNG’ETICH MRS. NASIM DEVSI

Chairman Member

STATEMENT OF CORPORATE GOVERNANCE

The Kenya Deposit Insurance Corporation (KDIC)is a body corporate established under the Kenya Deposit Insurance Act, 2012. The Corporationis

committed to maintaining the highest standardsof integrity, professionalism and businessethics in all its operations.

Boardofdirectors

The Kenya Deposit Insurance Corporation Act Section 7(1 & 2) providesthat the Board of Directors shall be composed of five members not being

public officers, appointed by the Cabinet Secretary of the National Treasury, three of whom shall be from the Institutions, one of whom shall be

appointed as a non-executive Chairperson by the President on the recommendation of the Minister, provided that the Chairperson appointed shall not

be from the memberinstitutions of the Corporation, the Governor of Central Bank of Kenya, Principal Secretary to the National Treasury, the

Attorney-General representing the member institutions and the Chief Executive Officer who shall be an ex-officio member. The members

representing the institutions during the period under review are: Mrs. Nasim Devji, Dr. Julius Kipng’etich, Mr: Jeremy Ngunze and Mr. Samuel

Kimani.

Board meetings

The Board meets every quarter and has a formal schedule of agenda items due for deliberations. The directors are given appropriate and timely

information to maintain full and effective control over strategic. financial and operational issues. The Board is not involved in the conductof day-to-

day business as this is a responsibility given to the Ag. Chief Executive Officer (Ag. CEO) of KDIC. It however retains responsibility for:

determining the policies of the Corporation.

Audit committee

The members of the Audit Committee are Mrs. Nasim Devji, Mr. Martin Gumo, Dr.Julius Kipng’etich, Mr.Jeremy Ngunze and Mr. Samuel Kimani.

They are all non-Executive Directors and have experience in Banking, Finance, Accounting, Administration and Management. The committee meets

every quarter, and as necessary, two weeks before the full Board meeting. The committee’s responsibilities are to review the efficiency and

effectiveness of Internal Controls, Financial Reporting, Internal Audit function, External audit work, and Risk Managementpolicies and procedures.

Towards this end,a self-evaluation tool which measures the committee’s performance has been developed and implemented.

Managementstructure

The KDIC senior managementis made up of the Ag. CEO,four Assistant Directors, each heading the Division of Finance & Administration, Legal,

ICT and Liquidations. The KDIC senior management meets regularly to review overall performance of the Corporation. Decision making is through

several management committees which meet regularly to deliberate and advise the Ag. CEO on specific issues. All KDIC staff are employees of

Central Bank of Kenya seconded to the Corporation.

Directors’ emoluments and loans

The remuneration paid to the directors for services rendered during the financial year 2014/2015 is disclosed in Note 8 of the financial statements.

The directors, who are-all non-executive, are paid a monthly retainer fee and sitting allowance for every méeting attended. There were no loans to

Non-Executive Directors during the year.

STATEMENT OF CORPORATE GOVERNANCE(CONTINUED)

Codeofethics

The Corporation is committedto the highest standardsofintegrity, behavior and ethics. A formal code ofethics for all employees of Central Bank of

Kenya exists and is fully implemented. All employees of the Corporation are expected to avoid activities and financial interests which could give

rise to conflict of interest with their responsibilities. Strict rules of conduct apply to the staff of CBK, including those in KDIC,underthe staff rules
and regulations. :

Internal controls

The management of the Corporation has put in place a series of internal control mechanisms to ensure the reporting of complete and accurate
accounting information. Procurement of goods and services is strictly done in accordance with the Public Procurement & Disposal Act, 2005. Inall

operationalareas of the Corporation, workflows have been structured in a mannerthat allows adequate segregationof duties.

Authorizations

All the expenditure of the Corporation must be authorized in accordance with a comprehensive set of the Corporation’s policies and procedures.
There is a budget which is approved by the Board before commencementofthe financial year. The Board receives regular management accounts

comparing actual outcomesagainst budget as a means of monitoring actual financial performance of the Corporation.
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Internal audit and risk management

The Internal Audit function is performed by Internal Audit Unit, which is responsible for monitoring and providing advice on the internal control
framework. All reports of the Internal Audit are available to the Audit Committee of the Board.

Transparency

The Corporation publishes an Annual Report which explains the performance of the Banking sector, membership status and other pertinent

information. On an annualbasis, the Financial Statements are published in the Kenya Gazette and placed in the website of the Corporation. KDIC

shared its 2015/2018 Strategic Plan with the stakeholders and will carry out a mid-term review of the implementationstatus at the end of 2015/2016

financialyear.

REPORT OF THE OF THE AUDITOR-GENERAL ON KENYA DEPOSIT INSURANCE CORPORATION FORTHE YEAR ENDED
30TH JUNE, 2015

Report on the Financial Statements

The accompanying financial statements of Kenya Deposit Insurance Corporation set out below which comprise the statementof financial position as

at 30th June, 2015, and the statement ofprofit or loss and other comprehensive income, statement of changes in fund balance and statementof cash

flows for the year then ended, and a summary ofsignificant accounting policies and other explanatory information have been audited on my behalf

by KPMG Kenya, auditors appointed under section 39 of the Public Audit Act, 2003 and in accordance with the provisions of Article 229 of the

Constitution of Kertya. The auditors have duly reported to me the results of their audit and on the basis of their report. I am satisfied that all the

information and explanations whichto be best of my knowledge and belief, were necessary for the purpose of the audit were obtained.

Management’s Responsibility for the Financial Statement

The Directors are responsible for the preparation and fair presentation of these financial statements in accordance with International Financial
Reporting Standards and for such internal control as directors’ determine is necessary to enable the preparation of financial statement that are free

from material misstatements, whether due to fraud or error.

The Directors are also responsible for the submissionofthe financial statements to the Auditor-General in accordance with the provisions of section

13 of the Public Audit Act, 2003.

Auditor-General’s Responsibility

Myresponsibility is to express an opinion on these financial statements based on the audit and report in accordance with the provisions of section 15

of the Public Audit Act, 2003 and submit the audit report in compliance with Article 229 (7) of the Constitution of Kenya. The audit was conducted

in accordance with International Standards on auditing. Those standards require compliance with ethical requirements andthat the audit be planned
and performed to obtain reasonable assurance about whetherthe financial statements are free from material misstatement.

An audit involves performing procedures to obtain evidence about the amounts and disclosure in the financial statements. The procedure selected
depend on the auditor’s judgement, including the assessmentof the risks of material misstatementof the financial statements, whether due to fraud or

error. In making those risk assessments, the auditor considersinternal control relevant to the entity’s preparation andfair presentationofthe financial

statements in order to design audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the

effectiveness of the Corporation’s Internal Control. An audit also includes evaluating the appropriateness of accounting policies used and the
reasonableness of accounting estimates made by the Directors, as well as evaluating the overall presentation of the financial statements.

I believe that the audit evidence obtainedis sufficient and appropriate to provide a basis for may audit opinion.

Opinion

In my opinion, the financial statements present fairly, in all material respects, the financial position of Kenya Deposit Insurance Corporation as at

30th June, 2015, andofits financial performance andits cash flows for the year then ended, in accordance with International Financial Reporting
Standards and the Kenya Deposit Insurance Act, 2012.

EDWARDR.0. OUKO,

Auditor-General.

28th September, 2015

STATEMENTOF PROFIT OR LOSS AND OTHER COMPREHENSIVE INCOMEFOR THE YEAR ENDED30 JUNE 2015

2015 2014
Note KShs‘000 KShs‘000

REVENUE

Assessment income 6(a) 3,033,387 2,675,853
Investment income 6(b) 5,466,351 4,675,863
Other income 7 111.044 19.172

8,610,782 ' 7,370,888
EXPENSES

Administration and establishment 8 280,424 . “251,196

SURPLUS FOR THE YEAR 8,330,358 7,119,692

Other comprehensive income __- -

TOTAL COMPREHENSIVE INCOME 8,330,358 2,119,692

Thenotes set out on pages 12 to 35 form an integral part of these financial statements.
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STATEMENTOFFINANCIALPOSITION AS AT 30 JUNE 2015

  

2015 2014

ASSETS Note KShs‘000 KShs‘000

- Non-current assets

Property and equipment : 10 70,526 59,921

Prepaid operating lease rentals 11 3,218 3,317

Investment 12 100 100

Governmentsecurities 13 28.640,558 26,803,199

28,714,402 26,866,537

Current assets
Receivables and prepayments 9a) 10,838 9,563

Governmentsecurities . 13 : 26,120,916 19,766,387

Cash and bank balance . 17 115,375 1.025

26,247,129 19,776,975

TOTAL ASSETS 54,961,531 46,643,512

FUND BALANCEANDLIABILITIES

Fund balance (Page 10) 54,914,117 4 3.75

Currentliabilities
Payables and accruals 14 20,858 10,966

Dueto related party , 15(a) 2,609 18,91]

Deferred income 16 23.947 29.876

47.414 59.753

TOTAL FUND BALANCEANDLIABILITIES $4,961,531 46,643,512

The financial statements on pages 8 to 35 were approved by the Board of Directors on and were signed onits behalf by:

DR. JULIUS K. KIPNG’ETICH MRS. NASIM DEVII

Chairman : Member

The notes set out on pages 12 to 35 form an integral part ofthese financial statements.

STATEMENT OF CHANGESIN FUND BALANCEFOR TBE YEAR ENDED30 JUNE 2015

Fund balance

KSks‘000

“2015:

Balanceat | July 2014 . 46,583,759

Surplusfor the year 8,330,358

Balance at 30 June 2015 . $4,914,117

2014:

Balance at 1 July 2013 39,464,067

Surplusfor the year ‘ ~L119,692

Balance at 30 June 2014 46,583,759

The notes set out on pages 12 to 35 form anintegralpart of these financial statements.

STATEMENT OF CASH FLOWSFOR THE YEAR ENDED30 JUNE2015

2015 2014
Note KShs‘000 KShs‘000

Cash flows from operating activities

Surplusfor the year 8,330,358 , 7,119,692

Adjustmentfor:

Depreciation of property and equipment 10,011 11,775

Amortisation of prepaid operating lease rentals 99 99

Gain on disposal ( 679) -

Interest income (5,466,351) (4,675,863)

Operating surplus before working capital changes 2,873,438 2,455,703
8 Surp P ;
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Changein working capital

Receivables and prepayments ( 1,275) : ( 2,478)

Payables and accruals 9,892 3,970
Deferred income . ( 5,929) ( 7,811)
Dueto related party _ (_16.302) (___2,365)

Net cash flows generated from operating activities 2,859,824 2,447,019

Cash flows from investing activities

Net movementin governmentsecurities (8,203,598) (7,489,772)
Purchase of property and equipment (20,967) (= 2,001)

Proceeds from disposals 1,030 . -

Interest received 5,466,351 4,675 863

Net cash flows from investmentactivities ; (2,757,184) (2,815,910)

Net increase/(decrease) in cash and cash equivalents 102,640 ( 368,891)

Cash and cash equivalents at the beginning of the year 45,96} 414,852

Cash and cash equivalents at the end of the year 17 148,601 45,961
The notes set out on pages 12 to 35 form anintegral part of these financial statements.

NOTESTO THE FINANCIAL STATEMENTSFOR THE YEAR ENDED30 JUNE 2015

1. REPORTING ENTITY

The Corporation is established under the Kenya Deposit Insurance Act 2012 and is domiciled in Kenya. The address ofits registered
office is as follows:

CBK Pension House (formerly Marshal! House)

Harambee Avenue

PO Box 45983 - 00100
Nairobi -

2. BASIS OF PREPARATION

(a) Basis of accounting

Thefinancial statements have been prepared onthe historical cost convention.

(b) Statement of compliance’

The financial statements have been prepared in accordance with International Financial Reporting Standards (IFRSs).

(c) Functional and presentation currency

These financial statements are presented in Kenya Shillings (KShs), which is the Corporation's functional currency.

(d) Use of estimates and judgments -

The preparation of financial statements in conformity with International Financial Reporting Standards requires the use of

estimates and assumptionsthat affect the reported amounts ofassets and liabilities and disctosures of contingentliabilities at the

date of financial statements and the reported amounts of revenues and expenses during the reporting period. The estimates and

assumptions are based onthe directors’ best knowledge of currentevents, actions, historical experience and various otherfactors

that are believed to be reasonable under the circumstances, the results of which form the basis of making the judgements about

the carrying values of the assets and liabilities that are not readily apparent from other sources. Actual results may differ from
these estimates.

The estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to the accounting estimates are

recognised in the period in which the estimate is revised if the revision affects only that period or in the period of revision and
future periods if the revision affects both current and future periods.

In particular, information about significant areas of estimation and critical judgement in applying accounting policies that have

the most significant effect on the amount recognised in the financial statement is described in Note 5.

3. SIGNIFICANT ACCOUNTING POLICIES

The principal accounting policies applied in the preparation of these financial statements are set out below. These policies have been
consistently applied to all'the years presented, unless otherwise stated.

(a) Revenuerecognition

Assessed income comprises contributions levied to the contributory institutions and is recognized in the period when they are

receivable. Such contributions are assessed at a rate of 0.15 per cent of the average of the institutions’ total deposit liabilities
during the period of 12 monthspriorto the date of levy notice.
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(b)

(c)

(d)

(e)

(e)

13)

(g)

Interest income is recognized in the profit or loss for all interest earning instruments on an accrual basis using the effective
interest method based on the actual purchase price. Interest income includes coupon earned and unamortised discount and
premium.

Translation of foreign currencies

Transactionsin foreign currencies during the year are converted into Kenya Shillingsat the exchangerate ruling at the date of the
transaction. Foreign currency monetary assets and liabilities are translated at the exchange rate ruling at the reporting date.
Resulting exchange differences are recognised in profit or loss for the year.

Non-monetary assets and liabilities denominated in foreign currency are recorded at the exchange rate ruling at the date of
transaction.

Provisions for payments to depositors

Provisions for payments to protected depositors are recognized in the financial statements in the period the contributory
institutions are placed underliquidation. Any payments that exceed the provisions madeare taken into account in determining
operating profit. Provisionsthat relate to unclaimed protected deposits are written back to income on expiry ofthe statutory notice
period.

Leases

Leases wherethe lessor retains substantially all the risks and benefits of ownership ofthe asset are classified as operating leases.
Payments made under operating leases are recognized as an expense in the profit or joss on a straight-line basis over the lease
term.

Employee entitlements

Employee entitlements are recognized when they accrue to employees. A provision is made for the estimated liability for-such
entitlements as.a result of services rendered by employees up to the reporting date. The estimated monetary liability for
employees’ accrued annualleave entitlementat the reporting date is recognized as an expense accrual.

Employee entitlements (continued)

The Corporation’s employeesare eligible for retirement benefits under a defined benefit plan provided through a separate fund.
The defined benefit plan is funded by the Corporation and the Central Bank, the main sponsor. The retirement benefit asset is
wholly recognizedin the financial statements of the Central Bank while the Corporation recognizes contributionsto the fund as if
it were a defined contribution scheme by charging them to theprofit and loss accountin the year to which they relate.

The Corporation also contributes to a statutory defined contribution Pension Scheme, the National Social Security Fund (NSSF).
The Corporation’s contributions are charged to the profit or loss in the year to which they relate. The Corporation has no further
obligation once the contributions have been paid. .

Taxation

The Corporation’s incomeis not subject to corporation tax as it has been granted exemption bythe statute. Therefore no provision
for current tax or deferred tax is made in the financial statements.

Financial assets andliabilities

(i) Recognition

The Corporation recognizesall financial assets and liabilities on the trade date at which the Corporation becomes a party
to the contractual provision of the instrument. A financialassetorliability is initially measuredatfair value plus (for an
item not subsequently measured at fair value through profit or loss) transaction costs that are directly attributable to its
acquisition or issue.

Subsequently, held-to-maturity investments and loans and receivables are measured at amortisedcost.

(ii) Classification

The Corporation classifies its financial assets in the held-to-maturity and loans and receivables category. The Corporation

classifies its financialliabilities as measured at amortised cost. Management determinesthe classification ofits investments
at initial recognition. , :
Held-to-maturity

Held-to-maturity investments are non-derivative financial assets with fixed or determinable payments and fixed maturities
that the Corporation’s management has the positive intention and ability to hold to maturity. Were the Corporation to sell
other than an insignificant amount of held-to-maturity assets, the entire category would be tainted and reclassified as

available for sale. These include investment in governmentsecurities. , .

(ii) Classification (continued)

Loans and receivables

Loansand receivables are financial assets with fixed or determinable payments andfixed maturities that are not quoted in

an active market. Loans and receivables comprise receivables and prepayments and cash and bank balances.

They arise when the Corporation provides money directly to borrowers, other than those created with the intention of
short-term profit taking. They are recognised at the date moneyis disbursed to the borrower or when they are transferred
to the Corporation from third party.
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(h)

@

(i)

Subsequentto initial recognition, these are carried at amortised cost, which is the present value of the expected future

cash flows, discounted at the instrument’s original effective interest rate. Loan origination fees together with related

direct costs are treated as part of the cost of the transaction.

Amortised cost is calculated using the effective interest rate method. The amortisation and accretion of premiums and

discounts is includedin interest income.

Otherfinancialliabilities

Other financial liabilities are measured at amortised cost. These include other payables and amounts due to related

companies. :

(iii) Identification and measurementofimpairmentoffinancialassets

At each reporting date the Corporation assesses whether there is objective evidence that financial assets not carried at fair

value through profit or loss are impaired. Financial assets are impaired when objective evidence demonstrates that a loss

eventhas occurred after the initial recognition ofthe asset, and that the loss event has an impact on the carrying amount.

Impairmentlosses on assets carried at amortized cost are measured as the difference between the carrying amountof the

financial assets and the present value of estimated cash flows discounted atthe assets’ original effective interest rate. Losses

are récognized in profit or loss and reflected in an allowance account. Interest on the impaired asset continues to be

recognized through the unwindingofthe discount.

Whena subsequentevent causes the amountof impairmentloss to decrease, the impairmentloss is reversed through profitor

loss.

(iv) Derecognition

The Corporation derecognizes a financial asset when the contractual rights to the cash flowsfrom the financial asset expire,

ot when it transfers the rights to receive the contractual cash flows on the financial asset in a transaction in which

substantiallyall the risks and rewards of ownership ofthe financial asset are transferred. Any interest in transferred financial

assets that is created or retained by the Corporation is recognized as a separate asset or liability.

The Corporation derecognizesa financial liability whenits contractual obligations are discharged or cancelled or expire.

The Corporation enters into transactions whereby it transfers assets recognized on its statement of financial position, but

retains either all or substantially all of the risks and rewards of the transferred assets or a portion of them. If all or

substantially all risks and rewards are retained, then the transferred assets are not derecognized from the statement of

financial position.

(vy) Offsetting offinancial assets andfinancial liabilities

Financial assets and financialliabilities are offset and the net amountreported on the statement of financial position when

there is a legally enforceable right to offset the recognised amounts and there is an intention to settle on a net basis, or to

realize the asset andsettle the liability simultaneously.

Income and expenses are presented on a net basis only when permitted under IFRSs,or for gains and lossesarising from a

groupofsimilar transactions such as in the Corporation’s trading activity.

(vi) Fair value offinancialassets andliabilities

Fair value offinancial assets and financialliabilities is the price that would be receivedto sell an asset or paid to transfer

a liability respectively in an orderly transaction between market participants at the measurementdate.

Impairmentfor non-financialassets

The carrying amounts of the Corporation’s non-financial assets, are reviewed at each reporting date to determine whetherthere is any

indication of impairment. If any such indication exists then the assets’ recoverable amountis estimated.

An impairmentloss is recognized if the carrying amount of an assetor its cash-generating unit exceedsits recoverable amount. A

cash-generating unit is the smallest identifiable asset group that generates cash flowsthat Jargely are independent from other assets

and groups. Impairmentlosses are recognized in profit or loss. Impairmentlosses recognized in respect of cash-generating units are

allocatedfirst to reduce the carrying amountof any goodwill allocatedto the units and then to reduce the carrying amountofthe other

assets in the unit (group of units) on a pro-rata basis.

The recoverable amount of an asset or cash-generating unit is the greater of its value in use andits fair valueless costs to sell. In

assessing value in use, the estimated future cash flows are discounted to their present value using a pre-tax discountrate that reflects

current market assessmentsof the time value of moneyandtherisks specific to the asset.

Investment held for sale

Investment held for sale relates to investment in a subsidiary which is accounted for under JFRS 5 ‘Non-current assets held for

sale and discontinued operations’. The investmentis stated at the lowerofits carrying amount andthe fair valueless costs to sell.

Cashand cash equivalents

For the purposes of the statement of cash flows, cash and cash equivalents comprise cash on hand, bank balances and government

securities maturing within 91 days from the dateofissue.
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(k)

@)

(m)

(n)

Property and equipment

@) Recognition and measurement

Items of property and equipmentare measuredat cost less accumulated depreciation and impairmentlosses.

Cost includes expenditures that are directly attributable to the acquisition ofthe asset.

(ii) Subsequent costs

The cost of replacing part of an item of property or equipmentis recognised in the carrying amountofthe item ifit is
probable that the future economic benefits embodied within the part will flow to the Corporation and its cost can be

measuredreliably. The costs of the day-to-day servicing of property and equipmentare recognised in profit or loss as
incurred. .

(iti) Depreciation

Depreciation is recognised in profit or loss on a straight line basis over the estimated useful lives of each part of an item
of property and equipment asfollows:

Long term leasehold land Overthe iease period

Buildings 2%

Computer equipment 33.33%
ICT Equipment 20%

Office equipment, furniture and fittings 20%

Motorvehicles 25%

Depreciation methods, useful lives and residual values are reassessed and adjusted,if appropriate, at each reporting date.

Gains and losses on disposal of property and equipment are determined by reference to their carrying amount and are

recognized in profit or loss in the year in which theyarise.

Related parties

In the normal course of business, the Corporation has entered into transactions with related parties. The related party transactions
are at arm’s length.

Grants

Othergrants are recognisedinitially as deferred incomeat fair value when there is reasonable assurancethat they will be received

and the Corporation will comply with the conditions. The grants are amortised at the rate of 20% per annum on a reducing
balance over a useful life of 5 years.

Newstandards, amendments and interpretations

a. Standards, amendments and interpretationsto existing standards effective in 2015 and relevantto the Corporation

Effective for annual periods

 

Newstandard or amendments beginning onorafter

Amendments to IAS 32 - Offsetting Financial Assets and Financial Liabilities — . .

(011) | January 2014

Investment Entities- Amendments to IFRS 10, IFRS 12, and IAS 27 (2012) 1 January 2014

Amendments to IAS 36 - Recoverable AmountDisclosures for Non-Financial

Assets (2013) 1 January 2014
Novation of Derivatives and Continuation of Hedge Accounting (Amendments

to TAS 39) . | January 2014
IFRIC 21 Levies (2013) 1 January 2014

Defined Benefit Plans: Employee Contributions (Amendments to IAS 19) 1 July 2014

Impact of relevant new and amended standards andinterpretations to published standards on the financial statements for the
year ended 30 June 2015 are as follows:

* Amendments to IAS 32: Offsetting Financial Assets and Financial Liabilities (effective for annual periods

beginning onor after 1 January 2014) .

The amendments to IAS 32 clarify the offsetting criteria in IAS 32 by explaining when an entity currently has a
legally enforceable right to set-off and when gross settlement is equivalentto net settlement.

The Corporation’s policy is to offset financial assets and financial liabilities when there is a legally enforceable
right to offset the recognised amountand there is an intention to settle on a net basis, or to realize the asset and
settle the liability simultaneously. The clarification contained in these amendments reinforces the Corporation’s

policy and would notalter the mannerin which offsetting arrangements are accountedfor.

Amendments to IFRS 10, IFRS 12 and IAS 27: Investmententities (effective for annual periods beginning on
or after | January 2014)

The amendments clarify that a qualifying investment entity is required to account for investments in controlled

entities, as well as investments in associates and joint ventures, at fair value through profit or loss; the only
exception would be subsidiaries that are considered an extension of the investment entity’s investmentactivities.

The consolidation exemption is mandatory and notoptional.
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The application of these amendments have had no material impact on the disclosures or on the amounts

recognised in the Corporation’s financial statements.

(n) New standards, amendments and interpretations (continued)

@ Standards, amendments and interpretations to existing standards effective in 2015 and relevant to the Corporation -

continued

© Amendments to IAS 36: Recoverable Amount Disclosures for Non-Financial Assets (effective for annual

periods beginning onorafter 1 January 20/4)

The amendments reverse the unintended requirement in IFRS 13 Fair Value Measurement to disclose the

recoverable amount of every cash-generating unit to which significant goodwill or indefinite-lived intangible

assets have been allocated. Under the amendments,the recoverable amountis required to be disclosed only when

an impairmentloss has been recognised orreversed.

The application of this amendmenthashad no material impact on the disclosures or on the amounts recognised in

the Corporation’s financial statements.

* Amendments to IAS 39: Novation ofDerivatives and Continuation ofHedge Accounting (effective for annual

periods beginning on or after 1 January 2014)
The amendments permit the continuation of hedge accounting in a situation where a counterparty to a derivative

designated as a hedging instrument is replaced by a new central counterparty (known as ‘novation of

derivatives’), as a consequenceof laws or regulations,if specific conditions are met.

The application of this amendmenthas had no material impact on the disclosures or on the amounts recognised in

the Corporation’s financial statements.

®  IFRIC 21: Levies (effective for annual periods beginning on or after 1 January 2014)

IFRIC 21 defines a levy as an outflow from an entity imposed by a governmentin accordance with legislation.It

confirms that an entity recognises a liability for a levy when — and only when — the triggering event specified in

the legislation occurs.
The application ofthis interpretation has had no material impact on the disclosures or on the amounts recognised

in the Corporation’s financial statements.

© Defined benefit plans — Employee contributions (Amendmentsto IAS 19)

The amendments introduce relief that will reduce the complexity and burden of accounting for certain

_contributions from employees or third parties. Such contributions are eligible for practical expedient if they

are:

set out in the formal terms ofthe plan,

linked to service; and

independentof the numberof years of service.

When contributions are eligible for the practical expedient, a Company is permitted (but not required) to

recognise themasa reduction ofthe service cost in the period in which the related service is rendered.

The amendments apply retrospectively for annual periods beginning on orafter 1 July 2014 with early adoption

permitted.

The application of this amendmentwill have no material impact on the disclosures or on the amounts recognised

in the Corporation’s financial statements.

(n) New standards, amendments andinterpretations (continued)

'b. New standards, amendments to standards and interpretations notyet effective
Newstandard or amendments Effective for annual periods beginning on

or after

(a) Sale or Contribution of Assets between an Investor and its 1 January 2016
Associate or Joint Venture (Amendments to JFRS 10 and IAS 28) .

1. Accounting for Acquisitions ofInterests in Joint Operations 1 January 2016

(Amendmentsto IFRS 11) .

1. Amendments to IAS 41 - Bearer Plants (Amendments to IAS 16 1 January 2016

and IAS 41)
2. Amendments to IAS 16 and IAS 38 — Clarification of Acceptable 1 January 2016

Methodsof Depreciations and Amortisation
3. Equity Method in Separate Financial Statements (Amendments to i January 2016

IAS 27)
4, IFRS 14 Regulatory Deferral Accounts 1 January 2016

- 5. Investment Entities: Applying the Consolidation Exception : 1 January 2016

(Amendments to IFRS 10, IFRS 12 and IAS 28)

6. Disclosure Initiative (Amendments to IAS 1) 1 January 2016

7. YFRS 15 Revenue from Contracts with Customers 1 January 2018

8. IFRS 9 Financial Instruments (2014) 1 January 2018

_ All Standards and Interpretations will be adopted at their effective date (except for those Standards and

Interpretations that are not applicable to the Corporation).

© Sale or Contribution ofAssets between an Investor and its Associate or Joint Venture (Amendments to LFRS 10

and IAS 28)
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The amendments require the full gain to be recognised when assets transferred between an investor and itsassociate or joint venture meet the definition of a ‘business’ under IFRS 3 Business Combinations. Where theassets transferred do not meet the definition of a business, a partial gain to the extent of unrelated investors’interests in the associate or joint venture is recognised. The definition of a business is key to determining theextent of the gain to be recognised. :

The amendments will be effective from annual periods commencingon orafter 1 January 2016.
The application of these amendments will have no material impact on the disclosures or on the amountsrecognised in the Corporation’s financial statements.

Accountingfor Acquisitions ofInterests in Joint Operations (Amendments to IFRS 11)
The amendments require business combination accounting to be applied to acquisitions of interests in a joint
operationthat constitutes a business.

Business combination accounting also applies to the acquisition of additionalinterests in a joint operation whilethe joint operator retains joint control. The additional interest acquired will be measured at fair value. Thepreviously held interest in the joint operation will not be re-measured.
The amendments apply prospectively for annual periods beginning on orafter 1 January 2016 and early adoptionis permitted.

:
The application of this amendmentwill have no material impacton the disclosures or on the amounts recognisedin the Corporation’s financial statements.
Amendments to IAS 41- Bearer Plants (Amendments to TAS 16 and IAS 41)
The amendments to IAS 16 Property, Plant and. Equipmentand JAS 41 Agriculture require a bearer plant (whichisa living plant used solely to grow produce over several periods) to be accounted for as property, plant andequipment in accordance with IAS 16 Property, Plant and Equipment instead of IAS 41 Agriculture. The producegrowing on bearerplants will remain within the scope of IAS 41.
The new requirements are effective from 1 January 2016, withearlier adoption permitted.
The application of these amendmentswill have no material impacton the disclosures or on the amounts recognisedin the Corporation’s financial statements. :

Clarification ofAcceptable Methods ofDepreciation and Amortisation (Amendments to IAS 16 and TAS38)
The amendments to IAS 16 Property, Plant and Equipment explicitly state that revenue-based methods ofdepreciation cannot be usedfor property, plant and equipment.

The amendments to IAS 38 Intangible Assets introduce a rebuttable presumption that the use of revenue-basedamortisation methodsfor intangible assets is inappropriate. The presumption can be overcome only when revenue
and the consumptionof the economic benefits of the intangible asset are ‘highly correlated’, or when the intangible
asset is expressed as a measure ofrevenue.

Clarification of Acceptable Methods ofDepreciation and Amortisation (Amendments to IAS 16 and TAS 38) -.continued
. -

The amendments applyprospectively for annual periods beginning on orafter 1 January 2016 and early adoptionis
permitted.

The application of these amendments will have no material impact on the disclosures or on the amountsrecognised in the Corporation’s financial statements. :

Equity Method in Separate Financial Statements (Amendments to IAS 27)

The amendments allow the use of the equity method in separate financial statements, and apply to the accounting
not only for associates and joint ventures butalso for subsidiaries.

The amendmentsapply retrospectively for annual periods beginning on orafter 1 January 2016 with early adoption
permitted.

The application of this amendmentwill have no material impact on the disclosures or on the amounts recognised
in the Corporation’s financial statements.

IFRS 14 Regulatory Deferral Accounts

IFRS 14 provides guidance on accounting for regulatory deferral account balancesbyfirst-time adopters of IFRS.To apply this standard, the entity has to be rate-regulated i.e. the establishmentof prices that can be chargedto its
customersfor goods andservices is subject to oversight and/or approval by an authorised body.

The standard is effective for financial reporting years beginning onorafter 1 January 2016 with early adoption ispermitted.

The application of this standard will have no material impacton the disclosures or on the amounts recognised in
the Corporation’s financial statements.

Investment Entities: Applying the Consolidation Exception (Amendments to IFRS 10,IFRS 12 and IAS28)

The amendment to IFRS 10 Consolidated Financial Statementsclarifies which subsidiaries of an investmententityare consolidated instead of being measured at fair value through profit and loss. The amendment also modifies the
condition in the general consolidation exemption that requires -an entity’s parent or ultimate parent to prepare
consolidated financial statements.

The amendmentclarifies that this condition is also met where the ultimate parent or any intermediary parent of aparent entity measures subsidiaries at fair value-throughprofit or loss in accordance with IFRS 10 and not onlywherethe ultimate parentor intermediate parent consolidatesits subsidiaries.
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4.

©

—

Investment Entities: Applying the Consolidation Exception (Amendments to IFRS 10, IFRS 12 and IAS28)-

continued

The amendment to IFRS 12 Disclosure of Interests in Other Entities requires an entity that prepares financial

statements in whichallits subsidiaries are measuredatfair value throughprofit or loss in accordance with IFRS 10

to make disclosures required by IFRS 12 relating to investment entities.

The amendment to IAS 28 Investments in Associates and Joint Ventures modifies the conditions where an entity

need not apply the equity methodto its investments in associates or joint ventures to align these to the amended

IFRS 10 conditions for not presenting consolidated financial statements. The amendments introduce relief when

applying the equity method which permits a non-investmententity investor in an associate or joint venture that is an

investmententity to retain the fair value through profit or loss measurementapplied by the associateor joint venture

to its subsidiaries.

The amendments apply retrospectively for annual periods beginning on or after 1 January 2016, with early

application permitted.

The application of these amendments will have no material impact on the disclosures or on the amounts

recognised in the Corporation’s financial statements.

® Disclosure Initiative (Amendments to IAS 1)

The amendments provide additional guidance on the application of materiality. and aggregation when preparing

financial statements.

The amendmentsapply for annual periods beginning on or after 1 January 2016 and early application is permitted.

Managementis currently assessing the impact of the adoption of these amendments to the Corporation’s financial

statements.

© {FRS 15 Revenuefrom Contracts with Customers

This standard replaces IAS 11 Construction Contracts, IAS 18 Revenue, IFRIC 13 Customer Loyalty Programmes,

IFRIC 15 Agreements for the Construction of Real Estate, IFRIC 18 Transfer of Assets from Customers and SIC-31

Revenue — Barter of Transactions Involving Advertising Services. The standard containsa single modelthat applies to

contracts with customers and two approachesto recognising revenue: at a point in time or over time. The standard

specifies how and when an IFRSreporter will recognise revenue as well as requiring such entities to provide users of

financial statements with more informative, relevant disclosures. The standard providesa single, principles based five-

step modelto be applied to all contracts with customersin recognising revenue being:

Identify the contract(s) with a customer, Identify the performance obligations in the contract, Determinethe transaction

price; Allocate the transaction price to the performanceobligationsin the contract; and recognise revenue when(oras)

the entity satisfies a performance obligation.

IFRS 15 is effective for annual reporting periods beginning onorafter | January 2017, with early adoption is

permitted. .
:

Managementis currently assessing the impact of the new standard to the Corporation’s financial statements.

© IFRS 9: Financial Instruments (2014)

On 24 July 2014 the IASBissuedthe final IFRS 9 Financial Instruments Standard, which replaces earlier versions of

IFRS 9 and completes the IASB’s projectto replace IAS 39 Financial Instruments: Recognition and Measurement.

This standard introduces changes in the measurementbases ofthe financial assets to amortized cost, fair value through

other comprehensive incomeorfair value through profitor loss. Even though these measurement categories are similar

to IAS 39, the criteria for classification into these categories are significantly different. In addition, the IFRS 9

impairment modelhas been changed from an “incurred loss” model from IAS 39 to an “expected credit loss” model.

Thestandard is effective for annual periods beginning onorafter 1 January 2018 with retrospective application, early

adoptionis permitted.
. .

Managementis currently assessing the impact of the new standard to the Corporation’s financial statements.

RISKMANAGEMENT

Structure and reporting

The Board of Directors are responsible for the overall risk management approach and for approving the risk management policy and

strategies. There are other organsthat monitor the assessment and managementofrisks within the Corporation including;

Audit Committee of the Board
The Audit Committee assists the Board in the fulfillment of its oversight responsibilities. The Committee guides and monitors the

implementation ofcontrols by the Corporation.

Deposit Insurance and Risk Management Section

The Corporation has an established Deposit Insurance & Risk Management Section that receives off-site information on deposits from

memberinstitutions for analysis and works closely with Central Bank of Kenya to monitor the performance of the Banking industry.

Internal Audit and Risk Management Unit

The operations of the Corporation are subject to internal audit by the Internal Audit Unit of the Kenya Deposit Insurance Corporation

(formerly Deposit Protection Fund Board). The Internal Audit Unit employs full scope audit approach in planning and carrying out its

audit engagements. The business processes are assessed with regard to business continuity procedures, physical safety, system safety,

conformity to legal requirements and regulations, sufficiency of human resources and information safety. In addition, the financial risks

and reputation risks are also determined.

Controls that are designed to reduce these risks to acceptable levels are assessed in terms of sufficiency and effectiveness; additional

controls are recommended in orderto increase effectiveness.
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The main risks faced by the Corporation in respectofits principal non-derivative financial instruments are interest rate risk and liquidity
risk. The directors review and agree on policies for managing these risks. The Corporation maintains a conservative policy regarding
interest rate and liquidity risks. The Corporation does not engage in speculation in the markets. In addition, the Corporation does not
speculate ortrade in derivative financial instruments.

The Corporation’s principal financial instruments comprise investments held to maturity; cash and cash equivalents; receivables; payables
and accruals and amounts dueto related parties..

(a) Credit risk

Creditrisk is the risk of financial loss to the Corporation if a customeror counterparty to a financial instrumentfails to meetits
contractual obligations, and arises principally from the Corporation’s receivables, governmentsecurities and cash and bank
balances.

The Corporation’s exposureto credit risk is influenced mainly by the individual characteristics of each customer and investment.

The Corporation establishes an allowance for impairmentthat represents its estimate of inéurred losses in respect of receivables
and investments. The main components of this allowance are a specific loss componentthat relates to individually significant
exposures, and a collective loss Componentestablished for groupsofsimilar assets in respect of losses that have been incurred but
notyet identified. The collective loss allowance is determined based on historical data of paymentstatistics for similar financial
assets.

The carrying amount offinancial assets represents the maximum credit exposure. The maximum exposure to credit risk at the
reporting date was: ,

2015 2014
KShs’000 KShs’000

Receivable 10,838 111,908
Impairmentlosses recognised in the year (Note 8(b) - (102,345)

10,838 _9,563
The aging of receivables at the reporting date was:

Notpast due 6,061 9,556
Past due 0 — 30 days : 3,299 2
Past due 31 ~ 90 days 357 -
Past due above 90 days _ 1.12] 102,350

10,838 111,908

The movementin the allowancefor impairmentin respectof receivables during the year was as follows:

2015 . 2014
KShs’000 KShs’000 .

Balance at | July 102,345 102,345
Madein the year - - -
Write backs (102.345) ——

Balanceat 30 June es 102,345

(b) MarketRisk

(i) Interest rate risk management

Interestrate risk is the risk that the value and cash flowsof a financial instrumentwill fluctuate due to changes in market
interest rates. Excess funds held by the Corporation are invested in Treasurybills and Treasury bonds.

The following table sets out the carrying amount by maturity, of the Corporation’s financial instrumentsthat are exposed
to interestrate risk:

.
Over

2015: Effective Upto 1 year 1-5 years 6-10 years 10 years Total
interestrate KShs’000 KShs’000 KShs’000 KShs’000 KShs’000

Investments held to maturity 10.79% 26,120,916 6.424.662 15,204,124 LOIL772 54.761.474

Interestsensitivity gap
At 30 June 2015 26,120,916 6,424,662 15,204,124 _ 20772 $4,761,474

2014:
Investments held to maturity 10.88% 19,766,387 10,785,237 41,317,539 4,700,423 46,569,586

Interest sensitivity gap

At 30 June 2014 19,766,387 10,785,237 —«11,317,539 4,700,423 46,569,586
The following table demonstrates the sensitivity to a reasonably possible change in the interest rates, with all other
variables held constant, on the Corporation's surplus. The sensitivity computations assumethat financial assets maintain a
constantrate of return from oneyearto the next.
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2015 2014
KShs’000 KShs’000

Effect on surplus for the year of a +5% change

in interest rates 2,738,074 2,328,479

Effect on surplus for the year of a -5% change :

in interest rates ; (2.138.074) (2,328,479)

(ii) Currency risk

The Corporation operates wholly within Kenya and its assets andliabilities are reposted in the local currency. It does not

transact in foreign currencies. :

(c) Liquidity risk management

Liquidity risk is the risk that the Corporation will encounter difficulty in meeting obligations from its financial liabilities. The

Corporation’s approach to managingliquidity is to ensure, as far as possible, that it will always have sufficient liquidity to meet

its liabilities when due, without incurring unacceptable lossesorrisking damage to the Corporation’s reputation. In the course of |

its operations the Corporation investsits capital in forms that vary inliquidity ranging from governmentsecurities that are readily

convertible and sundry receivables. Simultaneously it carries current liabilities in form of provisions for protected deposits,

sundry payables and related party liabilities. The entity matchesits current assets to the current liabilities falling due to mitigate

the risk of low liquidity. :

The Corporation’s financialliabilities amountto KShs 23,467,376 (2014 - KShs 29,877,000) andare all short term.

(d) Fair value

The fair value of financial assets and liabilities is the same as the carrying amounts as shown in the statement of financial

position: : : : :

Otherfinancial Loansand . . + Fair Value Total carrying

2015: liability receivables Held to maturity value Fair Value

KShs ’000 KShs 7000 KShs °000 KShs 7000 KShs ’000 KShs’000

Financial assets :

Governmentsecurities - - 54,761,474 - 54,761,474 54,761,474

Investmentheld for sale - - - 100 100 100

Cash and bank balances - 115,375 - - 115,375 115,375

Receivables - 10,838 -_.. - 10,838 10,838

- 126,213 54,761,474 100 54,887,787 54,887,787

Financia!liabilities

Amounts-due to group companies 2,609 - - - 2,609 : 2,609

Payables and accruals 20,858 : : - - 20,858 20,858

23,467 - - : ___23,467 23,467

2014:
Financialassets

.

Governmentsecurities - - 46,569,586 - 46,569,586 46,569,586

. Investmentheld forsale - . - - 100 400 100

Cash and bank balances | : 1,025 - - 1,025° 1,025

Receivables - 9,563 - - 9,563 9,563

“100 °° | .

- 10,588 46,569,586 46,580,274 46,580,274

Financialfiabilities
ae

Amounts due to group companies 18,911 - - . - 18911 - - 18,911

Payables and accruals 10,966 - . - 10,966 10,966

29,877 - : : 29,877 29,877

(e) Capital management ‘ “ , oO met

The primary objectives of the Corporation’s capital managementare to ensure that the Corporation maintains healthy capital

ratios in order to support its business and to maximize the value,for the insured depositors in memberinstitutions. The

Corporation manages its Fund and makes adjustments to it, as per thefequirements of the Banking Act. The total accumulated

Fund as at 30 June 2015 was KShs 54,914 million (2014 - KShs ‘658\ion)

5. CRITICAL ACCOUNTING ESTIMATES AND JUDGEMENTS ‘.
wd

Estimates and judgements are continually evaluated and are based on historical experience and other factors, including experience of

future events that are believed to be reasonable underthe circumstances, :

(a) Critical accounting estimates and assumptions |

(i) Property and equipment

Critical estimates are made by the managementin determining depreciation rates for property and equipment. The rates

used are set out in the accounting policy for property and equipment.

(ii) Impairmentofreceivables ot —

The Corporation reviews its receivables’ portfolio regularly to assess the likelihood of impairment. This requires an

estimation of the amountsthatare irrecoverable especially debts incurred by institutions under liquidation.
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*
(b) Critical judgements in applying the entity’s accounting policies

In the process of applying the Corporation’s accounting policies, management has made judgements

assets are impaired.

INCOME

(a) Assessment income

Total average deposits of institutions

assessed as contributors

0.15% oftotal average deposits

Minimum contribution from 8 Deposit Taking

Microfinance (DTM) (2014 — 5)

Total assessment income

INCOME

(b) Investment income

(i) Interest earned on treasury bills received

Discount on 91 day treasurybills

Discount on 182 day treasury bills

Discount on 364 day treasury bills

(ii) Interest earned on treasury bonds received

Matured bonds

Discount on purchase

Amortisation of premium

Total investment income

OTHER INCOME

Recoveries from subrogated claims

Gain onsale/disposalof assets

Penalty charges on late contributions

Miscellaneous Income
Recoveries from institutions in liquidation

Grant income

ADMINISTRATION AND ESTABLISHMENT EXPENSES

Staff costs

Depreciation
Lease amortization

Auditors remuneration

Directors’ emoluments- fees

Legal and professional fees

Occupancy costs

Other

RECEIVABLES AND PREPAYMENTS

(a) Receivables and prepayments

Receivables and prepayments

Provision for impairment losses (Note 9(b))

(b) Provisions for impaired receivables

2015
KShs’000

2,020,657,850

3,030,987

2400

2015
KShs’000

18,481

5,647

1,734,468

1.758.596

3,604,140
128,262

(__ 24.647)

 

3.707.755

3,466,351

 

776 522

738 -

786

412

102,345

5.987

111,044

180,557
10,011

99
1,481
7,699
305

16,413
63.859

280,424

2015
KShs’000

10,838

10,838

Asat 30 June 2015, there was no provision for receivables (2014 - KShs 102 million).

At 1 July

Additional provision

Recoveries

At 30 June (Note 9(a))

2015
KShs’000

102,345

(102.345)

in determining whether

2014
KShs’000

1,782,902,148

2,674,353

1.500

2014
KShs’000

* 34,330
33,963

1.207.278

1.275.571

3,274,391

140,445
(__ 14.544)

3,400,292

4,675,863

6,215

198
12.237

—19,172

157,710
11,775

99
1,100
5,301
~ 10
15,947
59,254

451,196

2014
KShs’000

111,908
(102,345)

2063

2014
KShs’000

102,345

102,345
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10. PROPERTY AND EQUIPMENT ; Office
Furniture and kitchen Motor Work-in- _ ict

2015: ’ Buildings & fittings equipment vehicle Computers progress . Equipment Total

KShs’000 KShs’000 KShs’000 KShs’000 KShs’000 KShs’000 KShs’000 KShs’000
Cost:
At { July 2014 16,740 21,769 11,151 11,659 8,394 - 43,914 113,627
Additions 325 1,339 288 - 1,800 17,215 - 20,967
Disposals - - = (3,893) (__59) = : (3,952)

At 30 June 2015 17,065, 23,108 11.439 7.166 10.135 17.215 43.914 130 642

Depreciation
At I July 2014 4,418 11,720 8,339 8,090 7,087 - 14,052 53,706
Charge for the year 374 1,286 602 819 958 - 5,972 10,011

Office ,

Furniture and kitchen Motor Work-in- ICT |.
2015: Buildings & fittings equipment- vehicle Computers progress Equipment Total

KShs’000 KShs’000 KShs’000 KShs’000 KShs’000 KShs’000 KShs’000 KShs’000

Ondisposal - : - (3,601) - - - (3.601)

At 30 June 2015 4.792 13,006 8.94] 5.308 8.045 = 20.024 60.116

Carrying amount

At 30 June 2015 12,273 10,102 2,498 2,458 2,090 17,215 23,890 70,526

2014:

Cost
At 1 July 2013 16,740 21,444 10,606 11,659 7,263 - 43,914 111,626
Additions = 325 545 = 1,131 - - 2,001

At 30 June 2014 16.740 21,769 11.151 11,659 8.394 - 43.914 113.627

Depreciation
At 1 July 2013 4,051 10,331 TNT 6,901 6,344 - 6,587 41,931
Charge for the year 367 1.389 622 1,189 743 - 7,465 11.775

At 30 June 2014 4418 11,720 8.339 8.090 7,087 - 14,052 53,706

Carrying amount
At 30 June 2014 12,322. 10,049 2,812 3,569 1,307 : 29,862 59,921

No depreciation has been chargedin arriving at the results for the year in respect of certain fully depreciated assets with a cost of KShs

5,935,970 (2014 - KShs 5,836,970) and are still in use. If depreciation had been charged during the year on the cost of these assets at

normalrates it would have amounted to a chargeto profit or loss of KShs 1,978,637 (2014 - KShs 1,945,637). -
2015 2014

11. PREPAID OPERATING LEASE RENTALS KShs‘000 KShs‘000

Cost
At 1 July and 30 June . ~ 4,522 4,522

Amortization
At 1 July 1,205 : 1,106
Amortization for the year . 99 99

At 30 June 1,304 1,205

Carrying value at 30 June ‘ 3,218 3,317

12. INVESTMENT

Investment in Consolidated Bank of Kenya Limited
10,000,000 ordinary shares of KShs 20 each 200,000 200,000

Provision for diminution in value (199,900) (199,900)

 

 

 

 

 

 

 

 

 

 

  

The Corporation owns 10,000,000 ordinary shares of the Consolidated Bank of Kenya Limited that were acquired using a grant from the
National Treasury for KDIC/DPFBto resolve a bankingcrisis at the time. At the time of acquisition of the investment, the Banking Act

allowed the Corporation to acquire, hold or dispose shares of an institution that might otherwise result in a loss to the Corporation. The
Banking Act was later amended and now prevents the Corporation from holding investments other than in governmentsecurities. The
Government, through the National Treasury plans to privatize Consolidated Bank and has therefore directed the Privatization Commission
to explore and advise on how the shares are to be sold. A Consortium has been appointed to guide on the intended Privatization. Due to
the above, the requirement for consolidation on IAS 27 does not apply. The KDIC Board of Directors passed a resolution to transfer all
the shares held in the Bank to the National Treasury pendingtheir sale to third parties. The transfer is yet to be effected.

The investment waslast valued in December 2004 by external consultants and the value of the shares was considered to be effectively nil.
In the opinion ofthe directors, the additional diminution in value of KShs 100,000, based on this valuation, is not material for recognition

in the financial statements.
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13.

14.

15.

16.

17.

18.

It is to be noted that Section 6 of the KDI Act, 2012,allowsthe Deposit Insurer to acquire, hold shares, and make loans and advancesfor *purposesof reducing oraverting a risk to an institution orthe financial system or a threatenedloss to the Corporation.

GOVERNMENTSECURITIES 2015 2014
KShs’000 KShs’000

Treasury bills maturing within 91 days of placement (Note 17) 33,226 44,936
Treasury bills maturing after 91 days from date of placement 20,584,469 14,179,524
Treasury bonds maturing within 1 year 5,503,221 5,541,927
Treasury bonds maturing after | year 28,640,558 26,803.)

- 54,761,474 46,569,586Comprising:
Maturing within | year of the
Statement of Financial Position date : 26,120,916 19,766,387
Maturing after 1 yearof the Statement of Financial
Position date 28,640,558 26,803,199

4,761,474 46,569,586
The weighted average effective interest rate on held to maturity investmentsas at 30 June 2015 was 10.79% (2014 ~ 10.88%).
PAYABLES AND ACCRUALS 2015 2014

KShs’000 KShs’000

Sundry payables and accruals 20,858 10,966

RELATED PARTY TRANSACTIONS

The Central Bank of Kenya and the Corporation are related parties, performing connected duties of bank supervision and deposit
protection respectively. No trading is carried with the Central Bank. The following transactions however take place between the two
organisations:

 

2015 2014
KShs’000 KShs’000

(a) Dueto Central Bank of Kenya 2,609 18,911

(b) Directors’ emoluments and senior management

remuneration

Fees to directors / 7,699 5,301
Remuneration to senior management —29./18 34,947

(c) Cash and balances held with Central Bank of Kenya 115,375 1,025

(d) The Central Bank pays some operating expenses on behalf of the Corporation. These are fully reimbursed.

(e) The staff. of the Corporation are contractually employees of the Central Bank but seconded to the Corporation. Salaries of these staff
are met by the Central Bank and fully reimbursed by the Corporation.In the year, salaries paid to staff by the Central Bank amounted
to KShs 168.5 million (2014 - KShs 146.04 million).

(f) The Central Bank is also the sponsor of the CBK Staff Pension Fund to which the Corporation contributes on behalf of employees
secondedto it from the Central Bank.In the year, the Corporation’s contribution to the Fund amounted to KShs 12.06 million (2014 -
KShs 10.98 million).

{g) . The Central Bank provides the Corporation with office space andchargesit rent. The Corporation also reimburses maintenancecosts
incurred by the Central Bank onits behalf. In the year, rent and maintenance costs charged amounted to KShs 16.41 million. (2014 -
KShs15.95 million).

2015 2014
DEFERRED INCOME / KShs’000 KShs’000

Unamortized grant income 23,947 29,876

Amountrelates to deferred grant income received underthe Financial and Legal Sector Technical Assistance Project (FLSTAP)in relation to
the ICT project. FLSTAP had purchased ICT servers for KDIC. The ICT serversshall be used in the ICT project commissioned in 2013/2014.
The amountsare therefore amortised at the rate of 20% per annum ona reducing balanceovera useful life of 5 years.

CASH AND CASH EQUIVALENTS

Cash and cash equivalents included in the statement of cash flows comprise ofthe following statementoffinancial position amounts:
2015 2014

KShs’000 KShs’000
Treasury bills maturing within 91 days :
from the date of placement (Note 13) 33,226 : 44,936
Cash and bank balance 115,375 1,025

COMMITMENTS

(a) Capital commitments

Authorised but not contracted for : 202,460 184,010



 

2354 THE KENYA GAZETTE 30th September, 2015

Capital commitments authorised relates mainly to Office furniture, office equipment, ICT project infrastructure costs, motor

vehicle, godowncapital costs including the CCTV network connections.
2015 2014

(b) Operating lease commitments KShs’000 KShs’000

Falling due within one year 18,728 16,515

Falling due between one andfive years 19,007 . 16,515

37,135 33,030 -

Duringthe financial year ended 30 June 2015, KShs 16.4 million (2014 — KShs 15.9 million) was recognized asrental expense.

19. CONTIGENTLIABILITIES

Litigation

Mr. Ajay Shah (former Managing Director of Trust Bank Limited) filed a case in 2002 claiming general damages and special damages

amounting to KShs 144 million against Trust Bank Limited (In Liquidation) and the Corporation on allegations of defamation and

publication of malicious false statements. The suitis pending hearing. Noprovision has been made in the financial statements because, in

the opinion ofthe directors, the claim is unlikely to succeed and KDICis sued as the Liquidator of Trust Bank Ltd (IL). Therefore, in case

judgmentis entered against KDIC,the costs shall be paid by Trust Bank Ltd (IL).

20. SUBSEQUENT EVENTS

Pursuant to the provisions of Sections 43(1), 43(2) and 53(1) of the Kenya Deposit Insurance Act, 2012, Kenya Deposit Insurance

Corporation was appointed by Central Bank of Kenya on 14 August 2015 as the receiver of Dubai Bank Kenya Limited and subsequently

the liquidator. The Corporation is currently making arrangements to pay all insured deposits amounting to KShs.123 million in the

financial year 2015/2016. In accordance with the law, a subrogated claim will be made by KDIC to recover this amount.

APPENDIX

COMMERCIAL BANKS AND OTHERFINANCIALINSTITUTIONS

ASSESSED CONTRIBUTORS FOR THE YEAR ENDED30 JUNE 2015

COMMERCIAL BANKS

1. African Banking Corporation Limited

2. Bankof Africa Kenya Limited

3. Bankof Baroda Kenya Limited

4. BankofIndia

5. Barclays Bank of Kenya Limited

6. CfC Stanbic Bank Limited

7. Charterhouse Bank Limited (under statutory management)

8. Chase Bank Kenya Limited -

9. Citibank N.A.
10. Commercial Bank of Africa Limited

M1. Consolidated Bank of Kenya Limited
42. Co-operative Bank of Kenya Limited

13. Credit Bank Limited ,

14. Development Bank of Kenya Limited

15. Diamond Trust Bank of Kenya Limited

16. Dubai Bank Kenya Limited

17. Ecobank Kenya Limited
18. Equatorial Commercial Bank Limited

19. Equity Bank Limited

20. Family Bank Limited

21. Fidelity Commercial Bank Limited

22. Guaranty Trust Bank

23. First Community Bank Limited

24, Giro Commercial Bank Limited

25. Guardian Bank Limited

26. - Gulf African Bank Limited

27, Habib Bank A.G.Zurich

28. Habib BankLimited

29. Imperial Bank Limited

30. 1&M Bank Limited

31. Jamii Bora Bank Ltd
32. Kenya Commercial Bank Limited

33. K-Rep Bank Limited
34. Middle East Bank Kenya Limited

35. National Bank of Kenya Limited
36. NIC Bank Limited

37. Oriental Commercial Bank Limited

38. Paramount Universal Bank Limited

39. Prime Bank Limited
40. Standard Chartered Bank of Kenya Limited

41. Transnational Bank Limited
42 UBAKenyaBankLtd .
43. Victoria Conmmercial Bank Limited
44. Housing Finance Company of Kenya Limited
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APPENDIX
COMMERCIAL BANKS AND OTHERFINANCIAL INSTITUTIONS
ASSESSED CONTRIBUTORS FOR THE YEAR ENDED30 JUNE 2015

, (CONTINUED)
MICRO FINANCE INSTITUTIONS

Faulu Kenya

Kenya Women Finance Trust
SMEP DTM
REMU DTM
Uwezo DTM
Rafiki DTM
Sumac DTM

Century DTM
U&IDTM "

10. -  Daraja DTM

Ni. Choice DTM
12. Caritas DTM
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