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Central Bank of Kenya
Statement of corporate governance
For the year ended 30 June 2014

1. Statement of Corporate Governance

The Central Bank of Kenya (the “Bank™) is wholly owned by the Government of Kenya. The Bank is established
by and derives its authority and accountability from Article 231 of the Constitution of Kenya. The Bank is
committed to maintaining the highest standards of integrity, professionalism and business ethics in all its
operations.

I.1. Board of Directors

The Central Bank of Kenya Act provides that the Board of Directors shall be composed of a Chairperson. a
Governor, the Principal Secretary to the National Treasury, who is a non-voting member and five Non-
Executive Directors including the Chairperson. Previously, all the Board members werc appointed by the
President of the Republic of Kenya. With effect from 2 May. 2012. thc Act was amended and now requires
under Sections 11(2A) and 13(1) that the Chairperson of the Board and the Governor of the Bank. respectively,
be appointed by the President through a transparent and competitive process and following the approval of
Parliament. The current Directors, in line with the provisions of the Act, Section 12 (1C), elected an Interim
Chairperson from amongst the members to preside at meetings of the Board until a substantive Chairperson is
appointed. Consequently, Dr Mbui Wagacha was on February 11, 2013 elected to preside at meetings of the
Board. Other than the Principal Secretary to the Treasury who is ex-officio, all the Non-Executive Directors of
the Board are appointed by the President of the Republic of Kenya. All the Board members are appointed for
terms of four years each and are eligible for reappointment provided that no Board Member holds office for
more than two terms.

There are five Non-Executive Directors namely Dr Mbui Wagacha, Mr John Gerin Msafari, Ms Vivienne Yeda
Apopo and Ms Florence Kagendo Muindi who are all serving their first term and Prof William Otiende Ogara
who is serving his second term. All the Non-Executive Directors are independent of management and free from
any business or other relationship, which could interfere with the exercise of their independent judgement.

The Board meets once every two months and has a formal schedule of agenda items due for deliberations. The
Directors are given appropriate and timely information to maintain full and effective control over strategic,
financial and operational issues. The Board is not involved in the conduct of day-to-day business as this is the
responsibility given to the Governor by the Act. It, however, retains responsibility for determining the policy of
the Bank.

The Members of the Board as at 30 June 2014 and their attendance of the 13 meetings held in the year were as
follows:

NoName Position Discipline Date of Nationality |Meetings
appointment attended
1{Dr Mbui Wagacha Interim Economist 14 March 2011 |Kenyan 13
Chairperson
2|Prof Njuguna Ndungu Governor, Economist 14 March 2011 [Kenyan 13
Member
3|Prof William Otiende Ogara |[Member Professional 14 March 2011 [Kenyan 13
Accountant
4Mr John Gerin Msafari Member Business 1 June 2011 Kenyan 12
management
5[Ms Vivienne Yeda Apopo  [Member Lawyer and banker |14 March 2011 |Kenyan 7
6(Ms Florence Kagendo Member Human Resource |l June 2011 Kenyan 13
Muindi
7|Principal Secretary. National |[Executive Economist Permanent Kenyan 3
[Treasury Officer

The remuneration paid to the Directors for services rendered during the financial 2013/2014 is disclosed in Note
29 of the financial statements. The Non-Executive Directors are paid a monthly retainer fee and a sitting
allowance for every meeting attended. There were no loans to Non-Executive Directors during the year while
the Executive Director is paid a monthly salary and is eligible for staff loans.
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1. Statement of Corporate Governance (continued)

1.2. Audit Committee

The members of the Audit Committee are Prof William Otiende Ogara (Chairman), Mr John Gerin Msafari, Ms
Florence Muindi and Ms Vivienne Yeda Apopo. The members are all Non-Executive Directors having
experience in Accounting, Auditing, Economics, Banking, Financial and Business Management and Legal
matters The Comnutiee currently meets once every two months and as necessary. The Terms of Reference for
the Audit Committee cover five major areas, namely, Internal Control, Financial Reporting, Risk Management,
Internal Audit and External Audit

The Audit Committee’s mandate under Internal Control covers evaluation of control culture, the adequacy of
the internal control systems and compliance with International Financial Reporung Standards in preparation of
financial statements, the overall effectiveness of the internal control and rnsk management frameworks, and
review of the effectiveness of the system for monitoring compliance with laws and regulations.

The mandate relating to Financial Reporting requires the Audit Committee to review significant accounting
and reporting issues and their impact on the financial reports and ensure current financial risk areas are being
managed appropriately The Commuttee also ensures the adequacy of the financial 1eporting process and reviews
the Bank’s monthly management accounts and annual financial siatements before approval by the Board and
release

With regard 10 External Audit, the Audit Commuttee reviews the external auditor's proposed audit scope,
approach and audit deliverables, and review draft financial statements before submission to the External Auditor
for audit

The Committee’s mandate on Internal Audit covers review of the activities and resources of the Internal Audit
function, effectiveness, standing and independence of internal audit function within the Bank; review of the
internal audit plan, and follow up of implementation of internal auditor’s findings and recommendations. The
Audit Committee reports to the Board of Directors on the standing and independence of internal audit function
within the Bank; review of the internal audit plan; and follow up of implementation of internal auditor’s findings
and recommendations. The Audit Commuttee reports 1o the Board of Directors on approach and audit
deliverables, and review dratt accounts before submission to the External Auditors for audit

The Members of the Audit Committee as at 30 June 2014 and their attendance of the 10 meeungs held in the
year were as follows:

No|Name Position  |Discipline Nationality | Meetings
attended

1|Prof Willilam Quende Ogara Chairman |Professional Accountant Kenyan 15
2| John Gerin Msafan Member Business Management Kenyan 15
3|Ms Florence Kagendo Muindi |Member  |Human Resource Kenyan 16
4|Ms Vivienne Yeda Apopo Member |Lawyer and Banker Kenyan 3

1.3 Monetary Policy Committee (MPC)

Section 4D of the CBK {Amendment) Act 2008 establishes the Monetary Policy Commitiee. The committee 15
responsible tor formulating monetary policy and is required to meet at feast once in two months Members of the
committee are appomted by the Cabinet Secretary for Finance for an initial period of three years each and may
be reappointed for another tinal term of three years.
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1.

Statement of Corporate Governance (continued)

1.3 Monetary Policy Committee (MPC) (continued)

The Members of the MPC as at 30 June 2014 and their attendance of the 6 meetings held in the year were as

follows:
No Name Position Discipline Nationality Meetings
attended
I [Prof Njuguna Ndungu Chairman Economist Kenyan 6
2 |Dr Haron Sirima Vice Chairman Economist Kenyan 6
3 [Principal Secretary, National Treasury Member Economist Kenyan 0
4 Prof Francis Mwega Member Economist | Kenyan 6
5 Prof Terry C. Ryan Member Economist Kenyan 6
6 Mrs Sheila Mbijjewe Member Finance Kenyan 6
7 Mrs Farida Abdul Member Economist Kenyan 6
8 Mr Charles Koori Internal-Member | Economist Kenyan 6
9 Mr John K. Birech Internal-Member | Economist Kenyan 6
1.4 Human Resources Committee

The committee meets once every two months and when need arises to review human resource policies and make

suitable recommendations to the Board.

The members of the Human Resources Committee as at 30 June 2014 and their attendance of the S meetings
held in the year were as follows:

No | Name Position Discipline Nationality Meetings
attended

| | Ms Florence Kagendo Muindi Chairperson Human Resource Kenyan 5
2| Prof William Otiende Ogara Member Professional Accountant Kenyan S
3 | Mr John Gerin Msafari Member Business management Kenyan 4
4 | Ms Vivienne Yeda Apopo Member Lawyer and banker Kenyan 1

There were 4 Special Human Resource Committee meetings held in the year, the attendance of which was as

follows:
No | Name Position Discipline Nationality Mectings
attended
I | Ms Florence Kagendo Muindi Chairperson Human Resource Kenyan 4
2 | Prof William Otiende Ogara Member Professional Accountant Kenyan 4
3 | Mr John Gerin Msafari Member Business management Kenyan 3
4 | Ms Vivienne Yeda Apopo Member Lawyer and banker Kenyan 1
5 | Dr Mbui Wagacha In attendance | Economist Kenyan 2

1.5 Financial Stability and Investment Committee

The committee meets regularly and as and when need arises to review financial stability issues and provide
oversight of foreign reserves management and investment policies and makc suitable recommendations to the

Board.

Members of this committee who served during the year are as follows:

No | Name Position Discipline | Nationality | Meetings

attended

1 | Ms Vivienne Yeda Apopo Chairperson Lawyer and Banker Kenyan 2

2 | Prof William Otiende Ogara Member Professional Accountant Kenyan 2
Professional Accountant

3 | Dr Mbui Wagacha Member Economist Kenyan 2
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1. Statement of Corporate Governance (continued)

1.6 Managenient Structure

The Ceniral Bank’s Semor Management team 1s made up of the Governor, the Deputy Governor and the heads
of the Bank’s various departments as indicated on page 1. The positions of Governor and Deputy Governor are
set out 1n the CBK Act Cap 491 ol the Laws of Kenya The Senior Management meets regularly 1o review the
overall performance ot the Bank

There are several other management committees, which advise the Governor on specific 1ssues i order to
enable him to discharge his responsibilities as the Chief Executive Officer of the Bank

1.7 Code of Ethics

The Bank is committed to the highest standards of integnty, behaviour and ethics. A formal code of ethics for all
employees has been approved by the Board and is fully implemented. All employees of the Bank are expected to
avoid acuvities and financial interests which could give nise to conflict of interest with their responsibilities in
the Bank Strict rules of conduct apply to the entire Bank's staft under the staft rules and regulations.

1.8 Internal Controls

Management of the Bank has put in place a series of internal control mechanisms to ensute the reporting ol
complete and accurate accounung informauon. Procurement of goods and services is strictly done in accordance
with the Public Procurement & Disposal Act, 2005 In all operational areas of the Bank, workflows have been
structured in a manner that allows adequate segregation ot duties

1.9 Authorizations

All the expenditure of the Bank must be authonzed in accordance with a comprehensive set of Bank policies
and procedures There is a budget and a procurement plan that 1s prepared and approved by the Board before
commencement of the tinancial year. The Board of Directors receives regular management accounts comparing
actual outcomes against budget as a means of monitoring actual financial performance of the Bank.

1.10 Internal Audit and Risk ivlanagement

The internal audit funcuon s pertormed by Internal Audit Department. Risk Management Unit is a separate
funcuon under the Banking Department and 1s responsible tor monitoring and providing advice on the Bank’s
risk management framework. All reports of the Internal Audit Department and Risk Management Unit are
availed to the Audit Committee of the Board.

1.11 Transparency

The Bank publishes an Annual Report, Monthly Economic Review, Weekly Releases, Statistical Bulleun and
Bi-annual Monetary Policy Statement which explains current monetary policy and also provides the expected
monetary policy stance. In addition, the Bank 1ssues policy briefs to the Treasury on both the monetary and
fiscal pohcies  On an annual basis, the financial statements are published in the Kenya Gazette and are also
placed in the Bank’s website
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2 Financial Performance

The Bank's financial performance is affected by monetary policy undertaken, money supply, interest rates and
exchange rate. The Bank's financial performance 1s presented on page 11 of these financial statements

During the financial year ended 30 Junc 2014, the Bank’s net interest mcome aficr impairment charge was Shs
4.757 rullion (2013 Shs 1,912 milhion). The increase is due to reduction of monctary policy expenses attributed
to the stancc taken by the Monetary Policy Committee

The Bank's unrealized foreign exchange gains went up significantly to Shs 14,759 million (2013: Shs 5,623
million) due to increased levels of foreign exchange reserves together with a weakening shilling in the year
under review,

Net trading income mainly generated from sale of foreign currency increased to Shs 2.245 mllion (2015 Shs
1.699 million) due to movements in major foreign currency exchange rates and major government repayments
during the year

Operating expenses increased significantly to Shs 12.177 million (2013 Shs 9.404 million) as a result of the
write off of the unamortized portion relating mainly to the cost of currency noles mn issue in the vear of Shs
1.225 mullion following a change in the estimated useful lives of the various currency notes denomiations See
note 2(t) The cost of currency coins also increased by Shs 780 million n the year to Shs 1.756 million (2013
Shs 976 million) Staff expenses increased by 7% to Shs 3,899 miltion (2013 Shs 3,645 mullion).

Cwrency costs are expected to significantly increase in the next financial year (2014/15) as the Bank plans to
issue new generation currency to comply with constitutional requirements.

The outcome of the Bank's operations was a net surplus of Shs 13.504 million (2013 restated. Shs 3,573
million) which has been added to the general reserve fund

The financial position for the year is set out on page 12.

The amendments to /A4S 19 Employee Benefits effective for the period starting on or after 1 January 2013 have
been applied by the Bank for the first time. The revised standard requires that all actuarial gains and losses
arising in any given year be recognised immediately in other comprehensive income. The largest impact of the
adoption has been an increase in the pension asset relating to unrecognized actuarial gains posted to other
comprehensive income as a prior year adjustment. This has led to an increase in | July 2013 opening pension
asset by Shs 5.141 million. Additional disclosures have been made in the financial statements mn accordance
with the revised standard in notes 2 and 17 to the financial statements. The retrospective effect of the standard
has been incorporated on the financial statements, including the inclusion of a third column in the Statement of
Fmancial Position relating to the restated position at 30 June 2012, in accordance with International Financial
Reporting Standard requirements.

The Bank’s assets increased to Shs 854,604 million (2013 restated: Shs 595,530 million) fostered by receipts
from diaspora, receipt of the $2bn Eurobond in June 2014 and movement in exchange rates in the year.

Liabilities on the other hand increased to Shs 784,212 million (2013. Shs 537,470 million) due to higher
liquidity as evidenced by higher deposits from banks and government at Shs 448,800 million (2013; Shs
191.671 million), currency in circulation at Shs 199,966 million (2013: Shs 183.047 million) and IMF at Shs
130,064 million (2013- Shs 118,568 million).
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The Directors submit their report together with the audited financial statements for the year ended 30 June
2014, which shows the state of affairs of Central Bank of Kenya (the “Bank™).

Incorporation

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

Principal activities

The Bank is established and administered under the Constitution of Kenya, 2010 with the principal object of
formulating and implementing monetary policy directed to achieving and maintaining stability in the general
level of prices. It is also the responsibility of the Bank to foster liquidity, solvency and proper functioning of

a stable market-based financial system. The Bank also acts as banker, advisor and fiscal agent of the
Government of Kenya.

Results and dividend
The surplus for the year of Shs 13,504 million (2013 restated: Shs 3,573 million) has been added to the
general reserve fund. The Directors do not recommend the payment of a dividend (2013: Nil).

Board of Directors

The Board of Directors who served during the year and up to the date of this report are listed on page 1.

Auditors

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

4 2

By order of the Board

% 2014
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Central Bank of Kenya
Statement of Directors’ responsibilities
For the year ended 30 June 2014

The Directors are responsible for the preparation of financial statements for each financial year that give a true
and fair view of the state of affairs of the Bank as at the end of the financial year and of the Bank’s surplus or
deficit. The Directors also ensure that the Bank keeps proper accounting records that disclose, with reasonable
accuracy, the financial position of the Bank. They are also responsible for safeguarding the assets of the Bank.

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

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

(1)  Selecting and applying appropriate accounting policies; and

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

The Directors are of the opinion that the financial statements give a true and fair view of the state of the
financial position of the Bank at 30 June 2014 and of the Bank’s financial performance and cash flows for the
year then ended in accordance with International Financial Reporting Standards and the requirements of the

Central Bank of Kenya Act,

Nothing has come to the attention of the Directors to indicate that the Bank and its subsidiary will not remain a
going concern for at least twelve months from the date of this statement.

Approved by the Board of Directors and signed on its behalf by:

1

Governor e - Direéty
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REPORT ON THE FINANCIAL STATEMENTS

The accompanying financial statements of Central Bank of Kenya set out on pages
11 to 47, which comprise the consolidated statement of financial position as at 30
June 2014, and the consolidated statement of comprehensive income, consolidated
statement of changes in equity and consolidated statement of cash flows for the
year then ended and a summary of significant accounting policies and other
explanatory  information ~ have been’ audited on my behalf by
PricewaterhouseCoopers, auditors appointed under Section 39 of the Public Audit
Act, 2003 and in accordance with the provisions of Article 229 of the Constitution of
Kenya. The auditors have duly reported to me the results of their audit and on the
basis of their report, | am satisfied that all the information and explanations which to
the best of my knowledge and belief, were necessary for the purpose of the audit
were obtained.

apE

Directors’ Responsibility for the Financial Statemen‘:fs

The Directors are responsible for the preparation and fair presentation of these
financial statements in accordance with International Financial Reporting Standards
and for such internal control as Directors determine is necessary to enable the
preparation of financial statements that are free from material misstatements,
whether due to fraud or error.

The Directdrs are also responsible for the submission of the financial statements to
the Auditor-General in accordance with the provisions of Section 13 of the Public
Audit Act, 2003.

Auditor-General’s Responsibility

My responsibility is to express an opinion on the financial statements based on the
audit and report in accordance with the provisions of Section 15(2) of the Public
Audit Act, 2003 and submit the audit report in compliance with Article 229(7) of the
Constitution of Kenya. The audit was conducted in accordance with International

1

Promoting Accountabilitv in the Public Sector



Standards on Auditing. Those standards require compliance with ethical
requirements and that the audit be planned and performed to obtain reasonable
assurance about whether the financial statements are free from material
misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts

and disclosures in the financial statements. The procedures selected depend on -

the auditor's judgement, including the assessment of the risks of material
misstatement of the financial statements, whether due to fraud or error. In making
those risk assessments, the auditor considers internal control relevant to the entity’s
preparation and fair presentation of the financial statements in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the Bank’s internal control. An audit
also‘includes evaluating the appropriateness of accounting policies used and the
reasonableness of accounting estimates made by the Directors, as well as
evaluating the overall presentation of the financial statements.

| believe that the audit evidence obtained is sufficient and appropriate to provide a
basis for my audit opinion:

Opinion

In my opinion the financial statements present fairly, in all material respects, the
financial position of the Bank as at 30 June 2014, and of its financial performance
and its cash flows for the year then ended, in accordance with International Financial

Reporting Standards and comply with the Central Bank Act, Cap 491 of the Laws of
Kenya.

Edward R.O. Ouko, CBS
AUDITOR-GENERAL

Nairobi

29 September 2014
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Financial Statements
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Consolidated statement of comprehensive income

Interest income
[nterest expense
Net interest income

(Increase)/decrease in loan impairment

Net interest income after loan impairment (charge)/credit
Fees and commission income

Net trading income

Other income

Operating income

Operating expenses

Operating deficit before unrealised gains/(losses)
Unrealized gains and losses:

Foreign exchange gain

Fair value gain/(loss) on financial assets held for trading

Surplus for the year

Other comprehensive income

[tems that will not subsequently be reclassified to profit or loss

Actuarial (loss)/gains in retirement benefit asset
Adjustment to revaluation reserve

Total comprehensive income for the year

Year ended 30 June

Notes 2014

Shs’ million

2013
Restated
Shs’ million

4 5,828 5,904
5 (1,069) (4,037)
4,759 1,867

15 2) 45
4,757 1,912

2(q) 3,000 3,000
6 2,245 1,699
7 803 798
10,805 7,409

8 (12,177) (9,404)
(1,372) (1,995)

14,759 5,623

117 (55)

13,504 3,573

17 (1,126) 2,983
18 (46) -
12,332 6,556

The notes on pages 16 to 47 are an integral part of these financial statements.



Central Bank of Kenya
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Consolidated statement of financial position

Assets

Balances due from banking institutions

Advances to banks

Funds held with International Monetary Fund (IMF)
Loans and advances

Financial assets at fair value through profit or loss
Investments securities — Available-for-sale

Other assets

Property and equipment

Intangible assets

Retirement benefit asset

Due from Government of Kenya

Total assets

Liabilities

Currency in circulation

Deposits from banks and government

Due to International Monetary Fund (IMF)
Investments by banks

Other liabilities

Total liabilities

Equity and reserves
Share capital
General reserve fund
Revaluation reserve
Proposed dividend

Total equity

Total equity and liabilities

Ii",

X
As at As at As 'g\
30 June 2014 30 June 2013 30 June 2012
Restated Restated
Notes Shs’ million Shs’> million Shs’ million
10 681,397 450,693 395,283
14 50 351 9,973
[3(a) 692 2,694 2,200
15 2,654 2,645 3,560
11 78,190 77,929 42,678
12 6 6 -
16 3,366 4,119 2,557
18 13,813 12,052 11,651
19 639 973 1,272
17 7,659 8,108 4,430
20 66,138 35,960 38,131
854,604 595,530 S11,735
21 199,966 183,047 159,216
22 448,800 191,671 160,642
13(b) 130,064 118,568 101,868
23 - 41,589 35,673
24 5,382 2,595 1,332
784,212 537,470 458,731
25 5,000 5,000 5,000
56,539 44,161 37,605
8,853 8,899 8,899
- - 1,500
70,392 58,060 53,004
854,604 595,530 511,735

The ﬁr{ﬁcizj[ statements on pages 11 to 47 were authorised for issue by the Board of Directors on
; a

2014 and signed on its behalf by:

Governor

AN

Dirch

g
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Consolidated statement of changes in equity
Notes Share General Revaluation Proposed Total
capital reserve reserve dividend
PY fund
Shs’ million Shs’ million  Shs’ million  Shs’ million  Shs’ million
Balance at 1 July 2012 as
previously reported 5.000 35,368 8,899 1,500 50,767
Restatements on adoption of
IAS 19 Revised 17 - 2,237 - - 2,237
&
As restated on 1 July 2012 5,000 37.605 8.899 1,500 53,004
Surplus for the year - 3573 - 3 573E
\
Other comprehensive income: ‘
@ Actuarial gains in retirement
benefit asset - 2,983 - - 2,983
Total comprehensive income
for the year - 6,556 - - 6.556
Transactions with owners
@
Dividends paid - - - (1,500) (1.500)
Restated balance as at 30
June 2013 5,000 44,161 8,899 - 58,060
&
Note:

= The revaluation reserve relates to unrealized gains on valuation of land and buildings that will not be recveled

into profit or loss.

= The share capital and proposed dividend reserve have been described in note 2 (m) and 2(n) respectively.

The notes on pages 16 to 47 are an integral part of these financial statements.
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Consolidated statement of changes in equity (continued)

Notes Share
capital

Shs’ million

Balance at 1 July 2013 as previously

General
reserve
fund

Shs’ mitlion

Revaluation
reserve

Shs’ million

Total

Shs’ million

reported 5,000 39,020 8,899 52,919
Restatements on adoption ot 1AS 19

Revised 17 - 5,141 - 5,141
As restated on 1 July 2013 5,000 44161 8,899 58,060
Surplus for the year - 13,504 - 13,504
Adjustment to revaluaton reserve 18 - (46) (40)
Other comprehensive mcome l
Actuarial losses in retirement benefit

asset - (1,126) - (1,126)
Total comprehensive income for the

yeur - 12,378 (46) 12,332
Restated balance as at 30 June 2014 5,000 56,539 8,853 70,392
Note:

— The revaluation reserve relates o unrealized gains on valuation of tand and buildings that will not be recycled

tnro profit or luss

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

The notes on pages 16 to 47 are an integral part of these financial statements,
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Consolidated statement of cash flows

Net cash generated from operating activitics

Cash flows from investing activitics
Purchase of property plant and equipment
Purchase of intangible assets
Proceeds from disposal of property and equipment
Net sale/(purchase) of financial assets
- held for trading
- held to maturity
- available-for-sale
- funds held with Intemnational Monetary Fund (IMF)

Net cash from/(used in) investing activities

Cash flows from financing activities
Proceeds from International Monetary Fund (IMF)
Dividends pard

Net cash from financing activities

Increase in cash and cash equivalents

Cash and cash equivalents at start of year

Cash and cash equivalents at end of year

Year ended 30 June

Notes 2014
Shs’ million

2013
Shs’ million

26 219,937 67.200
18 (2,792) (1,230)
19 9) (46)
30 ¥

12.126 (32.344)

(2.251) (7,331)

- (6)

2,002 (494)

9.106 (41,440)

11.496 16,700

- (1.500)

11,496 15,200

240,539 40,960

408,426 367.466

27 648.965 408,426

The notes on pages 16 to 47 are an integral part of these financial statements.
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Notes

General information

Central Bank of Kenya (the “Bank™) is established by and dcrives its authority and accountability from the Central
Bank of Kenya Act Cap 491 of thc Laws of Kenya (thc “CBK Act™). The Bank is wholly owned by the
Government of Kenya and is domiciled in Kenya. The Bank acts as banker. advisor and agent of the Government
of Kenya.

Summary of significant accounting policies

The principal accounting policics adoptcd in the preparation of thesc financial statements are sct out below. Thesc
policies have been consistently applied to all years presented. unless otherwise stated

Basis of preparation

The financial statements are prepared in compliance with International Financial Reporting Standards (IFRS). Thc
measurement basis applicd is the historical cost basis. except where otherwise stated in the accounting policies
below The financial statements are presented in Kenya Shillings (Shs), rounded to the nearest million

Changes in accounting policy and disclosures
(i) Neswv and amended standards adopted by the Bank

1AS 19, ‘Employee benefits’ was amended i June 2011, The amendments to 1AS 19 effective for periods starting on
or after | January 2013 havc been applicd by the Bank for the first time. The revised standard requires that all
actuarial gains and losses arising in any given year bc recognised immediatcly in Other Comprehensive
Income. Previously actuarial gains and losscs outside the 10% corridor were deferred and amortised over the
expected working life of employees.

The largest impact of the adoption has been an increase in the pension asset relating to unrecognized actuarial gains
posted to Other Comprehensive Income as a prior year adjustment. This has led to increase in 1 July 2013 opening
reserves by Shs 5,141 million. Additional disclosures have been made in the financial statements in accordance with
the revised standard in note 17 to the financial statements. The retrospective effect of the standard has been
incorporated on the financial statements, including the inclusion of a third column in the statement of financial
position relating to the restated position at 30 June 2012, in accordance with IFRS requirements.

IFRS 13, “Fair value measurement’, aims to improve consistency and reduce complenity by providing a precise
definition of fair value and a single source of fair valuc measurement and disclosure requirements for use across
IFRSs. The requirements. which are largely aligned belween IFRSs and US GAAP, do not extend the use of fair
valuc accounting bul provide guidance on how it should be applicd where its usc is alrcady required or permitted
by other standards within IFRSs or US GAAP. The application of IFRS 13 has rcsulted in cnhanced fair value
disclosures in the financial statements and has impacted the disclosures under note 29

IFRS 10, ‘Consolidated financial statements™ - is a new standard that replaccs the consolidation requircments in
SIC-12 Consolidation—Special Purpose Entitics and IAS 27 Consolidated and Scparate Financial Statements. The
standard builds on cxisting principles by identifying the concept of control as the determining factor in whether an
entity should be included within the consolidated financial statcments of (he parent company and provides
additional guidance to assist in the determination of control where this 1s difficult to assess.

The revised definition of control focuses on the need to have both power and variable returns before control is
present. The Bank has only one subsidiary, Kenya Schoo! of Monctary Studies, for which it has 99% ownership.

The Directors are satisfied that ownership of the entity meets the revised definition of control.

There are no other IFRSs or IFRIC interpretations that are cffective for the first timc for the financial year
beginning on 1 July 2013 that would be expected to have a material impact on the Bank.
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Notes (continued)
Summary of significant accounting policies (continued)
Changes in accounting policy and disclosures (continued)

(i) Standards, amendments and interpretations to exisiing standards that are not yel effective and have not been
carly adopted by the Bankh

A number of new standurds and amendments o standards and interpretations are effective for annual periods
beginning after 1 July 2013, and have not been applied in preparing these {inancial statcments. None of these is
expected to have a significant effect on the financial statements of the Bank, except the following:

I'RS 9, “Financial instruments’. addresses the clussilication, measurement and recognition ot financial assets and
financial liabihtics. Issued in November 2009 and October 2011, it replaces the parts of TAS 39 that relate 1o the
classilication and measurement of linancial instruments. 1FRS 9 requires financial assets to be classitied into two
measurement categorics® those measured as at fair value and those measured at amortised cost. The determination
is mude at initial recognition. ‘T he classification depends on the entity’s busmess model for manuging its financial
instruments and the contractual cash flow characteristics of the instrument. For linancial liabilities. the standard
retains most ol the 1IAS 39 requiremients. The muin change 15 that, in cases where the lair value option is taken lor
financial liabilities, the part of a fair value change duc to an entity’s own credit risk is recorded in other
comprehensive income rather than the income statement, unless this creates an accounting mismalch. The Directors
arc yet 1o assess 1FRS 9°s full impact and intend to adopt IFRS 9 no later than the accounting period beginning on
or alter 1 January 20135

Amendments o 1AS 32 ttled Offsctting Financial Assets and Financial Liabilities (issued in December 2011) —
The amendments address inconsistencics in current practice when applying the oflseuting criteria in IAS 32, mainly
by clarifving the meaning ol “currently has o legally enforceable right ol set-off” and that some gross scttlement
systems may be considered equivalent to net settlement. Fhey are elfective for annual periods beginning on or alter
I January 2014, with retrospective application.

Amendments o IAS 36 utled Recoverable Amount Disclosures Tor Non-Financial Assets (issued in May 2013) -
The amendments reduce the chicumstances in which the recoverable amount of assets or cash-generating units is
requited o be disclosed. clanty the disclosures required, and introduce an explicit requirement Lo disclose the
discount rate used in determining impairment (or reversals) where recoverable amount (based on tair value less
costs ol disposal) is determined using a present value technique, They are ellective for annual periods beginning on
or alter | January 2014, Amendments o IAS 39 titled Novation of Derivatives and Continuuation of Hedge
Accounting (issued in June 2013) = The amendments permit the continuation of hedge accounting in a situation
where the counterparty to u derivative designated as a hedging instrument is replaced by a new central counterpaity
(known as "novation ol derivatives™). as a consequence of laws or regulations. il specific conditions are met. They
are effective for annual periods begimning on or alter 1 January 2014,

Amendments o TFRS 10,1 RS 12 and TAS 27 ttled Investment Lntities (issued in October 2012) — T he
amendments detine “inyvestment entities™ and provide them an exemption trom the consolidation ol subsidiaries:
instead. an investment entity s required o measure the investment in each eligible subsidiary ut tuir value through
profit or loss in uccordance with IFRS 9/ 1AS 39 (the exception does not apply to subsidiaries that provide services
relating Lo the investiment entity s investment activities). An investment entity is required to account tor its
investment in a relevant subsidiary in the sume way in its consolidated and separate linancial statements, and
additional disclosures are introduced. The amendments are effective for annual periods beginning on or atter 1
January 2014, retrospectively with some transitional provisions. The Directors do not anticipate any effect on the
Bank's linancial statements as the Bank is not an investment entity.

IFRIC 21 Levies (issued in Muy 2013) = The interpretation proyides guidance on when w recognise a liability for a
levy imposed by a government. The obligating event tor the recognition of a liability is the acuvity that tniggers the
payment of the Jevy tnuccordance with the relevant legislation. It also provides guidance on recognition ol
hability to pay fevies. the Liability s recogmsed either progressively il the obligating event oceurs over a period ol
time. or when the minimum threshold is reached 15 an obligation is tiggered on reaching that minimum threshold.
The interpretation is elfectve for annual periods beginning on or after 1 January 2014
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Notes (continued)

Summary of significant accounting policies (continued)
Consolidation

Kenya School of Monetary Studies is a subsidiary to the Bank. The Bank has the power to govern the financial and
operating policics gencrally accompanying a sharcholding of morc than one half of the voting rights. Subsidiarics
are fully consolidated from the date on which control is transferred to the Bank.

The group uscs the acquisition method to account for busincss combinations. The consideration transferred for the
acquisition of a subsidiary is the fair values of the asscts transferied. the liabilitics incurred and the equity interests
issucd by the group. Acquisition-related costs arc expensed as incurred. Identifiable assets acquired and habihtics
and contingent liabilitics assumed in a busincss combination arc micasuied initially at their fair value at the
acquisition datc.

The excess of the aggregate of the consideration transferred and the amount of any non-controlling interest in the
acquirce and the acquisition-dalte fair value of any previous equity interest in the acquiree over the fair value of the
Group’s sharc of the identifiable net asscts acquired is recorded as goodwill. If this is less than the fair value of the
net assets of the subsidiary acquired in the case of a bargain purchasc. the dilference is recognised directly in profit
or loss. Inter-company transactions. balances and unrcaliscd gains on transactions between group entitics arc
climinated. Unrcaliscd losses are also climinated unless the transaction provides evidence of an impairment of the
assct ransferred. Accounting policies of subsidiarics have been changed where necessary 1o ensure consistency
with the policics adopted by the Bank.

Functional currency and translation of forcign currencics
i. Functional and presentation currency

Ttems included in the financial are measured using the currency of the primary cconomic environment in which the
Bank opcrates (the “Functional Currency”). The financial statements are presented in Kenya Shillings (~Shs™
which is the Bank’s Functional Currency.

ii. Transactions and balances

Foreign currency transactions arc translated into the Iunctional Currency using cxchange rates prevailing al the
dates of the transactions or valuation where items are re-measured. All forcign cxchange gains and losscs are
presented in profit or loss within *forcign exchange gains/(losscs).

Sale and repurchase agreements

Sceuritics sold subject to repurchase agreements (“repos™) arc reclassificd in the (inancial stalements as ptedged
asscts when the Lransferee has the right by contract or custom (o sell or repledge the collateral: the counterparty
liability is included in investments by banks.

Sccuritics purchased under agreements to rescll (“reverse repos™) are recorded as advances to banks. The difference
hetween sale and repurchase price is treated as interest and acerued over the life of the agreements using the
elfective interest method. Sccurities lent to counterpartics are also retained in the financial statcments.

The Bank from time to time mops up money from the financial market (“repos™) o1 injecls money into the market
("reverse repos™) with maturitics of 4-7 days. The Bank engages in these transactions with commercial banks only.
These have been disclosed in the financial statements as advances Lo banks™ and ‘investments by banks'.



(e)

Cenural Bank of Kenya
Financial Statements
For the year ended 30 June 2014

Notes (continued)

Summuary of significant accounting policies (continued)

Financial assets and liabilities

i. Financial assets

The Bank classilies its finuncial assets in the lollowing categories: financial assets at [air value through prolit or
{oss. loans and reccivables. held-to-maturity and available-for-sale financial asscts. The Directors determine the
classification ot its {inancial asscts at initial recognition. The Bank uses trade date accounting for regular way

contracts when recording financial assct transactions.

Financial assets at fair value through profit or loss

This category comprises Lwo sub-categories: linancial assets classilied as held tor vading. and tinancial assets
designated by the Bunk as at Lair value through prolit or loss upon initial recognition.,

A financial assetis classilied as held for wading it itis acquired or incurred principally for the purpose of selling or
repurchasing it in the near term or 1l it is part of a portlolio of identilied financial mstruments that are managed
together and tor which there is evidence ot a recent actual pattern of short-term profit-taking.

Derivatives are also categorised as held for trading unless they are designated and etlective as hedging
instruments. AdL derivatives wie carried as assets when Lair value is positive and as Habilitics when Lair value is
negative.

The Bank designates certain financial assets upon initial recognition as at tair value through piofit or loss (fair

value option) This designation cannot subsequently be changed and can only be applied when the following
conditions are met:

» the apphication of the tair value option reduces or eliminates an accounting mismatch that would otherwise

arise or

» the financial assets are part of a portfolio of financial instruments which is risk managed and reported to
senior management on a fair value basis or

»  the financial assets consist of debt host and embedded derivatives that must be separated.

Financial instruments included in this category are recognised initially at fair value; transaction costs are tuken
directly to profit or loss Gains and losses arising from changes in fair value are included directly in profit or loss
and are reported as “fair value loss on financial assets held for trading '. Interest income and expense and dividend
mcome and expenses on financial assets held for rrading are included in ‘interest income' and interest expense’
respectively

Loans and recenvables

Loans and receivables are non-derivative tinancial assets with fixed or determinable payments that are not quoted
in an active market Loans and receivables are mitially recognised at fair value — which is the cash consideration to

originate or purchase the loan including any transaction costs — and measured subsequently at amortised cost using
the effective interest method.

The Buank operates o stalt loans scheme for its emplovees tor the provision ol tucilities such as house and car
loans The loans are granted to staft at an interest 1ate of 3% per annum which 1s generally below the prevailing
market interest rates Loans issued at non market rates are nutially measured at lair value (by discounting the
refated cuash 1Tows using market rates of interest) and subsequently carred at amortised cost. The diffetence
between the tair value ot the loans and the carrying amount at inception is treated as a long term employee benelit
and 1s accounted tor us a delerred cost. The resulting loan adjustment account is released 1o interest income over
the loan period in line with the unwinding of the discount, while the deferred cost 1s expensed 1o stafl costs us the
services aie rendered to the Bank over the period of the loan.
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Summary of significant accounting policies (continued)
Financial assets and liabilities (continued)
i Financial assets (continued)

Available-for-sale financial assets

Available-for-sale financial assets are non-derivatives that arc cither designated in this category or not classificd in
any of the other categories. They are included in non-current assets unless the investment maturcs or management
intends to dispose of 1t within 12 months of the end of the reporting period. Available-for-salc financial asscls arc
mcasurcd at fair value. Gains or losses arising from fair value remecasurements arc included in other comprehensive
income

i, Financial liabilities

The Bank’s holding in financial liabilitics rcpresents mainly deposits from banks and government and other
liabilities. Such financial liahilities are initially recognised at fair value and subscquently measured at amortiscd
COst.

Cash Reserve Ratio are statutory deposits taken from commercial banks and non-bank ({inancial institutions for
liquidity management as part of monetary policies in accordance with the Kenyan Banking Acl and arc interest
free.

ifi. Determination of fair value

For financial instruments traded in active markets. the determination of fair valucs of financial instruments is based
on quoted market prices or dealer price quotations Tlus includes listed equity securities and quoted debt
mstruments on major exchanges and broker quotes from Bloomberg.

A linancial instrument is regarded as quoted in an active market if quoted prices are readily and regularly availablc
from an exchange, dealer, broker, industry group, pricing service or regulatory agency, and those prices rcpresent
actual and rcgularly occurring market transactions on an arm’s length basis. I{ thc above criteria are not mct, the
market is regarded as being inactive. Indicators that a market is inactive are when there is a wide bid-offer spread
or significant increase in the bid-offer spread or there are few recent transactions.

For all other financial instruments, fair value is determined using valuation techniques. In these techniques, fair
values are estimated from observable data in respect of similar financial instruments, using models to estimate the
present value of expected future cash flows or other valuation techniques, using inputs.

In cases when the fair value of unlisted equity instruments cannot be dctermincd rcliably. the instruments arc
carried at cost less impairment. The [lair values of contingent liabilitics and irrcvocablc loan commitments
correspond to their carrying amounts.

iv, De-recognition

Financial assets are derecognised when the contractual rights to rceeive the cash flows from these asscts have
ceased to exist or the assets have been transferred and substantially all the risks and rewards ol ownership of the
assets are also transferred (that is. if substantially all the risks and rcwards have nol been transferred. the Bank tests
control to cnsurc that continuing involvement on the basis of any retained powers of control docs not prevent
derecognition). Financial liabilhties are derecognised when they have been redcemed or otherwise extinguished
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Notes (continued)

Summary of signiticant accounting policies (continued)

Financial assets and liabilities (continued)

v, Classes of financial instruments

Category (as defined by 1AS [Class (as determined by the Bank) 2014 2013
39)
Shs’ million| Shs’ million
Financial Financial assets |Held for rading World Bank Reserve Assct 25,989 26,263
assets at fair value Management Programme
through protit or (RAMP) financial assets
loss
Fixed income securities 52,136 51,608
Designated at initial Gold holdings 65 58
recognition
Loans and Current, special projects and clearing accounts 264,198 55,200
receivables Funds held with IMF 692 2,694
Advances to banks 50 351
Net advances 10 staft and banks under liquidation 2,654 2,645
ltems in the course of collection (under ‘other
assets’) 70 154
Due from Government loan 28,900 28,960
Government Overdraft facility to 37,238 7,000
Government
Available-for-  |Investment SWIFT shares 6 6
sale securities
Held to maturity |Investment in debt [Term deposits 417,199 395,493
securities
Financial Financial Deposits from Term auction deposits - 30,983
liabilities liabilines at banks Cash reserve ratio and current
amortised cost account deposits 137,289 113,647
Repurchase agreements - 10,606
Deposits trom Government insututions 311,511 78,024
Due to IMF 130,064 118,568
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Summary of significant accounting policies (continued)
Financial asscts and liabilitics (continued)
vi. Impairment of financial assets

a. Loans and receivables

The Bank asscsses at cach reporting date whether there is objective evidence that a financial assct or group ol
financial assets 1s impaired. If there is objcctive cvidence that an impairment loss on loans carricd at amortised cost
has been incurred, the amount of the loss is measured as the difference between the asset’s carrying amount and the
present value of estimated future cash flows (excluding futurce credit fosscs that have not been incurred) discounted at
the financial instrument’s original effective nterest rate. The carrying amount of the asset is reduced through the usc
of an allowance account and the amount of the loss is recogmsed m profit or loss. A loan is normally written off.
either partially or in full. when there is no realistic prospect of recovery of the principal amount. and for a
collateralised loan, after taking into account any value of the security which has been realised

b Available for sale financial assets
The Bank asscsscs at each reporting date whether there is objcctive cvidence that a financial assct or gioup of
financial assets 1s impaired. If there is objective evidence that an impawrment loss, the cumulative loss — measurcd as
the difference between the acquisition cost and the current fair value, less any impairment loss on that financial assct
previously recognised in profit or loss — is removed from equity and recognised in profit or loss.

If, in a subsequent period, the fair value of a debt instrument classified as available-for-salc increascs and the incrcase
can be objectively related to an event occurring after the impairment loss was recognised in profit or loss, the
impairment loss is reversed through profit or loss.

[f any such evidence exists for available-for-sale financial assets, impairment losscs recognised in profit or loss on
equity instruments are not reversed through profit or loss

vii. Offsetting financial instruments

Financial assets and liabilities are offset and the net amount reported in (he statement of financial position when
there is a Iegally enforceable right to set off the recognised amounts and there 1s an intention to scltlc on a nct basis.
or realise the asset and settle the liability simultaneously.

Cash and cash equivalents

Cash and cash equivalents include cash n hand, deposits held at call with banks and other short-term highly liquid
investiments with original matunties of three months or less

1~
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Summarv of significant accounting nolicies (continued)
Property and equipment

Land and butldings comprise mainly branches and offices. All equipment used by the Bank is stated at historical
cost less depreciation. Historical cost includes expenditure that is directly attributable to the acquisition of the
items Land and buildings are stated at valuauon less accumulated depreciation. Valuations are carried out every
three years

Subsequent expendnures are included i the asset’s carrying amount or are recognised as a separale assel. as
appropriate. only when it s probable that luture economic benelits associated with the item will {Tow 10 the Bank
and the cost of the item can be measured reliably The carrying amount of the replaced part is de-recognised All
other repuir and maintenance costs are charged o profit or loss during the financial period in which they are
incurred

Freehold land is not depreciated. Depreciation of other assets 1s calculated using the straight-linc method to allocate
their cost or revalued amounts to their residual values over their estimated useful lives, as follows:

Leasehold land Over the period of the lease
Buildings 20 years

Motor vehicles 4 years

Furmiture and equipment 5-10 years

The assets’ residual values and uselul lives are reviewed, and adjusted if appropriate, at the end of each reporting
period. Assels are reviewed for impairment whenever events or changes in circumstances indicate that the carrying
amount may not be recoverable.

Gains and losses on disposals are determined by comparing proceeds with carrying amount. These are included in
‘other income’ in profit or loss. When revalued assets are sold, the amounts included in other reserves are
transferred to the general reserve

Intangible assets

Cosls ussucialed with maintaining computer software programmes are recognised as an expense as incurred.
Development costs that are dircctly attributable to the design and testing of identifiable and unique soltware
products controlled by the Bank are recognised as intangible assets when the following criteria are met:

1.ty technically teasible to complete the software product so that it will be available for use;
1. management intends 1o complete the software product and use or sell it;
= there is an ability to use or sell the software product;
* itcan be demonstrated how the sofiware product will generate probable future economic benetits;
* adequate technical. financial and other resources to complete the development and 1o use or sell the software
product are avatlable; and
i the expenditure atiributable to the software product during its development can be reliably measured.

Directly attributable costs that are capitalised as part of the software product include the sofiware development
employee costs and an appropriate portion of relevant overheads.

Other development expenditures that do not meet these criteria are recognised as an expense uas incurred.
Development costs previously recognised as an expense are not recognised as an asset in a subsequent period.

Computer sofiware development costs recognised as assets are amorused over their estimated useful lives, which
does not exceed three years

Acquired computer software licenees we capitalised on the basis of the costs incurred to acquire and bring o use
the specitic sottware These costs are amortised on the basis of the expected useful lives. Software has a maximum
expected useful lite of 5 years
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Summary of significant accounting policies (continued)
Impairment of non-financial assets

Assets are reviewed for impairment whenever events or changes in circumstances indicate that the carrying amount
may not be rccoverable. An impairment loss 1s recognised for the amount by which the assct’s carrying amount
excceds its recoverable amount. The recoverable amount is the higher of an assct’s lair value lcss costs to sell and
value in use. For the purposes of asscssing impairment, asscts arc grouped at the lowest levels for which there arc
separately 1dentifiable cash flows (cash-generating units). The impairment test also can be performed on a single
asset when the fair value less cost to sell or the value in use can be determined rehahly. Non-financial asscts that
suffered impairment are reviewed for possible reversal of the umpairment at each reporting date.

Employee benefits

The Bank operates a defined benefit and defined contribution pension schemes The schemes are funded through
payments to trustee-admnmstered funds on a monthly basis

On the defined contribution scheme. the Bank pays [ixed contributions to the scheme The payments are charged to
the profit or loss in the ycar to which they rclate. The Bank has no further payment obligation once the
contributions have been paid.

The defined benefit plan defines an amount of pension benelit that an cmployee will receive on retirement.
dependent on age, years of service and compensation.

The assets of the scheme are held by the Bank in an independent trustce administered fund. The asset recognised in
the statement of financial position in respect of the dcfined benefit pension scheme is the lair valuc of the scheme’s
assets less the present value of the defined benefit obligation at the reporting date. The defined benelit obligation is
calculated annually by an independent actuary using the projected unit method. The present valuc of the defined
benefit obligation is determined by discounting the cstimated cash out{lows using intercst rates of Kenya treasury
bonds that have terms to maturity approximating to the terms of the related pension liability.

See note 2 (a) (i) on adoption of /A4S /9 Employee benefits (Revised).

The Bank and all its employees contribute to the National Social Security Fund, which 1s a defined contribution
scheme.

A defined contribution scheme 1s a retirement benefit plan under which the Bank pays fixed contributions into a
separate entity. The Bank has no lcgal or constructive obligations to pay further contributions if the fund docs not
hold sufficient assets to pay all employees the benefits relating to employee service in the current and prior periods

The Bank’s contributions to the defined contribution scheme are charged to the profit or loss account in the year in
which they fall due.

The estimated monetary liability for employees’ accrued annual leave entiticment at the reporting date is
recognised as an expense accrual.

Income tax

Scction 7 of the Income Tax Act exempts the Bank from any taxation imposed by law in respect of income or
profits This exemption includes stamp duty in respect of instruments executed by or on behalf of the Bank.
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Summary of significant accounting policies (continued)
Provisions

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

Where there are a number of similar obligations, the likelihood that an outflow will be required in settlement 1s
determined by considering the class ol obligations as a whole. A provision is recognised even if the likelihood of
an outflow with respect 1o any one item included in the same class of obligations may be small.

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

Share capital
Ordinary shares are classified as “share capital’ in equty.
Dividend payable

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

Dividends on ordinary shares are charged to equity in the period in which they are declared
Leases
Bank us lessee

The Teases entered into by the Bank are primarily operating leases. Payments made under operating feases (net ol
any mcentives received from the lessor) are charged to the profit or loss on a straight-line basis over the period ot
the lease

Bank as lessor

The group leases certain property and equipment where it does not transfer substantially all the risks and benetits ot
ownership of the assets. The operating leases generate rental income which is recorded in the profit or loss on a
straight-line basis over the period of the lease.

Interest income and expense

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

The effective interest method is a method of calculating the amortised cost of a financial asset or hiability and ot
allocating the mterest income or mterest expense over the relevant period. The eflective interest rate is the rate that
exactly discounts estumated tuture cash payments or receipts through the expected life ol the tinancial instrument o
the net carrying amount ot the financial asset or liability on initial recognition. When calculating the effective
interest rate, the Bank esumates cash llows considering all contractuul terms of the hnancial instrument, and any
revisions 1o these estimates are recogmised in the income statement. The calewlation includes amounts puid or
recerved that are an integral pant of the effective interest rate of a tinancial instrument, including transaction costs
and all other premiums or discounts

8]
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Summary of significant accounting policies (continued)

Fee and commission income

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

The Bank earns from the Government a commission of 1.5% of amounts raised through its agency rolc in the
issuance of Treasury bills and bonds. The annual commission income is limited to Shs 3 billion as per the
agreement between the Bank and Treasury effective 1 July 2007. In addition, the Bank carns commissions from
other debt instruments issued to meet funding requirements of State Corporations.

Commitments on behalf of the Kenya Government and National Treasury

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

Currency in circulation

Notes and coins in circulation are measured at cost. Currency in circulation rcpresents the nominal value of all bank
notes and coins held by the public and commercial banks.

Currency printing and minting costs

The cost of unissued bank note stocks is recognised in the statement of financial position as deferred currency costs
under ‘other assets’.

The estimate of the useful lives of various bank notes denominations was changed in the year. The uscful life of the
various bank note denominations was previously estimated as follows:

Shs 1.000 2 years
Shs 500 2 years
Shs 200 2 years

All other denominations 1 year

Bank note costs are now charged to profit or loss in the year in which the bank notcs arc issued. The impact of the
change in estimate has been the write-off of Shs 1,225 million relating to un-armotised costs of bank notcs in issue
at 30 June 2014.

There has been no change in accounting for coin minting costs which arc charged to prof(it or loss when delivered
and the significant risks and rewards of ownership are transferred to the Bank.

Loan due from the Government of Kenya

The loan due from the Government of Kenya arose from overdrawn accounts which were converted to a loan with
effect from 1 July 1997 after an amendment to the Central Bank of Kenya Act to limit thc Bank’s lending to
Government of Kenya to 5% of Government of Kenya audited revenue.

On 24 July 2007. a deed of guarantee was signed between the Government of Kenya and Central Bank of Kenya in
which the Government agreed to repay the loan at Shs 1.1 billion per annum over 32 years at 3% interest per
annum. The security held is licn over cash balances. stock, treasury bonds and such other government securities as
are specified in Section 46(5) of the Central Bank of Kenya Act.

The loan due from the Government of Kenya is catcgorised as a loan and receivables and is measured at amortised
cost.



{(w)

Central Bank of Kenya
Financial Statements
For the year ended 30 June 2014

Notes (continued)

Summuary of significant accounting policies (continued)

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

Kenya has been a member of the International Monetary Fund (IMF) since 1966. The Bank is the designated
depository lor the IMFs holdings of Kenya's currency. IMF currency holdings are held in the No. | and No. 2
Accounts, which are deposit accounts of the [IMF with the Bank

Borrowings {rom and repayments to the IMF are denominated in Special Drawing Rights (SDRs). The SDR
bulances in IMF accounts are translated into Shillings at the prevailing exchange rates and any unrealized gains or
losses are accounted for in accordance with accounting policy on foreign currencies

On a custodial basts, the Bank holds a non-negouable, non-interest bearing and encashable on demand security
issued by the Treasury i favour of the IMIF n 1ts capacity as the IMF's depository The security issued is in part
payment of Kenya's quota of IMF shares

Comparatives

Where necessary, comparative figures have been adjusted to conform to changes in presentation in the current year.
Critical accounting estimates and judgements in applying accounting policies

(a) Critical estimates in applying the entity’s accounting policies

The Bank makes estimates and assumptions that aftect the reported amounts of assets and liabilitics within the next
financial year Esumates and judgements are continually evaluated and are based on historical experience and other
factors, including expectations of future events that are believed to be reasonable under the circumstances.

i. Post-retirement benefits

Post-retirement benetits are long term liabilities whose value can only be estimated using assumptions about
developments over a long period. The Bank has employed actuarial advice in arriving at the figures in the financial
statements (Note 18 which includes assumptions) The Board of Directors considers the assumptions used by the
actuary in their calculauons to be appropriate tor this purpose.

ii. Loans and advances

Critical esumates are made by the management in determining the recoverable amount of impaired loans and
receivables.

{i. Fair value of financial assets

The tair value of financia! instruments that are not traded 1n an active market and oft market loans are determined
by using valuation techniques

iv.  Property and equipment

Land and buildings are carried at fair value; representing open market value determined periodically by internal
protessional valuers.

(b) Critical judgements in applying the entity’s accounting policies
In the process of applying the Bank’s accounting policies, management has made judgements in determining.

o the classitication of financial assets and leases
e whether assets are impaired
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2014 2013
Interest income Shs’ million Shs’ million
Fmancial assets - held to maturity 1.353 1.150
Loans and advances 4116 4.479
Financial assets - held for trading 359 275
5,828 5,904
Interest income from loans and advances comprises:
Loan due from Government 858 8§92
Government overdraft 2,263 2.960
Staff loans 255 113
Reverse repos 506 368
Local commercial banks overnight loans 71 6
Foreign commercial banks overnight loans 25 29
Other interest income 138 111
4,116 4,479
Interest expense
Interest on monetary policy issues — investments by banks 1.029 4,033
Interest paid to IMF 40 4
1,069 4.037
Net trading income
Net gain on sale of foreign exchange currencies 2,182 1.772
Net loss on held for trading financial assets trading 3 (73)
2.245 1,699
Other income
Licence fees from commercial banks and foreign exchange bureaux 220 218
Penalties from commercial banks and foreign exchange bureaux 21 17
Rent income 2 2
Kenya School of Monetary Studies operating income - hospitality services and
tuition fee 467 416
Gain on disposal of property and equipment 30 11
Miscellaneous income 63 134
803 798
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Operating expenses

Employee benefits (Note 9)

Currency production expenses

Property maimntenance and utility expenses
Depreciation (Note 138)

Amortisation (Note 19)

Provision for impairment loss on other assets (Note 16)
Auditors’ remuneration

Loss on financial assets at fur value through profit or loss
Transport and uavelling

Ofttice expenses

Postal service expense

Legal and protessional fees

Other administrative expenses

Employee benefits

Wages and salaries

Medical expenses

Other statt costs

Directors’ emoluments (Note 28)

Net credit on retirement benetit obligations (defined benetit) (Note 17)

Balunces due from banking institutions

Foreign denominated term deposits
Accrued interest on term deposits

Current accounts

Special project accounts

Domestic foreign currency cheque clearing
Repss clearing und regional central banks

All balances due from banking institutions are recoverable within one year

2014 2013
Shs’ million Shs’ million
3,899 3,643
4,665 2,396
1,129 903
985 823

343 345

21 153

6 6

- 16

189 178

195 190

112 136

42 112

591 501
12,177 9,404
3,833 3,483
195 168

391 447

45 68
(565) (521)
3,899 3,643
416,972 395,347
227 146
50,343 31,995
199,586 13,240
14,088 9,945
181 20
681,397 450,693
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Notes (continued)

Financial assets at fair value through profit or loss

a. Designated at initial recognition

2014
Shs’ million

2013
Shs’> million

Gold holdings 65 58
Movements in gold holdings are due to mark to market movements.
b. Held for trading
Fixed income securities 52,136 51,608
Fixed income securities under World Bank RAMP 25,989 20,263
78,125 77,871
78,190 77,929
Investments securitics — Available-for-sale
Unlisted equity securities 6 6
At start of year 6 -
Additions - 6
Atend of year 6 6
The fair value of the investment in unlisted company is estimated as being equivalent to the purchase price.
Funds held at/ due to International Monetary Fund (IMF)
2014 2014 2013 2013
SDR million  Shs’ million SDR million  Shs’ million
Assets
IMF balances (SDR asset account) S 692 16 2,694
Liabilities
International Monetary Fund Account No. | 19 2.661 19 2,531
International Monetary Fund Account No. 2 - 2 - |
International Monetary Fund — PRGF Account 683 92308 634 §2,493
IMF-SDR Allocation account 260 35,093 260 33,543
962 130.064 913 118,568

The National Treasury is the Government of Kenya’s Fiscal Agent. Commitments arising on transactions between
IMF, Kenya Government and National Treasury are not included in these financial statements as the Bank is not

the Government's fiscal agent.

Kenya's quota in IMF of SDR 271.4 million (2013: SDR 271.4 million) and allocations of SDR 258.3 million
(2013: 258.3 million) are not included in the financial statements of the Bank as these arc booked in the National

Treasury with the Government fiscal agent.
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Advances to banks

2014
Shs’ million

2013
Shs’ million

Treasury bonds discounted 38 333
Treasury bills discounted 11 S
Accrued mterest 1 10
50 351
All advances to banks are recoverable within one year
Loans and advances
Due from banks under liquidation - 3,656 3,656
Advances to employees 2,678 2,667
6,334 6,323
Allowance for impairment (3,680) (3,678)
Net advances 2,654 2,645
Movement in the loan impairment allowance is as tollows:
At start of year 3,678 3,723
Increase/ (decrease) in impuirment allowance 2 (45)
At end of year 3,680 3,678

In exceptional circumstances. as allowed by Section 36 of the Act. the Bank may act as the “lendei of last resort™ o
financial institutions in ditficulty Commercial banks did not utilise this facility 1n the year under review (2013:
Nil) The overnight lending attracts an interest at the CBR rate plus a margin determined by the Bank

Other assets 2014 2013
Shs’ million Shs’ million

Prepayments 088 15
Deferred currency expenses 2,250 3,477
Sundry debtors 5,218 5,212
Items in the course of collecuion 70 154
8,220 8,958

Provision for impairment (4,360) (4,839)
3,360 4119

All other assets balances are recoverable within one year.

Movement i the impairment allowance 1s as tollows:

At start of year 4,839 4,680
Increase in impairment allowance 21 153
Atend of yeu 4,860 4,839
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17 Retirement bencfit asset 2014 2013 2012
Restated Restated
Shs® million  Shs’ million  Shs’ million

Present value of funded obligations 17,006 13,065 12,6753
Fair value of plan assets (24,665) (21.173) (17,103)
Asset in the statement of financial position (7.659) (8,108) (4.430)

Movements n the net defined benefit asset are as follows:

At start of year S.108 4,430 1,897
Net income/(expense) recognised in profit or loss 565 521 (43)
Actuarial (loss)/gain recognized in other comprehensive income (1,126) 2,983 2,213
Employer contributions 112 174 365
Atend of year 7.659 8.108 4,430

Movements in the plan assets are as follows:

Atstart of year 21,173 17,103 15,872
Return on scheme assets 2,858 2.358 1,492
Actuarial gain 1.192 2.087 565
Employer contributions (Note 9) 112 174 365
Employee contributions 55 60 -
Benefits expenses paid (667) (428) (467)
Adjustment for previous year values (58) (181) (724)
Atend of vear 24,665 21,173 17,103

Movements in the plan benefit obligation are as follows:

At start of year 13.065 12.673 12,137
Current service cost net of employees' contributions 457 311 565
Interest cost 1,779 1,707 1.072
Employee contributions 55 60 -
Actuarial loss/(gain) 2318 (1.25%8) (1,259)
Past service cost - - 625
Benefits paid (668) (428) (467)
At end of year 17.006 13,065 12,673
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Retirement benefit asset (continued)

The amounts recognised in profit or loss are as follows.

Current service costs

Interest costs

Return on plan assets

Past service costs

Adjustments for previous year’s values

Total (credit)/expenses included in employcee benefits

The principal actuarial assumptions at the reporting date were-

Discount rate (p.a.)

Salary increase (p.a.)

Expected return on plan assets (p.a )
Future pension mcreases

Plan assets are distributed as follows:

Quoted shares

Investment in properties

Government of Kenya Tieasury bills and bonds
Commercial paper and corporate bonds
Oftshore investments

Fixed and term deposits

Reurement benetit asset

As previously stated

Prior veur adjustment

Restated asset

2014

Shs’ million

2013
Restated

Shs’ million

2012
Restated

Shs’ million

457 3t 565
1,779 1,707 1,071
(2,858) (2,358) (1,492)
- - 625

57 (181) (724)
(565) (321) 45
12.9% 13.7% 12.5%
10.9% 11.7% 10.5%
12 9% 13.7% 12 5%
3.0% 3.0% 3.0%
2014 2013 2012
40% 39% 32%
11% 13% 16%
30% 27% 43%
6% 6% 7%
9% 8% -
3% 7% 3%
100% 100% 100%
2013 2012

Shs’ million

Shs’ million

2,967 2,193
5.141 2.237
8,108 4.430

[o9]
(98]
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Property and equipment

Year ended 30 June 2013
Cost or valuation

At start of year

Additions

Disposals

At end of the year

Accumulated depreciation
Al start of year
Adjustments

Charge for the year

On disposal

Atend of the year

Net carrying value

Year ended 30 June 2014

Cost or valuation

At start of year

Adjustment to revaluation
reserve

Additions

Disposals

Atend of year

Accumulated depreciation
At start of year

Charge for the year

On disposal

Atend of the year

Net carrying value

Freehold Leasehold Furniture
land and land and Work in Motor and
Buildings buildings progress Vehicles Equipment Total
Shs® million Shs’ million Shs’ million Shs’ million Shs® million Shs’ million
6.042 1.803 1.194 310 5.638 14.989
- - Q19 63 348 1,230
- - - (21 2 (23)
6,042 1,805 2013 352 5.984 16.196
19 6 - 180 3,133 3,338
- - - 2 4 6
303 33 - 50 437 823
- - - @2n (2) (23)
322 39 - 211 3,572 4,144
5,720 1,766 2,013 141 2412 12,052
6,042 1,805 2,013 352 5.984 16.196
(46) - - - - (46)
- - 2,373 71 348 2.792
- - - (35) (4) (39)
5.996 1.805 4.386 8RR 6.328 18,903
322 39 - 211 3572 4,144
304 35 - 66 580 985
. . - (35) 4) (39
626 74 - 242 4,148 5.090
5,370 1,731 4,386 146 2,180 13,813

Land and buildings were revalued by internal professional valuers in 2012 on an open market basis and the
revaluation has been included in the revaluation reserve. The next valuation is due in 2015 in accordance with the

Bank's policy.

Land and buildings are included in the level 2 fair valuation hierarchy (that is, the fair value is based on inputs
other than quoted prices that are observable).

The methods and significant assumptions applied m arriving at the revalued amounts are as follows:

* The Bank's residential properties are all owner-occupied. In carrying out the valuation, the Bank has assumed
that the prospective rental income to be generated by the property based on the gomg rentals for similar
properties within the same location.

* The Bank has taken mto account comparables values of similar propertics (plot, construction standards,
design, (lay out), size, location, — current sale prices of vacant plots and those developed) to derive the
market prices. These were obtained from market transactions of comparable properties.

34
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Intangible assets

Year ended 30 June 2013
Cost

Al start of year

Additions

Al end of year

Accumulated amortisation
Al start of year
Amorlisation lor the year

At end of year
Net carrying value

Year ended 30 June 2014
Cost

Al start ol year

Additions

Al end of year
Accumulated amortisation

At start ol year
Amortisation for year

Atend ol yeur

Net carrying value

Due from Government of Kenya

Overdraft
Loan

Software
Shs’ million

Work-in-
Progress
Shs’ million

Total
Shs’ million

1,572 - 1,572
46 . 46
1,618 - 1,618
300 - 300
345 - 345
645 - 645
973 . 973
1,618 . 1,618
- 9 9
1,618 9 1,627
645 . 645
343 . 343
988 988
630 9 639
2014 2013

Shs’ million

Shs’ million

37,238 7,000
28,900 28,960
66,138 35,960

Section 46(3) of the Central Bank of Kenya Act sets the limut of the Government of Kenya's overdiaft facility at
the Bank at 5% ot the Gross Recurrent Revenue as reported m the latest Government of Kenya audited financial
statements The limit stands at Shs 39,123 million (2013 Shs 34,187 million) based on the Government tinancial
statements for 2013/2012 (2013, 2012/2011), which are the latest audited financial staiements at the date of

approval of these tinancial statements.

LON]
wh
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2014
Shs’ million

Currency in circulation

2013
Shs’> million

Kenya bank notes 193,640 177,488
Kenya coins 6.326 5.553
Commemorative coins - 6
199,966 183,047
Movement in the account was
At start of year 183,047 159,216
Deposits by banks (458,585) (403,689)
Withdrawals by banks 475.504 427,520
Atend of year 199.966 183.047
Deposits from banks and government
Local commercial banks clearing accounts and cash ratio reserve 123,766 104,366
Local banks foreign exchange settlement accounts 13,476 9,248
External banks foreign exchange settlement accounts 47 33
Other public entities and project accounts 207,836 19,954
Government of Kenya 103,675 58.070
448,800 191.671
Investment by banks
Term auction deposits - 30,983
Repos sold to commercial banks - 10,606
- 41,589
Other liabilitics
Impersonal accounts 1.654 248
Sundry creditors 1,559 926
Bonds pending payables 1,331 620
Refundable deposits 682 677
Leave accrual 118 76
Graturty to staff members 38 48
5382 2.595

36
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Share capital
Authorised
share capital
Shs’ million

Balance at 1 July 2012, 30 June 2013 and 30 June 2014 5,000

Ordinary
shares
Shs’ Million

5,000

Ownership of the entire share capital is vested in the Cabinet Secretary to the National Treasury.

Cash generated from operations 2014
Shs’ million
Reconciliation of net surplus to cash flows from operations

2013
Shs’ million

Surplus for the year 13,504 3,573
Adjustments for
Depreciation (Note 18) 985 823
Amortisauon (Note 19) 343 345
Gain on disposal ol property and equipment (30) (1
Net credit on defined benetit asset (Note 9) (565) (521)
Employer contributions on the defined benefit asset (Note 17) (112) -
Changes 1n working capital
Loans and advances 9) 915
Other assets 753 (1,562)
Due trom Government of Kenya (30,178) 2,171
Currency in circulation 16,919 23,831
Deposits 257,129 31,029
Other habiliues 2,787 691
Investments by banks (41,589) 5,916
219,937 67,200
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Cash and cash equivalents

For the purpose of the statement of cash flows, cash and cash equivalents include.

2014 2013

Shs® million Shs’ million

Balances due from banking institutions 645379 402,549
Financial assets - held for trading 3,536 5,526
Advances to banks (Note 14) 50 351
648,965 408,426

Related party transactions

In the course of its operations, the Bank cnters mto transactions with related parties. which nclude the
Government of Kenya, the ultimate owner of the Bank, and the Depostt Protcction Fund Board (a corporation
established by law as a deposit insurance scheme to provide cover for depositors and act as a hquidator of failed
member mstitutions. It 1s managed by a Board comprising the Governor of the Central Bank of Kenya as the
Chairman).

The main transactions include ordinary banking facilities to government ministries included in Note 22 and
lending to Government of Kenya included in Note 20

(i) Loans

The Bank extends loan facilities to the Governor and the Deputy Govemor and other key management personnel.
The advances are at preferential rates of interest determined by the Bank.

2014 2013
Loans to executive Directors Shs’ million Shs’ million
At start of year 13 6
Loans advanced during the year - 11
Loan repayments (&) (4)
At end of year 8 13
Loans to key management personnel
At start of year 77 87
Loans advanced during the year 17 20
Loan repayments 23) (30)
At end of year 71 77
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Related party transactions (continued) 2014 2013
Shs’ million Shs’ million

(ii) Directors’ emoluments:

Fees to non-execuuive Directors 15

Other remuneration to Executive Director/(s) 30 5;‘

45 68

(iii) Remuneration to senior management 196 172
(iv) Post—employment pension to senior management 10 11

(v) Government of Kenya

Due trom Government of Kenya (Note 20) 66,138 35,960

Transactions entered into with the Government include:

1. Banking services;
ii. Management ot issue and redemption of securities at a commission; and
. Foreign currency denominated debt settlement and other remittances at a fee.

(vi) Deposit Protection Fund Board

The Bank has a close working relauonship with the Deposit Protection Fund Board, an enuty incorporated under
the Banking Act, and provides 1t with statt and otfice accommodation Certain costs incurred on behalf of the
Deposit Protection Fund Board are tully reimbursed to the Bank.

The balance outstanding from the Deposit Protection Fund Board and included in other assets as at year end was
Shs 18.9 mullion (2013 Shs 20 mullion).

(vii) Kenya School of Monetary Studies

The Kenya School of Monetary Studies is a registered legal enuty wholly owned by the Bank and has been
consolidated in these financial statements

Financial risk management objectives and policies

The Bank’s activities expose 1L 1o a varety of financial 11sks, including credit risk and the eftects ol changes in debt
and equity market prices, foreign currency exchange rates and interest rates. The Bank's overall risk management
programme focuses on the unpredictability of financial markets and seeks 1o minimise potential adverse ctlects on
its financial performance.

Risk management 13 carried out by the Financial Markets Department under policies approved by the Board of
Directots. Other organs that monutor the assessment and management of risks within the Bank include: Board
Audit Commuttee, Internal Audnt Department and Risk Management Unit
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Financial risk management objectives and policies (continued)
(a) Strategy in using financial instruments

The Bank holds foreign exchange reserves for the purposes of servicing official foreign debt, paying non-
govemment debt and Central Bank of Kenya expenditures abroad, and occasional mtervention in the foreign
exchange market to smoothen exchange rate volatilities. The Bank can only intervene in the foreign exchange
market when there are sharp exchange rate movements which are likely to destabilize the financial market.

Governed by the Bank’s reserve management policy of safe investment, liquidity and return, respectively, the Bank,
with a prudent approach, subjects its foreign exchange reserves to investments in international markets

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

The Bank is exposed to credit, market and liquidity risks due to the aforementioned operations. The financial risks
that arise during the management of foreign exchange reserves are the outcome of an mvestment choice.

Nevertheless, the Bank endeavours to minimize such risks by managing them with a conservative approach.

Foreign exchange reserves are managed by observing the investment criteria defined in the Bank's Guidelines on
Foreign Exchange Reserves Management

(b) Risks facing the Bank

The following are the main types of risks that the Bank is exposed to in the course of executing its operations.

¢ Financial risks include: * Non-financial risks include:
- Creditrisk - Operational risk
- Market risk: - Human resource risk
* Interest risk - Legal risk
= Foreign currency exchange risk - Reputation risk
- Liquidity rnisk

i. Credit risk

Credit risk arses from investment securities, balances due from hanking institutions. funds held with IMF, loans and
advances as well as other assets The Bank has no significant concentrations of credit risk except for the lending to
the Government of Kenya

Management of the credit risk is through the choice of depository banks The Bank's choice of depository banks 1s
confined to top international banks that meet the set eligibility critena of financial soundness on long-term credit
rating (A), short-term credit rating (AA), composite rating and capital adequacy.

The amount that best represents the Group’s maximum exposure to credit risk is per the statement of financial
position.

The Bank does not grade the credit quality of these assets None of the balances have had their terms renegotiated
Management monitors the credit exposure of staff on a continuous basis, taking into account their financial position,
past experience and other factors. Provisions of Shs 104 million (2013: Shs 83 million) have been recorded due to
impaired balances to related parties.
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Financial risk management objectives and policies (continued)
i. Credit risk (continued)

The following amounts in loans and advances and other assets are neither past due nor impaired or individually
unpaired All other financial instruments operate within their contractual terms.

Neither past due Individually Neither past  Individually
nor impaired impaired due nor impaired
impaired

2014 2014 2013 2013
Shs’ miltion  Shs” million Shs’> million Shs’ million
Advances to employees 2,654 24 2,646 22
Due trom banks under liquidation (Note 15) - 3,656 - 3,656
Sundry debtors 3,366 4,860 4,004 4,839
6,020 8, 540 6,650 8,517

Allowance for impairment
- other assets (Note 16) - (4,860) - (4,839)
- loans and advances (Note 15) - (3,680) - (3,678)
- (8,540) - (8,517)
6,020 - 6,650 -

There were no past due but not imparred balances as at 30 June 2014 (2013, Nil)
ii. Market risk

The Bank takes on exposure to market risks, which 1s the nsk that fair value or future cash tlows of a
financial mstrument will fluctuate because of changes in market prices. Market risks arise from open
positions in interest rate, currency and equity, all of which are exposed to general and specific market
movements and changes in the level of volatility of market rates or prices such as interest rates, foreign
exchange rates and equity prices. The Bank separates exposures to market risk into either trading or non-
trading portfolios.

Market nsks arising from trading and non-trading activities are concentrated 1n Bank Treasury and are monitored
by management through guidelines from the Foreign Reserves Investments Commuttee (FRIC) with oversight from
the Financial Stability Commuuee

Trading portfohos include those positions ansing from market-making transactions where the Bank acts as
principal with commercial banks or the market

Non-wading portfolios piimarily arise from the interest rate management of the Bank’s investments and monetary
policy assets and liabihues Non-trading portfolios also consist of foreign exchange and equity nisks arising from
the Bank’s held-to-maturity and World Bank RAMP financial assets.

Luterest rute risk

The Bank's interest rate nisk arses t1om interest bearing investments, loans and advances 1o commercial banks and
investments by banks. Borrowings 1ssued at variable rates expose the Bank to cash [low interest rate risk which is
parnally oftset by cash held at variable rates Borrowings issued at fixed rates expose the Bank to fair value interest
rate risk

The tables below summarise the Bank’s financial assets and liabilities and analyses them into the carlier ol
contractual maturity or iepricing

41



6T<'SHET (905°982) hTice £60'¢ 1129711 68L'v8¢
9bT 8¢ 9T v8S - - - -

78y'¢ 78¢'s - - - -

F90"0¢ $90°0€ 1 - - - -
008'Stv 008°'8vt - - - -
€L€6T8 O¥L'L6T hTice €60'¢ 114911 68L°p8¢
8C1'99 - 0S€'€C Ovt'y 8p¢'SE -

St 1144 - - - -

$€9'C - [ €9 LS (44

9 9 - - - -

769 769 - - - -
061°SL 850°97 - - 96 8P 9€$'¢
0¢ - - - - 0s
L6E189 9€$°0LT - - 08962 181°18¢

von sys
1230},

uolnitu  syg
Buneag
1S319)uUl-uopN

uoljjiw sy§
$182A € RAQ

uonjnu  sys
SIBIA C - |

ol sy
syyuows 7y-¢

uoyjjnu sy
sypuo ¢ — |

ded A31an1suas 3soad)yu

SaLI|Iqel] |eloURLY [BI0 ]

sannIqel) o0

(41A1]) puny A1ezuopy [rUOIIRUIBIU] 0] 9N(]
JUSWIWISA0S pue syukq wol) spsodaqy
sanniqer

$138sk JRIDUBUY |BIO |

2AUSY] JO JUSUILIAA0N WoY anQ

S19SSE 1910

SOUBAPE pUB SUBO]

9]e$-10J-9]qR|1BAY — S31ILINDIS SJUSWISIAU)

(4INT) pung Aersuopy [euonEINU] Ynim pjay spuny
$$0] 40 Jyoid YSNnoyy anjea 1ie) 1k SIASSE [RIDUERUL]
sjueq 0) SIUBAPY

SUOTININSUI SUINUBQ W0 aNP sdduejeq

$)OSSY

v10Z dunp gge sy

(panuo2) YS11 2704 150.49]U]
(PANULIUO0I) NSII INIBIAl 1

(panunuoo) sadiod pue saan2fqo juawaenriu ysii jrIduLUly

(panuijuod) sajoN

F10T 2unf ()¢ papusa 1eak atji 104
S1UdUIARIG JeIdUEBUL]
eAuay} jo yueg Jesua)

61



a2

(uoyi 0O SYS SE10Z) wonu 9L Sys Jo SHYAANS Ul ASNIUIUI/ISVILIP U 1] PIIJNSIL DI PO siod SIS Q] [0 ASDIUIIP/ISDIIDUL UD ‘BT FUNL (O TV SY

78¢°91¢C (LE1'8¥T) S18°0S Sr]‘SE 0TT'¢9 6E9°T1E
CTH'PSE pesTIE - - - 68S°I¥
$65°C $65°C - - - -

68S° 1P - - - - 6851y
896811 $95°S11 - - - -
1L9°161 (L9°161 - - - -
S08°0LS LG9'V9 S18°0$ Sr88¢ 07T°¢9 8TT'ESE
096°S€ - 01P €T orb'v ores -

LTS LTS - - - -

SY9°C - 8Ll b8 LE z

9 9 - - - -

v69°C v69°T - - - -
6T6°LL L6S €79°6T (86°¢¢ z09°CI 97$°S
[5¢ - - - - [s¢
£69°0St £L8°09 - - [LbTY 6PELYE

oy SYS
e

uoluuu sys
durreag
15049 Ul-UON

uof[[iwu sys
s1edl G 1IN0

uotu SYs
SIBIN G - |

ot syS
syuows 7[-¢

uoffiw sy§
syuow ¢ — [

ded Knanisuds )sayug

Satl{Iq L [RIDUBUL |10 [

santiqet| HPUIO

syueq AQ SIUAUNSIAUS

(4NI) punq A1e12UOA [BUOIEUIDIU| O] IN(]
WIWWIdAOT pue syueq wody susodag
sapqery

S19SSE [B1DUBLILJ [B1O |

CAUD Y JO WIWUIDAOD) WOLf an([

19888 15410

SIDUBAPE PUB SULOT|

2{ES-10]-3[qB[IBAY — $3MLINIIS SIUIUISIAL|

(IW1) pUn-{ AIBI2UOJA [EUOTIBULIBIU L[IIAY P[IY SPUN{
s$50] 10 1josd yZnoail anjea diej 1e S1asse [RIDUTUL]
SyURQ Ol SaIURAPY

suonunnsut Juryueq WOl anp sdUe|eg]

$19sSY

CLOZ dung Qg e sy

(Ponuuos) ST oToa ISadaquf
(Panuyuod) ySLL pasae ] U1t
(panuguod) sapdtod pue sannralqo pudwadeuvw Ysu [RURULY

(panunuod) sajoN

b 10T 2ung (g papud 1eak Yyl 104
SIUBUIRIG [eIdULUl
LAUDY JO YuRg [ENUD )

67



23

CLo'61p 766°0¢ (zi¢'vT) €10'¢S 979'86 0L9'LbE
A2 12y 091 £90'0¢1 9L¢' LOT'1 LEEL0T
082'01¢ 091 - 9/¢" LOT'T LESLOT
£90'0¢ 1 - £90'0€1 - - -

6LT'09L A3 S 769 68€°¢¢ £€8°66 crotece
69 - 769 - - -

061°8L - - - - 061°8L
L6C'189 7€1M1¢ - 68€°¢¢ ££8°66 €T8'9LY
uoliw Sy UoiNu, SYS  woNu SYS  uolw SYS  uwoyjw SYS  uoyu sys
1ejo], S0 uas yNa dan asn

uonisod yoN

SaNMIQRI| JRIDURUL JBIO |

JUSWUISAOS puE syueq Woy shsodag
(41} puny Ale1auojAl JELONRWIAIL] 0] an(]
sapmpqer

$1OSSE [RIDURUY |RIO |

{4W1) puny A1e1500 ) JRUONIBIINN] Y1Im PIoYy Spun

$50] 40 1101d YENOIY] anjeA Jik) 1k $19SSE [RIOURUL,
SUOTININSUI SUIyURq WOY NP saduejeg

s)assy

107 2unp gg je sy

:Aouaano Aq pasiioSales

SJUDWINNSUL [RIOUBUY S jurg OY) DIE D{qE) SY) UL PAPN[DU] " }()T SUn( (f I8 SB Ysii a1es a5ueyoxa Aouanno uSia10) 0) 21nsodxa §,jueg oY) SasLIEWIWNS M0jaq 2]qe) Ay |

"AJTep paioiiuow st pIYm A2ua1nd Aq 21n50dXa JO [9A3] BY) U0 SHW] S198 (D)) 9INUWIWOT) SIUWISIAU] $9A1253Y
UBI310, dY] SmOy ysea pue uonisod [e1duBUY 11 UO Sajel S5UBLIXD AOUaLIND ud1ai105 Suljreaasd oyl ul suoneNIONY JO $193333 21 03 aInsodxa U saNe) Yueg Y|

YS14 2BUDYIND ADUDLIND US1240.

NSK RN 1

{panunuod) sadijod pue s3a129fqo Jusworurw ysu jedURULY 62

(ponunuod) sajoN

$10¢ 2unf O¢ papua 1eak 3y 1o
S1UDWIAIRIS [eIoURLL |
eAusy| Jo yueg [enus))



194

(uortw poL S SYS -€10T) UOL[IW GYY 9 SYS YS o
(UOT[[IW 9O [P SYS € 10OT) UOI[[tW [£6' Y SYS pUNO ysuLig o
¢~C____E WNC,_ m:m HM_CNV :O__:E :vc,m ,ﬁ_m O_:m_ Y

(uotprut {661 SYS (€ 10T) o[ §7¢ LT SYS ASN »

1u99q aaey pinoa snjdins

s, jueg ay uo 1dedwr A1 JUBISUOD P[IY SI{QELIBA 110 [[B YIIm SIIDUILIND solew ayt sutede 946 £q pauayiduais/pauayeam pey JuLIys a3yl J1 ‘F [T duUnf (¢ 18 SV

£0T'TOP 1£9°€T (pLgstn v0STE 611°C8 £T8°6LE
16l - 895811 681°1 91°1 S61°S
SPSOI - - 681°1 191°1 S61°s
895°811 - 895811 - - -

9[¢ €S 1£9°¢ b69°C €69°CE 08Z°¢s 8$10°88¢
v69°C - v69'C - - -
6T6LL - - - - 626'LL
€69°0St 1€9°€ - £69°¢€ 08T'¢8 680°01¢€

uotjuuu Sy
[ero g,

uonfju, Sy§
sY10

wogjiu Sys§
Has

uoyfIu (Sys
una

uofftu sys§
d40

uor(juu Sy
asn

uontsod 13N

SaNIQeL [RIDURLL [R10 [

WwowwaAod pue syueq wodj susoda(y
(4N 1) puny AIBIDUOIA [RUOTIELIAIU| O] Nn(]
sautqery

$13SSe [RIDURULE [R10 ]

(LN punf AIRI2UON [BUOHRUIIUL LIty PIAY spun{
$s0| 1o 1goud y3nosyr anfea Lef 1w s1asse [ROOURUIL
suonnIusul Junjueq WwoLy np sasuejeg

S19SSY

groz aung gy e sy

(PonUNUO2) YSLL ABUDYING LD LI UBII 0]

(PORUNUOI) SSLI JMAR (N 1

anunuod) sadtod pue saandalqo yuawddeuew s feURUL,
! 11 19} sl et LI 6¢

(panuyuod) sajoN

P [OZ 2uUn{ () Papud 1edA 3yl J0
SIUDWDIBIS [RIDURLI
RAUDY JO NuRg] [BUD))



9%

0LP'LES €19°10¢ - L0091 68S'1¥ 6ST'8LI Sanijiqer) jedueuly jeio |
S6€°T - - C6¢'C - - samqel) oyl
68S" v - - = 68S 1+ e SyueQq AQ SIUDLIISOAU
89C'811 89C'811 = ) B - (4IN1) pung AIBI2UOJA JRUOTIRIINU] O) aNn(]
1L9°161 -

) ALY - 6ST'SL1 JUSWUIRA03Z puE SyUBQ WoJj s1soda(]

LYOCS] LP0'C8] - - . Uo1ENIID Ul AouaLing)
€107 2unp g v sy

Ak 0€0°0¢¢ - 8¢'¢c €111 LSS LEY SINIIQEY] JeIDURWL) |10 |
78¢°c = - 8¢¢ - = senmiqel] L_yIQ
$90°0¢ 1 F£90°0€1 - - B - (4N1) pun, Arejouoln JeuoneuwIau] 03 angj
008'Stt - = - €111 LSS LCY JUSWUIdA0F pue syukq woj sjsoda]
996°661 996°661 - = - = UONBINOIID Ul Adualin’)

P10T dung o¢ Je sy

UOIINU (SYS uonu SYS - uoljiw SyS - uonjw SY§  uonu SYS - uoiu sy
1eJ0], SIVIA € IOAQ SaBIL ¢ - SYIUoW 71-¢  syjuow ¢ — ] purviudp uQ

JUBDIJIUBIS 10U S1 FUUNODSIP Jo joedun oY) se ‘SQouR|Rq SUlALIED
12y Jenba syuow 71 unum anp seouejeq SMOY YSBD PAIUN0dSIpUN |BNIORIHUOD 941 918 MOJOq 9G] 31 Ul PAsOjISIP SIUNOWE oy | “9lep ALmeul [en)oRNUOD 21 01 91ep uonisod
[EIOUBUL JO JudWIdNEIS du1 e poriad Sulutewal oy uo paseq ssuidnoas Aiumew JUBAQ[2I OJUL SISBQ 12U B U0 PTI98 9Q []IM 1BY) SaNN[Iqu1] [RIDURBUY S, juBq dY) SasAjeur mojaq 9jqe; oy

“MOJJ ysd pa1dddxa Jo siseq ) U0 o982 Aipinbiy s, yuRg oY) Jo $15822.10J TUI[|01 SIONUOW JUIWAFRURIA

SQUI] 3P0 PAaNIWILIOD J9pun Ajjiqejieae sulureuiew £q Suipun ur ANqixo surejurew Amsear| ‘sassauisng Suik 13pun a1 JO dunjeu DIWBUAD U 1 01 an(] ‘sanijoe
Ry g Hiqep el i PANIIQIXa]) sutequn ! A9 1) L ] d "seniioey

1IPald panuuwiod jo junowe aenbape ue woly Sut unj jo Anjqejieae d) pue ‘S2111IN29S 9)qeIdNIBW puUBR Sed JUSIDJNS SurtuiRiuIew Sopnjoul JUSWIASRUBW NSLI Anpmbiy juapnu
! : qey’ | m : Lt : H)pInbr prdd

MsuAppmbiy m
(panunuod) saijod pue saaa3fqo Juswadeuv NSLI eI uRuly)

(panunuod) sojoN

$10T dunf O¢ papua 1eak oY1 10,
SJUDWIdIRIG JRIDURUI
eAuay| Jo jueg jenuan)



29

30

Central Bank of Kenya
Financial Statements
For the year ended 30 June 2014

Notes (continued)
Financial risk management objectives and policies (continued)

Fair value of financial instruments

IFRS 7 specifies a fair value hierarchy of valuation techniques based on whether the inputs to those valuation
techniques are observable or unobservable. Observable inputs reflect market data obtained from independent
sources: unobservable inputs retlect the Bank's market assumptions. These two types of inputs have created the

following fair value hierarchy:

o Level 1 — Quoted prices (unadjusted) in active markets for identical assets or liabilities. This level includes

listed equity securities and debt instruments on exchanges (for example, Bloomberg).

e Level 2 — Inputs other than quoted prices included within Level 1 that are observable for the asset or
liability, either directly (that is, as prices) or indirectly (that is, derived from prices). The sources of input

parameters like LIBOR yield curve or counterparty credit risk are Bloomberg.

e Level 3 —inputs for the asset or liability that are not based on observable market data (unobservable inputs).
This level includes equity investments and debt instruments with significant unobservable components.

Level 1 Level 2 Level 3
Shs’ million  Shs” million Shs’ million
As at 30 June 2014:

Total
Shs’ million

Financial assets at fair value 78,125 65 - 78,190
Investment securities — Available-tor-sale - - 6 6
Total assets 78,125 65 6 78,196
As at 30 June 2013:

Financial assets at fair value 77,871 58 - 77,929
Investment securities — Available-for-sale - - 6 6
Total assets 77,871 58 6 77,935

Changes in level 3 instrument are disclosed in Note 12 to the financial statements.

Contingent liabilities and commitments

The Bank is party to various legal proceedings. Based on legal advice, the Directors believe that no loss will arise
from these legal proceedings. Appropriate provisions have been made where a liability is considered probable.

At 30 June 2014, the Bank did not have capital commitments (2013: Nil) in respect of property and equipment

purchases.

Operating lease commitments — Bank as lessee
2014
Shs’ million

2013
Shs’ million

Not later than | year - 16
Later than 1 year and not later than 3 years 40 40
40 56

---000--- i T
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