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Small Enterprises Finance Company Limited
Directors' report
For the year ended 3l December 2018

The directors submit their report together with the audited financial statements for the year ended
31 December 2018.

1. Business review

The company ceased financing any new development projects. It is currently pursuing recovery of
existing project loans and advances. During the year profit before tax rose to KShs 2.0 million
compared to previous year's profit of KShs 1.8 million.

The principal risks and uncertainties facing the company as well as the risk management
framework are outlined on note 4.

2. Dividends

The directors do not recommend the payment of a dividend (20 I 7: Nil).

3. Results

The net profit for the year was KShs 1,368,000 (2017: KShs 1,256,000) has been added to retained
earnings.

4. Directors

The directors who served during the year and upto the date of this report are shown on page l.

5. Auditor

Disclosures to the auditor

The directors confirm that with respect to each director at the time of approval of this report:

(a) There was, as far as each director is aware, no relevant audit information of which the
company's auditor is unaware; and

(b) Each director had taken all steps that ought to have been taken as a director so as to be aware of
any relevant audit information and to establish that the company's auditor is aware of that
information.

Terms of appointment of the auditor

The Auditor- General is responsible for the statutory audit of the company's financial statements
in accordance with Article 229 of the Constitution of Kenya. Section 23(1) of the Public Audit
Act 2015, empowers the Auditor- General to nominate other auditors to carry out an audit on
their behalf. KPMG Kenya who were appointed by the Auditor - General, have carried out the
audit for the year ended 3l December 201 8.

6. Approval of financial statements

The financial statements were approved and authorised for issue at a meeting of Directors held on
I 1 March 2019.

By order of the board

\\\'.\' '- -
Sec

Date 11 I\{arch 2019
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Small Enterprises Finance Company Limited
Statement of directors' responsibilities
For the year ended 3l December 2018

The Directors are responsible for the preparation and presentation of the financial statements of Small
Enterprises Finance Company Limited (the "Company") set out on pages 7 to 25 which comprise the
statement of financial position as at 31 December 2018, statement of comprehensive income,
statement of changes in equity and statement of cash flows for the year then ended, and the notes to
the financial statements, including a summary of significant accounting policies and other explanatory
information, in conformity with lnternational Financial Reporting Standards and in the manner required
by the Kenyan Companies Act, 2015. The Directors are of the opiruon that the financial statements give
a true and fair view of the financial position and the profit or loss of the company.

The Directors' responsibilities include: determining that the 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 lnternational Financial
Reporting Standards and in the manner required by the Kenyan Companies Act, 2015 and for such
internal control as the directors determine is necessary to enable the preparation of financial
statements that are free from material misstatements, whether due to fraud or error.

Under the Kenyan Companies Act,2015, the Directors are required to prepare financial statements for
each financi al year which give a true and fair view of the financial position of the company as at the end
of the financial year and of the profit or loss of the for that year. It also requires the Directors to ensure
the company keeps proper accounting records which disclose with reasonable accuracy the financial
position and the profit or loss of the company.

The Directors accept responsibility for the maintenance of accounting records which may be relied upon
in the preparation of financial statements, as well as adequate systems of intemal financial control.

The Directors have made an assessment of the company and its subsidiary ability to continue as a going
concern and have no reason to believe the company will not be a going concern for at least the next
twelve months from the date of this statement.

Approval of the financial statements

The financial statements, as indicated above, were approved and authorised for issue by the Board of
Directors on 11 March 2019.

Direc Director

Date: ll March 2019

')
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KPMG Kenya
Certified Public Accountants
8th Floor, ABC Towers
Waiyaki Way
PO Box 40612 00100 GPO
Nairobi, Kenya

Telephone +254 202806000
Email info@kpmg.co.ke
Website www.kpmg.com/eastafrica

SMALL ENTERPRISES F

REPORT OF THE AUTHORISED AUDITORS (APPOINTED T.INDER SECTION 23(1) OF
THE PUBLIC AT]DIT ACT. NO.34 OF 2015) TO THE AUDITOR-GENERAL

Report on the audit of the financial statements

Opinion

We have audited the financial statements of Small Enterprises Finance Company Limited set out on

pages J to 25 which compnse the statement of financial position as at 3l December 2018, the

statement of comprehensive income, statement of changes in equity and the statement of cash flows
for the year then ended, and notes to the financial statements, including a summary of significant
accounting policies and other explanatory information.

[n our opinion, the accompanying financial statements give a true and fair view of the financial

position of Small Enterprises Finance Company Limited as at 31 December 2018 and the financial
performance and cash flows for the year then ended in accordance with International Financial

Reporting Standards and in the manner required by the Kenyan Companies Act, 2015.

Basis for opinion

We conducted our audit in accordance with International Standards on Auditing (ISAs). Our

responsibilities under those standards are further described in the Authorised Auditors'
Responsibilities .for the Audit of the Financial Statenterils section of our report. We are independent

of the Company in accordance with the International Ethics Standards Board for Accountants' Code

of Ethics for Professional Accountanrs (IESBA Code) together with the ethical requirements that are

relevant to our audit of the financial statements in Kenya, and we have fulfilled our other ethical

responsibilities in accordance with these requirements and the IESBA Code. We believe that the audit

evidence we have obtained is sufficient and appropriate to provide a basis for our opinion.

Other inforntation

The Directors are responsible for the other information. The other information comprises the

information included in the Annual Report qnd Financial Stotenterls, but does not include the

financial statements and our authorised auditors' report thereon.

Our opinion on the financial statements does not cover the other information and we do not express

any form ofassurance conclusion thereon.

In connection with our audit of the financial statements, our responsibility is to read the other

information and, in doing so, consider whether the other infonnation is materially inconsistent with
the financial statements or our knowledge obtained in the audit, or otherwise appears to be materially

misstated. Il based on the work we have perfomred, we conclude that there is a material

misstatement of this other information, u,e are required to repofi that fact. We have nothing to report

in this regard.
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SMALL ENTERPRISES F

UTHORISED ER SECTION
THE PI.]BLIC ATJD IT ACT. NO.34 OF 2015) TO THE A ITOR-GENERAI,

GANTINUED

Report on the audit of the financial statements (Continued)

Directors' responsibilities for the financial statements

As stated on page 3, the directors are responsible for the preparation of the financial statements that

give a true and fair view in accordance with International Financial Reporting Standards and in the

manner required by the Kenyan Companies Act,20l5 and for such intemal control as the Directors

determrne is necessary to enable the preparation of financial statements that are free from material

misstatement, whether due to fraud or error.

[n preparing the financial statements, directors are responsible for assessing the Company's ability to

continue as a going concern, disclosing, as applicable, matters related to going concern and using the

going concem basis of accounting unless the directors either intend to liquidate the Company or to
cease operations, or has no realistic alternative but to do so. The directors are responsible for
overseeing the Company's financial reporting process.

Authorised auditors' responsibility

Our responsibility is to report and express an opinion on the outcome of our audit of these financial

statements to the Auditor-General.

Auditor-General's responsibi lity

The Auditor-General is responsible for reporting on his examination of these financial statements to

the Cabinet Secretary responsible for the company for presentation to the National Assembly.

Authorised auditors' responsibilities.for tlte audit of the.finoncial statentents

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole

are free from material misstatement, whether due to fraud or error, and to issue an authorised

auditors' report that includes our opinion. Reasonable assurance is a high Ievel of assurance, but is
not a guarantee that an audit conducted in accordance with International Standards on Auditing
(ISAs) will always detect a material misstatement when it exists. Misstatements can arise from fraud

or error and are considered material il individually or in the aggregate, they could reasonably be

expected to influence the economic decisions of users taken on the basis of these financial statements.

As part of an audit in accordance with ISAs, we exercise professional judgment and maintain
professional scepticism throughout the audit. We aiso:

- Identify and assess the risks of n-rateriai misstatement of the financial statements, whether due to

fraud or error, design and perfomr audit procedures resporlsive to those risks, and obtain audit

evidence that is sufficient and appropriate to provide a basis for our opinion. The risk of not

detecting a material misstatement resulting from fraud is higher than for one resulting from error,

as fraud may involve collusion, forgery, intentional omissions, tnisrepresentatiotrs, or the override

of iutenral control;
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SMALL ENTERPRISES

REPORT OF THB AUTHO RISED AIIDITORS (APPOINTED UND SECTION 23 )oFI
THE PUBLIC ATIDIT ACT. NO.34 OF 2OI5) TO THE ATIDITOR-GENERAL

(coNI'INUED)

Report on the audit of the financial statements (Continued)

Authorised auditors' responsibilities for the audit of the financial statements - continued

- Obtain an understanding of internal control relevant to the audit 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 Company's internal control;

- Evaluate the appropriateness of accounting policies used and the reasonableness of accounting

estimates and related disclosures made by the Directors;

- Conclude on the appropriateness of the Directors' use of the going concern basis of accounting

and, based on the audit evidence obtained, whether a material unceftainty exists related to events

or conditions that may cast significant doubt on the Company's ability to continue as a going

concern. If we conclude that a material uncertainty exists, we are required to draw attention in
our authorised auditors' report to the related disclosures in the financial statements or, if such

disclosures are inadequate, to modify our opinion. Our conclusions are based on the audit

evidence obtained up to the date of our authorised auditors' report. However, future events or
conditions may cause the Company to cease to continue as a going concern; and

- 
Evaluate the overall presentation, structure and content of the financial statements, including the

disclosures, and whether the financial statements represent the underlying transactions and events

in a manner that achieves fair presentation.

We communicate with Directors regarding, among other matters, the planned scope and timing of the

audit and significant audit findings, including any significant deficiencies in internal control that we

identify during our audit.

Report on other legal and regulatory requirements

As required by the Kenyan Companies Act,20l5, we report to you based on our audit that:

(i) In our opinion, the information given in the Report of the Directors on page 2 is consistent with
the financial statements; and

(ii) Our report on the annual financial statements is unqualified.

The signingpartner responsible.for the ctudit resulting in tltis independenl uuditors'report is CPA

Jacob Gatltecha - P/1610.

I{$*t

Date: l1 N{arch 2019
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OF THE AUDITOR.GENERAL ON SMALL ENTERPRISES FINANCE
PANY LIMITED FOR THE YEAR ENDED 31 DECEMBER 2018

RT ON THE FINANCIAL STATEMENTS

nton

e accompanying financial statements of Small Enterprises Finance Company Limited set
on pages 7 to 25 which comprise the statement of financial position as at 31 December

18, and the statement of financial performance, statement of changes in net assets,
of cash flows for the year then ended, and a summary of significant accounting

icies and other explanatory information, have been audited on my behalf by KPMG,
ditors appointed under Section 23 of the Public Audit Act, 2015. The auditors have duly

rted to me the result of their audit and on the basis of their report, I'm satisfied that all
information and explanations which, to the best of my knowledge and belief, were

ry for the purpose of the audit have been obtained.

my opinion, the financial statements present fairly, in all material respects, the financial
sition of Small Enterprises Finance Company Limited as at 31 December 2018, and its

performance and its cash flows for the year then ended, in accordance with
al Financial Reporting Standards and comply with the Kenya Companies Act,

15.

for Opinion

T audit was conducted in accordance with lnternational Standards of Supreme Audit
ns (lSSAls). I am independent of Small Enterprises Finance Company Limited in

rdance with ISSAI 30 on Code of Ethics. I have fulfilled other ethical responsibilities in
rdance with the ISSAI and in accordance with other ethical requirements applicable to

ing audits of financial statements in Kenya. I believe that the audit evidence I have
o ined is sufficient and appropriate to provide a basis for my opinion

phasis of Matter

e Company has since ceased financing new development projects and is currently
ng recovery of existing project loans and advances. Being a fully owned subsidiary of
pment Bank of Kenya Limited with no distinct directors and staff, the company is
by the directors and staff of Development Bank of Kenya Limited.

of the Auditor-General on the Financial Statements of Small Enterprises Finance Company Limited for the year

Website:

3l December 2018

Ptomoting Accountability in the Public Sector



Key Audit Matters

Key audit matters are those matters that, in my professional judgment, are of most
significance in the audit of the financial statements. There were no Key Audit Matters to report
in the year under review.

REPORT ON LAWFULNESS AND EFFECTIVENESS IN USE OF PUBLIC RESOURCES

Conclusion

As required by Article 229(6) of the Constitution, based on the audit procedures performed,
I confirm that, nothing has come to my attention to cause me to believe that public resources
have not been applied lawfully and in an effective way.

The auditwas conducted in accordance with ISSAI 4000. The standard requires that I comply
with ethical requirements and plan and perform the audit to obtain assurance about whether
the activities, financial transactions and information reflected in the financial statements are
in compliance, in al! materia! respects, with the authorities that govern them. I believe that
the audit evidence I have obtained is sufficient and appropriate to provide a basis for my
conclusion.

REPORT ON EFFECTIVENESS OF INTERNAL CONTROLS, RISK MANAGEMENT AND
GOVERNANCE

Gonclusion

As required by Sectionl (1) (a) of the Public Audit Act, 2015, based on the audit procedures
performed, I confirm that, nothing has come to my attention to cause me to believe that
intemal controls, risk management and govemance were not effective.

The audit was conducted in accordance with ISSAI 1315 and ISSAI 1330. The standards
require that I plan and perform the audit to obtain assurance about whether effective
processes and systems of internal control, risk management and governance were operating
effectively, in all material respects.

I believe that the audit evidence I have obtained is sufficient and appropriate to provide a
basis for my conclusion.

Responsibilities of Management and Those Gharged with Governance

Management is responsible for the preparation and fair presentation of these financial
statements in accordance with lnternational Financia! Reporting Standards and for such
intemal control as management determines is necessary to enable the preparation of
financial statements that are free from materia! misstatement, whether due to fraud or error.

In preparing the financial statements, management is responsible for assessing the
Company's ability to continue as a going concern disclosing, as applicable, matters related

Report of the Auditor-General on the Financial Statements of Small Enterprises Finance Company Limited for the year
ended 3l December 2018
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to going concern and using the going concern basis of accounting unless the management
either intends to cease operations of the Company, or have no realistic alternative but to do
so.

Management is also responsible for the submission of the financial statements to the Auditor-
General in accordance with the provisions of Section 47 of the Public Audit Act, 2015.

Those charged with governance are responsible for overseeing the Company's financial
reporting process.

Auditor-General's Responsibilities for the Audit

The audit objectives are to obtain reasonable assurance about whether the financial
stiatements as a whole are free from material misstatement, whether due to fraud or error,
and to issue an auditor's report that includes my opinion in accordance with the provisions of
Section 48 of the Public Audit Act, 2015 and submit the audit report in compliance with Article
229(7) of the Constitution. Reasonable assurance is a high level of assurance, but is not a
guarantee that an audit conducted in accordance with lSSAls will always detect a material
misstatement and weakness when it exists. Misstatements can arise from fraud or error and
are considered material if, individually or in the aggregate, they could reasonably be expected
to influence the economic decisions of users taken on the basis of these financial statements.

As part of an audit conducted in accordance with lSSAls, I exercise professionaljudgement
and maintain professional skepticism throughout the audit. I also:

ldentify and assess the risks of material misstatement of the financial statements, whether
due to fraud or error, design and perform audit procedures responsive to those risks, and
obtain audit evidence that is sufficient and appropriate to provide a basis for my opinion.
The risk of not detecting a material misstatement resulting from fraud is higher than for
one resulting from error, as fraud may involve collusion, forgery, intentional omissions,
misrepresentations, or the override of internal control.

Obtain an understanding of internal control relevant to the audit in order to design audit
procedures that are appropriate in the circumstances and for the purpose of giving an
assurance on the effectiveness of the Company's internal control.

Evaluate the appropriateness of accounting policies used and the reasonableness of
accounting estimates and related disclosures made by the management.

a

I

a

a Conclude on the appropriateness of the management's use of the going concern basis of
accounting and, based on the audit evidence obtained, whether a material uncertainty
exists related to events or conditions that may cast significant doubt on the Company's
ability to continue as a going concern. lf I conclude that a material uncertainty exists, I am
required to draw attention in the auditor's report to the related disclosures in the financial
statements or, if such disclosures are inadequate, to modify my opinion. My conclusions
are based on the audit evidence obtained up to the date of my audit report. However,
future events or conditions may cause the Company to cease to continue as a going
concern.

Report of the Auditor-General on the Financial Statements of Small Enterprises Finance Company Limited for the year
ended 3l December 2018
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. Evaluate the overall presentation, structure and content of the financial statements,

including the disclosures, and whether the financial statements represent the underlying

transactions and events in a manner that achieves fair presentation'

. Obtain sufficient appropriate audit evidence regarding the financial information and

business activities of the Company to express an opinion on the financial statements.

. Perform such other procedures as I consider necessary in the circumstances.

I communicate with the management regarding, among other matters, the planned scope

and timing of the audit and significant audit findings, including any significant deficiencies in

internal control that are identified during the audit.

I also provide management with a statement that I have complied with relevant ethical

requirements regarding independence, and to communicate with them all relationships and

other matters that may reasonably be thought to bear on my independence, and where

applicable, related safeguards.

REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS

As required by the Companies Act, I report based on my audit, that:

i. I have obtained all the information and explanations which, to the best of my

knowledge and belief, were necessary for the purpose of the audit;

ii. in my opinion, adequate accounting records have been kept by the Company, so far
as appears from the examination of those records; and,

iii. The Company's financial statements are in agreement with the accounting records

and returns.

r-

FCPA Edward R. O. Ouko, CBS
AUDITOR-GENERAL

Nairobi

6 May 2019

Report of rhe Auditor-General on the Financial Stalements of Small Enterprises Finance Company Limited for the year

4
ended 3l December 2018



Small Enterprises Finance Company Limited
Financial statements
For the year ended 3 I December 201 8

Statement of comprehensive income

Interest income
Impairment charge

Net interest incomc after impairment losses

on loans and advances

Administration expens es

Profit before taxatlon

Income tax expense

Net profit for the year

Other comprehensive income

Total comprehensive income

Note

6

130)

2018
KShs'000

2,795
( 149)

20r7
KShs'000

2,793
(223)

2,646

( 691)

2,570

( ?76\7

8

1,955

( s87)

1,794

( s38)

i,368

1,368

The notes set out on pages ll to 25 form an integral part of these financial statements.

1,256

t;2,s6

PageT





a Small Enterprises Finance Company Limited
Financial statements
For the year ended 3l December 2018

Statement of financial position

ASSETS
Non-current asset$

Deferred tax asset

Current assets
Bank balances
Term deposits
lnvestment in Government securities
Tax recoverable

TOTAL ASSETS

EQTIITY AND LIABILITIES
Current liabilities
Other payables

Equity
Equity share capital
60lo Preference share capital
Retained earnings

TOTAL EQUITY AND LIABILITIES

9

Note

10

l0
1l
l2

l4

14,899
8,122

21,074
3,369

13,499
8,003

21,089
3,676

2018
KShs'000

t2t

2017
KShs'000

9t

47,464 46,267

47,585 46,358

921 1,062

15

l5
26,375
9,149

ll 140

46,664

26,375
9,149
9 772

45,296

47,585 46Js8

The financial staternents on pages 7 to 25 were approved and authorised for issue by the Board of
Directors on I I March 2019 and sigped on its behalf by:

Director

The notes set out on pages I I to 25 form an integral part of these financial statements.
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Small Enterprises Finance Company Limited
Financial statements
For the year ended 31 December 2018

Statement of changes in equity

Year ended 3l Decomber 2017

At start of the year

Net profit for the year

At end ofyear

Year ended 31 December 2018

At start of year

Ordinary
share capital

KShs'000

Preference
share capital

KShs'000

Retained
earnings

KShs'000
Total

KShs'000

26,375 9,149 8,516 44,040

1,256 1,256

26,375 9,149 _2Jn 45,296

9,149 9,772 45,29626,375

Net profit for the year 1,369

At end of year 26,375 9,149 I 1,140

The notes set out on pages ll to 25 form an integral part of these financial statements

1,368

46,664

Page9
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Srrall Enterprises Finance Company Limited
Financial statement$
For the year ended 3l December 2018

Statement of cash flows

Operating ectivities

Profit before taxation
Changes in working capital items

- Decrease in investments in govemment
securities

- Decrease in other liabilities
Tax paid

Net cash generated from operations

Net increase in cash and cash
equivalents
Opening cash and cash equivalents balances

Note 2018
KShs'000

1,955

l5
( l4r)
( 310)

2017
KShs'000

794I

15

( 60)
( 308)

1,519 1,441

1,519
21,502

1,441
20,061

Cash and cash equivalents at end ofyear 10 23,021

The notes set out on pages I I to 25 form an integral part of these financial statements

21,502

Page l0
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Small Enterprises Finance Company Limited
Financial statements
For the year ended 31 December 201 8

1. Reporting entity

The company is incorporated as a limited liability company in Kenya under the Kenyan
Companies Act and is domiciled in Kenya. The core business of the company was to offer loans
to small and medium enterprises. Currently the company is dormant with plans for revival in
place. The address of its registered office is:

Small Enterprises Finance Company Limited
Finance House
Loita Street
PO Box 34045,00100
Nairobi GPO

2. Summary of significant 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.

(a) Basis of preparation

The financial statements are prepared in compliance with International Financial
Reporting Standards (IFRSs). The measurement basis applied is the historical cost basis,
except where otherwise stated in the accounting policies below.

For the Kenyan Companies Act, 2015 reporting purposes, the balance sheet is
represented by the statement of financial position and profit and loss by the statement of
comprehensive income in these financial statements.

The preparation of financial statements in conformity with IFRSs requires the use of
estimates and assumptions. It also requires management to exercise its judgement in the
process of applying the company's accounting policies. The areas involving a higher
degree of judgement or complexity, or where assumptions and estimates are significant
to the financial statements, are disclosed in Note 3.

Changes in accounting policy and disclosures

(i) New stsndards, anrendnrents and interpretations effective and adopted during
the year

During the current year, the company has adopted all of the new and revised
standards and interpretations issues by the IASB and trRIC that are relevant to its
operations and effective for the annual periods beginning on or after I January
2018. The impact of the adoption of these new and revised standards and
interpretations was immaterial to reported earnings, financial statement position
and the accounting policies except for the application of IFRS 9 and what has
been documented under note 2 (d).

Page I I





Small Enterprises Finance Company Limited
Financial statements
For the year ended 3l December 201 8

Notes (continued)

2. Summary of significant accounting policies (continued)

(a) Basis of preparation

(, New standards, amendments and interpretations effective and adopted during
the year (continued)

New standard or amendments Effective for annual
periods beginning

on or after

- IFRS 15 Revenue from Contracts with Customers I January 2018

- trRS 9 Financial lnstruments (2014) I January20l8

- Classification and Measurement of Share-based
Payment Transactions (Amendments to IFRS 2)

I January20l8

- Applying IFRS 9 Financial lnstruments with IFRS 4
lnsurance Contracts (Amendments to IFRS 4)

I January 2018

- IFRIC 22Foreign Currency Transactions and Advance
Consideration

I January 2018

- IAS 40 Transfers of Investment Property I January 2018

- Annual improvements cycle (2014-2016) I January 2018

(i0 New and amended standards and interpretations in issue but not yet effective for
the year ended 31 December 2018

A number of new standards, amendments to standards and interpretations are not
yet effective for the year ended 31 December 201 8, and have not been applied in
preparing these financial statements.

The Company does not plan to adopt these standards early. These are summarised
below;

IFRS l6 Leases I January 2019
IFRIC 23 Uncertainty over income tax treatments I January 2019
IFRS 9 Prepayment Features with Negative
Compensation

I January 2019

IAS 28 Long-term Interests in Associates and Joint
Ventures

I January 2019

Annual improvements cycle (20 I 5 -20 1 7 ) I January 2019
IAS l9 Plan Amendment, Curtailment or Settlement
(Amendments to IAS 19)

I January 2019

IFRS 3 Definition of a Business I January 2020
Amendments to references to the Conceptual
Framework in IFRS Standards

I January 2020

Amendments to IAS I and IAS 8 Definition of
Material

I January 2020

IFRS l7 Insurance contracts 1 lanuary 2022
Sale or Contribution of Assets between an Investor
and its Associate or Courpany (Arnendments to IFRS
10 and IAS 28).

To be determined

Page 1 2





Small Enterprises Finance Company Limited
Financial statements
For the year ended 31 December 2018

Notes (continued)

2. Summary of significant accounting policies (continued)

(b) Foreign currency translation

(r) Functional and presentation currency

Items included in the financial statements of the Company are measured using the
currency of the primary economic environment in which entity operates ('the
Functional Currency'). The financial statements presented in Kenya shillings (KShs),
which is the Company's presentation currency. Ali financial information presented in
these financial statements has been rounded off to the nearest thousand Kenya
shillings ('000).

(i, Transactions and balances

Foreign currency transactions are translated into the functional currency using the
exchange rates prevailing at the dates of the transactions or valuation where items are
re-measured. Foreign exchange gains and losses resulting from the settlement of such
transactions and from the translation at year-end exchange rates of monetary assets
and liabilities denominated in foreign currencies are recognised in the income
statement, except when deferred in other comprehensive income as qualifuing cash
flow hedges and qualifying net investment hedges. Foreign exchange gains and
losses that relate to borrowings and cash and cash equivalents are presented in the
income statement within "finance income or costs". All other foreign exchange gains
and losses are presented in the statement of comprehensive income for the year
within "other gains/losses-net".

Changes in the fair value of monetary securities denominated in foreign currency
classified as available for sale are analysed between translation differences resulting
from changes in the amortised cost of the security and other changes in the carrying
amount of the security. Translation differences related to changes in amortised cost
are recognised in comprehensive income, and other changes in carrying amount are
recognised in other comprehensive income.

(c) Income recognition

lnterest income is recognized on a time proportion basis using the effective interest
method.

(d) Financial assets

(, Measurement methods

Antortisecl cost and e./fective interest rale

The amortised cost is the amount at which the financial asset is measured at initial
recognition minus the principal repayments, plus or minus the cumulative
arnortisation using the effective interest method of any difference between that initial
amount and the maturity amount and, for financial assets, adjusted for any loss
allowance.

Wien the compauy revises the estimates of future cash flows, the carrying amount of
the respective financial assets is adjusted to reflect the new estimate discounted
using the original effective interest rate. Any changes are recogrrised in profit or loss.
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Financial statements
For the year ended 31 December 201 8

Notes (continued)

2. Summary of significant accounting policies (continued)

(d) Financial assets (continued)

(r) Measurement methods - continued

Initial recognition and measurement

Financial assets are recognised when the entity becomes a party to the contractual
provisions of the instrument. Regular way purchases and sales of financial assets are
recognised on trade-date, the date on which the company commits to purchase or sell
the asset.

At initial recognition, the Company measures a financial asset at its fair value plus or
minus, in the case of a financial asset not at fair value through profit or loss,
transaction costs that are incremental and directly attributable to the acquisition or
issue of the financial asset, such as fees and commissions. Transaction costs of
financial assets carried at fair value through profit or loss are expensed in profit or
loss. Immediately after initial recognition, an expected credit loss allowance (ECL)
is recognised for financial assets measured at amortised cost, which results in an
accounting loss being recognised in profit or loss when an asset is newly originated.

When the fair value of financial assets differs from the transaction pnce on initial
recognition, the Company recognises the difference as follows:

When the fair value is evidenced by a quoted price in an active market for an
identical asset (i.e. a Level I input) or based on a valuation technique that uses
only data from observable markets, the difference is recognised as a gain or loss.

In all other cases, the difference is deferred and the timing of recognition of
deferred day one profit or loss is determined individually. It is either amortised
over the life of the instrument, deferred until the instrument's fair value can be
determined using market observable inputs, or realised through settlement.

Day I adjustments and impact of adopting IFR9 on retained earnings at I January
20t 8

[FRS 9 sets out requirements for recognising and measuring financial assets,
financial liabilities and some contracts to buy or sell non-financial items. This
standard replaces IAS 39 Financial Instruments: Recognition and Measurement.

The Company has adopted consequential amendments to IFRS 7 Financial
Instruments: Disclosures that are applied to disclosures about 2018 but have not
been generally applied to comparative information.

The transition to iFRS 9 did not have an impact on the opening balances.
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Notes (continued)

2. Summary of significant accounting policies (continued)

(d) Financial assets (continued)

(it) Classificationandsubsequentmeasurement

From I January 2018, the company has applied trRS 9 and classifies its financial
assets in the following measurement categories:

(a) Fair value through profit or loss (FVPL);
(b) Fair value through other comprehensive income (FVOCI); or
(c) Amortised cost.

The classification requirements for debt instruments are described below
The company does not hold any equity instruments.

Debt instruments

Debt instruments are those instruments that meet the definition of a financial
liability from the issuer's perspective, such as loans, government and corporate
bonds.

Classification and subsequent measurement of debt instruments depend on

(a) The company's business model for managing the asset; and
(b) the cash flow characteristics of the asset as shown in the table below

Based on these factors, the company classifies its debt instruments into one of the
following three measurement categories:

Financial
asset

Note

Original
classification
under IAS 39

New
classification
under IFRS 9

Original
carrying
amount

under IAS
39

New
carrying
amount

under IFRS
9

KShs'000 KShs'000 KShs'000 KShs'000
Cash balances 10 Loans and

receivables
Amortised
cost 13,499 13,499

Term deposits
l0

Loans and
receivables

Amortised
cost 8.003 8,003

Govemment
securities

ll Investment in
governrnent
securities

Amortised
cost

2 r,089 21 ,089

Total financial assets at I Januarv 2018 42,591 42,591
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Notes (continued)

2. Summary of significant accounting policies (continued)

(d) Financial assets (continued)

(ir) Classification and subsequent measurement - continued

Debt instruments - continued

Amortised cosl.' Assets that are held for collection of contractual cash flows where
those cash flows represent solely payments of principal and interest ('SPPI'), and
that are not designated at FVPL, are measured at amortised cost. The carrying
amount of these assets is adjusted by any expected credit loss allowance
recognised and measured as described under the expected credit loss measurement
section. lnterest income from these financial assets is included in'lnterest income'
using the effective interest rate method. Financial assets classified in this category
include treasury bills and treasury bonds purchased from the secondary market;
loans and advances to banks and customers with fixed or determinate payment that
are not quoted in active market.

Fair value through other comprehensive income (FVOCI): Financial assets that
are held for collection of contractual cash flows and for selling the assets, where
the assets' cash flows represent solely payments of principal and interest, and that
are not designated at FVPL, are measured at fair value through other
comprehensive income (FVOCD. Movements in the carrying amount are taken
through OCI, except for the recognition of impairment gains or losses, interest
revenue and foreign exchange gains and losses on the instrument's amortised cost
which are recognised in profit or loss. When the financial asset is derecognised,
the cumulative gain or loss previously recognised in OCI is reclassified from
equity to profit or loss and recognised in Net Investment income'. Interest income
from these financial assets is included in 'lnterest income' using the effective
interest rate method.

Fair value tltrough profit or loss'. Assets that do not meet the criteria for amortised
cost or FVOCI are measured at fair value through profit or loss. A gain or loss on
a debt investment that is subsequently measured at fair value through profit or loss
and is not part of a hedging relationship is recognised in profit or loss and
presented in the profit or loss statement within Net trading income'in the period in
which it arises, unless it arises from debt instruments that were designated at fair
value or which are not held for trading, in which case they are presented separately
in Net investment income'. Interest income from these financial assets is included
in 'Interest income' using the effective interest rate method. Financial instruments
reclassified in this category are those that the company holds principally for the
purpose of short-term profit taking.

Business model: the business model reflects how the company manages the assets
in order to generate cash flows. That is, whether the company's objective is solely
to collect the contractual cash flows from the assets or is to collect both the
contractual cash flows and cash flows arising from the sale of assets. If neither of
these is applicable (e.g. financial assets are held for trading purposes), then the
financial assets are classified as pan of 'other' business model and measured at
FVPL,
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Notes (continued)

2. Summary of significant accounting policies (continued)

(d) Financial assets (continued)

(it) Classification and subsequent measurement - continued

Debt instruments - continued

Factors considered by the company in determining the business model for a

company of assets include past experience on how the cash flows for these assets
were collected, how the asset's performance is evaluated and reported to key
management personnel, how risks are assessed and managed and how managers
are compensated.

SPPI: Where the business model is to hold assets to collect contractual cash flows
or to collect contractual cash flows and sell, the company assesses whether the
financial instruments' cash flows represent solely payments of principal and
interest (the 'SPPI test'). In making this assessment, the company considers
whether the contractual cash flows are consistent with a basic lending arrangement
i.e. interest includes only consideration for the time value of money, credit risk,
other basic lending risks and a profit margin that is consistent with a basic lending
arrangement.

The company reclassifies debt investments when and only when its business
model for managing those assets changes. The reclassification takes place from
the start of the first reporting period following the change. Such changes are
expected to be very infrequent and none occurred during the period.

(iii) Impairment

The company assesses on a forward-looking basis the expected credit losses
('ECL') associated with its debt instrument assets carried at amortised cost and
with the exposure arising from loan commitments and non-financial guarantee
contracts. The company recognises a loss allowance for such losses at each
reporting date.

The measurement of ECL reflects:

(a) An unbiased and probability-weighted amount that is determined by evaluating
a range of possible outcomes;

(b) The time value of money; and

(c) Reasonable and supportable information that is available without undue cost
or effort at the repo(ing date about past events, current conditions and
forecasts of future economic conditions.

(iv) Modification of loans

The cornpany sometimes renegotiates or otherwise modifies the contractual cash
flows of loans to customers. When this happens, the company assesses whether or
not the new temls are substantially different to the original terms. The company
does this by considering, among others, the following factors:

(a) If the borrower is in financial difficulty, whether the modification merely
reduces the contractual cash flows to arnounts the borrower is expected to be
able to pay.
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Notes (continued)

2. Summary of significant accounting policies (continued)

(d) Financial assets (continued)

(iv) ModiJication of loans - continued

(b) Whether any substantial new terms are introduced that substantially affects the
risk profile of the loan.

(c) Significant extension of the loan term when the borrower is not in financial
difficulty.

(d) Insertion of collateral, other security or credit enhancements that significantly
affect the credit risk associated with the loan.

If the terms are substantially different, the company derecognises the original
financial asset and recognises a 'new' asset at fair value and recalculates a new
effective interest rate for the asset. The date of renegotiation is consequently
considered to be the date of initial recognition for impairment calculation purposes,
including for the purpose of determining whether a significant increase in credit
risk has occurred. However, the company also assesses whether the new financial
asset recognised is deemed to be credit-impaired at initial recognition, especially in
circumstances where the renegotiation was driven by the debtor being unable to
make the originally agreed payments. Differences in the carrying amount are also
recognised in profit or loss as a gain or loss on derecognition.

If the terms are not substantially different, the renegotiation or modification does
not result in derecognition, and the company recalculates the gross carrying amount
based on the revised cash flows of the financial asset and recognises a modification
gain or loss in profit or loss. The new gross carrying amount is recalculated by
discounting the modified cash flows at the original effective interest rate (or credit-
adjusted effective interest rate for purchased or originated credit-impaired financial
assets).

(v) Investment in governntent securities

Held -to-maturity

Held-to-maturity investments are non-derivative assets with fixed or determinable
payments and fixed maturity that the company has the positive intent and ability to
hold to maturity, and which are not designated as at fair value through profit or loss
or as available for sale.

Held-to-maturity investments are carried at amortised cost using the effective
interest method.

(vt) Derecogrtitiort otlter than on a modification

Financial assets, or a poftion thereof, are derecognised when the contractual rights
to receive the cashflows from the assets have expired, or when they have been
transferred and either (i) the company transfers substantially all the risks and
rewards of ownership, or (ii) the company neither transfers nor retains substantially
all the risks and rewards of ownership and the company has not retained control.

(r,ii) Transitiotr

Changes in accounting policies resulting from adoption of IFRS t have been
applied prospect ively.
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Notes (continued)

2. Summary of significant accounting policies (continued)

(e) Income tax

4 Current income tax

The tax expense for the period comprises current and deferred income tax. Tax is
recognised in profit or loss, except to the extent that it relates to items recognised in
other comprehensive income or directly in equity. In this case, the tax is also
recognised in other comprehensive income or directly in equity respectively.

The current income tax charge is calculated on the basis of the tax enacted or
substantively enacted at the reporting date. The directors periodically evaluate
positions taken in tax returns with respect to situations in which applicable tax
regulation is subject to interpretation. It establishes provisions where appropriate
on the basis of amounts expected to be paid to the tax authorities.

ii) Deferred income tax

Deferred income tax is recognised, using the liability method, on temporary
differences arising between the tax bases of assets and liabilities and their carrying
amounts in the financial statements. However, deferred income tax is not accounted
for if it arises from initial recognition of an asset or liability in a transaction other
than a business combination that at the time of the transaction affects neither
accounting nor taxable profit nor loss. Deferred income tax is determined using tax
rates (and laws) that have been enacted or substantively enacted at the reporting date
and are expected to apply when the related deferred income tax asset is realised or
the deferred income tax liability is settled.

Deferred income tax assets are recognised only to the extent that it is probable
that future taxable profits will be available against which the temporary
differences can be utilised.

Deferred income tax assets and liabilities are offset when there is a legally
enforceable right to offset current tax assets against current tax liabilities and
when the deferred income taxes assets and liabilities relate to income taxes levied
by the same taxation authority on either the same taxable entity or different
taxable entities where there is an intention to settle the balances on a net basis.

(0 Cash and cash equivalents

For the purpose of presentation of cash flows in the financial statements, the cash and
cash equivalents include temr deposits and bank balances.

(g) Dividends

Dividends are recognized as a liability in the period in which they are declared
Proposed dividends are disclosed as a separate component of equity.

(h) Provisions

A provision is recognized if, as a result of a past event, the company has a present legal
or corlstructive obligation that can be estimated reliably, and it is probable that an
outflow of economic benefits will be required to settle the obligation. Provisions are
detenuned by discounting the expected future cash flows at a pre-tax rate that reflects
current market assessl'r1er1ts of the tirne value of money and the risks specific to the
Iiability. The unwinding of the discount is recognized as finance cost.
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Notes (continued)

2. Summary of significant accounting policies (continued)

(i) Offsetting of financial assets and liabilities

Financial assets and liabilities are offset and the net amount reported on the statement of
financial position when there is a legally enforceable right to set-off the recognised
amount and there is an intention to settle on a net basis, or to realise the asset and settle
the liability simultaneously.

CI) Comparatives

Where necessary, comparative figures have been restated to conform to changes in
presentation in the current year.

3. Critical accounting estimates and judgements

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 under the
circumstances.

Critical accounting estimates and assumptions

The Company makes estimates and assumptions concerning the future. The resulting
accounting estimates will, by definition, seldom equal the related actual results. The estimates
and assumptions that have a significant risk of causing a material adjustment to the carrying
amounts of assets and liabilities within the next financial year are addressed below.

Intpairment losses

At the end of each reporting period, the Company reviews the carrying amounts of its assets to
determine whether there is any indication that those assets have suffered an impairment loss. If
any such indication exists, the recoverable amount of the asset is estimated in order to
determine the extent of the impairment loss. Where it is not possible to estimate the recoverable
amount of an individual asset, the Company estimates the recoverable amount of the cash
generating unit to which the asset belongs.

Taxes

The Company is subjected to income taxes and levies by various government and quasi-
government regulatory bodies. As a rule of thumb, the Cornpany recognises liabilities for the
anticipated taxllevies payable with utmost care and diligence. However, significant judgment is

usually required in the interpretation and applicability of those taxes/levies. Should it come to
the attention of management, in one way or the other, that the initially recorded liability was
erroneous, such differences will impact on the income and liabilities in the period in which
such differences are determined.

Financial risk management objectives and policies

The company's activities expose it to a variety of financial risks, including credit risk and the
effects ofchanges in foreign currency exchange rates and interest rates. The company's overall
risk management programme focuses on the unpredictability of financial markets and seeks to
minimise potential adverse effects on its financial performance, but the company does not
hedge any risks.

Risk nianagement is carried out by the finance department under policies approved by the
Parent Company. Development Bank of Kenya Limited.

4
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Notes (continued)

4. Financial risk management objectives and policies (continued)

risk

(i) Foreign exchange risk

The company did not have any foreign currency transactions and balances in the year and is
therefore not exposed to foreign currency risk.

(ii) Price risk

The company does not hold any financial instruments subject to price risk.

(iii) Interest rate risk

Credit risk

Credit risk arises from cash and cash equivalents and deposits with banks and financial
institutions as well as credit exposures to customers, including outstanding receivables and
committed transactions. Credit risk is the risk that a counterparty will default on its contractual
obligations resulting in financial loss to the Company.

Credit risk is managed by the Group finance department. The Company does not have any
significant concentrations of credit risk.

The amount that best represents the company's maximum exposure to credit risk at 3l
December 2018 and 2017 is made up as follows:

Bank balances
Term deposits
Financial assets held to maturity

20r8
Shs'000

14,899
8,122

21,074

2017
Shs'000

13,499
8,003

2l 089

44,095 42,591

No collateral is held for any of the above assets. The company does not grade the credit quality
of receivables. No receivables have had their terms renegotiated.

None of the above assets are past due or impaired except for the loans and advances to
customers as disclosed in Note 13.

Liquidin risk

Prudent liquidity risk management includes maintaining sufficient cash balances, and the
availability of funding from an adequate amount of committed credit facilities. Due to the
dynamic nature of the underlying businesses, the Group finance department maintains
flexibility in funding by maintaining availability under committed credit lines.

The company's financial liabilities that will be settled on a net basis comprise the other
liabilities as presented in the statement of financial position rvhich are expected to mature
tvithin one year. The amounts disclosed are the contractual undiscounted cash florvs. Balances
due within 12 months equal their carrying balances, as the impact of discounting is not
srgnificant.
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The eompany ceased financing any new development projects and is currently pursuing recovery
ofexisting project loans and advances.

The directors believe that the assets will realise the recorded amounts and all liabilities will be
fully discharged. Consequently, no adjustments to the carrying amount of assets and liabilities or
reclassification has been effected, and the financial statements have been prepared on a going
concern basis.

6. Interest income

Notes (continued)

5. Going concern

Govemment securities
Term deposits

7. Administrativeexpenses

Directors fees

Audit fees

General expenses

Current tax
Deferred tax charge credit (Note 9)

Accounting profit before tax
Iax calculated at the statutory income tax rate of 30%
(2017:30%)

2018
KShs'000

2,235
560

2017
KShs'000

2,235
s58

------?J23-

100
210
381

2,793

100

2t0
466

691 776

Audit fees for the company has been borne by the parent company as the fees has been
determined at the parent company level.

8. Income tax expense

2018
KShs'000

617
(30)

2017
KShs'000

s68
(30)

587

The tax on the results differs from the theoretical amount using the basic tax rate as follows

2018
KShs'000

538

2017
KShs'000

1,955 794

s38

I

587

s38587
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Notes (continued)

9. Deferred tax asset

Deferred income tax is calculated using the enacted income tax rate of 30%o (2017: 30%)

20r8
Shs'000

20t7
Shs'000

9l
30

6l
30

At start of year
Credit to the income statement

Year ended 3l December 2017

Deferred tax assets:

Provisions

Year ended 31 December 2018

Deferred tax assets:

Provisions

10. Bank balances and term deposits

Bank balances
Term deposit - due within 90 days

tzt

The net deferred tax asset at 31 Decemb er 2017 and 31 December 2018 is attributable to the
following:

91

At I January
KShs'000

Credit to profit
or loss

KShs'000
At 31 December

KShs'000

9161 30

91 30 tzt

24fi
Shs'000

14,899
8 122

2017
Shs'000

13,499
9,003

Cash and cash equivalent 23,021 21,502

Both the bank balances and the term deposits are held with Development Bank of Kenya
Limited, the parent company. The interest earned on these deposits during the year was KShs
560,000 (2017 - KShs 558,000). The effective interest rate on the deposit was 6.30/o (2017 -7%).

11. Investment in Government Securities (2017-Held to maturity)

2018
Shs'000

Financial assets at amortised cost:
Maturing after one year 21,074

2017
Shs'000

21,089
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Notes (continued)

12, Taxrecoverable

As at I January
Tax expense (Note 8)
Tax paid

13 Loans and advances to customers

(a) Loans and advances

Project loans and advances
Less: Impairment losses

(b) Impairment losses

At start of year
Provisions made in the year

14. Other payables

Accruals and provisions
Other creditors

15. Share capital

Authorized
I January and 3l December
1,500,000 ordinary shares of KShs 20 each
500,000 6Yopreference shares ofKShs 20 each

Issued and fully paid
At I January and 3l December
1,318,749 ordinary shares of KShs 20 each
457,435 6%opreference shares of KShs 20 each

2018
Shs'000

3,676
( 617)

310

2017
Shs'000

3,936
( s68)

308

3,369 3,676

55,873
(55,873)

55,724
(ss,724)

55,724
t49

55,501
223

55,873 55,724

s9l
330

740
322

921 1,062

30,000
10,000

30,000
10,000

40,000 40,000

26,375
9 149

26,375
9 149

35,52435,524
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Notes (continued)

15. Share capital (continued)

The ordinary shareholders are entitled to receive dividends from time to time and are entitled to
one vote per share at general meetings of the company.

The preference shares are non-cumulative and receive discretionary dividends on the par value of
their shareholding. The preference shares do not carry the right to vote. All ordinary shares rank
equally with regards to the company residual assets. Preference shareholders participate only to
the extent ofthe face value ofthe shares.

16. Related perty transactions

The company is a wholly owned subsidiary of Development Bank of Kenya Limited (DBK),
which is incorporated in Kenya. DBK is a subsidiary of lndustrial & Commercial Development
Corporation which is 100% owned by the Government of Kenya.

The following transactions were carried out with related parties

(i) Balances and deposits

Fixed deposit with DBK
Bank balances with DBK

Interest earned on fixed deposit

(ii) Directors remuneration

Fees for services as a director

17. Contingencies

Litigations

2018
Shs'000

8,722
14,899

2017
Shs'000

8,003
13,499

23,021 21,502

s60 558

100 r00

There are litigations against the company arising from normal cause of business that have been
lodged by some customers. The likely outcome of these cases cannot be objectively determined
as at the date of signing of these financial statements. However, the Directors do not anticipate
that any liability will arise from these suits.
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