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Central Bank of Kenya
Statement of corporate Govemance
For the year ended 30 June 2013

o

a

1. Statement of Corpomte Governanca

The Central Bank of Kenya ls wholty ovmed by the Govemment of Kenya. The Bank's established by
and derives ils authority ind accountability fiom Article 231 of the Conslitution of Kenya. The Banl< ls
committed to rmintainlng the hlghest standards of integrity, professlonalbm and business ethics In all its
operations.

1.1. Board of otrectors

The Central Bank of Kenya Act provides that the Board of Dlrectors shall be composed of a
Chairperson, a Govemoq The Prlnclpal Secretary to the Natlonal Treasury, who ls a- non-votlng
memlier and fve Non-Executive Directors. Prevtously, all the Eoard members were appolnled by the
Presldenl With effect tom 2 May 2012 however, the Ac{. was amended and now requires that the
president appoints the Govemor after lhe conduct of a competltlve process and following the approval
of Parliamehi. The proposed procedure for appoinllng lhe Chalrperson, although not yet enacted, is
intended to be similar'to the appolntment procedure appllcable to the Governor. Other lhan lhe
Principal Secretary to the Treasury who ls ex-officlo, all the non-executive Direclors of the Board are
appointed by the Presldent of the Republlc of l(enya. All the Board members are qppolnled for lerms
oi iour yeari each and are ellglble for reappolntment provided that no Board Member holds ollice for
more than two terms.

There are five Non-Executive Direclors narnely Dr Mbul Wagacha Mr John Gerh Msafari, Ms
Mvienne Yeda Apopo and Ms Florenoe lGgendo Muindi who are all servlng theh lirst term and Dr
William Ollende Ogara who ls seMng his second lerm. All the Non-Exeoutive Directors are
lndependent of management and free from any business or other relalionshlp, wttlch coutd hterfere
with the exercise of their independent judgemenb

The Board meets once every t/tro months and has a formal schedule of agenda ilems due for
deltberations, The Direc'tors are given appropriate and timely lnformation to maintain full and effeclive
conlrot over strategio, financial and operatlonat Issues. The Board ls not lnvolved In the conduct of
dapto-day business as this ls lhe responsibility given to the Govemor by the Act. lt, however, retains
responsibility for detErmlning lhe policy of the Bank.

The Members of the Board as at 30 June 2013 and their attendance of the 5 meetngs held in lhe year

were as foltows:

The remuneration pald to the Directors for servlcns rendered during the linancial 201U2O12 is
disclosed in Note ig oF the financlal statements- The Non-Executive Dlrectors are paid a monthly
rclaiiner fee and a sitting alJowance for every meeling attended. There were no loans lo Non-
ExecuUve Direc-tors durlng the year while Executive Dlrectors are paid a monthly salary and are
eligible for slaff loans.
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Ulsotings
rftendedlNauonalltv

Date of
aopolntment

Name
lPosition lDiscipllne

E14 March 2011 
lKenVan

DrMbul Wagacha llnterim lEconomist
lchaimer"on I

El4 March 2011 
f{enVan

rrof Njuguna Ndungu lGovernor, lEconomlst
lMember I

El4March2011 
lKenyan
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EI June 2011
lKenvan

\rlr.John Gerln Msafari lMember lBusiness
I lmanasellqot

14 March 2011 
flKenfan

4Vs Mvienne Yeda Apopo lLawyer
lbankerlMember

E1 June 2011
fKenranlMember lHumanResource
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Muindi
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Cenlral Bank of Kenya
Statement of Corporate Governance
Forlhe year ended 30 June 2013

1. Statement of Corporate Govemancs (continued)

{,2.Audit Commlttee

The members of the Audit Committee are Dr William Oliende Ogara (chairman). Dr Mbui Wegacha,
Mr John Gerin Msafari and Ms Vrvienne Yeda epopo. The members are all Non Executive Directors
having experience in Accounting, Audiling, Economlcs, Banklng, Flnancial and Buslness Management
and Legal matlers. The Gommittee cunently meeB once every two monlhs and as necessary. The
Terms of Reference for the Audit Committee cover firre major areas, namely, lntemal Conbol,
Financial Reporting, Risk management, tntemal Audit and Extemal Audit,

The Audit Commitlee's mandate under lntemat Gontsot covers evaluatJon of control culture; the
adequary of the Inlemal conlrot syslems and compllance wlth lnlematlonal Financlal Reporting
Slandards ln preparatlon of financlal slalements; the overall effediveness of lhe inlemal control and
risk management frameworks; and review of lhe effecliveness of the syslem for monitoring
compliance wilh laws and regulations.

The mandate relaling to Flnanclal Reporting requires the Audit Commiffee to review significant
accountlng and reporting issues and thelr lmpact on the fnancial reports and ensure cunent linandal
risk areas are being managed appropriately. The Committee also ensures lhe adequacy of the
financial reporting process and revlews lha Bank's monthly management accounls and annual
financial statements belore approval by the Eoard and release,

With regard to External Audit. the Audt Committee reviews lhe extemal auditors' proposed audit
scope, approach and audit deliverables; and review draft accounts before submission to the Extemal
Auditors for audit.

The Committee's mandate on tnterna! Audit covers review of the activities and resources of the
lntema! Audll funclion; effecliveness, standing and independence of intemal audit function wilhin the
Bank; review of the intemal audit plan; and follow up of implementation of lntemal auditors' lindlngs
and recommendations. The Audit Committee reports to the Board oF Directors standing and
lndependence of intemal audlt function within the Bank; review of lhe internal audit plan; and foltow up
of implementaUon of intemal auditors'findlngs and recommendatlons. The Audit Committee reports to
the Board of Direc'tors on approach and audit deliverables; and review draft accounts before
submlsslon to lhe Exlemal Audllors for audit.

The Members of the Audit Committee as at 30 June 2013 and theirattendance of the 15 meetings
held ln the yearwerc as fotlows:

1.3 Monetary Pollcy Commlttea (MPG)

Seclion 4D of the CBK (Amondmont) Act 2008 establlshes the Monelary Pollcy Committee. The
commiftee is responsible for formulating monstary policy and ls required to meet at least onse ln two
monlhs. Members of the commitles are appoinlsd by the Minister for Finance for an inilial period of
three years each and may be reappointed for anotherfinal term of three years.
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No Nama PoslUon
lDlsclRllne lNattonallty

vleotlngs
aftendsd

1 DrWlliam Oliende Ooara Chairman lProfesslonal Accountranl lKenvan 15
a MrJohn Gerin Msafari lKenvanMember lBuslnessmanaqement 15
3 Ms Florence Mulndi lKenvanMember lHuman resource I
4 Ms Viuienne Yeda Aoooo lKenvanMember lLauryerandbanker
5 Dr Mbui Waoacha lKenvanMembsr lEconomlst 5
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Central Bank of Kenya
Statement of Corpolale Governance
For the year ended 30 June 20 1 3

1. Statement of Corporat€ Govarnanca (contlnued)

1.3 Monetary Potlcy Commltlae (MPC) (contlnued)

The Mernbers of the MPC as at 30 June 2013 and their a[endance of lhe 6 meetings held in the year

were as follo,i,rs:

1.4 Human Resources Committee

The Committee meels once every two monlhs and when need arises to review human resouroe
policias and make suitable recommendalions to the Board. The Govemor and the Deputy Govemor

altend the meetlngs as and when necessary.

The Members of the Human Resources as at 30 June 2013 and lhelr atlendance of he E meelings
held in the year were as follows:

o

1.5 Flnancial Stablllty and lnvestment Commlfrea

The Commlttee meets regularly and as and when need arises to review ftnancial stability issues and

forebn teserves manage-ment'and lnveslmente pollcles and make suitable recommendations to the

Board.
Members of thie Commitlee who served dudng the year- ale as foltows:

1.6 Managemant Strutcture

The Centrat Ban[s Senior Management team is made up of the Govemor, the Depufl- Govemor and

the heads of the Bank's various departments as indicated on page 1. The positions of Govemor and

Deputy Governor are set out in the CBK Act Cap 491 of the Laws of Kenya. The Senior Management

meelsregularly to review the overall performance of the Bank.

There are several olher Management Committees, whlch advlse the Govemor on specilic lssues in
order to enable him to dlschargE his responslbllltles as lhe Chief Executive Officer of the Bank.

5

No 
fl'lame

Posltlon Dlsclpllne NaUonalitY MssUngE
aHendad

1 ProfNiuquna Ndungu Chalrman Economlst Kenyan 6
Vlce Ghalrman Economlst Kenvan 6

3 Princioal Secretarv/ National Treasury Member Economlst Kenvan b

4 Prof Francis Mweqa Member Economist Kenvan 6
5 ProfTenv C. Ryan Member Economlst Kenvan 6
6 hrlrs Sheila Mbiiiewe Member Finance Kenvan 6

Member Economlsl Kenyan 6
lntemal-Member Economist Kenyan 6

9 lVlr John K. Birech lntemal-Member Economlst Kenvan 6

No Name PoslUon Dlscipllne Hatlonall$l Meotings
attended

1 Ms Florence K Mulnd Chalroerson Human Resource envan 8

2 Member Finance Kenvan I
3 MrJohn Gerln Msafari Member Buslness manaqement .envan E

4 Member LawyEr and banker Kenvan 2

No Name Posluon Dlsclpllna Natlonallty Meetlngs
attended

1 Ms Mvienne Yeda Apopo chalrperson Lawver and banker Kenvan E

2 DrWilliam OUende Oqara Member Flnance Kenvan 5

3 Dr Mbui Waqacha Member Economist Kenvan 5
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Cenlral Bank olKenya
Slatement of Corporate Govemance
Forlhe year ended 30 June 20.l3

1. Statement of Corporate Govemance (continuod)

1.7 Code of Elhics

The Bank is commilted to the highest slandards of lntegrity, behavlour and ethlcs. A formal code of
ethlcs for all employees has been approved by the Board and ls fully lmplemented. All employees of
Ore Bank are expected to avold ac-tivities and financtal interests, which could give rise to confllct of
interest wlfir thelr responslbllltles ln lhe Bank. SEic{ rules of conduct apply to the entrie Bank's sEff
underthe slaff rules and reguta0ons.

1.8 lnternal Controls

The Management of lhe Bank has put in place a series of htemal conlrol medtanisms to ensure lhe
reporting of complete and acctrrate accounling lnformation. Procurement of goods and services is
strictly done in accordance with the Publlc Procurement & DisposalAct, 2005. ln alloperationalareas
of the Bank, woffiows hays been structured In a manner{hat allows adequate segregation of dulles.

1,9 Authortzallons

AII the expenditure of the Bank must be aulhorized in accordance wih a comprehensfue set of Bank
policies and procedures. There is a budget and a procurement plan that is prepared and approved by
the Board before commencement of the financlal year. The Board of Dlrectors receives regular
managemenl accounts comparing actual outcomes agalnst budget as a means of monitoring aclual
financlal performance of lhe Elank.

1.10 lnternal Audit and Risk Management

The intemal audit func,tion ls performed by lntemal Audit Departmenl Risk Management Unit is a
separate function under Banking Department and is responsible for monitoring and providing advice
on lhe BanKs risk management famework. All reports of the lntemal Audit Department and Risk
Management are availed to the Audit Commiftee of the Board.

l.ll Tnnsparency

The Bank publshes an Annuat Repo( Monthly Economic Review, Weekly Releases, Slatistical
Bulletin and B[,annual Monetary Policy Statement which explalns cunent monetary pollcy and also
provides the expected monetary policy stance. ln addition, lhe Bank issues policy briefs to the
Treasury on both the monetary and fiscal poticies. On an annual basis, lhe Financiat Stalements are
published in the Kenya Gazetle and are also placed ln the Bank's website.
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Central Bank of Kenya
Statement of Corporate Governance
For the year ended 30 June 2013

)r 2 Financial Performance

The Bankl financial pertormance is affeoted by monetary policy undertaken, money supply, interest
rates and exchange rate. The Bank's fnancial performance is presented on page 11 of these financial
statemenls.

During the tinancial year ended 30 June 2013, the Bank's net interest incorne after irnpairment charge
was Shs 1,912 million (201z. S.hs 7,422 million). The decline is due lo monetary poli,cy undertaken in
lhe year due to mop-up of excess liquidity in the economy. The reduclion was further compounded by
the low interest rales recorded on the foreign denominaled deposils and investmenls.

The Bank's unreatized foreign exchange gains were Shs 5,623 million (loss 2012: Shs 27,993 million)
dua to favourable movements in major foreign exchange rates.

Trading income mainly generated from sale of foreign curency reduced to Shs 1,699 million (2O12:
Shs 2,902 million). The decrease in trading income is due to favourable movernenls in major foreign
exchange ratss.

Adminlstrative expenses decreased to Shs 9.325 mllllon 12012: Shs 12,058 mtlllon) as a resull of lhe
one off provision of Shs 4,686 million recorded in 2012. The one off provision posted in 2o12 was
offset by increases in staff expenses al Shs 3.483 million 12012: Shs 2,908 million) as the Bank
introduced a defined contribulion retirement benelit scherne. Currency costs increased to Shs 2,396
mllllon 12O12: Shs 1,215 mllllon) as the Bank makes investments in the new generalion curency to
comply with Constitutional requirements. Admlnlslratlve expenses were furlher reduced by actuarial
gain of Shs 600 million (loss 2012: Shs 69 million) from revaluation of lhe Retirement Benefit Asset.

The Bank revalues its leasehold land and buildings every three years. The last valualion was in 2012
which resulled in gains of Shs 7,498 mitlion.

The outcome of the Bank's operations was a net surplus of Shs 3.652 million (deficit 2012: Shs
18,356 million) that has been added lo the genera! reserue fund.

The flnanclal posltlon for the year ls set out on page 12. The Bank's assets increased to Shs 590,389
million (2012: Shs 509.498 million) fostered by favorable exchange rales compared to the prevlous
year. Excess llquidity mop-up activilies resulled in a decrease in advances to banks to Shs 351 million

12012:. Shs 9,973 million).

Liabilities on lhe olher hand increased to Shs 537,470 mllllon (2012: Shs 458,731 milllon) due to
higher liquidity as evidenced by higher deposits from banks and government at Shs 191,671million
(20122160,64? million) and currency in circulation at Shs 183,047 million (2012: Shs 159,216 million).
The Bank instiluted excess liquidity mop-up monetary policy measures resulling in investments by
banks of Shs 41,589 mllllon (?O12: Shs 35,368 million). The increase was further fostered by
favorable exchange rates cornpared to the previous year.
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I Central Bank ofKenya
Directors' Report
For the year ended O0 June 2013

The dkectors submit their report logelherwith the audiled financlal statements for the year ended30 June 2013, whlch shows rhe staie of affairs of central EantiJixinya'ine ,eank).'- ' --' -"-;

lncorporatlon

The Bank is incorporated underArflcle 231 of the conslilution of Kenya,2010.

Prlnclpal aclivltles

The Bank is estabtlshed and administered under the ConsUtution of Kenya, 2o10 wilhthe princlpalobiect of fornulatins and Implemenling monelary pol'cy-airecteJ io J,rfileving ano ;;fih#;;stabirtv ln th.e general level.6f prices, it is atso thd iesi,rnir-oi1t;id;'6;#o i"-.il'iiiffiiii'tl;,solvency f1d Proper functionlng-of a stable market-bas'ei rrnil;''Eil 
"y"i"r. 

The Bank also ads asbanker, advisor and fiscal ageni of lhe Government of Kenp:--' 
- -' -' -'-'

Results and dividend

J.he 
surplus for the year of Shs3,652 mlllion (delicil2olz- Shs 2S,8s4 miilion) has been added rolhe general reserve tund. The dlrectors do noirecommend the p"im"n[oi" ,iitilo"ro.ijo]2]J;;f.5 blllion),

,

Board of Dlrsctors '

The Board of Dlrec'lors who serued during the year and up lo lhe date of lhis report are listed onpage7. -;

Audltors

The Eant is.audjled by lhe Auditor Generalln accordance with Seclion 12 of the publlc Audit Actand lhe Central Bank of Kenya Act.
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Central Bank of Kenya
Statement of Directors' Responsibility
For lhe year ended 30 June 2013

The dlrectors are responslble for'the prepanation of financial statements for each fnancial year that
give a lrue and falr vlew of the state of afEirs of the Bank as at the end of the financlal year and of the
BanlCs surptus. The dlrectors also ensure that the Bank keeps proper accounting records that
disclose, with reasonable accuracy, the linancial position of the Bank. They are also responsible for
safeguardlng the assels ofthe Bank

The diredors accept responslblltty for the annual finans'lal statements, whldr have been prepared
uslng appropriate accounUng pollcles supported by reasonable estirnales, [n conformity with
IntemaUonal Flnancial Reporting Standards and the requlrements of lhe Gentral Bank of Kenya Act
The directors are of the oplnlon that the flnanclal statements give a lrue and falr view of lhe stale of
lhe finandal affairs of the Bank and of the Bank's surplus ln accotdance wilh lnternational Flnanclal
Reporling Standards. The direclors fur{her accept responslHllly for the malntenance of accountlng
records that may be relied upon in the preparation of financial statements, as welt as deslgnlng,
implementing and maintaining intemal control relevant to the preparatlon and fair presenlalion of
financial slatements lhat are free from matedal mlsstatement.

Nolhing has come lo the attention of lhe directors to indicate lhat the Bank and lls subsldlary wlll nol
remain a golng concem for at least twelve rnonlhs from lhe date of lhis statement.
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Central Bank of Kenya
Financial Slalements
For the year 30 June 2013

o

a

o

o

a

a

Consolidated statement of comprehensive incorne

!nterest income
lnterest expense

Net lntersst Income
Decrease in loan impairment

Net lnterest Income afler loan lmpalrment charges

Fees and comrnlsslon lncome
Net tradlng Income
Olher lncome

Operatlng lncome(loss)

Operating expenses

Operattng (deflclt)Isurplus before unreatlsed galns(losses)

Unrealized gains and losses:

Year ended 30 June
Notes 2013 2012

Shs'mllllon Shs'mlllton

6,904 8,309
(4,037) (888)

4
5

1.867
45

7420
216

8

1,912 7,422

(q)2
6
7

3,000
1,699

7s8

3,000
2,W2

893

7,409

(9,325)

14,217

(12,058)

(1,s16) 2,15s

Foreign exchange
Fairvalue loss on

gain(loss)
ftnancial assels hetd for trading

5,623
(55)

(27,953',)
(20)

Surplus(daficlt) for the year

Other comprehensive Income
Fairvalue gain on land and buildings

Total comprehensive incoma forlhe year

The notes on pages 15 lo 47 are an integral part of lhese financial statements.

3,652 (25,854)

7,498

o 3,852 (18,366)

o
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Central Banlt of Kenya
Fhancial Slatements
Asat30 June2013

o

o

o

o

o

o

o

o

Consolidated statement of financial position

Assetrs
Balances due from banking inslitutions- Locat
Adyances to banks
Balanses due from banklng instituilons- Foreign
Funds heldwith lntemalionat Monetary Fund (-lMD
Loans and advances
Flnanclal assels at fair value through profit or loss
lnvestments securilles - Avallabte-?or-sale
Olher assets
Property and equipment
lntanglble assets
Rellrement benelit asset
Due from Govemment of Kenya

As at 30 Juna
2011 20i2 Rsstated

Notes Shs'million Shs, mtlllon

10
15
12

14(al
16
11
13
17
19
20
18
21

55,200
351

395,493
2,694
2S+s

77,929
tr

1,119
12,O52

973
2,967

35,960

60,oog
9,973

335,275
2,200
3,560

42,679

2,557
11,851
7,272
2,193

3E.t31

il

I
I
t]

Total agsets

LiabiliUes
Cunency in circulation
Deposlts fom banks and government
Due to lntemational Moneiary Fund (lMF)
Investments by banks
Olrer liabilities

Total llabilltles

Equl$ and reserves
Share caplta!
General reserue fund
Revaluation reserve
Proposed dlvldend

Total equity

Total equlty and ltabllities

fnanclal statements

52,919 50,767

590,389 509,499

authorised ior issue by the Board of Dlreclors on

22
23

14(b)
24
25

26

159,216
160,642
101,868
35,673

7,332

458,731 0

I
il

I
I
I
I
Ir
ll
ri

590,389

183,O47
191,671
118,568
41,599
2.595

537,47O

5,ooo
39,020

9,899

509,499

5,000
35,369
g,ggg

1,500

and
on pages 11 lo 47 were
signed on its.behalf by:

or

The noles on pages ls lo 4z are an integral part of these financlal stalements.

o
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o

o
Cenlral Bank of Kenya
Financial Stalernente
For lhe year ended 30 June 20'13

o

Gonsolldated statement of cash flows

Net cash gansratod from operating actlvlUes

Cash flows from lnvesting actlvlties
Purchase of property plant and equipment
Purchase of intangible assets
Proceeds fom disposalof property and equipment
Net (purchase)/sale of financial assets

- held for trading
- held to maturity
- availablefor-sale
- funds held with lntemational Monetary Fund (lMF)

Net cash used in investlng acllvllles

Cash flows from financlng activlties
Proceeds from due to lnternational Monetary Fund (lMF)
Dlvidends paid

Net cash fiorn financing activiUes

lncrease In cash and cash equivalents

Gash and cash equivalents at start of year

Year ended 30 June
Notes 2013 ?,012

Shs'mllllon Shs'mllllon

27 65,029 61t786

19
20

(1 (1,924)
(31 s)

D11

,230)
(46)

o

o

o

(3O,173'.)

c7,3311

(19,630)
Q,2111_

531
(6)

(4e4)

(39,269) (28,5'18)

o
167O0
(1.500)

15,353
(2,641)

75,2OO 1?,,712;

40,960

367,466

45,950

121,616

Cash and cash equivalonts at end ofyear

The notes on pages 16lo 47 are an integral part of these financial statements,

28 408,426 367,466

o

o

o
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o
Central Bank of Kenya
Flnanclal Stalements
For the year ended 30 June 201 3

Notes

I General information

Cenlral Bank of Kenya (he'BankJ ls establlshed by and derives lts authority and accountability from the
Central Bank of Kenya Act Cap 491 of the Laws of Kenya (the 'CBK Acf). The Bank Is wholly owned by
lhe Govemment of Kenya and ls domlclled In Kenya. The Bank acts as banker, advisor and agent of the
Govemment ol Kenya.

2 Summary of slgnlficant accounUng pollcles

The principal ac.counting policies adopted in the preparation of hese financial statements are set out
below. These policles have been consistenlly applied to all years presenled, unless othenruise stated.

(a) Basls of preparation

The linancial statemenls are prepared in compliance with Intemational Financial Reporting Slandards
(FRS). The measurement basis applied is the histodcal cost basis, except where othenrise stated in
the accounting pollcies below. The fnanclalstatemenls are presented ln Kenya Shillings (Shs), rounded
to the nearest million.

changss ln accountlng pollcy and disclosures

(i) New and amended slandards adoptod by the Bank

Amendment lo IAS 1, 'Presenlation of Financial Statements' as regards presentation of other
comprehenslve Income. The matn change resulting fom lhese amendmenb is a requirement for entities
to group llems presenled ln 'other comprehensive Income' (OCl) on the basis of whether they are
potenlially reclassiliable to prolrt or loss subsequently (reclasslflcaUon adJustmenls). The amendments do
not address whlch ltems are presented in OCl. The appllcation of this amendment wifl not have a malerial
impacl on lhe BanKs fnandal statements.

There are no olher IFRSs or IFRIC interpretations that are effective for lhe first time forthe financial year
beglnnlng on 1 July 2012 thatwould be expected lo have a material lmpact on the Bank.

(ii) Slandards, amendments and inlerpratatlons lo existlng slanderds that are not yet effer;live and have
not been early adopted by tho Bank

A number of new standards and amendments to standards and lnterpretaUons are effective for annual
periods beginning after 1 July 2O12, and have not been applled ln preparlng these financlal staternents.
None of lhese is o<pec{ed lo have a slgnlficant efiect on lhe llnanclal statements of lhe Bank, except the
following:

Standard Title Appllcable forflnanclal
yearc beginnlng on/after

IFRS 9 Flnanclal instrumenls I January 2015
IFRS 10 Consolidated fi'nanclal slatemenls 1 January 2013
IFRS 12 Disclosure of interesls in othor onlilr'es 1 January 2013
IAS 19 (R) Employee benefits 1 January 2013
IFRS 13 Fairvalue measurement 1January2013

o

o

o

o

o

o

o

O
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Central Bank ofKenya
Financial Slalements
Forthe year ended 30 June 2013

2

Notes (continued)

Summary of slgnlflcant accounting policles (contlnued)

Changes ln accountlng pollcy and dlsclosures (contlnued)

(ii) Standatds, amondments and inlerprctalions to oxisling stondatds thal are not yel affecttve and have
not bssn eady adoptad by the Bank (continuad)

IFRS 9, 'Financlat instruments', addresses the classlflcatlon, measurement and recognllion of financial
assets and financial llabilities. lssued ln November 2009 and Oclober 2011,ll replaces the parts of IAS
39 lhat relate lo the classificalion and measurement of ffnanchl Inslruments. 1FRS 9 requtres financlal
assets to be dassified lnto two measurement categories: those measured as at fair value and thoss
measured at amortlsed cost. The determlnation is made at initial recognilion, The classilication depends
on lhe enUty's buslnEss model for managing its financlal Inslruments and lhe conkactual cash flow
charac-teristics of the lnstrumenL For finandal liabiliUes, lhe standard retalns most of the lAS 39
requirements. The maln change ls lhat, ln cases where the falr vatue option ls taken fur frnanc;fal
llabllllles, the part of a fair value change due to an entity's own credit risk is recorded In other
comprehenslve lncome rather than the Income slatement, unless lhis creates an accountlng mismatch,
The directors are yet to assess IFRS 9's full lmpact and Intend to adopt IFRS 9 no later than the
accountng period beg'rnning on or afler I January 2Q15,

IFRS 't0, Consolidated financial slatements' - Is a new standard that replaces the consolidation
requirements ln SIC-12 ConsolidaUon-Special Purpose Entities and IAS 27 Consolillated and Separate
Firiansial Statemenls. The standard builds on exbtlng principles by ldentifiing the concept of conlrot as
lhe delerminlng factor ln whether an entily should be included withln the consolidated fnancial
statements of the parent company and provides additional gutdance to asslst in lhe determination of
controlwhere this is difficult to assess,

The rsvlsed definilion of control focuses on the need to have both power and variable retums before
control is present. The Bank will need to consider lhe new guldance.

IFRS 12, 'Disclosure of lnterests in other entilies'- includes the dlsclosure requirements for all hrms ol
interests in other entilies, including interests in subsidiaries, associales, loint anangunents, speclal
puryose entitles and other off balance sheet vehlcles. The Bank ls yet to assess IFRS 12s full Impact

IAS 19 (Revlsed), 'Employee benefits'. was amended ln June 20't1. The impact on the Bank will be to
lmmedla-tely rec6gnlse all past service costs and to replace interestcost and expecled.return olplan
assets witli a nei Interest amount lhat is calculated by applying the dlscount rate to the net defined
benefit assel The adopUon of the standard witl result in a significant lncrease in the relirement benefils
asset on the Banfs staternent of financlal position when lhe unrecognlsed actuarial gains are
recognlsed on { July 2013.

IFRS 13, 'Falr value measurement, aims lo improve cons'rstency and reduce complexity by providing a
preclse definitlon of fair value and a single source of fair value measurement and disclosure
iequlrements for use across lFRSs, The requiremenls. which are largely allgned. belpe1 IFRSs and US
GAAP, do nol extend lhe use of falr value accounting but provide guidance on how it should be apPlled

where its use is already required or permitled by other standards within IFRSs or US GAAP. The
apptication of IFRS 13 may enhance fair value disclosures ln certain cilcumstances.

Olher amendments and lnterpretatlons to s-tandards became mandatory for lhe year beginning afier
1 July 2O12 but had no slgnlficant effect on the Bank's financiat statements.

o

o

o

o

o

o

o

o
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Cenlra! Bank of Kenya
Financlal Statements
For the year ended 30 June 2013

Notes (continued)

2 Summary of slgnllicant accounUng policles (continuedl

(b) ConsolldaUon

Kenya School of Monetary Sludies Is a subsidiary to the Bank, The Bank has the power lo govem the
linancial and operallng policies generally accompanying a sharehotding of more than one half of the
voting rights. Subsldiaries are fully consolldated from the date on whlch control ls bansfened to the
Banlt.

The group uses the acqulsitlon method to account for buslness comblnatlons. The conslderallon
lrensfened for the acqulsltlon of a subsldlary ls the falr values of the assets lransfened, lhe liabilities
lncuned and the equlty tnterests lssued by the group. Acqulslllon-related costs are expensed as
Incuned. ldenllflable assels acqulred and llabllllies and conUngent llabililles assumed in a buslness
combination are measured initially at Orclr hir value at the acqulsi0on date.

The excess of the aggregate of the consideralion transferred and the amount of any non-controlling
inlerest in lhe acquiree and the acquisitiondale fair yatue of any previous eguity interest In the acqulree
over the hir valua of lhe Group's share of tha identifiable net assets acquired is recorded as goodwill. lf
thls ls less than the falr value of U:e net assets of the subsidiary acquired in the case of a bargain
purchase. lhe difference is recognised dhecUy ln profit or loss.

lnter-company lransactions, balances and unroalised galns on transactions between group entities are
ellminated. Unrealised losses are also eliminated unless lhe transacdon provides evidence of an
impalrment of the asset lransfened, Accounting policies of subsidlaries have been changed where
necessary to ensure consistency wlth the pollcies adopted by the Bank.

(c) Functlonal currcncy and translation of foreign currencles

i. Funclional and presentation curency

Items lncluded ln the financlal are measured using the cuneney of the pdmary economlc environment in
which the Bank operales (the funclional cunencf). The financial statements are presented in Kenya
Shilllngs fShs) which is lhe Bank's func{ionalcurrency.

ii. Transac-lions and balances

Foreign curency transaclions ars transtated lnto the functional currency using exchange rates prevailing
at the dates of lhe transactions or valuation where ltems are re+neasured. Al! foreign exchange galns
and losses aro prosented tn profit or loss withln'forelgn exchange galns(losses)',

(dl Salo and repurchase agroements

Securities sold subjec't to repurchase agreements ('repos') are reclassified in lhe fnanclal statemenls as
pledged assets when lhe trans{eree has the rlght by contract or custom to sell or reptedge the cotlaterat;
the counterparty liability is included in inveslments by banks,

Securities purdrased under agreements to resell ('reverse repos') are recorded as advances to banks.
Ths difference between sale and repurchase price is treated as interest and aocrued over the llfe of the
agreemenls using lhe effective intorost method. Securilies lent to counlerparlies are also retained in the
financial statements.

The Bank ftom time to time mops up moncy from lhe linanclal market ('repos) or injec-ts money into the
market ('reverse repos') wilh maturitles ol 4-T days, The Bank engages ln thoso transac-lions with
commercial banks only. These have been disclosed ln the linancial statements as 'advances to banks'
and'inveslrnents by banks'.

o

o

o

o

o

o

o

o

o
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Notes (continued)

2 Summary of significant accountlng pollcles (contlnued)

(o) Flnancial assets and llabllitles

l. Flnanclal assets

The Bank classifies its financial assels in the foltowing categories: linanclal assets at falr value tfuough
profit or loss, loans and receivabtes, held-lo-maturity and avallabte'for-sale finandal assets. The
directors determine the classlficatlon of its financial assets at initial recognition. The Bank uses trade
dale accounling for regutar way contracts when recording financial asset tansactions.

Einancial assets at lair value lhmuah pmlll or loss

This category comprises two suFcategorles: flnanclal assets classilied as held for tradlng, and financial
assets deslgnated by the Bank as at falrvalue through profit or loss upon lnltial recognitlon.

A financial asset is classified as held for tradlng lf it Is acqulred or lncurred princlpally for the purpose of
selling or repurchaslng it In the near lerm or lf lt ls part of a portfollo of ldentified financial instruments
that are managed together and for whlch there ls evidence of a recent actual patlem of short-term profih
taking. Derirratives are also calegorrsed as held for tradlng unless they are deslgnated and effecilve as
hedglng Instruments. All derlvatlves are carried as assets when fair value is positive and as llabilitles
when falr value ls negatlve.

The Bank deslgnates crrtaln linanclal assets upon iniUal recognition as at fair value lhtough
Ioss (ltalr value optlon). Thls deslgnation cannot subsequently be changed and can only be
when the tullowlng conditions are mel:

. lhe apptbatlon of the falr value option reduces or ellminates an accounting mismatch lhat would
otherwlse adse or. the financlal assets are part of a portfolio of financial instruments whlch is risk managed and
reported to senior management on a fair value basis or

' the financial assets conslst of debt host and embedded derivatives that must be separated.

Finandal lnstsuments lncluded In thls category are recognised initially at fair valus; transaction costs are
taken dlrectly to proft or loss. Gains and losses arising fiom changes ln falr value are included direclJy in
profil or loss and are reporled as Falr value loss on linanclat assets held for trading '. lnterest incoma
hnd expense and dlvldind insome and expenses on financial assels held for trading are inciuded in
Interest lncome' and'interest expense' respectively.

!-oans and raceiuablas

Loans and rec,eiyablee are non-derivative financial assets with fixed or delermhable payments that are
not quoted in an active markel

Loans and receivables are initiatly recognised at falr value - whlch is the cash oonsideration to originate
or purchase the loan lncluding any transactlon cosls - and measured subsequently at amortised cost
uslng the effeclive interest method.

The Bank operates a staff loans scheme for its employees for the provision of facilitles such as house
and car loaris. The loans are granted to staff at an interest rate of 3% per annum which generally below
the prevailing markot inleresirates. Loans issued at non market rates are initially be measured at fair
valu'e (Uy discounting lhe related cash flows using market rates of Interest) and subsequently.canied at
amortiieO cost. Thetifference between the falr value of the loans and the carrying amount at inceplion
is treated as a long term employee beneftt and Is accounted for as a defened cost, The resulUng loan
adjustment account is released to interest income over the loan period in line with the unwlndlng of lhe
didcount, while the defened cost is expensed to staff costs as the services are rendered to lhe Bank
over the period of lhe loan,

profit or
applled

o
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Gentral Bank of Kenya
Finandal Statemenls
Forthe year ended 30 June 2013

Notes (continued)

2 8ummary of slgnlflcant accountlng pollcles (contlnued)

(a! Flnanclal assets and liabllities {contlnusd)

L Flnancial assete (continuedl

Ava ilable-{or:sala financial asspls

Available-for-sale financial assets are non-derivatives that are either designated In thls category or not
classified in any of the olher categories. They are included in non-cunent assets unless the investment
matures or management intends lo dispose of it withln 12 months of lhe end of the reportlng period.

Available.for-sale financial assets are measured at fair value, Gains or losses arising from falr value
rerneasurements are lncluded in other comprehensive Income.

ll. Financlal llabllities

The BanKs holding In financial llabllitles represents malnly deposlts fiom banks and government and
other llabilitles. Such financlal ltabllltles are Inltlally recognlsed at falr value and subsequently measured
at amortlsed cost

Cash Reserve Ralio ale stalutory deposits taken from commercial banks and norrbank linancial
lnstitutions for liquidity management as part of monelary pollcies in acsordance with the Kenyan Banking
Ast and are lnterestfree.

Ill. Detsrmlnalion of lalr valus

For linancial instruments traded tn ac,tive markels, the determination of fair values o[ flnancial
inslruments is based on quoted market prices or deater price quotatlons. This lncludes listed equity
seurrities and quoted debt instruments on major exchanges and broker quotes from Bloomberg.

A financial instrument is regarded as quoted in an aclive market if quoted prices are readily and regularly
available fom an exdrange, dealer, broker, lndustry group, pricing service or regulatory agency, and
those pdces represenl actual and regularly occuning market lransaclions on an arm's length basls. lf the
above criteria are not met, the market is regarded as belng inaclive, lndlcators that a market is lnactave
are when there Is a wide bld-offer spread or slgnificant Increase in the bld-offer spread or lhere are few
recenl lransactions.

For all olher financial instruments, fair value Is determlned using valuation technlques. In lhese
technlques, falr yalues are estimated from observable data In respect of simllar financial instruments,
using models to eslimate the present value of expeciled future cash flows or olher valuation technlques,
uslng lnputs.

ln cases when the tsir vatue of unlisted equity instruments cannot be determined reliably, the
instruments are canied at cost less impairment. The falr values of conlingent liabllitles and inevocable
loan commltments conespond to thelr carrying amounts,

o

o

o

o

o

o

a

o
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Notes (contlnued)

2 summary of slgnlficant accountlng pollcles (contlnuad)

(e) Financlal asssts and llabllltles {contlnued)

lv, De-recognltion

Financial assels are derecognlsed when the conbactual fghts lo receive the cash flows from lhese
assels have ceased to exist or the assets have been transfened and subelantially all the dske and
rewards of ownerchlp of the assets are also transferred (ftat is, if zubstanlialy all the risks and rewards
have not been tansfened, lhe Bank lests control lo ensure lhat contlhuing Involvement on the basls of
any retalned powers of control does not prevont derecognition). Financial liabilities are derecognised
when lhey have been redeEmed or otherwise extingulshed.

v, Glasses of financlal instruments

a

vi. lmpalrmentof financial assets

a, Loans and receivables
The Bank assesses at each reportlng date whether there ls obJectlve evidence lhat a financial asset or
group of financia! assets is lmpaired. lf lhere b oblective evidence that an impairme.nt loss on toans
aAbA at amorfised cost has been lncuned, lhe amount of the loss is measured as the difference between
the assets's carrying amount and the present value of estimated fulure cash flows (excluding.future credit
losses that have-not been incuned) dlscounted at lhe finanslal inslrumenfs orfuinal effective interest rate.
The carrying amount of the asset ls reduced through the use of an allourancg account and the amounl of
lhe loss is rEcognised in profit or loss. A ban ls normally written off, eilher partiaUy or in futl, when there is
no realislic proipect of iecovery of lhe principat amounl, and for a collaterallsed loan, after laking into
account any value of lhe securitywhich has been realised.
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Gategory (as definad by IAS 39 rmlned by lhe Bank) 2013 zo12

Shs'mllllon, $hs'mllllon.
Flnanclal
assets

Flnancial assets at
htr value lhmugh
profit or loss

Held forlradins World Bank Reserve
Asset Management
Programme (MMP)
financial assels

Fixed income securilies

26,263

51.608

25,765

16,839

Designated at
Inltlal
recoonition

Gold holdings 58 74

[oans and
receiyables

Loans and advances lo banks

Loans and advances to staff 2,44tr 3,56C

Due from
Glovemment

Govemment loan 28,960 30.874

Ovedraft facility to
Govemment

7,000 7,U7

nveslment in
lebt securities

Ierm deposits 395,493 335,275

Availabte-for-sale nvestrnent
recurlttes

SWFTshares 6

Financlal
llablttlles

Financial liabilitiss at
amorlised cost

Deposlts from
banks

ferm aucffon deposits 30,983 22,Oil
Cash reserve ratio and
curenl account deposits

113,U7 105,371

Reourchase aqreements 10.606 13.608

)eposlts from Government Institutions 78,O24 55,2j71
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Notes (continued)

2 Summary of signllicantaccountlng pollcles (contlnued)

(el Flnanclal assets and liablllties (continusdl

vi. tmpairment of financlal assets (contlnued)

b. Avallable for sale financlal assets
The Bank assesses at each reporling date whelher there ls objective evldence that a flnanclal asset or
group of financial assets is impaked. lf there ls obJeclive evidence lhat an impairment loss, lhe cumulatlve
loss - measured as the dilfetene belween the acquisilion cost and tha cunent hlr vatue, less any
impalrment loss on that financial asset prevlously recognlsed ln proflt or loss - ls removed ftom equity and
recognlsed ln profit or loss,

If, in a subsequent period, lhe fair value of a debt instrument classified as avallable.for-sale lncreases and
the lncrease can be oblectively related to an event occuning afler the impairment loss was recognlsed ln
profit or loss, the impalrment loss is reversed through prorit or loss.

If any such evidence exists for availabl+for-sale financial assets, impairment losses recognised in proft or
loss on equity instruments are not reversed through proftt or loss.

vll.Offsetdng financlal lnstruments

Financial assets and liabllilles are offset and the net amount ,eported ln the statement of linancial
position when lhere is a tegally enforceable right to set off the recognised amounts and lhere ls an
intenlion to settle on a net basls, or realise the asset and setUe lhe liability simuttaneously.

(f} Cash and caeh equlvalenG

Cash and cash equivatents include cash in hand, deposits held at call with banks and oher short-term
highly liquid investments with originalmalurities of three months or less,

(gl Properly and equlpment

Land and buildings compdse malnly branches and otfices. All equipment used by the Bank is slated at
hlstorlcal cost less depreclatlon. Hlstorlcal cost lncludes expendlture that ls dlrectJy attributable to the
acqulslllon of the items. Land and bulldlngs are slated at valuation less accumulated depreciation.
Valuations are canied out every three years.

Subsequent expendllures are lncluded ln the asset's canylng amount or are recognlsed as a separate
asset, as appropriale, only when it ls probable that future economlc benefits associated with the item will
flow to the Bank and lhe cost of the llem can be measured reflably. The carrylng amount of the leplaced
part ls de+ecognlsed. All other repalr and malntenance cosls are charged to profi't or loss dudng the
finarrcial perfod in which they are incuned.

Freehold land is not deprecialed. Depreclatlon of other assets ls calculated using the stralght-tine
melhod to allocate their cost or revalued amounls to their resldual values over their estimated useful
lives, as follows:

Leasehold land Over the perlod of lhe lease
Buildings 20 years
Molor vehlcles 4 years
Fumiture and equipment 5-10 years

The assels' resldual values and useful llves are revlewed, arrd adjusted if appropdate, at the end of each
reporting period. Assets are revlewed for Impalrment whenever events or changes ln drcumstances
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 'oher lncome'in profit or loss, When revalued assets are sold, the amounts lnsluded ln other
reserues are transfered to the general reserve,

o

o

o

o

o

a

o

a

21

O



o

o

o

o

o

a

a

o

o
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Forthe year ended 30 June 20't3

Notes (continued)

2 Summary of slgnlficant accoun0ng pollcles (contlnued)

(h, lntanglble assets

Costs assoclated with maintaining compuler softyvare programmes are recognlsed as an expenBe as

tncuned. Development costs that are dlrec{ly atlritnrhble to the deslgn and testing of identifable and
unlque eofllyara iroducts controlled by the Bank are recognlsed as intangible assets when lhe following
criteda are met:

l. it is technicatly feasible lo complete the software product so that il will be available for use;
ii. management intends to comptete the softnare producl and use or sell il;

' there is an ability to use or sell the software product;
, it can be demon-strated howlhe softuare productwitl generate probable future economlc benefitrs;
. adequate technical, finandal and olher resources to complete the development and to use or sell lhe

software product are available; and
iii. the expenditilre attribulable to the soflware product during lts devetopment can be rellably measured.

Directly atlributable cosls lhat are cap'rtalised as part ol lhe sofiurare pmducl lnclude the soflware
development employee costs and an appropriate porllon of relevant oyerheads.

O{her development expenditures that do not meet lhese crllerla are recognlsed as an eryens.9- as
lncuned, Dev-elopment costs previousty recogntsed as an expense are not recognised as an asset in a
subsequent period.

Computer sofrylare development costs recognlsed as assets are amortised over lhelr osUmated useful

lives, which does not exceed lhree years.

Acquired computer software llcences are capitalised on lhe basis of lhe costs lncuned lo acquire.and
brin'g to use lhe specific sofrryare. These costs are amorlised on the basis of the expected useful lives.
Software has a maxlmum expec{ed usefultife of 5 years.

0) lmpalrment of non-financial assets

Assets are revlewed for lmpairment whenever euents or changes in circumstances Indlcate lhat the
canylng amount may not be-recoverable. An impahment loss is recognised for the amount by whlch the

assifJcarrying amLunt exceeds its recoverable amount. The recoverabte amount is the hlgher ol an

assefs fair i,alue less costs to sell and value ln use. For the purposes of assesslng lmpairment, assets

are grouped at the lowest Jevels for whlch there are separately identifiable cash flows (cash-generatlng

unlts-). The tmpairment test also can be performed on a single asset when the fair value less cost lo sell

or the value jn use can be determlned reliabty. Non-fnancial assets that suffered impairmenl are

reviewed for posslble reversal of the impairment at each reporting dale.

0) Employee benstlts

The Bank operates a defined benefit and defined contribulion penslon schemes. The scfiemes are

funded through payments lo lrustee'adminlstered funds on a monthly basls'

On lhe defined contribution scheme, the Bank pays fxed conlrlbutons to the scheme. The payments are

charged to the profit or loss in the year to which they relate. The Bank has no further payment obllgation
once lhe contributions have been paid.

The delined benefit plan defines an amount of pension benefit that an emptoyee will receive on

reUrement, dependenton age. years of servlce and e,ompensation.

o
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Notes (continued)

2 Summary of slgnlflcant accountlng pollcles (contlnued)

0) Employee baneflts (contlnued)

The assels of tha schame are held by the Bank In an independent trustee administered fund. The asset
recognlsed in the staternent of financial posilion in respect of the delined benefit pension scheme is the
fair valua of the scheme's assets lee s he present value of lhe defined benelit obtigation at the reporting
date. The defned bonefit obligation is calculaled annually by an lndependent ac'tuary uslng the proJected
unit mehod, The present value of lhe delined benefit obfigation ls determlned by discountlng the
estimated cash outflows using interest rales of Kenya lreasury bonds that have terms to maturity
approximating to lhe lerms of the related pension liability.

The asset recognised in the stalement of financial position in respect of delined benefit penslon plans ls
the present value of the defmed benelit obligation at the end of the reporling period less the falr value of
plan assels, together with adjustmenls for unrecognised past-service costs. The delined benefit
obllgafion ls calculated annually by independent acluaries uslng the prolec{ed unlt credit method, The
present value of the delined benelit obligalion is determined by discounting the estimated future cash
outflorrs uslng interest rates of govemment bonds that are denominated in the currency in which the
benefds will be pald, and lhat have terms to matudty approximating lo lhe terms of the related penslon
obllgaUon.

Ac{uarlal galns and losses arlslng from experlence adjustments and changes ln actuarlal assumplions in
exoess of the greater of 1O%" of the value of plan assets or 10% oi the defined benefit obllgatlon are
charged or credlted to profit or loss over lhe employees' expected avorage remalnlng worklng llves.

Past-service costs are recognised immediately ln Income, unless lhe changes to the pension ptan are
condltlonal on the emptoyees remalnlng ln servlce for a speclfled perlod of tlme (the vesllng perlod). In
this case, the past-service costs are amortlsed on a stralght-llne basls over the vesting period.

The Bank and all lts employees contribute to the National Social Security Fund, which is a delined
contribution scheme.

A defined contribution phn is a reliremenl benelit plan under whlch the Bank pays lixed contributions
into a separale entity. The Bank has no legal or consbuctive obllgatlons to pay furlher contributions if the
fund does not hold sufficient assets to pay all employees lhe benefits relating to employee service in the
cunent and pior periods.

The Bank's contributions to lhe defined contdbution scheme are charged lo the profit or loss account in
the year in whlch lhey fall due.

The eslimated monelary liability for employees' accrued annuat leave entillement at the reporting dale is
recognlsed as an expense accrual.

(k) lncome tax

Secllon 7 ol lhe lncome Tax Act exempts the Bank fiom any taxatlon Imposed by law in respect of
Income or profits. Thls exempllon tncludes stamp duty in respect of inslruments executed by or on behalf
oflhe Bank.
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Notes (continued)

2 Summary of slgnlflcant accounttng pollcles (continued)

(U Provlslons

Provisions are recognlsed when: the Bank has a present legal or constructlve obligaUon as a result of
past evenb; lt ls probable that an outfloiy of resources will be required to setlle the obligation; and the
imount has been'reliably es{imated. Provisions are not recognlsed forfulure operaling losses.

V\fhere there are a number of similar obtlgations, the likelihood lhat an outllow will be requlted in

setllement Is determined by considering the class of obligations as a whole. A provislon is recognised
even if the llkellhood of an outllow with respect to any one item included In the same class of obllgations
may be smatl.

Provisions are measured at the present value of the expenditures expecled lo be requlred to setlle the
obtlgatlon at a rate that reflects cunent market assessments of the lime value of money and the risks
specttc lo the obligalion. The inorease ln the provision due to passage of lime ls recognlsed as inlerest
expense.

(mf Dlvldend payable

The Cenhal Bank of Kenya Act (Cap 491) allows the Bank to relaln at least 10% of realized Income afier
taklng lnto account expenses. ln addition to lhis, the Eoard of Directors in lheyear!0O7 set a pollcy lhat
all dilidends shall be het of unrealized Income and olher revalua0ons gains in additlon to the retention
allored by the Acl

Dlvldends on ordinary shares are charged to equity in the period in whlch they are declared.

(n) Sharo capltal

Ordinary shares are ctassified as'share capital'in equity.

(o) Leases

Bank as lessee

The leases entered into by the Bank are primarily operating leases. Payments made under operatlng

leases (net of any lncentives recaived tom the lessor) are charged to the lncome statement on a
stralght-llne basls overthe period of the lease.

Eank as lessor

The group leases certaln property, plant and equipment where it does not transfer substantially all the

risks-and benefits of ownbrstrip if lhe assets. The operating leases generate rental lncome whlch ls

recorded ln the income stalement on a straighhline basis over the period of the lease.

(p) lntereet lncome and exPense

lnterest incoms and expense for al! interest-bearing financial instruments are recognlsed in profit or toss

using tha effeclive interest method.

The effactive Interest method is a meffrod of calculating the amortlsed cost of a financial assel or liability

and of allocating the lnterest income or interest expense over the relevant period. The effective interest

rate is the rate [hat exaclly dlscounts estimated fuiure cash payments or recelpts lhrough the expected

life of the financial instrument to lhe net carrying amount of the finandal asset or liability on initiat

iecognition. When calculafng the effective interest rate. the Bank estimales cash flows considering all
contEc.tual terms of lhe nnaniial instrument, and any revlslons to lhese estimates are recognised in lhe
income statement. The calculation Includes amounts paid or received that are an integral part of lhe
effeciive interest rate of a financlat Inslrumenl, including transacllon costs and all olher premiums or
discounts.
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Notes (continued)

2 Summary of slgnlflcantaccountlng pollcles (contlnued)

(q) Fee and comrnlsslon lncoms

Fees and commissions aro gonerally recognlsod on an accrual basis when the service has been
provided,

The Bank eams from the Govemment a commission of 1,5% of amounts mised through its agency role
In lhe Issuance of Treasury bllls and bonds. The annual commlsslon Income Is llmited to Shs 3 billion as
per the agreement between the Bank and Treasury effective 1 July 2007.|n addilion, lhe Bank eams
commlssions from olher debt instruments issued to meet funding requirements of State Gorporations.

tr) commltments on behalf of the Kenya Governmentand NaUonat Troasury

The Bank lssues Treasury Bonds and Bills on behalf of he National Treasury. Commitments ailsing on
such transactions on behalf of Kenya Govemment and Nalional Treasury are not lncluded ln these
linancial statemenls as the Bank is involved in such transaclions only as agenl

(s) Currenoy in clrculaUon

Noles and colns In clrculallon are measured at cost Cunency ln clrculatlon represents the nomlnel value
of all bank notes and colns held by the publlc and commerclal banks.

(t) lnventorles

The Bank's Inventory ts comprised of new currensy not issued. lnventories are stated at the sum of lhe
productlon costs, Cost ls determlned using the firsl-ln, first-out (FIFO) method.

Banknoles printing Bxpenses for each dsnominalion which lnclude ordering, printing. freight, insurance
and handllng costs are initially defened, Based on the cunency Issued inlo cJrculalion, the respective
proportional actual costs lncuned are released to the prolit or loss ftom the defened costs account over
the useful period (lfe span) of each banknote dsnomination. The defened amount is recognised as
prepayment and represents un-issued banknotes (cunency) stock. Cost of coins minted is expensed ln
full on delivery in the year of purchase/acqulsitlon.

Useful lives of the various banknotes denominations are cunently estimated as follows:

Shs 1,000 Zyears
Shs 500 2years
Shs 200 2years

The useful life for alt olher denominations ls estimaled at 1 year.

(u) Loan due ftom the Govemmant of Kenya

The loan due fiom lhe Government of Kenya arose fom overdrawn accounts which were converted to a
loan wlth effect fom 1 July 1997 afrer an amendment to the Cenlral Bank of Kenya Act to limit the
Bank's lending to Govemment of Kenya to 50lo of Govemment of Kenya audited revenue.

On 24 July 2007, a deed of guarantee was signed between the Govemment of Kenya and Cenlrat Bank
of KenyainwhichtheGovemmentagreedlorepaylheloanatShsl.ll btlllonperannumoverS?years
at 3% lnlerBst per annum. The security held is lien over cash balances, stock, lreasury bonds and such
oher govemment securities as are specified in Section 46(5) of the Central Bank of Kenya AcL

The loan due from lhe Govemment of Kenya is categorised as a loan and receivables and is measurad
at amortised cost.
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Notes (continued)

2 Summary of signifieant accounUng pollcias (continued)

(v) Funds held aU due to lnternatlona! Monetary Fund (lMF)

Kenya has been a member of the lntemalional Monetary Fund (lMF) slnce 1966. The Bank is the
designated deposltory for the IMF's holdings of Kenya's cutrency. IMF curency holdings are held in lhe
No. I and No. 2 Accounts, whlch are deposit accounts of the IMF with lhe Bank.

Bonowings fiom and repayments to the IMF are denominated in Special Drawlng Rlghls (SDRs), The
SDR balances ln IMF accounts are lranslated inlo Shillngs at the ptevaltlng exchange rates and any
unrealized galns or losses are accounled for ln accordance with accounting policy on foreQn cunencles.

On a custodial basis, the Bank holds a non-negotlable, non-inlerest beadng and encashable on demand
security lssued by the Treasury in favour of the tMF tn lts capaclty as the IMF's depository. The security
lssued is in part payment of Kenya's quota oF lMF shares.

{w) GomparaUves

Where necessary, comparatlve figures have been adusted to conform to changes in presentalion in the
cunent year,

o
26



Central Bank of Kenya
Flnanclal Statements
For the year ended 30 June 2013

Notes (continued)

3 Crltlcal accounUng estlmatss and Judgemonts ln applylng accountlng pollcles

(l) Gritical estimates in applylng the entity's accountlng policies

The Bank makes estlmates and assumptlons that afiec-t the reporGd amounts of assets and llabllilies
within the next financial year, Estimates and ludgemenls are continually evaluated and are based on
historical experience and other fastors, induding expectations of future events that are believed lo be
reasonable under the circumstances.

l, Post-retlrement bsnefil,s

Post-retrement benefils are long term liabilities whose value can only be eslimated using assumptions
about developmonts over a long psriod. The Bank has employed ac-luarial advlce ln aniving at he
ligures h lhe financial statements (Nole 18 wtrich includes assumptions). The Board of Dkectors
considers the assumptions used by the acluary in their calculations to be appropdate for thls purpoBe.

ll. Loansandadvances

Cdtical estimates are made by the management in determining the recoverabte amount of impaired
loans and receivables.

ill, Falr value of financlal assels

The fair velue of financiat inslruments that are not traded in an active marltet and oll marftet loans are
determined by using valualion techniques,

iv. Property and equlpment

Land and bulldlngs are canled at falr value; represenling open market value determined periodically by
inlemal professlonal valuers.

(lll CriUcalJudgemenE in applying the entlty's accounUng pollcles

ln the process of applying lhe Bank's accounting policies, management has made judgements in
determining:

. the classification of financiat assets and leases

' whether assets are impaired,

o

o

o

o
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Notes (continued)

4 lnterest Incoma

Cash and cash equfualents
Financialassets - held to maturity
Loans and advances
Flnanclalassets - hetd for trading

lnterest lncome from Joans and advances comprises:
Loan due from Govemment Debt
Govemment overdraft
Stafftoans
Reverse repos
Local commerclal banks ovemight loans
Forelgn commercial banks ovemlght loans
Olher interest income

lntorost expense

lnterest on monelary poficy lssues - investments by banks
lnterest paid to IMF

6 Net tradlng Incoms

2013
Shs'mllllon

1,15;
4,479

275

2012
Shs'mlllion

x2
1,194
6,778

304

a

o

o

5,904 8,308

929
3,664

103
1,403

521
I

150

892
4960

113
388

o
29

111

4,479
o

a

o

o

5

4.033

aJ78

888

880
84

4,O37

Net gain on sale of foreign exchange currencies
Net loss on held for tradinE financial assels tradlng

1;772
rrc)

3,116
(214\

1,699 2,9O2

7 OlhEr income

Llcence fees ftom commercial banks and forelgn exdtange bureaux
Penatties ftom commercial banks and forelgn exchange bureaux
Rent lncome
Kenya Schoot of Monetary Studies operaUng lncome-hospltallty services
and tuition fee
Gain on disposal of property and equlpment
Mlscellaneous income

218
17
2

416
11

1U

lElu
1

444x
206

893

a

758
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Notes (continued)

8 operatlng expsnses

3,838
1,216

765
191
78

4,686
6
1

2
161
199
131
102
682

o

o

o

o

a

o

o

Employee benefit expenses (Note 9)
Cunency production expenses
Property malntenance and utility expenses
Depreciation (Note 19)
AmortlsaUon (Note 20)
Provision for impairment loss on olher assets (Note 17)
Audltors' remuneration
Banking expenseg
Loss on fnancial assets at hir value through profit or loss
Transport and travelling
Office expenses
Poshl servlce expen6s
Legal and professlonal fees
Olher admlnlstrative expenses

Employee beneflts expense

Wages and salades
Medical expenses
Otherslaff costs
Dlrec'tors' emoluments (Nole 29)
Net cost on retirement benelit obllgatlons (delTned beneflt) (Note 18)

10 Balances due from banklng lnstitutlons. Local

Current accounts
Special project accounts
Domestlc forelgn cunency cheque clearing

All balances due from banklng lnstitutions- Iocal ars recoverable wihln one year

11 Flnanclal assets at falr value through proflt or loss
a. Deslgnatod at lnltlal recognttlon
Gold holdings

Movements in gold holdings are due to mark to market movemenls.

b, Held for tradlng
Fixed lncome securitles
Fixed income securities underWorld Bank FIAMP

zo13
Shs'mllllon

3,566
2,396

s03
823
u5
153

16
178
190
136
112
601

2012
Shs'million

6

9,325 12,O58

s

2,908
229
563

69
69

3,493
168
47

68
(600)

3,566 3,939

31,995
13,240
9,965

39,031
12,878
8,099

55,200 80,008

58 74

51,608
26,263

16,839
25,765

77,871 42,604

42,678

o

77,929
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Notes (continued)

12 Balancas dua from banklng lnsiltullons- Foreign

Foreign denominated term deposits
Accrued interest on lerm deposlts

(a) Assets
IMF balances (SDR asset account)

(b) Llablllties
lnternalional Monetary Fund Account No. 1

lnternational Monetary Fund Acc.ount No.2
lnternalional Monetary Fund - PRGF Account
I MF-SDR Allocatlon account

395,493 335,275

6

6

2012 2012
sDRmllllon Shs' mllllon

2073
Shs'mllllon

395,347
146

2012
Shs'mllllon

335,227
48o

o

o

a

o

o

o

All balances due from banking institutions - foreign are recoverable within one year.

13 lnvestnonts securltles - Avallabta-for+ale

Unllsted equtty securl0es

At slart of year
Addltlons

At end of year

;

The fair value of the lnvestment ln unllsled company ls esllmated as belng equivalent to lhe purdtase
price. The lnvestment ln Avallable for sale securllles ls recoverable after a year.

14 Funds hsld aU due to lntemational Monetary Fund (lMF)

2013 ?;0'13
SDRmilllon Shs'mllllon

16 2,694 17 2,200

19

634
260

2,531
1

82,493
33,543

5"1

2,711
1

66,183
32,973

21

260

913 118,568 EOz 101,868

The Natlonal Treasury is the Government of Kenya's FiscalAgent. Cornmilments arising on tnnsaclions
between lMF, Kenya Government and Nationa! Treasury are not lncluded ln lhese financial statements
as lhe Bank ls not lhe Governmenfs liscal agent

Kenyas quota in IMF of SDR 271.4 milfion (2012: SDR 271.4 milllon) and allocations of SDR 258.3
million (2012: 259.6 milllon) are not included In the financial statements of lhe Bank as these are booked
In the National Treasury with the Government liscal agenl

a
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lE Advances to banks

Treasury bonds dlscounted
Treasury bills discounted
Accrued lnterest

All advances to banks are recoverable wilhln one year

1E Loans and advancss

Due from banks under tiquldation
Advances lo employees

AlJowance for impairment

Net advances

Movement in the loan impairment allowance is as follmvs:
At start of year
Decrease in impairment allowance

Prepaymenls
Defened currency expenses
Sundry debtors
llems in lhe course of collec{ion

Provision for impairment

All other assels balances are recoverable wilhin one year

Movement in the impairment allowance ls as folows:
At start of year
lncrease ln impairment allowance

2013
Shs'mllllon

zo12
Shs'mllllon

3,298
6,578

97

333
I

10

351 9,973

o

o

o

a

a

o

o

o

3,656
2,667

3706
3,577

6,323
(3.678)

7,283
(3,7231

2,645 3,560

3,723
(4s)

3,725
(2)

At end of year 3,tlE 3,723

tnexceptionaJcircumstances,asallowedbySection36oftheActthe'*,.,'-'.ffi
tast resorf to financial institutions ln difliculg. Commerclal banks did not ulilise this facility in the year
mder revisw (2012; Nil). The overnight lending athacts an inlerest at the CBR rate plus a margin
determined by lhe Bank.

17 Other assets 201s
Shs'mlllion

115
3,477
5,212

154

2012
Shs'mllllon

2so
1,659
5,q)1

333

8,958
(4,839)

7.243
(4,686)

4,119 2,557

4,686
153 4.686

4,686At end of year 4,839
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Notes (continued)

{8 Retlrcmentbenefitasset 2013
Shs'mltllon

13,065
(21,173)

2072
Shs'mltllon

12,67X
(17,103)o

a

a

o

o

o

Present value of funded obligalions
Fairvalue of ptan assets

Present value ofnet asset
Unrecognlsed actuariat gains

The amounts recognlsed ln statement of comprehensive income are as
Gunent service costs
lnterest c,osts
Expected retum on plan assets
Net actuarial (gains)/!osses reco gnised
Past seruice costs
A{ustment for prevlous year values

Total expenses included ln employee benefits expense (Note 9)

Movements in the net defined benelit asset recognlsed are as follows:
At start of year
Net income/(expense) recognised in lhe proflt or loss (Note 9)
Employer conlributions

At end of year

Actual retum on plan assels

Movements ln the plan assets are as follows:
At start of year
Expected retum on scheme assets
Actuarlal gain
Employer contribulions (Note 9)
Employee contributions
Beneftts expenses paid
AdJushent for previous year vatues

At end ofyear

Movements ln lhe plan benefit obligation are as follows:
At start of year
Gurrent servlce cost net of employees' contributions
Interest cost
Employee conlributlons
Acluarialgaln
Past service cost
BenefG paid

(8,108)
5,'|.41

(4,430)
2,237

(2,967) (2,193)

311
1,707 1,071(2,358) (1,4921
ris) 24

(181) (7241

565

626

15,872
1,492

666
385

(467',)
(124)

g2e)
(181)

(600)

2,193
600
'174

69

1,897
(6s)
365

2.967 2,19X

4,@2 608

17,1O?
2,358
2,O87

174
60

27,',173 17,103

a

12,673
311

1:707
60

112s8l

(428',1,

12,137
666

,,*?
(1,259)

625
(46t',1

12,673

a

At end of year 13,085
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18 Retirement benefit asset (contlnued)

The princlpal ac,tuarial assumptions at the reporting date were:
Discount rate (p.a.)
Salary lncrease (p.a.t
Expected relum on plan assets (p.a.)
Future pension increases

13-7o/o
13.7%
11.7o/o

3.Oolo

12.50h
10,5%
12.5%
3.O%

7,342
1,192
6,512

s89

o

O

o

a

o

o

a

Hlstorical Informatlon

Fairvatue of plan assels
Present value of funded obtlgatlons

Retirement beneft asset
Unrecngnised ac-tuarial gains

2013 2012 2011 2010 2009
Shs' mllllonShs' mllllon Shs' mlltlon Shs' mllllon Shs' mllllon

21,173 17,103 15,872 14,868 11,678
(13,065) (12,6731 (12,1371 (11,550) (9,582)

8,108
(5,141)

4,430
(2,2371

3,735
(1,838)

3,318 2,096
(1,4241 (671)

2,967 2,193 1.897 1,894 1,425

Plan assels are dislributed as follows:

Quoted shares
lnvestment In properties
Govemmsnt of Kenya Treasury bills and bonds
Commerdal paper and corporate bonds
Offshore lnvestments
Ftxed and tern deposlG

2013
Shs'ml!llon

39%
13%
27o/o

6%
8o/o

7%

2072
Shs'mllllon

32%
1B%
43%
7%

3%

a1000h lOOo/o

l9 Proporty and equlpmont

Freehold Leasehold Furnlture
land and ]and and Work tn Motor and

Bulldlngs bulldlngs progr€sE Vehlcles Equlpment Total
Ysar ended 30 JunB 2012 Shs' milllon She' mllllonShs' mllllon Shs' milllon Shs' mltlton Shs' milllon
Cost or valuaUon
At start of year
Additions
On revaluatlon
Dbposals
At end of the year

Accumulated deprecla0on
At start of year
Charge for he year
On revaluation
On disposat
At end ofthe year

765 1

(58) (21

f9 5 180 3,133 3.338

130 2,505 11,651

1,010
25

6,057

300

1,455

263
10?

325
ta:

5,444
1t:

214
24

2,993
142

1

300
6

(300)

s86
19

(s861

4,493
191

(1,286)
(60)

Het carrylng value' 6,073 1,749 7,1U
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,9 Property and equlpment (contlnued)

a

a

o

o

o

Year ended 30 June 2013
Cost or valuation
At start of year
Addilions
Disposals
At end ofyear

Accumulatsd depreciation
At slart of year
AdJustments
Charge forlhe year
On disposal
At end oflhe year

Net carrylng value

lJss

33

otr_

19

aot_

o. 1,194 3'10
63819

180
2

50
e1l

5,638
348

3,133
4

4X7
el

14,989
1,230

1 136

3,338
6

823
Q3)

39

Silto 1,716 2,013 141 2,412 12.,052

The net book vatue of feehold land, teasehold land and buildings had they not been revalued would be
lmmaterial,
r0pening net carrying value

Shs'mllllon

322 211 3.572 4.144

Net carrying value as previously staled
Prior year adlustment

12,O83
(4s21

o

Net carrying valuo as restated 11,651

The prior year adjustment relates to correc,tion of enors ln capitalisation of property and equlpment ltems
inFY 2012 and thus a lhird batance sheet is not presented.

Property and Equipment were revalued by lntemal professional vatuers ln the prlor year on an open
market basis and lhe revaluatlon has been included in the revaluallon reserve.

The melhods and significant assumptlons applled ln arlvlng at the revalued amounls are as follows:

The Bank's residential proper{ies are atl ownar-occupied. ln carrying out the valuation, the Bank has
assumed thal the proopeclive renta! lncorne lo be generated by the property based on the going
rentals for simitar properlias wilhln the same location.

The Bank has taken into account comparabtes values of slmllar propertles (plot, construction
slandards, deslgn, (lay out), size, tocatlon, - curenl sale prices of vacant plots and those
devetoped) to derive the market prlces. These were obtained from market transaclions of
companable properties,

a

a

o

092

a
u
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Notes (continued)

2D lntangible assets

179

o

o

o

o

a

o

Work{n-
Software Progress Total

Shs' mltlton Shs'mllllon Shs' mllllonYearended 30 June 2012
Cost
At start ofyear
AddlUons
Iransferfrom wolk ln progress

Atend ofthe year

Accumutatsd amortisation
fit the start of the year
Amortisation for the year

At end ofthe yaar

Net carrying ralue*

Year ended 30 Juna 2013
Gost
At stail ofyear
Additlons

Atend oflhe year

Accumulated amortlsatlon
At slart of year
Amortisation for tho year

At end ofthe year

Net carrying value

rOpenlng nel carrylng value

Net carylng value as prevlously slated
Prioryear adlustment

236 1,157
11 168

7,325 (1,325)

3931

o
1,572 1.5-72

300 300

1,272 7.272

Worlt-ln-
Softwara Progr€ss Total

Shs'mllllon Shs'mllllon Shs' mllllon

1,672
46

1,672
#

1,618 1,618

345

e{5 645

973 973

Shs'milllon

222
78

222
78

o
300
345

300

1,412
(140)

Net carrying value as restated '1,2,72

The adJustment relales to conection of enors in capilalisatlon of lntangible assets items in FY 2O12 and
thus a lhlrd balance sheet ls not presented,
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Notes (continued)

21 DUE lrcm Govammant of Kenya

Overdraft
Government toan

Kenya bank notes
Kenya coins
CommemoraUYe coins

Movement in lhe account was:
At start of year
Deposits by banks
Wthdrawals by banks

At end olyeat

23 Deposlts

Local commercial banks clearing accounts and cash ratio reserve
Local banks forelgn exchange settlement accounts
External banke foreign exchange setllement accounts
Olher public entities and proJect accounts
Govemment of Kenya

24 lnvestmant by banks

Terrn auctlon deposits
Repos sold to commerclal banks

?013
Shs'million

7,000
28,960

?012
Shs'mlllton

7,257
30,874

a

o

o

a

o

o

35,960 38.131

SecUon 46(3) of the Central Bank of tGnya Ac-t sets lhe limit of the Govemment of Kenya's overdraft
facilily at the Bank dl 5o/o ol the Gross Recunent Revenue as reported ln lhe latest Government of
Kenya audlted financlal slatements. The limlt stands at Shs 34,186,643,828 (2012: Shs 25,373,202,658)
based on lhe Govemment fnanclal stalemenls foc 201012011 (2012:200912010), which are the latest
audlted financlal statements at the date of approval of these financlal statements.

22 Cunency ln clrculatlon 2013
th3, mllllon

17:7,488
5,553

6

2012
Shs'mllllon

154,325
4,885

b

183,047 159,216

159,216
(403,689)

427,520

147,718
(385,210)

396,708

18g,UT 159,216

104,3,66
9,248

33
'tsB54
68,O70

e7:tso
7,il1

4A
17,687
37,6U

191,671 160,442

30.983
'10.6fti

22,Oil
f 3,609

41,589 35,673

o

a
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Notes (continued)

25 Other llabllltles

lmpersonal accounts
Sundry creditors'
Bonds pendlng payables
Refundabte deposits
Leave accrual
Gratuity to staff members

2013
Shs'mllllon

Authorlsed
shara capltal
Shs'mllllon

2072,
Shs'mllllon

204
179
214
586
101
48

Ordlnary
shares

Shs'mllllon

248
s26
620
677
76
48

o

o

o

o

a

o

2,595 1,332

'The sundry credllors balance as at 30 June 2O12 has been restated to conect enors in lhe
capltallsation of property and equlpment and lntanglble assets as below. The enors relate to FY 2012
and thus a lhird balance sheet is not presenled.

Shs'mllllon

As previously staled
Prior year adjustment on property and equlpment (Note 19)
Prior year adjuslment on intangible assets (Note 20)

As restated 779

25 Share capltal

751
(4321
(140)

Ealance at 1 July20l1, 30 June 2012and 30 June 2013 5,000 5,000

Ownenhip of the entire share capilat is vested in the Principal Secretary to the NationalTreasury.

27 Gash generated ftom operatlons 2013 2012
Shs'mllllon Shs'mllllon

Reconciliation of net surplus {deficit) to cash llows ftom operations

Surplus(defirit) for the year 3,652 (25.854)
Adjustments fon

Depreciation (Note 19)
Amorlbation (Note 20)
Gain on disposalof property and equipment
Net lntercst lncome
Net cost on defrned beneflt asset (Note 9)
lnterest received
Interest pald

Changes in working capital:
Loans and advances
Olher assets
Cunency in circulation
Deposlts
Olherlbbilities
lnvestments by banks

61.788

(1,8671
(600)
5.893

(4.0261

915

31,029
691

5,916

191
78
(2')

(7.420t
(5e)

8,223
(8031

823
u5
(1 1)

(1,652)
23,831

19,825
32ST

11,498
24,850

o

O

c7,6411
35,673

65,O29
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Notes (continued)

28 Gash and cash equlvalants

Forthe purpose ofthe statement ofcash ffows, cash and cash equivalents include:

o

O

o

o

o

Batances due frorn banking lnstitutions - Local (Note 10)

Balances due frorn banking institution+ Forelgn
Financiat assets - held for trading
Advances to banks ( Note 15)

Loans to executivE dircctors

At start of the year
Loans advanced during lhe year
Loan repaymenls

At end of lhe year

Loans to key management parconnal

At start of the year
Loans advanced during the year
Loan repayments

2013
Shs'mltllon

3/.7,U9
6,628

35'l

55,200 60,008

?'01?
Shs'mllllon

294,462
?,o2?
9,973o

408,42;6 367,466

29 Related party transactlons

ln lhe course of its operations, the Bank enters into transac{ions wilh related parties, which include lhe
Government ol Kenya, the ullimate owner of lhe Bank, and the Deposit Protection Fund Board (a
corporalion established by law as a deposlt lnsurance scheme to provide cover for depositors and acl
as a liquidator of failed member lnstitulions. lt is managed by a Eoard comprislng the Govemor of the
Central Bank of Kenya as the Chairman.)

The main transactions lnclude ordinary banking facilities to govemment minlstries included ln Note 23
and lending to govemment of Kenya included in Note 21.

(l) Loans

The Banlr efends loan facilities to the Govemor and lhe Deputy Govemor and other key management
personnel The advances are at preferenlial rates of interest determined by the Bank.

2i013
Shs'mllllon

2012
Shs'mlllion

6

6
71
(4)

13

3
6

(3)

76
44

(33)

87
20

(30)

87

o

o

At end ofthe year 77
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Notes (continued)

29 Ralatad party transactlons {conlinued)

(ll) Dlrectors' emoluments:

Fees to non execulive directors
Other remuneratlon to executive direc{ors

o
2013

Shsr rnlllton
2012

Shs'mlllion

15
53

16
OJ

68

(lll) Remuneratlon to senlor management 172 164

(lv) Post-+mployment penslon to senlor management 11

(vl Government of Kenya

Due from Govemment of Kenya (Note 21) 35,960 38,131

Transac'tions enlered Into wfth the Govemment include:
i. Banking servlces;
il. Management of issue and redemption of securifles at a commission and;
iil. Forelgn curency denomhated debt setllement and other remitlances at a fee.

(vl) Deposlt Protoctlon Fund Board

The Bank has a close working relationship with the Deposit Proteclion Fund Board, an entity
incorporated under the Banking Act, and provides it with staff and oflice accommodation. Ceilain costs
lncuned on behalf of the Deposit Protection Fund Board are fully reimbursed to the Bank.

The balance oubtanding from he Deposit Proteclion Fund Board and lncluded in olher assets as Bt year
end was Shs 20 mllllon (2012: Shs l4million).

(vll) Kenya Schoot of Monetary Studles

The Kenya School of Monetary Sludles ls a reglstered legal entity wholly owned by lhe Bank and has
been consolldated ln these financlal statemenls.

30 Flnanctal rlsk management obJectlves and pollcles

The Group's activities expose it to a variety of financial risks, including credit risk and lhe effec'ts of
changes in debt and equity market pricos, forelgn cunency exchange rates and interest rates. The
Group's overall risk management programme focuses on the unpredictability of fnancial malkels and
seeks to minimise potential advorsa effests on its linancial performance.

Risk management is canied out by lhe finance department under policies approved by he Board of
Directors. Oher organs that monitor he assessment and management of riske within frre Bank lnclude:
Board Audit Commlttee, lntemal Audit Department and Risk Managernent Unit,

69
o

o

o

o

5

o

o

o
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Notes (continued)

30 Flnanclal risk manag€msnt obJeotlves and potlcles (contlnuad)

(al Stratogy tn ustng flnanclal lnstrumants

The Bank holds forelgn exchange resewes for lhe purposes of servlcing official foreign debt, paying non-
debt govemment and Central Bank of Kenya expenditures abroad, and occasional interventlon in the
furelgn exchange martet to smoothen exdlange rate votatilitles. The Bank can only lntervene in the
forelgn exctrange rnarket when lhere are sharp exchange rats movements which are likely to deslabillze
lhe flnandalmarket.

Govemed by Ore Banfs reserve management pollcy of safe investment, fiquidity and reUm, lespecti_vely,

lha Bank, with a prudent approach, subjects its foreign exchange reserves to investinents in intemational
markets.

ln this framework, almost atl the financlal risks lo which the Bank ls exposed arise while futfllling ils dutles
of managing forelgn exchange reserues and rendering cerlain banking services to lhe banlting sector and
tha Government of he Republic of Kenya.

The Bank is exposed to credit, ma*et and liquldity rislts due to the aforementloned opemtlons. The

fnanciat risks lhat arise during the management of foreign exchange reserues are lhe otrlcome of an

investment choice. Nevertheless, the Bank endeavours to mlnlmize such rislrs by managlng lhem wilh a
conservative approach.

Foreign exchange reserves are rnanaged by observlng lhe inves{rnent criteria defined ln the Bank's

Guidelines on Foreign Exchange Reserves Management.

(b) Rlsks faclng the Bank

The following are the main types of risks 0rat the Bank is exposed lo ln the course of executing its
operallons:

. Financiatdsks include: ' Non financialrisks include:

Credit risk
Marltet risk:. lnterest risk. Foreign curency exchange risk
Liquidity risk

- Operational rislt
- Human resource risk
- Legalrisk
- Reputation risk

o

l. Gredit rlsk

Credit risk arises from inveslment securities, balances due fom banking institutlons, funds held wlth IMF

loans and adlances as welt as other assets. The Bank has no significant concenlrations of ctedlt rlsk

except for the lending to the Govemment of Kenya.

Management of lhe credit risk ls through lhe cholce of deposltory ba_nks. The Bank's choice of depository

banks-ls confined to top lntemational banks that meet he set ellgblllty crlterla of linanclal soundness on

tong-lerm credit rating (A), short-term credit rating (AA), composlte ratlng and capltal adequacy.

The amount that best represents lhe Group's maxlmum exPosure to credit rlsk ls per the statemant of
financial position.

The Bank does not grade the credlt quatlty of lhese assets. None of lhe balances have had lheir terms

renegotiated. Manai'ement monitors lhe'credit exposule of staff on a continuous basis, taking in!9

acco-unt their financi-al posltlon, past experience and olher faclors. Provisions of Shs 83 million (2012: Nil)

have been recorded due to impaked balances to relaled parlies.

a
40



o
Central Bank of Kenya
Financlal Statements
Forthe year ended 30 June 2013

Notes (contlnued)

30 Flnanctal rlsk management obJectlves and pollclas (contlnued)

l. Credlt rlsk (contlnuedl

The following amounts in loans and advances and other assets are neither past due nor lmpaired or
tndividually lmpaired. All other financial inslrumenG operate within lheir contraciuallerms.

o

o

O

o

o

o

Naltherpast lndlvldualty
due nor lmpalred
lmpalred

2013 2073
Shs' mllllon Shs'mllllon

Neither past
dug nor
Impalred

?,0,12
Shs'mllllon

3,560

2,e07

lndlvidually
lmpalred

2012
Shs'mllllon

67
3,656
4,686

Advances to employees
Due from banks under llquldatlon
Sundry debtors

Allowance for lmpairment
- olher assels (Note 17)
- loans and advances (Note 16)

6,650 8,617

(4,839)
(3,678)

2,646

4,004

22
3,656
4,839 o

5,867 8,409

(4,686)
(3,723'

6,650 (8,517) 5,867 (8,409)

6,650 5.867

There were no past due but not impaired balances as at 30 June 2013 (2012: Nil).

Il. Market rie k
The Group takss on exposure to market risks, which is the risk that fair value or future cash flows
of a financial instrument will fluctuate because of changes in market prices, Market risks arise from
open positions ln interesl rate, currency and equily, all of whictr are exposed lo general and
specific market movemonts and changes in the level of volatilily of market rates or prices such as
lnterest rates, foreign exchange rates and equity prices. The Bank separales exposures to market
risk into either trading or non-trading portfolios.

Market risks arislng ftom kadlng and non-lrading activities are concenlrated in Bank Treasury and are
monitored by management with overclght ftom lhe Monetary Policy Committee.

Trading portfolios include those positions arising fom market-makhg transaclions where lhe Bank asts
as principal with commerclal banks or the market.

Non-tradlng portfolios primarily arise from the interest rate management of the Bank's lnveslment and
monetary potlcy assets and llablllUes. Non-tradlrrg portfolios also consist of forelgn exchange and equity
rlsks arlslng from the Bank's held-to+naturity and World Bank RAMP financia! assels,

lnterest rate risk

The BanKs interest rate risk arises from interest bearing lnvestments, Ioans and advances lo
commercial banks and investmenls by banks. Bonowlngs Issued at variable rates expose the Bank to
cash llow lnterest rate rlsk whlch ls parlially offset by cash held at variable rates, Bonowings lssued at
fixed rates expose lhe Bank to fairvalue interest rale risk.

The tables below summarise the Bank's financlal assets and tiabllities and analyses lhem into lhe earlier
of conlractual maturity or repricing.

o

O
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Notes (continued)

30 Flnanclal risk managamont obJectives and policles (conUnued)

Falr value of financlal Instrumants

IFRS 7 specifies a fair value hlerarchy of valuatlon technlques based on whelher the inputs to those
valuation techniques ate observable or unobservable. Observable lnpuls rellect markel data obtained
from lndependent sources; unobseruable Inputs refled the Bank's market assumptions. Thesa two
types of inputs have created the followlng fair value hierarchy:

r Level 1 - Quoted pdces (unadjusted) ln acllve markets for ldendcal assels or llabllities. Thls level
inctudes listed equity securities and debt instruments on exchanges (for example, Bloomberg).

o Level 2 - lnputs other lhan quoted prices lncluded within Level 1 that are observable for the asset
or liabllity, either dlrectly (that is, as prices) or lndlrectly (that ls, derlved from prlces). The sources
of input parameters like UBOR yietd curve or counterparty credit risk are Bloomberg.

r Levet 3 - lnputs for the asset or liabllity lhat are not based on observable market data
(unobservabte inputs). Thls levelincludes equity investments and debt instruments with slgniflcant
unobservable components' 

Levet r Levet 2 Levet 3 Totar
Shs'mlltlon ths' milllon Shs' mllllon Shs'mllllon

As at 30 Juno 2013;
Financial assets at fah value 77,871 58 - 77 ,929
lnvestment securities - Available-for-sale 6 6

Total assets T1,871 58 6 T1,935

As at 30 JuneZ012:.
Financfalassets at fair tralue
lnvestment securities - Avallable-for-sale

42F04 74 42,678

Total assets 42,604 74 42,678

Changes ln level 3 instrument are disclosed in Note 13 to the linancial statements.

31 Contlngent llabllitias and commltments

The Bank ls pary to various legat proceedings with totalclalms up to Shs 7.3 bllllon (2012 Shs 267
million), Bas;d oh legal advice, lhe dlreclors belleve that no loss will arise from these legal proceedings.

Approlriate provislons have been made where a liablllty Is consldered probable.

At 30 June 2013, lhe Bank did not have capltal commltments (2012: Shs 53 million) in respect of
property and equipment purchases,

Operafing lease cornmitments - Bank as lasses
20t3

Shs'mllllon
2012

Shs'mtlllon

Not laterthan 1 year
Laterthan 1 yearand notlaterthan 5 years

16
40

16
56

82

,

-000-

66

47
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