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Date 2lst May 2007

The Honourable

lYinister for Finance

Dear Sir:

I am pleased to submit this report which covers the flrst l8 months of the Policyholders'Compensation Fund operations, from lst

January 2005 to 3fth June 2005.

Yours faithfully,

A* //*n
Prof. Chege Waruingi

Chairmon, Boord of Trustees

Policyholders Compens ation Fund



?l[if t,,.,rt,,,,,).,it',t(),,t ,:, ,'r ,: r),,,, t,,l ,): lrt., t:,:,.,

Prof. Chege Waruingi ,

A management consultanl l-,y 1;r'ofcssron ho ds a cloctori.rl degrec n Busincss

Administratron (Mar1<etng) fr'orn lndian,r Unrvo'srly, USA, l ]as ovo' 30 yc.rr"s

of University level tc,rching consu ting cxper.rence rn thc USA ,rnd Kenya.

He is currently thc Vice Ch,rncellor- ol Gr-etsa Univer-sity,Thil<a, a drrector oI
Magadi Soda Conrpany ancl Chailnran o[the Capit.il Yl,rrkcts Author-ty.

David B Nyakundi /i.1, r,,1'.,r",/,,ii.L' 'l ll i:t, i'',i I li ,;.,, ,';

An advocate of the Hgh Cour-t o[Kcny..r and a rlasters dc.qr-ce n l-aw flnal

ist fronr thc Univo'sity oi Nair'ob l le is cur-r-cntly the He,rd of Corrplrance

RcLl'cmcnt Bcnefits Author-ity. I le has consrclo'able knowledgc in thc l,rw
r-elating to pensror.rs and old ege rncorne security. He represents the Ret r-e-

rrcnt Benelits Author'ity which is lhe l'lan,rgirg-Trustee oi lhe I r-rnd.

l lolcls .r BConr clcsr-ec in lnsurancc fronr tlrc Unrver-s ty of Nair-obi .rncl ar.r

ACll Has worl<ecl ir-r tl-rc lnsur',tnce Dep.lrLmcnt since l9B7 havrng pr-eviously

v,,or-hecl at Phoerrrx East Air-ica lnsur-..rnce Cor-noarry.

Andrew Greenwoo6l r, ,.r1 ,

Clr cf'LxccLrt ,rc, Prr 41r-ir,i lr,sur',rnce Groult arrd i:. a Clr,tr-tcr-i:d AccoL.rnlant
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Geoffrey Nlenga (r'Tr r.rsl c'c)

The Chief Executive/Principal Olfrcer of lntr-a Africa Assur-ance Company

with vast experience in the Insurance Industr-y spanning over- 2 | years. He

is theVice Chairman of the Assocralion of Kenya lnsurers and Chairman of
the General insurance Councrl (AKl) and the Convener of the Ethics and

Self Regulation Committee olAssociatron of Kenya lnsurers.

l.T. lnamdar ; i,.;'ti'.,)

An advocate of the High Cour"t of Kenya and the Senior-Par-tner in the f rr-m

of lnamdar- & lnanrdar-Advocates of Nair-ob and Mombasa. He is one of the

leading Cornmer-cial Litigation lawycrs n this country and has considerable

specialist knowledge in the f reld of Insur-ance Law and Practice.

Charles Njonjo Mwaura /7ru:ret'l

The Chief Fxeculive, Range Hawl< Loss Adjuster"s & Risk Assessors (K) Lim

ited,A loss Adluster and Risk Managcr by profession holds a Ylasters degree

in Busincss Administration (lnsurance and Risl< lYanagement) FCll, AClarb.

AILA FllK ClPAlso the Chairrman, lnstitute of Loss Adjusters & Rrsk Sur-vcy

or-s (Kenya)

Ann Ngiana Rama r'lr:ri,', 
.,

fhe l'1,rn.rg ng Dir-ector of Assur.ecl lnsur'ance Br-ol<cr-s, A trustce ol the Col-

lcLlc c)[ lnsurancc and ,rn executrvc lYenrbct'otAlBK
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Ectabllshment

The Policyholders'Compensation Fund was established under Section 179 of the lnsurance

Act by the Government of Kenya on 24th September 2004, through the Legal Notice No l05

The operations of the Fund commenced on ]anuary I , 2005 and are governed by the terms

of that Legal Notice.

Purpose

The purpose of the Fund is to provide compensation to policyholders in the event of an insurer becoming insolvent

Funding

The policyholders,who are the beneflciaries of the Fund contribute 0.25% of the premiums payable monthly.The insurance compa-

nies also contribute 0.25% of lhe premiums receivable monthly, resulting in a total of 05% contributions from insurance companies

payable by | 5th day of every month.The Government has committed itself by way of financral support.

Management

The Fund is run by a Board ofTrustees, which is accountable to the Government through the Ministry of Finance.The trustees

who held off rce during the period under review are shown on page 2.The Retirement Benefits Authority (RBA) are the Managing

Trustee.

Financial Performance

During the period under review, the Fund received contributions from insurers totaling Kshs. 190,289, l44.This statutory levy is

invested in short term governments securities. During the same period, investment income of Kshs.5,358,594 was generated. Invest-

ment diversiflcation would be considered once the Fund's lnvestment Policy is approved by Government.TheTreasury allocated

Kshs. 15,000,000 during the period under review.

Future Operations

The Board has submitted toTreasury a comprehensive Budget Estimate forthe flnancial year700612007.This budget estimate pro-

vides a detailed structure that reflects the Fund's preparedness for anticipated claims.

Trustees' Responsibilities

The Trustees are responsible for the preparation of the f rnancral statements which give a true and fair view of the state of affairs of

the Fund as atthe end of the flnancial yearand of its operating results forthe period under review. lt is also theTrustees'responsibil-

ity to maintain proper books of account and safeguard the assets of the Fund.

(, tl ',"i' pottcyHoLDERs' coh/rpENsATtoN FUND



Buard

Board lnitiatives
During the period under review, the Board ofTrustees undertook various initiatives including

the following: -

Development of a number of operational documents.

Attending a course on Corporate Governance.

Conducting aWorkshop on claims procedures and settlement.

Taxation

Underthe Legal Notice No.68 dated l5th June 2005,the lYinisterfor Finance has exempted the income of the Fund from tax.

Prof. Chege Waruingi

Choirmon

Dated: lSth Sept.2OO6



Prof. Chege Waruingi

The Policyholders Compensation Fund (Fund) was established by the Government on

24th September,2004 through a Legal Notice No. 105 of )004 signed bythe Minister

for Finance in exercise of his powers conferred by section 179 (2) of the lnsuranceAct.

Following the amendments to the Insurance Act through the Finance Act, 2005, the

Fund became a body corporate.

a. Governance

Orgonizotion

The PHCF is a non-prof rt legal entity. As indicated above the Fund is a state corpor a-

tion established underthe provisions of the lnsurance Act with a board of trustees who

under the law have the mandate to administer it.The law requires the Commissioner of

Insurance to second staff to the Fund in the meantime, However the Minister in consul-

tation with the board of the trustees has power to appoint the lYanagingTrustee.

Co-operotion with the supervisory authority

Another important gover-nance issue is the relationship of the Fund with the Depart-

ment of Insurance.The Fund was established through the lnsurance Act and hence has

to worl< closely with the Offlce of the Commissioner of lnsurance in order to carry out

effective polrcyholde. proteclion.

Relotion with judiciol insolvency procedure

The functions of the Fund arise in the wal<e of insolvency of an insurance company.

It is the judicral insolvency procedure that would facrlitate action from the Fund.The

obligations of the Fund will not be invoked until the insurer has been declared insol-

vent and a policyholder lodged a claim.

Boord Composition

The Fund is run by a Board ofTrustees.The Board is accountable to the Government

of Kenya through the l"linistry of Finance.The Board consists of seven members.The

Managing Trustee acts as the Secretary to the Board, In line with the principles of

good governance, the Boar-d r-epresents a skills-mix appropriate to the Fund's role

and functions. The current Managing Trustee is the Retirement Beneflts Authority,

By the end of the period under review, the Boar-d ofTr^ustees was composed as fol-

lows:

Professor Chege Waruingi is the Chairman appornted by the lYinister-

for Finance

Bill lnamdar - A repr-esentative of other- rnterests deemed appropriate and

appointed by the [4inister lor Finance

).
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3. Charles Mwaura - A representative of loss adjusters

Andrew Greenwood - A representative of long-

term insurance businesses

5. Ann Rama - A representative of insurance brokers

6, Geoffrey Njenga - A representative of general in-

SUTANCC

7. The Commlssioner of Insurance

Prof.Joseph Kimura was the first chairman of the Fund; how-

ever: he resigned on llth April 2005 and was replaced by

Prof. Chege Waruingi.The term of offlce of the Trustees ex-

cept the Commissioner of insurance is three years.

Boord Business

The Board ofTrustees of the PHCF met l5 times during the

period under review excluding the Board Sub-Committee

meetings, lt was necessary forthe Board ofTrustees to meet

frequently to set up the operational systems of the Fund.

Responsibilities of the Boord

The principal responsibility of the Board of Trustees is that

of establishing the long term goals of the PHCF and ensur-

ing that effective plans are developed and implemented.This

entails:

Establishing and reviewing the mission, vision and

values and developing strategies

Putting in place management structures (orga-

nization, systems and capacity requirements) to

achieve those objectives;

Setting targets and monitoring performance;

Guiding the implementation of strategic decisions

and actions and advising management as aPPro-

priate;

Reviewing and adopting annual budgets for the

flnancial performance of the Fund and monitoring

the Funds per{ormance and results;

Overseeing

trol systems and relevant compliance with the law,

governance, accounting and auditing standards;

Ensuring the preparation of annual financial state-

ments and reports, communication, and disclosure

of information to stakeholders.

Reviewing the Legal framework of the Fund

Boord Committees

The Board has delegated its authority to two commitlees

which operate within deflned terms of reference. During the

year;the Board had two standing committees:

l. The Finonce ond Monagement Committee

This commitlee consists of four members,The commit-

tee is chaired by l"lr: Charles lYwaura.They met si(een

times during the flnancial year:The Committee is man-

dated to broadly oversee the following:-

All flnancial and management issues including

preparation of annual budget estimates.

Appointment of external accountants to help rn

the preparation of management accounts and the

maintenance of a professional relationship with them;

Review of the Fund's risk management and inter-

nal control procedures.

2. The Legal and Educotion Committee

The Committee consists of flve members. The Com-

mittee is chaired by Mr: Bill lnamdar:They met eleven

times during the year:The committee is mandated to

oversee the following:-

All matters related to the legal and lnstitutional

framework;

Drafting and amendment of legal notices and fi-

nance bills;

Public education and awareness;



of iha Fund

The operations of the Fund were commenced on January

| , 2005 before the institutional framework was developed.

Without staff of its own and relying on four seconded staff

two partially seconded from the Department of lnsurance

and two from the Retirement Benefits Authority, the Board

felt obliged to meet regularly to monitor operations and

set up operational procedures for the Fund. The Board of

Trustees has developed a number of operational documents

some of which have been implemented and some are await-

ing approval of the Ministry before implemented,

The Board also has continued to collect the statutory levy

from insurers as required under the law. Thrs money col-

lected is invested in short term government securities.

Contributrons during the period, lnrlestment income and Treasury allocatron

15,000,000 5,358,594

I90,289,144

I Net contributions receivablel lreasury allocation I lnvestment income

Achievements by the Boord of Trustees duringthe yeor

The principal responsibility of the Board ofTrustees is that of

establishing long term goals of the Fund and ensuring that ef-

fective plans are developed and implemented. Achievements

by the board during the year include:

Rules for Boord Eusiness. The Board of the Fund

has established rules governing its business which have

been submilted to Treasury for comment and further

guidance.The response ofTreasury is being awaited.

The Fund's lnstltutlonal Structure and orgonizo-

tlonol chort This entailed putting in place manage-

ment structures (organization, systems and staff capac-

ity) to achieve the Fund's oblectives.

The Fund's cose for Public educotion Compoign.

This was adopted but no activity was scheduled in the

course of the year because there are legal issues which

needed to be settled on the clear mandate ofthe Fund

before the campaign is commenced.

The Fund's Finonciol poticy. This document was

implemented immediately to facilitate smooth opera-

trons ofthe Fund.

The Fund's Budgetsfor 2005/2006 ond 2006/2007.

The Board prepared budget estimates for the said fi-

nancial years which were submitted to the Treasury

on which basisTreasury allocated funds for adminrstra-

tion activities of the Fund. During the period flnancial

consultants were engaged to facilitate the process.The

flnancial consultants were also mandated to:

l) Oversee the implementation of adequate control sys-

tems and relevant compliance with the law governance,

accounting and auditing standards ofthe Fund assets,

2) Prepare annual and quarterly flnancial statements and

reports for the Board's use.

The engagements of the flnancial consultants were ne-

cessitated because the Fund did not have a staff qualif'red

to prepare management flnancial statements.

The legol fromework The Board has been en-

gaged in drafting an amendment to legal notice

which set it up. In addition, the Fund was able to

recommend an amendment to section 179 of the

lnsurance Act with a view to havrng the Fund set

up as a body corporate.This was enacted by parlla-

ment into law in the 2005/05 financial year:

The Fund's inyestment policy. This document

was intended to ensure prudent investment of the

ir l.^i- PoLtcYHoLDERSl() COA/IPENSATION FUND



monthly contributions submitted by the insurance

companies to the Fund. The document has been

submitted to Treasury for comment and further

guidance,The response ofTreasury is being awaited.

The Fund's procurement procedures. This is a

document that is currently used as a manual for

the day to day procurement procedures.The docu-

ment is under consideration for purposes of review

in view of the recently enacted Public Procurement

and Drsposal Act 2005.

The Fund's troining policY. This document rs

in place and may be implemented as soon as the

legal limitations on staff rng of the Fund are cleared,

The Fund's fundingproposol. The need for the

government to inlect more funds to the PHCF l<itty

is very crucial rf the overall obiective of the Fund

is to be realized.This document is a iustif rcation of

the need for additional funding with proiections up

to the year 20 l2.The document has been submit-

ted to Treasury for comment and further guidance.

The response ofTreasury is being awaited.

Setting uP of the Secretoriot. Based within

the premises of the Department of Insurance

offlces, the Secretariat manages the day to day

operations of the PHCF, and co-ordinates the

Board of Trustees' activities. The Secretarrat is

manned on a full time basis by two members

of staff seconded from the Commissioner of

lnsurance's offlce and the Retirement Beneflts

Authority (RBA), respectively.The other two of-

{lcers oversee the operations of the Fund from

their respective offlces at RBA and Department

of Insurance as they are partially seconded to

the Fund.

CorPorote governonce troining for
Boord members. Corporate governance

training for two Board members was carried out

in the year.This is in keeping with the principle of

improvrng governance of public institutions.

The PHCF Board ofTrustees organized and par-

ticipated in a workshop at the Naivasha intended

to help the Board develop an operational system

for the management of claims for purposes of

compensation.The document on claims manage-

ment is being developed to help in setting up the

system of claims management.

b. Challenges Faced by the Fund

Stoff recruitment ond coqocltY buitdtng

The Fund does not have its own staff employed specif rcally

to assist the Board in implementing policy and run the Fund

on a day-today basis and develop the detailed operational

procedures. In particular: the Fund needs to have its own

ManagingTrustee for purposes of overseeing and ensuring

implementation of Fund policies and programmes.

The current IYanaging Trustee which is Retrrement Ben-

eflts Authority has formally indicated that its mandate of

regulating the pensions sector does not grve it room to

effectively act as ManagingTrustee of the Fund, lt has thus

requested to be relieved of the duty of being the Managing

Trustee ofthe Fund.

Locotion of Fund's Offices

The offlce space of the Fund is a small room within the De-

partment of lnsurance. With expanding activities, the space

will be insufflcient in the very short-term.

Funding Level

The funding level of the Fund is small compared with the im-

pending compensation of all qualifyrng claims that will probably

to arise out of the collapse of United lnsurance Company Ltd.

The Board has written to the Treasury justrfyrng the need for

further funding from government and the response is expected

to provide guidance towards the implementation of the rel-

evant policy decrsions.



Motsl hozord

The most important argument made by some against the

Fund that must be mentioned is the moral hazard problem

of establishing the compensation fund, lt is argued that when

there is a safety net, consumers may be less inclined to assess

the financial situation of the insurer that they contract with

and to make a prudent selection. Even worse, they may seek

the cheapest products regardless of the risk associated with

the insurer: because of the belief that they will not suffer from

the negative consequences of their choice in the event that

the risk materializes.

This could lead to a loosening in the financial disclpline of the

companies and an increase in moral hazard in the industry as

a whole, which may cause several insurance bankruptcies at

once, resulting in de facto bankruptcy of the protection fund

itself.This challenge needs to be appreciated and addressed by

the newly established insurance regulatory authority.

Finonciol burden on soundly managed insurers

The Fund rs financed by contribLrtions collected from insurers.

The establishment of the Fund therefore imposes new financial

burdens for insurance companies covered by the Fund.This raises

the followrng two arguments against setting up such systems:-

The flrst argument focuses on the fact that the Fund intends

to subsidize the mismanagement by one member company

at the expense of other members that run their business in a

prudent mannen Under this mechanism, prudently managed

companies, which avoid effectively being in {lnancial distress,

need not only contend with reckless competitors that offer

aggressive pricing to attract customers, but also compensate

for the eventual failures of such competitors, This situation

could seriously undermine sound and fair competition in the

industry.

The second argument is the flnancial burden on member

companies to flnance the Fund. Again this challenge can be

managed by the regulatory authorrty which is mandated to

ensure prudence in insurance business.

c. }Vay Forward

The Board of the Fund has planned forthe following key de-

liverables:-

Prooctive Operotions

Develop an operations plan detailing the specific actions

the Fund will take to respond to future insolvencies.The

operations plan will address actions relating to the un-

likely risk of failure of a major insureri or of several rnsur-

ers at the same time.

Recruit a small, professional staff to manage the Fund

with a focus on building capacity for improved opera-

tions, governance and research.

Create a flnancial contingency plan for the Fund, includ-

ing an examination of the adequacy of the Fund.

Study the potential role of risk-based assessments of in-

surers and make recommendations forthe management

of risks that would affect insurers.

Proactively work to maintain the strong positive relation-

ship that has been established between the Fund and the

major stakeholders.

Effective Governonce

Deliver a comprehensive report with recommendations

on effective governance, including:

developing a mission statement, mandate, vision

and business concept.

examining the size and composition of the Board,

and the compensation of members of the board of

trustees

documenting the responsibilities of board mem-

bers.

o

o

o
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Consult with member insurers, regulators and other

stakeholders regarding proposed changes in corporate

governance.

Relevont Reseo rch/Tro i n i ng

Establish a multi-year research/trainrng program to iden-

tify po ssible improvements in the operations and gover-

nance of Fund based on lessons learned from the coun-

tries with similar but established compensation funds

such as Canada, the United Kingdom and elsewhere.

The Fund's Public educotion Compoign

This was adopted but no activity was scheduled in the

course of the year because there are legal issues which

needed to be settled on the clear mandate ofthe Fund

before the campaign is commenced. Once the legal is-

sues are cleared, then education campaign will be car-

ded out to sensitrze the public on the importance of the

Fund and how it works.

d. Conclusion

The establishment of the Fund is clearly beneficial in promot-

ing the protection of policyholders and supplementing insur-

ance supervision in the ewnt of

there are also drawback that cannot be ignored, which per-

haps explains why only a limited number of countries have

introduced such funds. ln recent years, howeve[ there seems

to be a trend towards creation of these funds, mostly triggered

by the failure of one or more larger insurance companies. lt

has also probably been driven by the convergence of finan-

cial service sectors, especially that of insurance and banking.

The banking seclor in most jurisidiction usually has a deposit

protection scheme. Given the difficulty of abolishing a safety

net system and the deepening convergence of financial man

kets and perhaps of financial regulations, this trend is likely to

continue.The Fund was established to compensate individual

policyholders from the risks associated with the collapse of

an insurer as a away of building confldence in insurance busi-

ness. lt is the flrst of its kind in Sub-Saharan Africa and we are

determined to make it a success story and a model Fund for

other countries.

Signed by,

Choirmon
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a. f ustlflcation for a Pollcyholders Compensation Fund

The protection of polrcyholders agarnst insolvency of insurance companies is one

oI the primar-y objeclives oI nsur^ance regulation. ln order- to achieve this goal, a

range of r-egulatory and supervisory measur-es ar-e normally established to en

sur-e flnancial and manager-ial soundness of insur-.tnce companies and supervrsor-y

authorties ar-e expected to do thcr-bcst to avord the failure olsuper-vised com

panies, lt is sometimes nevitable however, that in spite ol all possible supervrsor-y

nreasur-es some insur-ance companies will encounter ser-ious flnancial difflculties

and fail.

In or-der-to protect the rnterests ol policyholder-s in the event of insolvency of an

insurance company cer-tain special r-egulator-y arr-angemenls arc nor-mal y estab-

lshed.These ar-rangements can be divided into two st-oups; (a) those included in

the winding-up pr-ocedur-e and (b) those outside of it.The for-mer lype of ar-range

ment is used in most jur-isdictions, but typically var-ies consider^abiy n detail acr-oss

jur-isd ctions, lar-gely depend ng on idiosyno-asies ol the judicia insolvcncy proce

dures olrespective jurisd ctrons.rs well as the specilic ty in the insur-ance regulatory

fr^amewor-ks. In addition to these measurcs, in rlany lur-isdiclions, policyholder's

cornpensation funds have been established lo pr-ovrde protection lor polrcyholders

outside of the winding-up procedure.

When an insur-ance company becomes insolvent, policyholder-s lace potential fr-

nanc al losses as their claims may not be fully met. ln order-to protect policyholder-s

under such a situation, a fund lo compensate their- losses is often o-eated. Such

schemcs may be designed to collect necessar-y contnbutions or levies to flnance

the conrpensation of policyholders in the event an rnsuritncc company goes bank-

Iupt.

These funds can be classifled into two types.The f l-st type includes the funds that

focus on the policyholders of one or a few branches of insurance. In the second

lype, the lunds cover most of the rnsur-ance contracts subscribed to by lhe par

ticipatrng insurance companies.The lormer- type is often r^cferred to as a fund lor-a

specific class of insurance, while the latter is a general lund.

b. Lega! set up of the Policyholders Compensation Fund

Enactment

The Polrcyholders Compensation Fund (The Fund)was cstablished by the Gover n-

ment on 24th Scptember,2004 thr-ough a Legal Notice l.lo 105 oi 2004 srgned

by the Ylinrster for Finance in exo-cise of his powers conler-r'ed by section 179 Q)

of thc Insurance Act,



Main oblectlves

The core purpose of the Fund is to provide compensation to

the policyholders of an insolvent insuren

Other obfectives

Protection of non-professional policyhorders

The primary objective of the Fund is to protect the inter-

est of policyholders, especially individual or non-professional

policyholders in the event of bankruptcy of an insurance com-

pany.The funds are expected to serve as the final safety net

for policyholders, when, in spite of all possible supervisory

measures, bankruptcy occurs.The Fund may provide the final

safety net for policyholders in such extraordinary cases and,

thereby, supplement supervision as a means of protecting the

interests of policyholders,

Mointenonce of pubtic conftdence

The insurance industry is built on the public's confidence in

the business.The Fund can help to maintain the public's con-

fidence in the insurance business and, thereby, help to sus-

tain the sound development of the industry. Non-professional

policyholders not only have limited ability to evaluate appro-

priately the financial soundness of insurance companies, but

also have little incentive to do so.Without the ability to ap-

propriately assess the risks of individual companies, the general

public may lose their confidence in the soundness of other

insurers. Knowing the possibility of damages in the event of

a company's insolvency, the public may be discouraged from

seeking insurance, which would again affect the industry as a

whole and lower social welfare.The establishment by govern-

ment of the Fund is therefore intended to contribute to the

development of the insurance industry

Development of competitive markets

The establishment of the Fund will also contribute to the de-

velopment of competitive markets.The Fund may prepare a

smooth exrt mechanism for incompetent insurers from the

market, which supports dynamics in the marketplace, Com-

petitive markets experrence farlures, The failure of an insur-

ance cornPany afect3

suddenly face risk they thought had been transferred to a

third partyThe Fund can alleviate signrficantly the difficulties

that policyholders might face in the event of the failure of

an rnsurance company. Having the safety net, the supervrsory

authority may let a financially impaired insurer go bankrupt

without taking exlraordinary measures that often disturb the

efficient functioning of the market. The Fund therefore can

serve to help develop dynamic and pro-competition insur-

ance markets.

A level Ploying field ocross sectors

Last but not least, the compensation funds are an important

tool for preparing a level playing field for insurance companies

and banks. ln recent years, the insurance and banking sectors

have converged. Cross-selling is increasingly common in many

countries. At the product level, banks sell {lnancial derivatives

that effectively provide guaranty against certain risks, and in-

surance companies, especially life insurance companies, of-

fer products that have signif rcant savings elements. lnsurance

companies and banks are competing more and more directly,

In the same contexl it is argued that insurance policyholders

should be protected by a safety net system as bank depositors

are, and that insurance companies should have a similar back-

up as deposit insurance in order to compete with banks,

lmplications of the Legal Notice to the ln-
surance lndustry and other Stakeholders

0 Coveroge ond Payment of Ctolms

I nsuronce branches coYered

Various contracts of insurance business are normally

divided into two: life insurance and non-life insurance.

Given the difference in the nature of the two sectors of

insurance (particularly the former which is normally a

long-term business while the latler generally short term)

and also reflecting the segregation policy in most coun-

tries, compensation funds in most jurisdictions cover only

one of two sectors. However; in Kenya the Fund cover s

eligible policyholders whether in long-term or short-

term insurance.

C
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ln accondance wth the objective to protect non-pro-

fessional policyholders, certain insurance products that

are designed particularly for corporations are often ex-

cluded from the coverage ofthe funds, as corporations

should normally be able to get sufficient information on

the products and the companies and assess appropri-

ately the risks involved. ln Kenya, the branches covered

by the funds are positively listed to limit the protection

to those largely targeted i.e, individual customers

Eligibility of cloimonts

ln order to limit the protection by the Fund to those

who really need it, the law does not allow corporations

to apply for compensatron for their claims. The Fund

also excludes from its protection claimants who are not

natural persons.

Lim itations o n co mpe nsotions

The Fund has certarn limits on the compensation it guar-

antees to compensate policyholders in respect of claims

covered by the insurance policy they have taken in the

event of the insurer's insolvency. The Fund compensa-

tion rate is shillings 100 000.00 per claim,The claim must

be lodged by the policyholder and not a third party.

Pay me nt of co mPensotions

The fundamental objective of the Fund is to compen-

sate losses of policyholders rn the event of insolvency of

an insurer:A basic operation of the Fund is,therefore,to

pay out compensation to eligible policyholders after an

insurance company is declared insolvent. Upon payment,

the rights of the policyholder are automatically assigned

to the Fund to the extent ofthe amounts paid.

(ii) Funding

The Fund is flnanced by contributions collected from

member companies and policyholders.The law requires

that contributions by insurers be calculated al 0,25%

based on monthly premiums and should be paid month-

ly to the Fund. The policyholders, who are the direct

bene{lciaries of the scheme, are also required through

their insurers to pay a levy at 0.25% on premium. All

registered insurance companies in Kenya are under a

statutory obligation to collect monthly the levy from

policyholders and make a payment of the same to the

Fund by the | 5th day ofeach calendar month.

Until disbursed to protecl the interests of policyholders

of an insolvent company funds in the schemes are invest-

ed in safe and liquid assets, typically government bonds.

d. Conclusion

The establishment of the Fund will certainly promote the

confldence in the insurance industry by the insured and those

contemplating to take insurance policies. In order to manage

any unlikely risk of moral hazard, the Fund shall work closely

with the regulator of the insurance industry to regularly mon-

itor the solvency of insurance companies without assuming

the role of the regulator:

Signed

of Mana$ing Trustee
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The Legal Notice establishing the Policyholders'Compensation Fund requires theTnstees

flnancial year: which include a balance sheet showing in detail the assets and liabilities of the fund, a statement of income and ex-

penditure, and such other statements that the Trustees may deem necessary. lt also requires that the fund keeps Proper books of

account and other books and records in relation to the fund and to all the undertakings, funds, investments, activities and property

ofthe Fund.

TheTrustees accept responsibility forthe ManagementAccounts,which have been prepared using appropriate accounting policies

supported by prudent judgment and estimates, in conformity wrth generally accepted practices.The accounts were audited and the

audit report for the I Bth months ended 3fth June 2OO5 from the Controller and Auditor-General is detailed herein after:

Nothing has come to the attention of theTrustees to indicate that the Fund will not remain a going concern for at least the next

twelve months from the date of this statement,

Signed by,

A* //*n
Cholrmon Representotlve of Monoglng Trustee



REPORT OF THE CONTROLLER AND AUDITOR GENERAL ON THE FINANCIAL STATEMENTS OF

THE POLICY HOLDERS' COMPENSATTON FUND FOR !8 MONTHS ENDED 30 IUNE 2006

lhaveauditedtheflnancial statementsofPolicyHolders'CompensationFundforthe lBmonthsendedJune30,2006inaccordance

with the provisions of Sectron I4 of the PublicAuditAct,2003. I have obtained all the information and explanations which,to the

best of my l<nowledge and belief were necessary forthe purpose of the audit.The financial statements are rn agreement with the

books of account.

Respective responsibilities of the Directors ond the Controller ond Auditor General

TheTrustees are responsible forthe preparation of flnancial statements which give a true and fairview of the Fund's state of affairs

and its operating results, My responsibility is to express an independent opinion on the flnancial statements based on my audit.

Basis of Opinion

The audit was conducted in accordance with the lnternational Standards on Auditing.Those standards require that the audit be

planned and pedormed with a view to obtainrng reasonable assurance that the f rnancial statements are free from material misstate-

ment.An audit includes an examination, on test basis, of evidence supporting the amounts and disclosures in the flnancial statements.

It also includes an assessment of the accounting policies used and the signif rcant estimates made by theTrustees, as well as an evalu-

ation of the overall presentation of the flnancial statements. I believe the audit provides a reasonable basrs for my opinion.

Oplnion

ln my opinion, proper bool<s of account have been kept and the flnancial statements give a true and fair view of the state of the

flnancial affairs of the Fund as atJune 30,2006 and of its net increase rn the Fund and cash flows forthe period then ended in ac-

cordance with the lnternational Financial Reporting Standards and comply with the Insurance Act, Cap 487 of Laws of Kenya

ha*o*-+
P.N. Komora

Controller ond Audltor Generol

Nairobi

l0 )anuary 2007
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Furrd Ascgurti

Contributions and Claims

Contributions receivable

Claims payable

Net contributions receivable

Treasury allocation

lnvestment income

Administrative expenses

Net increase in the fund during the period

Fund balance brought forward

Fund balance carried forward

Notes 18 months to
3O fune 2OO6

Kshs

190289,144

190,289,144

I5,OOO,OOO

5,358,594

(IOrt75,848)

2

3

4

5

2OO,474,89O

2OO,.471'.89O



Notesii'"'' 3O f une2OO6

Kshs

609332

ASSETS

Fixed assets

Current Assets

Contributions outstanding

Treasury bills

Savings account

Current account

Cash on hand

Less: Current Liabilities

Accounts payable

Net Current Assets

Tota! Assets

FINANCED BY

Fund Balance

6

12,7 13,591

r73,333,95 r

13,765,38)

365,089

48,545

9

200,225,s58

(364, r 00)

199,867,458

2OOr47lr89O

2OOr47lr89O

The accounts on pages | 9 to 23 were approved by the Board ofTrustees on September 2006 and signed on its by'

to

A* //*7-
Prof. Chege Waruingi

Cholrmon

Davld B. ndl

For: Monoging Trustee

7

8
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Cashfl ow from operations

Contributions received

Treasury allocation received

Expenditure paid

Net cashflow from operations

Cashflow to lnvesting activities

Purchase of Treasury brlls

Purchase of flxed assets

lnvestment income received

Net increase in cash and cash equivalents

Cash and Cash equivalents at the end of the period

Savings account

Current account

Cash on hand

to 3O fune 2OO6

Kshs

]7,575,553

r5,000,000

(9,8 | r,748)

r82,763,805

(172,2e3,34e)

(8 | s 750)

4,524,370

( r58,s84,789)

l4ra79rOl6

13,765,38)

355,089

48,545

a4ra79rOl6



Accountlng pollcles
(a) Bosls of preporotlon

The accounts were prepared in accordance with and comply with lnternational Financial Reporting Standards.The ac-

counts were prepared under the historical cost convention.

(b) Depreclatlon
The flxed assets are depreciated on a straight line method.The following rates of thepreciation

have been applied:

Computers 33.3%

Offlce furniture & equipment 125%

(c) Revenue recognltion
Contribution receivable is accounted for in the period it relates to.

lnterest on treasury bills is net of withholding tax. lnterest on saving account is recognised when received,Treasury alloca-

tion is recognrsed when received.

Contributions Recelvable
43 insurance companies participated in the levy contributions.

Treasury Allocatlon
Duringthe period under review,treasury allocated Shs. l5 million to the flind to meet operational expenses.

2

3

4 lnvestment lncome
Total interest on treasury bills Kshs

Less unearned portion at 3oth June 2006

lnterest earned from Treasury bi I ls

lnterest earned from saving Account

5 Admlnlstratlveexpenses
Board expenses

ManagingTrustee

Staff emoluments

Telephones & postage

Computer maintenance

Travelling expenses

Printing & stationery

Bank charges

General offrce expenses

Depreciation

Professional fees

Public education & publicity

Partitioning and repairs

Training and development

Parking fees

Audit fees

Library expenses

l8 months to 3O June 2OO6

Kshs
5,887,275

982,896

257,145

380,955

45,163

2 t2,000

r r2,0 r5

t0,540

t 12,607

)06,328

442,200

75,098

)57,341

1,0)62s9

3,770

r50,000

t4,r55

8,226,356

(3 666 048)

4,550,3 rB

798,276

5,358,594

I O, t 75,848

:\' :."1' poLlcyHoLDERS' coMpENSATIoN FUND



6 Flxed Assets

Cost

At January 2005

Additions

At 30 June2005

Depreciation

At January 2005

Charge for the period

At 30 June 2005

Net book value

At 30 June2006

7 ContributionsOutstanding
May 2005

June 2005

Treasury

9 Account Payable
Accoutancy fee

Audit fees

Training & development (Lake Naivasha Si

Computer
furniture

& equlpment
3t.t%
Kshs.

503, r 33

Office

12.5%

Kshs.

312,627

Total

Kshs.

8 r5,750

503, r 33 3t2,627 8 r5,750

167,544 38,784 206,328

t 67,544 38,784 206,328

33s,s89 273,843 609,432

Kshs

3,330, r24

9,261,137

t27,330

12,713,59 t

April 2005 contribution from United lnsurance Co. Ltd had been remitted directlytoTreasury.

I Treasury Bills
Treasury Bills stated at cost plus accrued interest.

Kshs

92,800

r50,000

r2 r,300

354, r 00

lO Fund Balance
The fund balance is earmarked for the settlement of claims.

l urrency
The accounts are presented in Kenya Shillings (Kshs).



AIG

AMACO

APA

Apollo

Blue Shield

British American

Cannon

CFC Life

Concord

Co-operative

Corporate

Directline

Fidelity Shield

First Assurance

Gateway

3 2,s91

453,247

1,892,936

1,894,4?4
5,357,140

6,404,835

1 1,295,630

1 1,529,304

1 1,813,461

1 1 ,991 ,866

1 1,088,333

4,079,534

L
0)
Ll
ac

\ts
o
q)

E
oz

Geminia

General Accident

Heritage All

I.C.E.A

lntra Africa

lnvesco

Jubilee

Kenindia

Kenya 0rient 1 ,124,27 5

Kenyan Alliance

Lion of Kenya

Madison

lvlayfair

Mercantile

Metropolitan

0ccidental

Old Mutual

Pacis

?74,038

3,498,919

4,28?,453

4,171,894

4,862,63s

2,63?,?96

s,000,000

1,594,1 16

7,164,914

7,773,134

6,636,844

7,3 69,501

2,378,298

2,943,03?

3,190,49?

2,585,760

3,571 ,923

3,0s6,s82

3,998,232

4,724,825

4,973, s38

20,424,182

2,405,165

6,400

856,042

?6?,s3?

Pan Africa Life

Phoenix

Pioneer 250,293

Royal

Standard

Tausi

The Monarch 509,1 1 9

Trident

Trinity 31,241

UAP Provincial

United 540,915

1 ,314,507

2,366,546

0 10,000,000 20,000,00

0Amount

15,000,000 25,000,00,
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