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Safaiicom Limited
Directo,'s' raPort
'For the Year ended 31 Nlarch 2008

The directors submit their report together with the auditecl financial statements for the year

ended 31 1\llarch 2008, which disclose the state of affairs of Safaricom Limited

('the Company'').

Fffi@itLmnMU[:ES

The,principal activity of the company is the provision of mobile phone services.

mil&IfsililDDltilmD

The profit tor the year of Shs 13,853,286,000 (2007: Shs 12,010,431,000) has been added

to reiained earnings. The directors recommend the approval of a final dividend of

Shs 2,000,000,000 (2007: Shs 4,000,000,000) to be ratified at the ne*<t annual general

meeting.

m[{m$
The directors who held office at the date of this report were:

N. Nganga
G.J..DarbY
Fl.W. Collymore
N.W. Macfiaria
S Sivagnanasundaram'
J. Kinyua
,B. ltldems
E. Koimett**
S.'Kirui

By order of the Board

n L. G.IVlaonga
SECRETARY

"7 
F Y7a-"< 2oog

Chairman

(appointed 11 SePtember 2007)
(appointed 28 Fe&ruary 2008)
(rypointed 28 February 2008)
(resigned 28 February 2008)
(resigned 20 December 2007)

" Appointed as alternate for G.J. Darby and R.W. Collymore
** Appointed on 28 February 2008 as alternate for J Kinyua
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It Safaricom -i,liteJ
Statement of directors"'esponsibilities
Fo,'the Year ended 3'i tViarch 2008

The Kenyan Companies Act requires the directors to prepare fi,rancial statements for each

f inancial year that give a true and fair view of the state of affairs of the Company as at the

end of thl 1inanciaiyear and of its profit or loss. ii also requires the directors to ensure that

the Company keeps proper accounting records that disclose, with reasonable accuracy, the

f inancial position of the Company. They are also responsible for saieguarding the assets of

the ComPanY. 
:

The directors accept responsibility for the annual financial statements, which have been

prepared using appropriate accounting policies supported by reasonable estimates, in

conformity with lnternational Financial Fleporting Standards and the requirements of the

Kenyan Cbmpanies 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 Company and of its profit or loss

in accordance with lnternational Financial Reporting Standards. The directors further accept

responsibility for the maintenance of accounting records that may be relied upon in the

ppeparation of financial statements, as well as designing, implementing and maintaining

internal controls relevant to the prepa'iation and fair presentation of financial statements that

are free from material misstatement.

Irlothing has come to the attention of the directors to indicate that the Company will not

remain a going concern for at least trvelve months from the date of this statement.

2 4 l4al 2oog
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KET{YA NATIONAL AUDIT OFFTCE

REFORT OF THE CONTROIIER AND AUDITOR GEHERAL OII THE

FIilANCIAL STATETENTS OF SAFARICOT UHTTED FOR THE YEAR

EIIDED 31 XARGH 2OO8

The frnancbl snabments of Safadcorn LirniH set out on pages 5 to 42 whictl

;-pG the babrrce st*et as at 31 Marctr 2008 and ffie Imcome staternemt

sfia*nent otr cfrarE; m eq,itv and cash flow staternent fon tfi,e yearttrcn ended"

bgi4,rer wtttfi a rrilit*oy of sgomcant accou'nting policies and otherr exp1anato'y

notes have been auoftid on rny behatf by Frice'r,rraterhor,rsecoopers, auditors

appclinted under Section 3,9 of tle puUUlc Audit Act, 2OO3' The ar'rdfitors have

duty reported b nrethe resutts o,f thelr audit and on the basis of their repo'rt' l arn

safisfied that all tfe information and explanations which'' to ttre best of nry

Icnouuledge and belief" urere necessary for the purpos of the audit were

obtaiEd-

DirecbrsresporrsibilityfiorthefinancialsfiaEments

The direfurs are responsibb for the prepararirn- of financia! statements s,hidr

giue a tn e and tair vigw of the C*ip*y9 state of arffiairs and its operating

results in accordance with tte lnternatonai Financial ReportirU Stardards- Th'E

responsbility indtrdes: designing, implerne"fiP and maintaining intemal conbob

rebrant to fi,. ;*p";t"t lnO i.it it"f"t taion-of .financiat 
staternenb that are

fiee from material misstate.ment, *ir"t"t due to fraud o!' ero6 selecting ard

apptFng 
"pp,op,i"t. 

accounting poticies; and making accounting estimates that

are reasonable in the circumstances'

Responsibility of the Gontroller and Auditor General

My responsibility is to express an independent oniniol 
-":,:1=^-ff,l,T:11

statements i:ased on the uudit- Tiie au'Jit *;as concjucte; n accordan'3 Jviill iih€

lntemafional standards on Audlting- Those standards require con1pliance wti:h

eth-lcar requirements and that the ,ioit be pranned and per-fonned wtthr 6 v-new to

obtaining neasonable assurance that the financial staternents are ftee from

material misstatement-

An audit involves performing procedures to obtain audit ev'ldence about flre

amounts and disclosures in the financial statements' The procedur*s setected

dependontheauditor,sjudgernent"includingtheGsses'SFI]ISntof|.h=risltsof
materia! rnisstatement of r,a finr^"iar statements, .rrrherh=r aue to f,raud o'r- ciir''oi''

i
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lim mdking ttrc@ n,5k msessmrenb,, 6E audbr cufiEidex$ iinmrnat aomfudb

r,eevant to flhe ffifity,s pneparatrurn ard fidi,r -rffi ;fl:rJffi
silahnnrsnb iirn ord€Hr to Omfgnn alremft eruce(hues tlffi are amroPl: om fltre
ciiruurmrffinrm,, hufr not fiur tltre purpre d ryrmmE * .oey: inrdiurdmffi#ffi'm*ff;#'.,#:**,H
nemrraHbrffi d'-ffiurnting esilii6ffi m6xe hy' ilrte diredions'' A?

**6gdirng 6he oyerr:alll presenrtadiiornr off fltre fiirrflrrcidl -*.ffirml I ueiene thre audiit

prrolidb$ a rlwrndblb hasis forr-rny opiifliiotm

qfrn8on

lhr nry opinion, pro'er books of acaorurirt tnatr'e lbE€rl kept 1nd' q" '"-Tg#'I?
fiiiltrIciall =f*rt1gn,tLti* u f"" amdlf,ahr viere of the Safte of flre finartcta:

fihe cor,nrpar,rv m at dl nl"ndl 2CICIs a"dl d ib pr'dt #'i*y[:]ttr m
trrsrr ffrdedl ih asaor,dhnse wifitrr lif,re firnMionra|l Fiinanciali Reporung '
*,O Ut* ll(qqr,a Cor,r,reanfes Act, Cap 4ffi dtrne [-aws of l{er'ry'a'

Fvr"t -*.P-!l- KOdloRA" eBS.
OOilTROT.LER AND AI.IE}ITOR GE}TERA!.
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:r::'i'icom l-imitec

ir', "-ncial s iatem ents
--'r ri13 year ended 3 i'iViarcit 2008

Fr:urffiit,emildl fro6s accrolieflitl

Sdks

Cost of sales

GossPffi

Other income

,Distribution costs
Adm inistrative exP3nses

Other erPenses

Opo'atirq 6ntofrffi:

Finance income
Finance cost

Mbdmerforetax

lncome tax exPense

Pdofittfiotrflrcyeer

Proposed dividends

[t]cfirsl

10

10

10

61,369,408

(26,066,380)

47,447,490

(18,155,340)

'll sr,'vn ditsd 3il llflar:rihi

s008 2007

'Strl61(U00 SInE{UUO

5

35,303,028 29,292,150

4,820 17,250

(2,323,768)
(3,12e,214)

(11 ,385,691)

(1,389,832)
(2,147,902)
(7,983,147)

i
l,
I,

'3

B

I

19,409,175 17,788,5'19

2,217,756
(741,771\

258,218
(853,998)

I

19,945,160

(6,091,874)

17JW,739

(5,'i82,308)

13,853,286 12,010,431

2,000,000 4,000,000

Eanr,mnEs trrg' dliant= tor' lutu,?lIi atlrfl uutdr'&e

t:o t rr: tadruW fltoatch!,*sr cd tlll:r= t]c'lr'q!arE'

- basic (Shs Per share)

Dsrf,Iifutd Pq'dtee for pcftt ,dftflrulldlh
h fifirc eryxdEy ttoMEs of ffie ComaryaruY

- basic (Shs Per share)

0.346 0.300

0.050 0.100

5



Saf aricom r-im itecl
Financialstateme,rts
For the year ended 3'i i'riarcir 2006

@6ihnm@ Shedt

GAF['rAd- EfiWL@]ln@
Share capital
Share premium
Fletained earnings
Proposed dividend

'SlnardldhdErs' mumfidh

00ora<cnrmafi [tdo iitties
Borrowings

TiEFMESAUI'EE EBV::

ffiomormtgriftffi6
Propedy and equipmant
lntangible assets
Deferred income tax
Prepaid operating lease rentals

Amamt effids
lnventories
Heceivables and p'epaym ents
Casir and cash equivalents

trluliteorft ltldhilif,hles
Payables and accrued expenses
Current income tax
n ^-i.,-ri.,^ !i---^: -l :.^^r'.,,..- ^.- ...
-';l 

/!=.r'uJ :l! i=t l-l:-l ll l.r.: uillgl l'.-\

Eorrowings

lltdcnrrtenffi eleffifriee

financial statements on pages 5

IlJo.tg.r: 3008
'Shrs1@0@

2,000,000
1,850,000

36,792,593
2,000,000

e0&7
'Strils1000

1

3,949,999
24,939,307

4,000,000

11

1'l

10

13

42;642,593 32,789,307

6,480,000 10,435,000

49,122,593 43,224,307

15
17
14
1,6

56,480,489
3,611,381
1,379,889

7,116

42,731fi53
2,368,083
1Jrc,272

2,447

.61,478,875 &,258,495

18
i9
20

2,284,1ffi
5,068,749
5,534,509

1,234,645
3,027,407
5,887,692

12,887,438 10,149,744

21 12,390,146
754.046

39,740
2,719,049

25,243,720 13,183,932

(12,3%,282) (3,034,188)

49,122,593 43,224,307

to 41 rvere approved for issue by the board of
2008 and signed or its behalf by:

22,417,63i
107,041

a

o

d

b

J ry_ 6v16r_l
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Safaricom Limited
Fi,rancial statements
For the yeai e;rded 31 March 2008

eash ff,oru sfiatemerat

@raf,ttag actiuEies
Cash generated from operations
lnterest received
lnterest paid
lncome tax paid

Net cash generated from operating activities

qnnre*qg aetirffi,les
Purchase of property and equipment
Purchase of intangible assets
Proceeds from diqoosal of properly and

equprnent

Net cash used in investing activities

fmmmg e{#irlffes
Proceeds from long-term bonowings
Flepayments on long-tenn bonowings
Dividends paid to shareholders

Net cash used in financing activities

I$:E{dereee@ncrease ira cadr amd eash
eryn,deuots

efuirems'ffi fun cadt end cash equfvalemts
At start of year
(Decrease)fincrease

A.t end of year

T=ar eoded StJ E8andlr

2@E 2W7
SEIs*OOO SiF'SO0

ldatgs

)4
8
I

35,,617,S97
1,486,256
(588,535)

(6,962,496)

26,289,379
258,218

(434,968)
(5,002,181)

29,553,212 21,110,449

15
't7

(23,014,160)
(1,673,750)

(16,337,975)
(15,000)

17,467 21,164

(24j67O,443) (1,6,331,811)

13
13
10

20

2,999,049
(4,235,000)
(4,0o0,000)

1,200,000
(16,726)

(2,991,673)

(5,235,952) (1,909,399)

(353,183) 2,970,239

5,887,692
(353,183)

2,917,454
2,970,238

5,534,509 5,897,692

B



Safariccm Limited
Financial statem ents
For the year ended 3-i rurarci't 2003

frletes

'l General irrio','r-natia;l

Safaricom Limited was incorporated in Kenya on 3 April i997 under the Companies Act
as a private limited liability company, and is domiciled in Kenya. lt was converted into a
public company with limited liability on 16 May 2002. An incorporation, 60% of the
Company's ordinary issued shaie capital rvas held by Telkom Kenya Limited. Telkom
Kenya Limited was tiren a state corporation under the State Corporations Act.

By virtue ol the 60% shareholding held by the Government of Kenya, Safaricom is a state
corporation within the meaning of the State Corporations Act (Chapter 44'5) Laws ot
Kenya, which defines a state corporation to include a company incorporated under the
Companies Act which is owned or controlled by the Government or a state corporation.

The relationship behveen the Cornpany and its shareholders is defined by the Compant's
Articles ol Association and the Co-operation and Shareholders Agreement dated
25 January i999. This Shareholders Agreement vras amended ('lhe Amending
Agreement') on 21 Noveinber 2007. This facilitates Govemment of Kenya's intention to
ofiei shares of Safaricom to th= public by way of this initial public otfering of shares.

Under the terms of a share sale agreement dated 8 Novembei 20O7, Telkom Kenya
Limiled sold all its sha;es in the Company to the Govemment of Kenya free frorn all
claims or encumbrances.

Through a specialresolution of the Board of Diiectors on 20 December 2007, the
ordinary shares of the Company as held byTelkom Kenya Limited were transfened to
the Government of Kenya through the Permanent Secretary to the Treasury.

Further, the pariies to the Amending Agreement agreed that following the initial public
ofier, Vodafone Kenya Limited and the Govemment of Kenya (or a Government of Kenya
entiiy) could sell further shares in the Company to the public or to a strategic investor
subject to obtaining all regulatory approvals and coasents ancito a rigirt of first refusal in

favour of the shareholder not wishing to sell.

ln accordance with the Government of Kenya's policy of divesting its ownership in public
enterprises, the Govemment of Kenya through the Treasury Departnrent, on 28 March
2008 made avallable to the public 10,000,000,000 of the e>iisting ordinary shares of par
value Shs 0.05 each, of the Company. 

-['his represents 25"h of the total issued share
capital of Safaricom fi'orn the Government of l(enyra's shareholding in Saiaricom Limited

Foliou,;ing the saie oi ihe 259'" of the issued ordinary shar=s of ihe Company to the public,
the Government oi l(enya shall cease to have a controlling interest in Safaricom l-imited
as defined under the Siate Corporations Act. The Company shall th.erefore cease to be a
state corporation and the provisions of the State Corporations Act shall no longer apply
to it.

It is expected that trading in the Cornpany's shares will commence on 9 June 2008.

The address of the registered office of the Company is:

L.Fl. Nlo. 13263
Safaricom House, Waiyaki Way
P.O Box 46350 - 00.100
NAIHOtsI

Y



Safaricoin LimiieC
Financial statements
For the yeai endecl 31 iVrarci'i 2008

i$otes (conrtrnue.d)

2 Sulilrs'fi ary of sigmiricao-,r't acooa,eo:tinE :olicles

The principal accounting policies adopted in the p;eparation of these financial
statements are set out below. These policies have been consistenily applied to all
years presented, unless othervyise stated.

i(a, EasEsof preparatiocr

The financial statements are prepared in compliance with lntemational Financial
H"porting Standards (IFRS). The measurement basis applied is the historicalcost
basis, except vuhere otheru,rise stated in the accounting policies below. The financial
statements are presented in Kenya Shillings (Shs), roui'rded to the nearest thousand.

The preparation of financial statements in conformity with IFRS requires the use of
certain critical accounting estimates. lt also raquires management to exercise iis
judgement in the procass of applying the company's accounting policies. The areas
involving a higher degree oi judgement or cornplexity, or where assumptions and
estimates are significant to the financial statements, are disclosed in Note 4.

Adoption of nevir and revised standards

\n2OO7, the following new and;evised standards and interpretations became effective
for the first time and have been adopted by the Company where relevant to its
operations- The comparative figures have been restated as required, in accordance
uvith the relevant reguirements.

' IAS I Amendment, caprtal Disclosures. The amendment to IAS 1 introduces
disclosures about the levelof the Compan/s capital and how it manages capital

- /FFS 7, Financial lnstruments: Disclosure,s. IFRS 7 introduces new disclosures
relating to financial instrur-nents. This standard does not have any impact on the
classification or measurement of the company's financial instr-uments.

Standards, interpretations and amendments to publbhed standards that are not vet
eifective

The iollowing amendment to an existing standard and new standard and interpretaiions
will be mandaiory for the Company's accounting periods beginning on or after 1 January
2008, but vrrhich the Conrpany has not early adopted:

- lF1lc 11 - campany and rreasury share Transactions- fi.orn 1 January 200g
- lFRlc 1 2 - seruice concession Arrangemenis- from 1 January 200g
- IFRIC 13 - Customer Loyalty Prqrammes - f rom 1 July 200g
- IFRS 8 - Operating segments -tron 1 January 200g
- IAS 23 - Borrowing costs (revised)- from 1 January 2009.

The Directors have assessed tire relevance of these amendments and interpretations
with respect to the Compant's operations and concluded that they are not relevant to
the Company, other than tFFllC 13, IFRS g and tAS 23.

\I,l

10



Saia,'icom Limited
Financia! statem:nts
For the Year endeC 3i iviaicil2008

Srnotes (eomtltaueci)

2&.rmt",:aaryc;islEraifieart.tao:etim{;ingpoi,ici.esi:a.:irnu-:r)

(b}-;ramct6ona|.CLfii€IlCyalrdtranslati.cmofforreigc.lcu$,esxii'es

TheCompany'stinancialstatementsarepresented.Tlg,nY"Shillings,beingthe
currency or tne frimary economic environment in rryhich the company operates'

Foreign currency transactions are translated into t(enya shillings using the exchange

rates prevaitlng at the dates ol the transactions' Foreign exchange gains and losses

resulting from thl ="ttt"*"nt 
or sucn iraisactions and from the translation at year-end

exchangeratesofmonetaryassetsandliabilitiesdenominatedinforeigncurrenciesare
reaoEniied in the profit and loss account'

(c! iiensruereoogrmitiom

The company is the principal in the sale of airtime for use in voice and data transmission'

phones, starteipacfs and other accessories are sold through dealers- and retail centres

spread,",o."th"country.StarterpaoksconsistofaSlit4cardandinformation
brochures- There is no riglnt of retum for Sl[fl cards'

There are various pr+'pa!' tariffs vuith varied off peak time and varied on-net and off-net

mstsw'nic{rareavailabletooursubscriberstosuittheirvariedrequirements'Thetarifts
are Saasa s,p", r,,itiic, Jambo ana super Taifa Post pay tariiis are also avarlable for

subscribers ,rf,j'"p,,; pay their bitls at the end of flre montlr' Several prcrposftions

dubbed 'Adv;ta;:" ar! avaifang to suit bofn individuals and corporate customers'

sales of mobile phones and starter packs are recognised in the period in whicfi the

Companydeliversproductstothecustomer,thecustornerhasacceptedtheproducts
andco|lectabirry.tt'"relatedreceivablesisreasonablyassured.

Revenue arising from the different service plans and tariifl are recognised as and when

theairtimeisusedbytheCustomef.Allun-utilisedairtimeisaccountedforasdelened
revenue on lhe balance sheet'

Revenuerepresentsthefairvalueoftheconsiderationreceivableforsalesofgoodsand
services, anci L si,te,J net oi vaiue-added tal (vAT), excise duty, r=bates and discounts'

lnterest income is recognised on a time proportion basis using tlre eifective interest rate

method.

Aloyaltyprogramme,Bonga,r,vasintroducedinJanuary2o0Ttobothprepayandpost
pay subscri#rs. ln this scheme, subscribers eam one Bonga point for every shs 10

spentonvoicecalls,shoitmessagesservice(SMS)anddata.Thesepointscanbe
redeemed tor iree air time' sMs or merchandise such as phones'

Managementmakesanaccrualforpointsihathadnotbeenredeemedasatthe
balance sheet date based on the historical redemption patterns established by

subscribers. Based on the current redemption pattems, 85% of the customers redeem

pointsthrouglrairtimewhich.costsshso.zperpointtotheCornpanywhilelS%
redeem poinls througilr merchandise at a cost of Shs 0'65 per point to the Company'

The cost excludes vltue Added Tax (VAT) and Excise Duty.

Promotion 6€sts are accounted for in which the period the promotion is canied out'

lt



Safaricom '-imited
Financial statem eirts
For the year ended 3'i i'riarcir 2008

ltotes (eomtinureet,I

2 S grnmii,a,ry ef siEnil'icamt a;ccttrrtii'lg cc.li':i:s .It';:;:'ii;rueu,1

hl) *'opes'ti, arrd equlPr,rert

All categories of pioperty and equipment are initially recorded at cost and subsequently

depreciated.

Subsequent costs are includecl in the assets carrytng anrount or recognised as a separate

asset, as appropriate, onty when it is proba.ble that future economic benefits associated

with the item r,viltitow to the Company and the cost of the itarn can be measurecl reliably'

AII other repairs and maintenance costs are charged to tire profit and loss account

during the financial period in which they are incurred.

Depreciation is calculated using tlre straight line method to write down the cost ol each

asset to its residualvalue ovei its estimated useful life, as follotrs:

Network infrastructure 3 - 10 Years
Equipment and motor vehicles 3 - 5 years

Leasehold impi-ovements Shorter of life of lease or useful life of the asset

Caphalwork in piogress, which represents additions to properilT and equipment that

have not yet been brought into use, is not depreciated. Additions are transferred into

the above depreciable asset classes once they are brought into use.

The assets' residual vatues and useful lives are reviewed, and adjusted if appropriate,

at eacfi balaurce sheet date.

property and equipment are reviewed for impairment vuhenever events or changes in

circumitances hdicate that the carrying amount may not be recoverable. An

impairnrent loss is recognised for the amount by which the assefs carqting arnount

exceecis its recoverable amotmt. The recoverai:le amount is the higher of an assefs

fair value less costs to selt a;rd value in use. For ihe purposes of assessing impairment,

assets are grouped ai ihe lov,rest levels fon whieh there are separately identiiiable cash

f louus (cash-generating un its).

Gains and losses on disposal of proper'ry and eqr-lipment are deterrnined by refenence to

their carrying amounts arrd are taken into account in determining operating proi'rt-

(e) -Be3nientell'ePer":ing

A business segment is a group of assets and operaiions engaged in providing products

or services that are subject to risks and returns that are difierent from those of other

business segments. A geographical segment is engaged in providing products or

services within a palricular economic environment that are subiect to risks and retums

that are difierent frorn those of segments operating in other econornic environments.

The directors consider the Company to be comprised of one business and

geogrqrhical segment. The financial statements are presented on the basis that the

risks and rates of return are related to this segment.
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For the year ended 3'l l/arci 2008

Notes (continuecl)

2 sumnnnary of siEr.rificani accounting policies (corrtinrrecl)

(f) lntangible assets

A network licence is a requirement of the Communications Commission of Kenya for

mobile telephone companies. The licence is renewable for an additional 15 years upon

their lapse.

Network licence fees are capitalised at cost and amortised over the period oi the

licence on a straight-line basis from commencement of the service of the network.

Currently, the Company has three licences under long term licences, as follows:

. The initialoperating licence issued in July 1999 (for operation of mobile

s)/stems and the provisicn of mobile serriices (itlL-99-0001));

n The international gateway licence issued in June 2006; ana

" The 3G licence issued in October 2007.

The international gateway and 3G licences operate under the same umbrella as the

original licence, tvtt--gg-OOOt. The useful life of these licences is fifteen years as long

".Ine 
original licence is in force. As such they are amortised within the remaining

useful life of the original lioence.

The start-up period was 1 July'1999 as indicated in the contractualagreement with the

regulator. lnitial amortisation of the licence was calculated in proportion to the average

aciual customers of the network in the relevant period against total planned customers

at maturity. As at 31 March 2002, the network was considered mature and the

amortisation policy switched to a straight line basis and the remaining net book value

was amortised over the remaining useful life.

The network licences are reviewed for impairment whenever events or changes in

circumstances indicate that the carrying amount may not be recoverable' An

impairment loss is recognised for the amount by which the asset's carrying amount

exceeds its recoverable amount.

(g) Accor.lnt-lng {or Xeases

Leases in which a significant porlion of the risks and rewards of ownership are retained

by the lessor are classified as operating leases. Payments made under operating leases

ai-e charged io tlra 1:rofit anl loss acccunl clr a s;:'algiit-li:-,: i:asi: :'','=.';-r? p:.'i:.1 :f ilr:'
lease.

(h) lnventories

lnventories are stated at the lower of cost and net realisable value. Cost is determined by

the weighted average methocl. The cost of inventories comprises purchase price and

other inlidental cosis. Net realisable value is the estimate of the selling price in the

ordinary course of business, less the costs of completion and selling expenses.

Network spares are used to refurbish the nehruork. The Company has a contract with the

supplier to repair faulty spares and return them in a near-new condition. For this service,

a unit repair price is paid to the supplier based on the spares log'

A provision for impairment of inventories is established when there is objective evidence

that the inventory items cannot be used within the nehruork'

13
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Ntro'tes (comtiraueci)

2 Sua"nrmary of signiflcant aocounting pol[cies (continueci)

(i) Beceivables

(i)

Fleceivables are recognised initially at fair value and subsequenfly measured at
amortised cost using the effective interest method. A provision for impairment of
receivables is established when there is objective evidence that the Company will not be
able to collect all the amounts due according to the original terms of receivables. The
amount of the provision is the cJifference between the carrying amount and the present
value of estimated future cash flows, discounted at the effective interest rate. The
amount of the provision is recognised in the profit and loss account.

CasFo and cash equlvalemts

Cash and cash equivalents includes cash in hand, deposits held at callwith banks, other
short term highly liquid investments with original maturities of three months or less, and
bank overdrafts. Bank overdrafts are shown within borrowings in current liabilities on the
balance sheet. There are no bank overdrafts for any of the periods presented.

(k) Fayahfles

Payables are recognised initially at fair value and subsequenily measured at amorlised
cost using the effective interest method.

fi) Share Oapital

Ordinary shares are classified as equity.

Ordinary shares represent the residual economic value of a Company. They carry rights
to distribution of profits through dividends, to the surplus assets of a Compiny on a
winding up and to votes at general meetings of the Company.

There are no differences in the voting rights of the shares held by the major
shareholders of the Company.

Itlon-participating preference shares have the right to preference in the payment of the
paid up par value in the event of liquidation of the Company and may be redeemed at
any time by the Board cf the Connpany subject to tii a pr;i,'l-;;.1'r.s ci i:i: Co,-;ipan jes ,.\c,i.

(m) AccountinE lor derivative financial instrurnents ancl hedglng actlvittes

Derivatives, which comprise solely forward foreign exchange contracts, are initially
recognised at fair value on the date the derivative contract ls entered into and are
subsequently measured at fair value. The fair value is determined using foruvard
exchange market rates at the balance sheet date. The derivatives do nlt qualify for
hedge accounting. Changes in the fair value of derivatives are recogniseo immloiatety
in the profit and loss account.

14



Irlotes (continuecl)

2 summnary ol s[gnificani accourt'iinE policies (contirirrecl')

(n) Ernployeebene'fits

(i) Hetirementbenefitobligations

The Company operates a defined contribution retirement benefit scheme for its

employees. A OefineO contribution plan is a pension_plan under which the Company

pays txeo contributions into a separate entity. The company has no legal 9r --. .

constructive obligation to pay further contributions if the f und does not hold sufficient

assets to pay all"employees ihe benef its relating to employee service in the current and

prior periods.

The assets of the scheme are held in separate trustee administered funds, which are

i'rncleci by coirtriSuii:,-;:: i;::ii L-r::h'rl::' Cc:-':p:r':r a'r:l l'''^' :l:i''33s' i;' : C::i:;:::''':':rl al'

its employees also contribute to the National Social Security Fund, which is a defined

contribution scheme.

The Company's contributions to the defined contributio;r schern:s are chargeC to the

profit and loss account in the year to which they relate'

(ii) Other er,titlei-nents

The estimated monetary liability for employees' accrued annual leave entitlement at the

balance sheet date is recognised as an expense accrual'

Safa''icom -i,lited
Financial statements
Fo,'the yeai' ended 3"1 rtlaich 2006

(o) lmcooTne tax

lncome tax expense is the aggregate of the charge to the profit and loss account in

respect of current income tax and deferred income tax'

Current income tax is the amount of income tax payable on the taxable profit for the year

determined in accordance with the Kenyan lncome Tat Act'

Deferred income tax is provided in full, using the liability method, on all temporary

differences arising behrueen the tax bases of assets anct liabilities and their carrying

vaiues for financial repoding purposes. However, if the deferred income ta< arises front

the 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 nci'!oss, it ls nct acco'-:nteC foi'. Defer';':t1 lncern: t:-'l is deteroined'-lsing tri i'at:s

enacted or substarrtively enacted at the balance sheet dat'a and are e;<pected to appiy

when ihe related deferrecl 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.

(p) Borrowings

Borrowings are recognised initially at fair value including transaction costs and

subsequJntly stated Lt amortised cost using the effective interest method. Any

differences between proceeds (net of transaction costs) and the redemption value is

recognised in the prof it and loss account over the period of the borrowings'

Borrowings are classified as current liabilities unless the Company has an

unconditional right to defer settlement of the liability for at least 12 months after the

balance sheet date.
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Itlotes (aomtimuecN)

2 So.lmrna:ry of signitlcant accounting policies (continued)

(q) Divideclds

Dividends on ordinary shares are charged to equity in the period in which they are
declared,

3 Financla[ rls0< manaEernent objectives au.ld po0loles

The Company's activities expose it to a variety of financial risks, including credit risk and
the effects of changes in debt and equity market prices, foreign .urren"ylrchange rates
and interest rates, The Company's overall risk management programme focuseJon the
unpredictability of financial markets and seeks to minimise potential adverse effects on
its f inancial perf orm ance.

Financial risk management is carried out by the finance department under policies
approved by the Board of Directors. The finance depanment identifies, evaiuates and
hedges financial risks. The Board provides written principles for overall risk
management, as well as written policies covering specific areas such as foreign
exchange risk, interest rate risk, credit risk, use of derivative and non-derivative financial
instruments and investing excess liquidity.

The Company has policies in place to ensure that sales are made to customers with an
appropriate credit history.

Alarket risk

(i) Foreign exchange risk

The Company is exposed to foreign exchange risk arising from various currency
exposures, primarily with respect to the US dollar and Euro. Foreign exchange iisk
arises from future commercialtransactions, recognised assets ancl liabilities.

The Company manages foreign exchange risk arising from future commercial
transactions and recognised assets and liabilities using fonruard contracts, but has not
designated any derivative instruments as hedging instruments.

At 31 i\larch 2008, if the Shilllng haclweakened/strengtlrened by S% agairrst the US
dollar with all other variables held constant, pre tax profit for the year would harre been
Shs 237 milllori (2AA7: Shs '18 i-nillion) lower/higi"rer, rnair-riy"as a ,.esult or US cjollal.
payalcles and bank balances.

At 31 March 2008, if the Shilling had r,veakened/strengthened by 5% against the Euro
with all other variables held constant, pre tax profit forthe year would have been Shs
293 million (2007: Shs 128 million) lower/higher, mainly asa result of Euro payables ancJ
bank balances.

(ii) Price risk

The Company does not hold investments that would be subject to price risk; hence this
risk is not relevant.
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trrl o'tes (co nti n urecl)

o Finanaiar risk rnanagernemt ohlectives ancr po|icies (cont[nue'cl)

(iii) Cash flow and fair value interest rate risk

TheCompanyholdsinterestbearingassetsinformofcallandfixeddeposits.The
Company 

"fro 
nrJiori"*i.gr in th; fo; ;f a syndicated loan at rates determined

quarterly in 
"or"i-c". 

n. 
"t 

gr March zoog, an increase/decrease of 10 basis points

would n"u" ,r.ritJJ'ln 
" 

o""r"ase/increase in pre-tax profit of shs 10'5 million'

(iv) Credit risk

CreditriskismanagedonaCompany.widebasis.Creditriskarisesfromcash
equivalents, oeposils with banks, as well as trade and other receivables' The

Companl/screcitcont;.ollerassessesthecreditqualit,vofeachcustomer,takinginto
accountitsfinancialposition,pastexperrenceanooiirei';attois'i;rii''iiual;lslllr:^n:::al:
set based on int"rn"ioi externat rating's rn 

""totO"nt" 
with limits set by the Board' The

utilisation of credit limits is regularly monitored'

Dealers comprise the distribution network for the company. Dealers operate either on

cash basis or on credit following ,r".!..iuirpplication of ihe credit facility' All credit

limits are supporled by a bank gr"r"ni"" 
"nd)or 

residual commissions' The credit risk

associated witFrthese'dealers ii tow. ini. it supported by stringent review of account

balances.

Postpaydebtorshaveal5daycreditperiodafterwhichpaymentmustbemade.Post
pay debtors .orpi[" inaividuils ". 

*Jfi". corporate customers' The auto-bar feature

hasbeenintroducedtoensuretn,ton."thelimithasbeenreachedthenthecustomer
account i. "ro.Ll. 

ihL nr. reduced the credit risk associated with these customers'

Mostoftheoverduebalancesarosebeiorethisnewfeaturewasintroduced'Collection
efforts are in Place'

TheCompanycurrentlyhas302signedinternationalroamingagreementsinplace.The
roaming strategy tarEets co_untries wiich historically havs had the most visitors to

Kenya,includingUK,ltaly,spain,sweden,southAfrica,andKenya,sneighbouring
countries.FloamingpartnershaveenteredintoanagreementwiththeCompanyto
terminate their calti on the companys network for yi.i::lu travelling into Kenya'

Amounts due from the roaming partiers are settled within 60 days unless a dispute

arises. Oi.putu" "" handled Uy fvfnCH' a roaming clearing house'

TheConnpanyirasalsosignedintei,conneataEre€i-n3nts.ii',l.ilri,a,.li,l.;rssitciiasC=li-.i
Kenya t-imiteo, iltxom xJnya r-tmiteJ an;Beigacom Teiecommunications to terminate

calls to and from other networks on in" corp.ny's network. Amounts due from

interconnect p"rt*" are settled witfrin gO Oays of invoice unless a dispute arises'

Disputes ,r" nrnoLa in the first insi"n"e uy tlre Flegulatory Department of the

ComPanY.

Generally,thecreditriskoftheroamingandinterconnectdebtorsislow.

Derivativefinancialinstrumentsrepresentthemovementinthefonruardforeign
exchange .onii""t following revaluation at each periocl end. The credit risk is

dependent on ilvement iri exchange rate and ability of the counter-party to pay on

maturitY'
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lttrotes (a ont! ri ue,ct)

3 Financfla[ rfsk !'rxanage!"ner.rt objeotives ancl poricies (continueci)

(iv) Credit risk (continued)

The compan/s maximum exposure to credit risk as at 3i vrarch 200g isshs 5,291,50s,000 (2007: shs 5,gg4,5s5,000) being the aggregate of cash equivarentsand receivabres, excruding prepayments. This i, mloe ,p""-s foilows:

Fleceivables

Fu[[y
pentlonm0nE

Shs'0fr0

609,691
292,694

1,072,043
428,758
g55,3gg

Past dure
brnt mot

0onpaIrecl
$hs'000

262,186
905,864
229,254

lrarpairecJ

$hs'000

fia1327)
(251,879)
(59,781)

Total
Slis'000

772,550
946,679

1,241,516
428,758
855,388

I
,.

3'f fVlarch 20@B

Dealers
Post-pay
Roaming and interconnect
Arnounts due from related parties
Other receivables

Total

3'l llfiarcfra 20@7

Dealers
Post-pay
Roaming and interconnect
Amounts due from related parties
Other receivables

Total

3,974,092 1,397,304 (412,987) 4,244,Ag1

r
I
t
I
8.

356,024
40,432

242,150
337,045
501,968

121,670
787,516
112,692
135,381

(114,748)
(155,859)
(36,204)

362,945
672,089
319,639
472,426
501,969

'1,477,619
1 ,157,259 (306,81 .t) 2,328,067

The customers under the fuily performing category are payinE their debts as theycontinue trading. The default rate is lorrry.

The debt that is ol'erdue is not impaired and continues to be paid. The credit controldepartment is activery foilowing this debt. rn addition, th; cil;;ry has bank guaranteesof shs 573 million and shs 36I million as at March 2008 and nlrarcrr 2007 respectivety,which can be enforced in the event of customer default. Further, for dealers, the debt ispartially covered by future residual commission payments.

The debt that is impaired.has been fully provided for. However, debt collectors as well asthe legaldepartment are following up on'the impaired debt.

The company has an.elabo.rate ageing system for monitoring its receivables. Dealers,transactions and credit positions ale ctoslry monitored. All fully performing balances arewithin 90 days. The other categories are ,uirty over gO ary=.' ''
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Safaiicom Limiie:l
Financial siate,n ents

For the Yeai endecl 3-i rVlarch 2008

Ir!o'tes (corltl nuaecl)

3Financialriskm]anage!"nemtoblectivesanclpolicies(contirrtreci)

(iv) Credit risk (continued)

Casl'l equlvaIents

Cash equivalents as at

31 lMarch 2008
31 l/arch 2007

Ful!Y
perlorrning

Shs'000

1 ,046,614
3,556,488

Cash equivalents are {ully performing'

Liquiditv risk

Prudentliquidityriskmanagementincludesmaintainingsufficientcashtomeet
Company oOtigations. ih"ir""rury function reviews thL cash forecast monthly and

determines cash requirement. Caih generated from operations is healthy but if a heav-v

cash requirement is n"""..ury a orair down of the syndicated loan can be made' The

limit of the loan *as Sns tZ nittion ancl the amount dLbursed to date is Shs 9'2 billion'

ih" ,nOt"wn lacility lapsed on 31 Nlarch 2008'

The table below analyses the company's linancial liabilities that will be settled on a net

basis into relevant maiurity groupings oased on the remaining period at the balance

sheet date to tne coniiactua] maturity date. The amounts disclosed in the table below

are the contractualunJiscounteO cairr flows' Balances due within 12 months equaltheir

carrying balances, as the impact of discounting is not significant'

Less than
'l r"nonth
Shs'000

Batween
0 -r)

months
Shs'00O

Between
a -'1 I

rnonths
Stts'000

6,840,000
107,041

15,720.720

r oiill

Shs'0OO

9,199,048
i07,041

22,417,631

At 3'l March 2008:
- borrowings: bank borrolvings
- income tax PaYable
- trade and other oaYables

At 3'l March 2007:
- borrowings: shareholder loans

- borrowings: bank borrowings
- income tax PaYable
- trade and other PaYables
- derivative financial instruments

360,000 1,999,048

2,01 1 ,401 4,685,510

2,g71,401 6,684,558 22,667,761 31'723',720

9,919,977
39,740

1,999,625

4,235,000
6,453,739

754,046
470,544

4,235,000
6,453,739

754,046
12,390,146

39,740

9,959,717 1,999,625 11,913,329 23,872',671
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I.lotes (con'tl n u'eeJ)

3 Financial risk managerlent obiectives arrcl policies (corrtirauecl)

C apital ri s k m an aqem ent

The company's objectives when managing capital are to safeguard the company's

ability to continue as a going concern in order to provide returns for shareholders and to

mainiain an optimal ."[itat structure to reduce the cost of capital. ln order to maintain oi'

adjust the capital struciure, the Company may adjust the amount of dividends paid to

shareholders.

on 6 Novem ber, 2007, the Company adopted a dividend policy that permits d.ividends

to be paid if the board'of Directors tihOs tnat the payments are sustainable, after taking

into account tne sutiiciency of distributable reserves and liquidity tn order to ensure the

coi,rp=.ny's operatioiral needs anc/or business groriirth ai-' not limit'ed by the

unavailability of f unds, as well as rhe compan/s known contingencies and conrpltai-rce

with any f unding facility covenants'

The first priority of the Company will be to maintain sufficient distributable reserves and

liquidity to ensure that operational needs and/or business growth are not limited by the

unavaiiability of funds and also that facilities are available to cover all known

contingencies. Additionally, any dividends will only be declared and paid where

allowable under any covenants included in any f unding facilities.

Subject to this, the Company intends to operate a progressive distribution policy based

on what it believes to be sustainable levels of dividend payments'

Whenever possible, it will be the Company's intention to, at least, maintain annual

dividend payments at the level declared in the previous year. However, with respect to

the initial divideni payment under the current policy, s_uch dividends will not necessarily

be at the tevet Oeciared in the previous years, as the Company's previous dividend

policy was based on other considerations and past dividend payments should not be

taken as an indication of future payments'

The Company's locus is to minimise funds tied up in lvorking capital, whtlst ensuring lhat

the Company has sufficient financial ability to meet its liabilities as and vuhen they fall

due. A significant portion of creditors relate to network infrastructure investments rather

than ongoing trading; hence the net current liability positi,cn.

ln addition, for purposes of the syndicated loan, a regular quarterly repod is sent to the

lenders of the syndioateC loan. Th-. keyelemenis in 1i':: r:pot ar-'financi-:!:ati:e:

r rl€t financial indebtedness to annualised EBITDA ratio, and

o net financial indebtedness to net worth ratio'

The ratios measure current position against contracted target ranges and confirm

compliance.

I
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ItXo'tes (continued)

3 Financial rlsk rnanag,ement obiectives ancl polieies (corrtinrred)

Capitat risk m anaaement rconilnued)

The constitution of capital managed by safaricom is as shown below:

Share capital
Share premium
Fletained earnings
Proposed dividends

Equity

Total horrowin'lEs
Less: cash and cash equivalents

2008
SFrs'OO0

2,000,000
1,850,000

36,792,593
2,000,000

2007
Shs'000

'1

3,849,999
24,939,307

4,000,000

42,642,593 32,789,307

9,199,048
(5,534,509)

10,435,000
(5,887,692)

D.Iet deht 3,664,539 4,547,308

Tota[cap[tai 46,307,132 37,336,615

Gearing 8% 12o/"

4 Crilical accounting eslimates and iudgernents

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.

(i) Critical accounting estimates and assumptions

lncome taxes

Significant estimates are required in determining the provision for income taxes. There

are many transactions and calculations for which the ultimate tax determination is

uncertain during the ordinary course of business. Where the final tax outcome is

different from the amounts that were initially recorded, such differences will impact the

income tax and deferred tax provisions in the period in which such determination is

made.
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Notes (eontinue'd)

4 Critlca! accounting estin'rates and judEennerits (eoniinr.ietl)

(ii) Criticaljudgements in applying the entit/s accounting poticies

ln the process of applying the company's accounting policies, management has made
judgements in determining lvhether assets are impaired.

ln making provisions for inventory losses, management considers the age and
obsolescence of inventory.

Provision for bad debts is made after failure of the customer to pay and assessment of
his ability to settle the debt in future.

ln preparing its tax computation, manaEement has assumed that the licence fe,e
f -.r.,^:tL!^'-'CYr I lsr i'.J c.;; tC-:('JJ'- -!-:r-ll-l=.

(ii) Criticaljudgement on going concern

The Company's current liabilities exceed its current assets by Shs 12,356,282,000 at the
balance sheet date. The current position is expected to be representative of net current
liability positions in the near future. However, the Company continues to grow its
revenue and generate cash annually as suppodecJ by the long term pians of the
business.

Management reviews the cash forecast monthly and determines its cash requirements.
The company aims to minimise funds tied up in working capital, but whilst ensuring that
the company has sufficient financial ability to meet its liabilities as they fall due.

A significant portion of creditors relate to network infrastructure investments rather than
ongoing trading, hence net working capital is typically a negative amount. This is typical
to telecommunication companies during periods of intense network expansion. lf there is
a shortfall in cash to meet investment requirements, borrowing shall be explored,
subject to board approval.

ln the circumstances, the directors are of the opinion that the going concern basis of
preparing the financial statements is appropriate.

5 Lnalysis of sales by category

Voice
SNiIS and other data
Equipment sales and other acquisition revenues
Other

2a,Di
Cn.$',lj'-'llrl

54,203,251
4,607,085
1,814,914

744,158

?;") i
Shs'0100

41,507,957
4,042,807
1,340,490

556,236
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Notes (continued)

6 OPenating Proiit

1 March 2008'

The foilowing items have been charged in arriving at operating profit:

Deoreciationonpropertyandequipment(Note15)
Employee benefits expenses (Note / )

Sales and advertising

Amorlisation of intangible assets (Note 17)

Travel and accommodation

ConsultancY
Utitities
ComPuter suPPotl

Operating lease rentals

- buildings
- sites (Note 16)

Fleceivables - provtsion for impairment losses

Write down of inrlentories

n"pri* ".0 
maintenance expenditure on property

and equiPment
Auditor's rem uneration

Ofiice uPkeeP

Other oPerating exPenses

Salaries and wages

Retirement benefits costs:

- Defined contribution scheme

- f'f"tion"f Social SecuritY Fund

2008
Shs'000

9,252,677
1,961,876
2,212,743

430,452
431,739
212,718
r r'.; .1tr':
:....r,l-'r
266,653

187,010
232,A07
106,176
149,888

125,677
18,400

264,124
845,378

2007

Sl"ls'000

6,393,675
1,522,666
1,150,773

326,164
243,047
367,206
187,932
190,012

154,584
160,416
101 ,235
251,235

30,226
11,050

143,176
44,862

16,838,673 1 1 ,520,881

7

The value of inventories that have been gyensed within cost of sales amount to

i'i= i,e+0,+ri,000 (2007: shs 1'925'756'000)'

EmPloYee benelits expense

The {ollowing items are included within employee benefits expense:

2008
3hs',000

105,191
3,886

2007
tjl'ru; U Ji-i

71,331
2,746

1,852,799 1,448,589

1 ,961 ,876 1,522,666
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:i,rar,ciai staiements
icr the yea,' ended 3'i rviarch 2008

,lriotes (continueel)

I Financeincorne/{costs)

Fio'lance incorne
Foreign exchange gain on shareholders' loans
lnterest income

Finance costs
lnterest expense
Foreign exchange losses

Net finance income/(costs)

9 lnconme tax expemse

Current income tax
Deferred income tax (Note 14)

Profit before income tax

Tax calculated at the statutory income tax rate of
30% (2007 -30%)

Tax effect of:
Expenses not deductible for tax purposes
Under-provision of deferred tax in prior year

(741,771) (853,9s8)

2008
Shs'000

731,500
1,486,256

2007
Shs'000

258,219

2,217,756 258,218

I
(5E8,535)
(153,236)

(434,9,68)
i 41q filn\

1,475,985 (59s,780)

6,315,491
(223,617)

5,402,129
(219,820)

lncome tax expense 6,091 ,874 5,182,308

The tax on the Company's profit before income tax differs from the theoretical amount
that woulC arise using tire statutory income tax rate as ioilows:

2008
Shs'000

2gD7
Shs'i100

19,945,160 17 ,192,739

5,983,548

84,829
23,497

5,157,822

24,496

lncome tax expense

24
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Safaricom Limited

Financial statements
1 iVlarch 2008For the Year ended 3

Notes (contintled)

10 Earninrgs and dividends per share

2007.

The ComPanY had no PotentiallY

31 March 2007'

Basicearningspershareiscalculatedontheprofitattributabletothemembersol
safaricom Limited 

"ni'o-n'inr-.n"res 
in i.sul'at-tn"1""" ended 31 March 2008 and

dilutive shares outstanding at 31 March 2008 and

i) Baslc and diluted earnings per sfiare

Proiit for the Year (Shs '000)

Number ol shares (thousands)

Earnings Per share (Shs)

- Basic

Dividends for the Year (Shs '000)

i'lumber of shares (thousands)

Dividends Per share (Shs)

i 3,853,286 i 2,0'i''t,+3.i

2008
Shs'00O

2007
Shs'000

40,000,000 40,000,000

0.346 0.300

ii) Dividends Per strane

At the next annuat general meeting a dividend in respect of. lh?f^"" ended 31 March

2008 amounting to d.=!,ilb,oilo,ooo tzoozlsnsJ,boo,ooo,ooo) 
is to be ratified'

Payment of dividends. is subject to withholding tax at a rate of either 5% or t0%

O"6"nJhg on the residence of the shareholder'

2,OOO,OOO 4,000,000

lr

-!u,';iyg,1rtr'w -u'vv J!v! -

2008
Shs'0O0

0.050

2W
Shs'0OO

0.100
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Financialstatements
Fo,' ihe year ended 31 ltriarch 2008

hlo'tes (continuled)

'11 Shane capltal

Balance as at 1 April 2006 and 2OO7
Ordinary shares (at Shs 0.10 par value)

Effect of reduction in par value to Shs 0.05
from Shs 0.10 each

Nurnber of
shares

10,000

10,000

Orclinary
shanes

S0'ls'0,00

Share
prenniuo'n
Shs'0OO

1 3,849,999

lssue of bonus shares and appropriation of
share premium 39,999,980,000 1,999,999 (1,999,999)

Balance as at 31 lVlarch 2008 40,000,000,000 2,000,000 1,850,000

Balance as at 1 April 2006, 1 April ZOOT and 31 lVarch 2009
- Non-voting, redeemable preference shares (at Shs 4 each)

Nunnher
of shanes

5

0nc.limary
shar,es

Shs'000

By special resolution of the Company dated 4 March 2008, the par value of the ordinary
shares of the Company, part of which had been issued and fully paid, were subdivided
from Shs 0.10 each to Shs 0.05 each.

The authorised nominal share capital of the company was increased from
shs 2,000,000 divided into 39,ggg,600 ordinary shares of shs 0.05 each to
shs 6,000,000,000 by the creation of 1 19,960,000,000 naw shares cf Shs c.os eacli
ranking pari passu in all respects with the existing ordinary shares in the capital of the
Company.

The shareholders of the company registered as at 21 Decennber 2007 were
subsequently allotted 39,999,980,000 bonus oi.dinary shai-es at the rate of j,ggg,ggg
ordinary shares for every one ordinary share held. The consideration for the bonus
shares allotted is the capitalisatioir of Shs i,s.rr3,,ggg,0-:i :,ii,r: s,ia,.: p,=,;iLri;l acccLj,1.
as at 30 September 2007.

Each of the five non-voting non-participating deferred shares of Shs 4 each were
converted into non-voting redeemable preference shares of Shs 4 each. These shares
have the right to preference in the payment of the paid up par value in the event of
liquidation of the company and may be redeemed at any time by the Board of the
Company subject to the provisions of the Companies Act.

As a result of this special resolution, the total authorised number of shares is as follows:
- 1 19,999,999,600 ordinary shares with a par value of shs 0.05 per share; and
- 5 non-voting non-participating redeemable preference shares of Shs 4 each.

The issued share capital comprises 40,OOO,0OO,000 ordinary shares with a par value of
Shs 0.05 each and 5 non-voting non-parlicipating redeemable preference sirares of
Shs 4 each.
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Safaricom Limited

Financiai statements
For the Year ended 31 rVlarch 2008

Notes (contflnuecl)

12 Derivative iinanoial instrurmemts
2008

Shs'000

2U.07

SFrs'000

39,740
Forward toreign exchange contracts - liability

13 EorrowinEs

The borrowings are made up as {ollows:

hlortcurrent
Bank borrowings
Io.n. from shareholders (Note 25)

Cunrent
Bank borrowings

Movernent in borowings

Bank borrowings
Shareholders loans

TheCompanyhadenteredintoforuvardexchangecontractagreementswithalocalbank
to buy foreign .urr"n"f "i 

.fecffied Oate^s. t3 ;;bl. it pay its ioreign suppliers when the

amounts are due. Th"';.ilJs ian to 31 March 2008 and were settled gross'

i

1

li

I

'l'i
I

2008
Shs'000

20@7

SlTs'000

6,480,000 6,200,000
4,235,000

6,480,000 10,435,000

2,719,048

g,199,048 '10,435,000

't.4.2fiV7

Shs'0o0

6,200,000
4,235,000

2,999,048 9,199,048

(4,235,000)

'l o,435,OOO (4,235,000) 2'999',048 9',199',048

,l
rrl

,11

RepaYmenls
Shs'0@

Borrorulng
Slrs'00O

3-1.3.2008
Shs'0OO

Total

Bank borrowings
Shareholders loans

1.4.2006
Shs'0OO

5,016,726
4,235,000

RepaYmentg
Shs'000

Borrowing
Shs'0OO

31.3J007
Shs'OO0

6,200,000
4,235,000

(16,726) 1 ,200,000

(16,726) 1,20o,ooo 10,435'000
Tolal 9,251,726
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Fina,rcia! staterrents
For the year ended 3'i rtrla,'ch 2008

Notes (continuecl)

13 EorrowlmEs(contialuled)

The Company had a loan facility of Shs 12 billion from a syndicate of international
banks. The loan was secured by a fixed and floating charge over the property and
assets, both present and future, The shareholders had guaranteed the loans and had
also pledged 40% of their shares in the Company as security to the lenders. As at 31
March 2008, the total amount drawn down was Shs 9.2 billion. The undrawn facility
lapsed on 31 March 2008.

The loan period was five years and repayment on the principal will starl in April 2008,
with Shs 2,719 million repayable within the next 12 months. The interest on the loan is
payable quarterly at a margin of 1% over the reference 91 day treasury bill rate.

WeiEhted average effective interest rates at the veai' cn.l r,rr.f .? t.16% (.2A17:7.e3?t,.).

The carrying amounts of non current borrowings approximate to their fair value.

Shareho0den 0oams

The shareholder loan comprised a loan of US $ 33 million made by Telkom Kenya
Limited and another of US $ 22 million made by Vodafcne Kenya Limited in llay 2000.
The conditions of the loans were that they would be converled into equity so they were
considered to be investments hence not repayable to the lenders. The loans were non-
interest bearing.

The loans were repaid in December 2007 translated at Shs 63.70 to the US $ resulting
in a transaction gain of Shs 731,500,000. This exchange difference has been dealt with
in the profit and loss account.

14 Deferred lrocorne tax

Deferred income tax is calculated using the enacted income tax rate of 30%
(2007:30%). The morrement on the deferrec incomu,. ta< account is as foiiows:

2008
Slns'iriUU

1,156,272
2?3,417

2@7
5f'rs"trt-lu

936,452
2_19.821

At staft of year
Credit to profit and loss account (ltlote 9)

At end of the year 1,379,889 1,156,272
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Safaricom Limited
Financial siatements
For the year endecl3'l March 2008

Notes (continued)

14 Delerred income tax (continued)

Deferred income tax assets and liabilities and deferred incorne tax charge/{credit) in the

profit and toss account as at 31 March 2008 are attributable to the following items:

1.4.2W
Shs'00O

(968,759)
(31,837)

(155,699)

(Credlt[
Charge
lo P&L

Shs'(XX,

(287,770)
(32,880)
49,345

31.32008
Shs'fi)O

(1,256,529)
(64,717)

(106,354)

Ilelerred incorre tax assEts
Property and equiPment
Unrealised exchange loss

Provisions for doubtful debts and inventory

Deferred ilncoslne tax llahilit[es
Unrealised exchange gains

Net deferred income tax asset

(1,156,295) (271,305) (1,427,600)

23 47,688 47,711

(1,156,272\ (223,617) ('1,379,889)
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Safai'icom ,-i,nite:i

Financial statemeiits
For th= year endeci 3'i rtriarch 2008

Itl ot,es (continireel)

16 Prepalcl operatrnE leas,e ren'tals

Prepaid operating lease rentals relate to payrnenis rnade in acirrance for tne rental of

sites on which the Company's equipment is located.

The analysis of prepaid operating lease rentals is as follolvs:

2,008

Shs'000

262,393
299,621

(232,007)

2007
Str'rs'000

206,633
216,'t76

(1S0,416)

At start of year
Additions
Amortisation charge for the year

At end of year

Current portion reflected in prepayments

Non current porlion

n7 flmtanElhile assets - [-[cemce fees

Gost
At start of year
Additions

At end of year

Accurnufiated armortisatie n
At start of year
Charge for the yeai'

5,923,750 4,250,000

330,007
(322,891)

262,393
(259,e06)

7,116 2,487

4,250,000
1,673,750

4,235,000
15,000

1 ,881,917
430,452

1,555,753
JZO, to+

At end of Vear 2.312"369 'i Q,rit Cl17

Net book rralue 3,61'1,381 2,368,083

The addition in the year related to the 3G licence which was awarded in October 2007
The useful life of this licence is the remaining useful life of the original licence, ivll-g*
0001.

The 3G network has already been available to Nairobi subscribers, although commercial
launch is planned for April/iMay 2008.
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Safaiicom '-imite:;

Financiai statements
For the Yea,'

trlo'tes (continued)

18 lnveortories

ended 3'l Maicir 2008

Network sPare Parts
Less: Provision for impairment losses

?CI08

Shs'000

1,446,862
(401 ,123)

2047

Sl"rs'000

912,980
(251,235)

Handsets and accessories

Scratch cards
Starter Packs
Stationery and other stocks

At start of Year
Provision in the Year

At end of Year

19 Beaelvabbs and Prepayarcrts

Trade receivables
Less: Provision for impairment losses

Prepayments
n.brnts due from related companies (Note 25)

Cther recetvables

2,284,180 1,234,645

1,045,739
630,303
161,096
410,321
36,721

661,745
294,395

97,774
168,574

12,157

N/lovementsontheprovisionforimpairmentforlossesareaSfollows:

2008
Shs'000

251,235
149,888

2047
Shs'(}00

150,000
101,235

401,123 251,235

3,373,732
(412,%7)

1,660,484
(306,811)

2,960,745
823,858
428,758
r-- 

^aa,JJ3.JOJ

1,353,673
699,340
472,426

5,068,749 3,A27,407

The carrying amounts of receivables and prepayments approximate their fair value'

i
!
I

I
t:
I

i
I

I
I
t
I

I
I
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Financiai stateme:rts
For the yea; ended 31 rtrlarch 2008;

Notes (comtimueci)

'19 Receivables amd prepayrnents (continued)

Movements on the provision for impairment of tracle recg'irrables are as follows:

2008
Shs'0@

306,811
115,835

(9,659)

2@7
Shs'000

112,955
206,860
(13,004)

At start of year
Provision in the Year
Receivables written off as uncollectible

At end of year

20 Cash and oash egtl[valents

The year-end cash and cash equivalents comprise the following:

412,987 306,811

2008
Shs'00@

4,487,895
1,046,614

2047
Shs'000

2,331,204
3,556,488

Cash at bank and in hand
Short term bank dePosits

2'l Fay"rbles ancl accruals

Trade payables
Accrued e;{penses
Amounts due to related parties (irlote 25)

Other payables

5,534,509 5,887,692

The weighted average effective interest rate on short-term bank deposits at the year-end

was 6.44"/o (2007:5.0 %).

20'00
Sfls'Om

.10,1 18,657
8,936,961
1,323,757
2,038,256

zu\! I
Shs'O0O

3,564,727
6,243,667

314,464
2,267,288

22,417,631 12,390,146

Accrued expenses relate to network infrastructure equipment which has been received

but not invoiced. Other payables include other accruals such as taxes payable and other

payables such as customer deposits and deferred revenue'
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SaJaiiccrt -imited
Financia"l sta.ter,1 3nts

'i fvlarch 2006
Fcr the llea-r ended 3

I.[otes (c onlti rt u'ecl)

22 ContingentliabiIiiies

23

follows:

ProPertY and equiPment

inJiri African lr/arine System (TEANIS)

AguaranteeofshsS,0oo,ooohasbeengiventobanksagainstcreditcardsforstaffuse
cturing business travel'

Contomitrnents

CaPital oornrnitrnents

Capitalexpenditureauthorisedasatthebalancesheetdatebutnotrecognisedinthe
tinanciat siatements is as tollows:

200E

Shs'00O

't,685,461

69,133

2007
Shs'000

580,278

1,754,594 580,278

TEAN/S(TheEastAfricanNlarineSystem)isaninitiativespearheadedbythe
Government or renyaiJ'ti;'ft; ;,]n,ry,o'i',E'r"ti "itnltorld 

throush a submarine 
I

ribre optic caoe. rne's'Jn;;,i;; iinL-o'pti" liii""rnrrr'iinx'H,romoasa, Kenva to Fulairah'

United Arab Emirates'

ConstructionofthecablecommencedinJanuary'2OqP-oltheEmirates'sideandis
expected to ne compiltJJili;;; roog. rfie caure will be owned bv TEAMS Limited and

Emirates Tetecommu.i."ti"" i.*aotisnmeni 1"il'"'ltti "t 
85% and i5% respectively'

TEAIVIS Limited t'vill be owned by Government of Keny-a:::f:i"o* Limited' Telkom

Kenya Limited 
"no 

oil'.r"t focal tileconrmunications companles'

Theuseoftheunderseacableisexpectedtoresultinareductionincostsofaccessing
the lnternet within the East African countries"of ;; i; , 33% over five years and

itimulate investrnent in the regton'

TheCompanyhadcommittedtopayadepositofUS$l.lmillioninApril2008inorderto
pariiciPate in the Prciect'

OPerating tease commilments

Thefutureminimumleasepaymentsundernon-cancellableoperatingleasesareaS

trlot later than 1 Year

Lrt"t tn"n t yeai and not later than 5 years

Later than 5 Years

2008
Shs'0OO

287,607
1,236,571

980,216

2007
Shs'000

208,108
929,535
25'1,653
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24 Cash generated from operatlons

Reconciliation of profit before income tax to cash generated from operations

2008
Shs'000

Profit before income tax
Adjustments for:
lnterest income (Note 8)

lnterest expense (Note 8)

(Settlement)/changes in fair value loss on financial

instruments (Note 12)

Depreciatrcn (l'lote 1 5)
Prepayment of operating lease rentals (Note 16)

Amortisation of prepaid operating lease
rentals (Note 16)

Amortisation of intangible assets (Note 17)

Profit on sale of property and equipment

Changes in working caPital

- receivables and PrePaYments

- inventories

- payables and accrued exPenses

19,945,160 17,192,739

Cash generated from oPerations 35,617,987 26,289,379

(1,496,255)
588,535

(3e,740)

(299,621)

232,047
430,452

(4,820)

(1,978,357)
(1,049,535)
10,027,485

20a7
Shs'000

(258,218)
434,968

39,740
6,393,675

(21 6,176)

160,416
326,164
(17,235)

545,355
(133,623)

1,821,573

N

36



a
Safaricorn -imite:r
Financial statems,lts
For the Yea r endeci 31 rriarch 2C0E

hlo'tes (continulecj)

25 Helated Pafi transaotiol'ls

ThroughaspecialresolutionoftheBoardofDirectorson20December200T,the
ordinary shares 

"i 
tn" c"r.pany as netcl by Telkom Kenya Limited were transferred to

the Government of xlnya through the Permanent secretary to the Treasury'

At 31 March 2008, the Company has two shareholders: Government of Kenya and

Vodafone t<enya iimited whosa ultimaie parent is Vodafone Group Plc incorporated in

the United Kingdom.

Byvirtueofthe60%shareholdingheldbytheGovernmentofKenya,Safaricomisa
state corporation wiyrin the meaning of the state corporations Act (chapter 446) Laws

of Kenya, r,ryhich defines a State corporation to include a company incorporated under the

C,;,'npanies l.ct r,.ll"ii:h :s ,:t^,1;-is:-i :l.ccni:'oii:.:1 i-r1 i.l]= G-1i/:i.fl;..-l:J;il t'i l.(:ni,a..r: Siat?

corPoration,

The company has roaming agreements with Vodafone lntei'national Holdings B'V'

affiliated 
"omp"n'L.-in 

1,rny Iountries around the world' The Company also has a

Kama Kawaida contract with Vodacom ianz"nia Limited' a Company that is controlled

by Vodacom e |."rp tpiyl Limited' ' "o'p"ny 
in which Vodafone Group Plc has a 50%

indirect interest.

lnMarch200T,theCompany,inconjunctionwithVodafoneGroupServicesLimited
though voaatone wt"*"iing s.a.R.t., tne licensee, launched lvl-PESA' This is an

innovative new mobile payment solution that enables users to complete simple financial

transactions bY mobile Phone'

Vodafone Group services Limited, which owns the |VI-PESA solution' has entered into a

Managed s"riI"" ngreement with.the company under which Vodafone agrees to

provide tne rvr-prin iolution to safaricom as a managed service and safaricom

agrees to marret anJofier the M-pESA services throughout the country'

fu-pESA Holding Company Limited is a company v,lhose primary purpose is to ope;a;=

a bank account inat is used to nota customers' f unOs in trust and from which the IVI-

PEsA accounting software operatesto enable payments' This company ensures that

thecustomers'funds,atalltimes'remainthepropertyoithecustomer'

The Company signed an agreement with Vodalone Marketing S.A.H.L. (Vt\'iS), a

comisany i:iccrporat-.d in Lu;sembourg-inu agreement is effectirre from 1 october 2006

to 30 SePtember 2010'

The agreement sets out the framework under which the two companies work together

in Kenya with a uil* to increasing international roaming revenue by marketing,

promoting ,nJ"Jr",ti.ing Vodafon" oton"t Products & Services under the Vodafone
'brand 

that was provided to Safaricom'

37
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25 Flelatec,l panty tramsa,c'tions (cont;nuled)

For the year ended 31 March 2008, Safaricom shall pay Vooafone a parlicipation fee
of 0.8% of the Company's total annual revenue for the six-months endecl 30
September 2007 and 0.5% of the Company's total annual revenue for the six-months
ended 31 iVlarch 2008 (capped at EUH 1.05 million).

For all other financialyears during the term of the agreement, the Company shall pa.v

Vodafone a participation fee of the lower o10.5"/" of the Compan/s total annual
revenue or EUFI 2.1 million.

The Company may participate in the Vodafone Group's global arrangements for the
procurement and/or supply chain management of handsets, SllVlcards and other
hai'dware and/or softlvare components vrrith third pany suppliers. To pai-iicipate, th..
, '.-'-1nr'.., c.r-,P -:r, \'\iQ lC' ai ^: ia'"::a--i-.-.ili,qr,. :.,:::l r-): 'r,,.- l: 1:Jl;ia..: ., -:: :.., :Jli 

-y r.iJ vJ..t):.tt.,

to vendors in consideration of the procured products.

The following transactions were carried out with related pailies:

[) Sa[e of senv0ces 2008

I

I
i

I

Telkom Kenya Limited
Vodafone lnternational Holdings B.V.
Vodacom Tanzania

ii) Furchase ol servlces

Telkom Kenya Limitecl
Vodafone tu?arketing S.A.Fi.L.
Vodacom Tanzania

ril) Kay nra'nagerneni c,ot'npensaiio,n

Salaries and other short-term employment benefits

iv) Dire,ctors'remuneration

Fees for services as a director
Other emoluments to non-executive directors

1,706,200 1,635,295

1,421,582
'157,990

126,538

2007

1,497,297
137,998

qAd oetr__.rguu

t, tU l ,/'19
155,933

LDo. ?qn,

t6,l5l

2 22Q tr.o1.'Ebv,UU, 459,00x

277,644 177,466

230
944

450
1,479
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25 Belated party transactions {continu'ed)

v)outstandingbalancesarislngfrornsaleamdpurchaseofEooddsenvices

Amounts due from:
- Telkom KenYa Limited
- Vodatone lniernational Holdings B'V'

- M-PESA Holding ComPanY Limited

- Vodacom Tanzania
- Vodafone KenYa Limited

Amounts due to:
- Vodafone GrouP Services Limited

- Vodafone lreland Marketing Limited

- Vodafone Marketing S'A'Fl'L'
- Vodafone (UK) Limited

- Telkom KenYa Limited

vi) Loans frorn shareholders

- Telkom KenYa Limited
-Vodafone KenYa Limited

42A,753
t-i naa+t ar+1o

2008
S['rs'000

417,340
10,713

705

2007
Shs'000

455,994
16,432

96,029
144,041
712,239

86,688
284,760

29,146
43,717

241,601

1,323,757 314,464

2,541,000
1,694,000

4,235,000

TheshareholderloancomprisesaloanofUS$33millionmadebyTelkomKenya
Limited and another 

"f 
U;T 

" 
"ittion 

made oy Vodafone K"lyi Limited in lVlay 2000'

The conditions of the io"n. *"r" that they *ou[d be converled into equity so they were

considered to ne investments hence not repayable to the lenders. The loans are non-

Nl"t".t bearing. The loans were repaid in December 2007 '

vil) Loans to direclors ol the comPany

ThereWerenoloanstodirectorsoftheCompanyat3lMarch200sand3lMarch200T

vili) Contlngencies

TheCompanyhadnoguaranteesonbankloanstoitsrelatedpartiesat3lMarch200S
and 31 March 2007
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26 Events aft,er the balance sfl"leet clate

ln accordance with the Government of Kenya policy of divesting its ownership in publicenterprises, the Governm.ent of Kenya through th;'T;;;;i oepartment, on 28 rVrarch2008' made available to the public rb,ooo,ooo,000 of the existing ordinary shares of parvalue shs 0'05 each, of safaricom t-imiteci. ft,is iepiesenir'esz of the total issuedshare capital of safaricom from the Government of Kenya,s shareholding in theCompany.

The Capital Markets-Autl9r1v t'c[nn").granted permission for the purblic offering andlisting of the 40,000,000,0001.!*J oioinary sr,lres oiln"'corp"ny on the Mlainlnvestment l\rarket segment at tne Girooi stocx E;;;;;.-i,,NSE"). The cabinet of theGovernment of Kenylalso approveoine puulc-offering sucn trrat its shai.ehol,Jtng afterthe conclusion of the Offer is urpu.eJ to b= -35?t.

No objection was raised by the Board of Directors of the company on the public offering.

The shares, as purchased by the public.during the lpo, carry the right to par.ticipate in allf uture dividends to be.declared ,no p"io on tie oroinary snaie capital of the company,after the listing' The, shares ranx paii p".., with the other ordinary shares of safaricomand each ordinary share carries one vote at a generar muaeting cf the cornpany.

Following the sare of rhe zso/o of the issued ordinary shares of the company to thepublic' the Government of Kenya shall cease to have a controlling interest in safaricomLimited as defined under the si"t" corporations Act. The company shallthereforecease to be a state corporation and the provisions of the State corporations Act shall nolonger apply to it.

It is expected that trading in the company's shares will commence on 9 June 2009 onthe Nairobi stock Exchailge- rne [ro[eeos from the public offering shall accrue, inwhole, to the Government-of Xenyi.----

Vodafone Kenya Limited,, which currently olvns 40"/o oithe comoanir, is considei.ec tobe a fc;'eign investor under the regulations. lt foreign ownership in a company is 75% atthe time of listing on the NSE, theio*ign o*n"l, isiilowed to maintain (or reduce) butnot to increase its shares- Foreign inveitors may be allowed to inci-ease their investment
llln.nlior written approval from iire ctulA if the shares r."."ro"0 for local investors arenot fully subscribed- Holvever, 

". " 
r".uit of these restrictions, there may be reducedliquidity in the Company's shares for certain investors.

v'odafone-Kenya LirnitecJ, th'e otirer shareholder, has not disclosed an Intention todispose of any part of its 40% .n"r"hotJing in the C";;";t. -

vodafone Kenya Limited and the Government of Kenya, each having a significantownership in the company can, and, foilowing compretion of the offer are eachexpected to continue to be able to, exercise control or influence over the compan/smanagement and affairs, including:

o the composition.of the compan/s Board of Directors and through it, anydetermination with respect t; ih; 
-companys 

business Jirection and poricies,including the appointment ano removar of officers and the decraration ofdividends;
o the determination and allocation of business opportunities that may be suitable forthe Company;. 

l!" Compan/s acquisition or disposition of assets; and. the Compan/s financing.
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26 Evenb afler lhs ba*rrce sftcGt dalc (contlmrd)

The Company intends to adopt an ernployee tl"l?-gPlit.plan following the initial public

otfer. This .rproir".nare oition pf"ri*iif-U" funded through either open market

ourchases, fi pJilfi;: Ir ti,Iiiln5 Grr"".. of authorised-but not issued ordinary

shares of the ComPanY'

t
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Safarieorn LirUFd
Prlncipat slaetrolCers and share distributirn
At 31 }brch 2008

Princlpal sharcholderc and sharc dbtibtttion

At 31 l,larch 2008, the Company has two shareholders: Govemrnent of Kenya and Vodafone

Kenya Limited. The respective number of shares held as at 31 March 2008, are as follotts:

Irlame of shareholder
Number of

shares sharcholding
Te

1. Govemment of Kenya, through the Permanent
Secretary to the Treasury

2. Vodafone Kenya Limited
24,00o,000,000
16,000,000,0o0

60%
4Oo/o

40,000,000,000 lOOo/o
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