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Kenya Po$ Ofrice Savlngs Bonk
Anniial
For the

CORPORATE INFORMATION

Konya Post Office Savings Bank (Postbank) is established undor an Act of Parliament CAp 4938 of the
laws of Kenya, and is domiciled in Kenya. The address of the rogistered offrce of the Bank is:

Postbartl(House

l6e Banda Skcet
P. O. Box3031l 00100,
Bmail: md@postbank.co.ke
Wobsitc: www.postbank.co.ke

. iir'

Principal Activitles
Postbapk is primarily engaged in the mobilization ofsavings for national development and operates

ider tho Kenya Post Office Savings Bank Act Cap 4938. In addition, the Bank offers other financiat
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The members of the Board of Directors who served during the year are shown on pagc 3.
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Company

r*" Eannington Ouko
Company Secretary

- P. o..B9I10311- 00100,
Nairobi
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Kenya Post Otfice Savlngs Bank
' Annual report andfinanctal statemeniis

For the year ended 31 December 2018

coBloRATE INFORMATION (CONTINUED)

PRINCIPAL BANI(ERS

Kenya. Commercial pgk Ltd
-kencorn 

Housc - 6e iloor
P.O Box 48400 - 00100

Tel: +254-02A-3270000
NAIROBI

INDEPENDENT A,IJDITOR

Auditor- General
Offrce of Auditor General
Anniversary Towers, University Way .

;'l-J,.,,3:0.80{*rip84:un1T0l ": -; ";'T:'''i,, .. i -"'
NAIROBI

National Bank of Kenya L1d

Harambee Avenuo branch

P.O Box 72866-00200
Tel: +254-020-2828000
NAIROBI

Citibank, N.A.
P.o Box 30711-00100

Upper Hill Road

NAIROBI

PRINCIPAL LEGAL ADVISORS

Kale Maina & Bundotich Advocates

Teleposta Towers, I3.th Floor, Kenyatta Avenue

P.O Box 10674-00100

NAIROBI

Kimaru Kiplagat Advocates

National Bank Building, lst Floor, Uganda Road

P.OBox5025-30100' :' ''"'
ELDORET

Chcrono & Co. Advocates

Hazina Towerc, 8th Floor, Monrovia Steet
P.O. BOX 4007-00100
NAIROBI

Kantai & Co. Advocates
Bruce House, l0th Floor, Standard Street

P.O. BOX 34247
NAIROBI

Macharia-Mwangi & Njeru Advocates

ACK Garden Annex,.6th Floor, IstNgong Avenue

P.O. BOX 10627-00100

NAIROBI
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Kenya Post Ollice Savings Bonk
Annual report and financial statements

fur the yegr ended !1 December !Q8
BOARD OF'DIRECTORS

Mr. Moses Banda
Moses Banda holds a Bachelor of Arts (BA) degree in
Microfinance and Economic Community Development
from Uganda Martyrs Catholic University and a
Master of Business Administration (MBA) degree in
Banking and Finance with specialization in
Microfinance from Moi University. He has unrivalled
experience in Microfinance, spanning over two
decades. Prior to joining the Banh Mr. Banda was

lead Managing Director at Rosmo Limited, a founder
employee of K-rep (now Sidian) Banlq and a Director
at Susu Microfinance Bank-Nigeria.
He is hands on and has gained practical experience in
leadership, governance, tansformation, policy
formulation, fundraising and lobbying. He is also a

member of Association of Microfinancc.

Mr. Banda has served as a director of several national and international organizations. He is a

widely sought after public speaker, resource person and financial advisor.

Mr. Solomon Kitungu
Alternate to Cabinet Secretary, The National Treasury

Solomon Kitungu is a graduate of Nairobi University
and Manchester University - UK. Prior to joining
Postbank, he served as an Executive Director of the

Privatization Commission from 2009 - 2017 and

Investment Director at the National Treasury from
2003 - 2009. Mr. Kitungu is currently the alternate
director for the CS National Treasury in the Board of
Directors of the Insurance Regulatory Authority.
Previously, while at the National Treasury Mr.
Kitungu served in other Boards such as the

Agricultural Finance Corporation, Kenya Commercial
Bank, NationalBank of Kenyq Kenya Electricity
Generating Company, Kenya Power, Kenya Petroleum
Refineries and Kenya National Assurance (2001).

Mr. Kitungu has attended the Advanced Management Progmmme at StrathmoreBusiness
School and University of Navara Barcelona, Spain, and has extensive experience inpublic
sector investments and reforms, privatizations and Fublic hivate Parhrerships
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Kenya Post Office Savings Bank
Annual rcport and financial statements

fur the yegr ended lI December 2018

BOARD OF DIRECTORS (CoNTTNUED)

Mr. Samuel Bunei
Mr. Samuel Bunei joined Postbank in December
2018. He has over 20 years' experience in Banking
and Microfinance. Previously, he was Head of
Microfinance at the National Bank of Kenya.
Mr. Bunei started his career as a Graduate Trainee
at the Co-operative Bank of Kenya rising through
the ranks to the position of a Microfinance
Manager. He has also worked at Kenya
Commercial Bank as the Regional Microfinance
Manager where he was instrumental in seffing up
and rolling out micro business across the entire
branch network

and at Family Bank where he held the position of Head of Microfinance.Having attended
both local and international training, he is fully conversant with Corporate Governance,
Stategic Management, and Performance & Change Management.
He holds a Master in Business Administration (MBA) in Entrepreneurship and a Bachelor
of Education (B.Ed) Degree, both from Moi University. Samuel is also an Associate of
Kenya Institute of Bankers (AKIB).

Ms. Mercy Luseno

Mercy S. Luseno holds a Bachelor of Education
(Arts), in Mathematics and Business studies. She

has previously worked as a Physics, Mathematics
and Business Studies teacher. As a graduate of
Moi University, Mercy left a huge impression
organizing and supporting anti-cancer
campaigns.Her main focus was creating breast and
prostate cancer awareness.

Ms. Luseno has been instrumental in creating awareness on environmental matters in an
effort to enhance action for the protection of the environment. Mercy has been a s&ong
voice outside her academic career advocating for women empowerment.
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Kenya Post OtJice Sa'ings Bank
Ann ual report and financial statements

Ior the yegr ended !1 December 2!8
BOARD OF DIRECTORS (CONTTNUED)

Ms. Anne Waiyego Karanja
Managing Director

Anne has a Masters degree in Business Administration
specializing in Strategic Management and a Bachelor's
degree in Economics and Sociology. She has vast
experience in banking, auditing and finance. hior to
joining Kenya Post Office Savings Banh Anne was an
Auditor with the Controllbr and Auditor General. She has

previously headed several departments in the bank
including Finance & Acoounts, Administration and
Money Transfer Services

Anne has proven leadership, project and business
management skills and has a passion for service
excellence. She has also steered several business projects
with remarkable success.

Mr. Hannington Ouko
Ilead of Legal, Security & Investigations /Company Secretary

Mr. Hannington O. Ouko is the Head of Legal, Security
& Investigations/Company Secretary-He has unrivalled
experience in Banking & Finance. Mr. Ouko acquired
extensive conventi onal com mercial banking experience
in Key departments suoh as - Operations, Customer
Service and Credit Departments and in the legal practice
having acquired over 14 years'experience in Commercial
Law, Conveyancing Law, Banking Law Ircgal Advisory
Services in Commercial Banks in Kenya and In East
Africa including: Diamond Trust Bank ofKenya
Limited, Kenya Post Office Savings BanlqChase Bank
of Kenya Limited, Equity Bank Kenya Ltd,, Equity Bank
South Sudan Limited and Co-operative Bank of South
Sudan Limited.

Mr. Ouko holds a Master of Laws and Bachelor of Laws from the University ofNairobi. He has
also earned reputable oertifications key among them Certified AML Specialist byINTELLISYS
(2016) and Certified Systems Auditor by BEREA VERITA
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SENIORMANAGEMENT

Ms. Aane Welycgo Krrenjr
Mrnrglng Dircctor

Jecintr Kesingiu
Eeed Speclel ProJcc&

Drvid Grtrwe

Ecgd Merkctlng & Buslncss
I)cvclopmcut

Lydie Alum
Head dudlt

Mr. I.J.S Obuon
Chlcf Opcrations Ofiiccr

HcnryKcloznr Omumle
Hcad Informrtion rnd Communicatlon
Technology

Slmon NJorogc
Hcad Brnldng rcniccr

flrnnington Ouko

Hced LegeU Comprny SecretrrT

'i

d
d

Thomas K. Bctt
Heed Humrn Resource

Admlnirtrrtlon & Property
Menrgcmcnt

Ms. Sabina Oyatsi
Ileed Human Rcrource Spccltl
Projcctr

Evclyn Tsimenji Mrdigu
Hcad Financc & Accounting
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'Kenya Post Ol/ice Savings Bank
Annual report and financial statements

For lheyear ended 3L'Dea*mber 2018

CHAIRIT{AN'S STATEMENT
I am pteased to present the Annual Report and Financial Statements of Kenya Post Office
Savings Bank (Postbaok) for the year ended 3lst December 2018

RE\rIEW OF ECONONIIC PERtr'ORI\{ANCE

Global and Regional EconomY

Global grovdl is moderating as the recovery in trade and mantrfacturing activity loses

stearn Despite ongoing negotiations, tade tensions among mef or economies rernain

elevated. These tensions, combined with concems about softening global growth prostrrects,

have weighed on investor sentiment and contributed to declines in global equity prices.

Global grorvth for 2018 is estirnated at 3.7 percen! as in the Wqrld Economic Outlook
(WEO) forecast, despite weaker performance in some eronomies, notably Europe and Asia.

, Regonal growlh is expected to accelerate to 3,4 percent in 2019, predicated on.diminished

policy uncertainty and improved investment in large economies together with continued

robustprowttr in non-resource-inlensiy.g countrig$lo.o,o*..^=s"rp,;-r.i,.r-.. ^ ., 1'-. L.Trtrr--.y11r .-:-,..grr .:..f,t..
t*rniir*r*;.u..-1.aia-'.2.ni'Y .,iEl._-7.q.n_u,'
',|}&,.L!,,+F.,{."r],.:l.,.......-':..'.7.^,;&,.-.rt.E;;.

Kenyan Economy
The Keiryau economy is on a rebound in 2018. Reflecting improved rains, better business

sentiment and easing of political uncertainty, real GDP groll,th is estimated to rebound from

4.9 percent 1grr2}l7 to 5.7 percent in 2018 and rise gradually to 6.0 percent by 2020 as the

output gap closes. This growttr trajectory.lays a solid foundation within which the

governmeirt could accelerate pover-ty reduction especially if accompanied by prq-poqr and

inclusive growth pohcy measures.

The downside risks to this outlook arise from subdued private sector credit growth that

could curtail private iuvestnrent; fiscal slippages that could compromise niacroeO0iio:mid" ':::-:": --

stability; and an tiptick in oil prices and tightening global finanoial markets, which cotrld

exe'rt Edue'prcssures to.the eurrsat accou6t balanoe:' : ':' ;::"' -: :ji':' "'i'' "': 
':'" " i ":i;' ' :''

Inflation
According to Kenya National Btrcau of Statistics (KNBS), inflation soared in the last four
months leading to December, averaging at 5.63 per centper month as demand for food stufr,

clothing and transport rose.

The price of food and non-alcoholic beverages rose by one per cent betw'een Novernber and

December. Transport, fuel, elec6icity and housing reco3ded a significantly higher rate of
between 13.47 and 14.34 Per cent.

Outlook for20l9
The global economy is projected to grow at 3.5 percent in 2019 and 3.6 percent ln2020.

Iocally, the stopg pick-up in economig activity that started rq thg first half of 2018 is

expected to continue over the medium term. GDP gprlrth is projected at 5.7 i:ercdirt in

z}ll,risingto 5.8 and 6.0 perceng respectively for.20l9 0nd2020. The pickup is

underpinned by the current slack in the economy with an estimated negative output gap of
about -0.6 perqgnt of GDP. As the economy rebounds the output gap is expected to close

over the meditrm term. The upgrade in growth for 2018 refledts a stonger than earlier

projected rebound in agricultural output.
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Kenya Post Olfice Savkgs Bank
Aniual repofi and financtal stalements

1.,

For the ended 31 December 2018

CEAIRMAN'S STATEMENT (continued)

Strategic Planning

In the ycar20l8, the Bank continued the implementation of its 5 year stategic Plan -2016-2020. A
midterm review of the 5 year plan as wcll as the Bank's Action PIan 2018 was caried out. The Bank

".'developed'itsAction"Plan.fsr thei yoar 20'19 whioh formed tho basis of perfornrance contracting *-ith
the Government of Kenya for the yew 2019.

.,.,:... .d[i,

Strategic Pertnerchips

The Bank continues to maintain strategic partnorships with key organizatio_ns which.allows for
Pogtbani< to riE#ork,'gain tcnowieadS'lnirh"r" 

"*p".i"o""Jhith 
o,t 

", 
members within the

. .partnerships. These are:

l. Association of Savings Bank of East Africa (ASBEA)
2. World Savings Banks Institute (WSBI)
3. Association of Micro- Finance Institutions (AMFI)

Association of Savings Bank of East Africa (ASBEA) 15th Annual Meeting

The Bank attended the 16th Annual General Meeting and the 7th Board of Trustees Meeting for the
Association of Savings Banks of East Africa (ASBEA) from 29th to the 30th November 2018 that
were held inZanzibar. The Conference delibemted on the progress made by the member banks in the
year 2018. The Conference also was taken through the impact of technology on banking.

Apprecietion

I would like to convey my. sincero appreciation to the Governmen! our esteemed customers and
business partners for their continued supporL I atso wish to thank the management and stafffor their
dedicatiOntoseryic'e. '.' '-'.:':j'.- :. '-': ' '' ": .

\

DIRECTOR
March 2019
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Kenya Post Ofice Savings Bank
Annual report and financial statements
For theyegr ended !1 December 2018

MANAGING DIRECTOR'S STATEMENT

I wish to present the Bank's Annual Report and the Financial Statements for the year

ended 3lst December 2018.

Financial Performance
Postbank's financial performance forthe period ended 3lst December,20l8 was a loss

ofKshs.l.58gbillionreoordinganegativegrowth of 16.42o/ofrom20lTfrgureofKshs
1.364 billion.
Gain on revaluation of Property and Equipment was Khsh 883 million.

Total assets grew by 5.40o/o to at Kshs 14.08 million in FY 2018 from Kshs. 13.36

billion in the financial year 2017, mainly due to Revaluation of Properly and equipment

during the year .

Customer deposits inoreased by 5.91% to stand at Kshs 20.01 billion in the financial year

fiom Kshs 18.9 in year 2017.

The decline in performance ryas occasioned by:
. Decline in Interest income as a result of decline in interest rates in Govemment
securities from 13.5 %in2017 to l3o/o in 2018
.Increase in customer deposits resulted to an increase of l6.5Yo on Interest expense from
Kshs 568 million in2017 to Khs 681 million in 2018 .

Business partnerships
The Bank continued to enter into various business parherships to grow business. In Year
2018, the Bank signed a deal with the Government to facilitate the launch of "Inua Jamii"
to aid the disbursement of funds to beneficiaries under the social protection programme-

National Safety Net hogramme (NSNP)

The Bank started Xpress Money transfer and did another round of recruitment with
National Youth Service O[YS) to carry out financial literacy and also facilitate stipend
payments to the NYS grandaunts who are posted to various parts in the country.

C I}IRACTOR

MS. ANNE W. KARATIJA

March 2019
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Kenya Post Of/ice Savings Bank
Annual rcport and financial statements
For the year ended 3I December 2018
CORPORATE GOVERNANCE STATEMENT

Postbank is committed to the standards of corporate governance as set by theGovernment
for the public sector from time to time and the Central Bank of Kenya on specificservices
offered by Postbank.

The Board of Directors is responsible for the long term strategic direction for profitable
growth of the Bank while being accountable to the shareholder by ensuring that Postbank
complies with the laws and the highest standards of corporate govemance and business
ethics

The Directors attach great importance to the need to conduct the business and operations
of Postbank with integrity and in accordance with generally accepted corporate practice
and endorse the internationally developed principles ofgood corporate governance.

Board of Directors

The Board is made up of six (5) Directors of whom 4 are non-executive including the
Chairman. The term for the Chairman ended on l0th January 2017. Three other Directors
were appointed in 2018

Directors are given appropriate and timely information so that they can maintain full and
effective contol over strategic, financial, operational and compliance requirements. The
day-today running of Postbank has been delegated to the Managing Director. The Board
retains responsibility for establishing and maintaining the internal control over the
stategic, financial, operational and compliance issues. The Board is responsible of
ensuring succession planning and facilitates recruitment of the Managing Director.
Despite not having a fully constituted Board the Bank is complying with the Mwongozo
"the code of governance for state corporations" and all the Directors have undergone
training on the code organised by the State Corporation Advisory Committee (SCAC).

Board Meetings

The Board of Directors meet on quarterly basis or as required. The Board is responsible
for monitoring the implementation of Postbank's planned strategy and reviewing it in
conjunction with its financial performance. Specific reviews are also undertaken on
operational issues and future planning. At the end of each financial year, the Board
evaluates itself, the Managing Director and Senior Management Staffagainst targets that
have been agreed at the beginning ofthe year.

Code of Ethics

Postbank is committed to the Public Officers Integrity and Ethics Act 2003, Leadership
and Integrity Act2012 and Kenya Anti-Corruption and Economic Crimes Act 2003.

10
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Financial Porformance
TheBank'sfinAncialperfonqanceforthoperlotlended3l$tDecer$er,2018 wasaloss.tifKshs.l.589
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Kenya Post Olfice Savings Bank
Annual report and linancial slalements
For the year ended 31 December 2018

MANAGEMENT DISCUSSION AND ANALYS$ (CONTII\il,iED)

Compliance with Statutory Requirement

During the period under review, the Bank honored all it statutory obligations by remitting

all required deductions within the statutory time line.

Strategic Plan 2016 -2020

In the year 2017, the Bank commenced on the implementation of the second year of its 5

year strategic Plan -2016-2020. During the year, the Bank carried out a midterm review of
its Action Plan 2017 and also developed the Action PIan for the year 2018. This Strategic

Planning process was followed by a budgeting process for the year 2018. The Action Plan

and Budget 2018 together formed the basis of performance contracting with the

Govemment of Kenya for the year 2018

Major Risk f,'acing Postbank

The major risk facing Postbank is lack of one stop shop banking solution for customers

compared to the competition. The Bank is a Savings Bank and not a lender, thus the

customers find it easier to save where the Financlal Institution can provide loans to assist

them grow business, buy key assets and payment of school fees among others. This has led

to shrinking of the customer deposit base, dormant accounts and as a result led to depletion

of the Bank's capital base and losses.

The Board and the management have been in consultation with the Govemment through the

National Treasury with a view to injecting capital to defray the accumulated losses as

provided in the Kenya Post Office Savings Bank Act, cap 4938, section l3(I).
The management is also addressing areas of cost management and through staff
rationalisation and closing unprofitable branches. One branch was closed during the year

under review. Customers will still be served through the Mashinani Agency Network,
Mobile Banking and lntemet Banking. Management is enhancing business Partnership's

with the Government and Private sector especially for disbursement of Government Social
funds and stipend, salaries and wages.

The National Treasury approved the sale of the Postbank Training School in Muthaiga
North in December 2016 to partly fund the staffreshucturing. This will reduce the cost

income ratio. 'Ihe sale process has commenced and we are hoping to conclude by endof
2019 subject to receiving a responsive bid.

t.i
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Kenya Post OfJice Sovlngs Bank
Annual report and financial statements
For the year ended 3I December 2018
coRPoRATE SOCIAL RESPONSTBILITY (CSR) STATEMENT

INTRODUCTION
Postbank is committed to positively empower the comm,unities in which we operate
through intervention in Corporate Social Responsibility programs that support diverse and
deserving grcups, Institutions and projects across the country. The Bank's Corporatesocial
Responsibility (CSR) efforts are fundamental to our core values and culture and these
extend to throughout the bank and its branches.
The Bank's strategic focus on its CSR is on;
1. Education
2. Health
3. Environment
In 2018, Postbank supported different causes aligned to our strategic plan and participated
in a range of community activities

EDUCATION
The Bank strongly believes that education is an investment for the country's future and
supports initiatives that promote conducive leaming environment to students across all
levels i.e. primary, secondary, tertiary and university. During the year under review,
Postbank donated exercise and text books to the following schools;
. Hatua Likoni community library in , Mombasa,
. Our Lady of Nazareth in Mukuru,Nairobi
. Kagumo Secondary School inMurang'a
. Kagira Secondary School in Nairobi
The Bank also donated desks and benches to Kaphingo Primary School in Mombasa and
supported the construction of a dormitory at Kinisa Girls Nomadic Secondary School in
Moyale.
We believe that this investment will drive the development of the next generation of youth
who are financially handicapped.

f inancial Literacy
Postbank believes that a higher level of financial literacy and savings education not only
enriches the life of the individual but also contributes to healthy economic growth in the
society. We believe that if Kenyans ar€ empowered with financial knowledge, they are

better positioned to make sound financial decisions that will go a long way in improving
their economic wellbeing.
The Bank believes that access to finance is vital for poverty alleviation and social harmony
and has therefore put financial inclusion as one ofits priority focus areas. In the year, the
Bank was able to undertake grass root initiatives and provided financial literacy sessions to
various groups in the society ranging from youth groups and teaching staff in schools,
colleges and universities, small and medium sized entrepreneurs to the county's disciplined
forces.

l4
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KenyaPoct Ollice Sduings Bank
Annual rep ort dnd fnancirl statements
For the ended 3l Decethber 2018

on'Tm

The Directors submit theit rbport togethei with thefaudited financiil statBments for the par
ended Decerrbst 3I, 2018, which show the state oithe Bank's affairs.
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gAI,4p3B.
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.Auditors

Thp Auditor Geaeral is rcsponsible for the stat$ory audit of Postbatrlt in accordance ryith the
futicle 229 oitfu Constitution ofKenya and.Publip Audr-t Act2015 for theperiod ended 31st
Deceqrber 2018.

By orderoffre Boqrd.
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Telephone: +254-(zo) 321 4oo o

E-mail: info@oagkenya.go.ke
Website: www.oagkenya.go.ke

REPUBLIC OF KENYA

OFFICE OF THE AUDITOR-GENERAt

En hanci ng A ccount a bi I it1,

HEADqUARTERS
Anniversary Towers

Monrovia Street
P.O. Box 3oo84-ootoo

NAIROBI

REPORT OF THE AUDITOR.GENERAL ON KENYA POST OFFICE SAVINGS
BANK FOR THE YEAR ENDED 31 DECEMBER, 2018

REPORT ON THE FINANCIAL STATEMENTS

Qualified Opinion

! have audited the accompanying financial statements of Kenya Post Office Savings
Bank set out on pages 19 to 63, which comprise the statement of financial position as
at 31 December, 2018 and statement of comprehensive income, statement of changes
in equity, statement of cash flows and the statement of comparison of budget and
actual amounts for the year then ended, and a summary of significant accounting
policies and other explanatory information in accordance with the provisions of Article
229 of the Constitution of Kenya and Section 35 of the Public Audit Act, 2015. ! have
obtained all the information and explanations which, to the best of my knowledge and
belief, were necessary for the purpose of the audit.

ln my opinion, except for the effects of the matters described in the Basis for Qualified
Opinion section on my report, the financial statements present fairly, in all material
respects the financial position of Kenya Post Office Savings Bank as at 31 December,
2018 and of its financial performance and its cash flows for the year then ended, in
accordance with lnternational Financial Reporting Standards (!FRS) and comply with
Kenya Post Office Savings Bank Act, CAP 4938 and Public Finance Management
Act, 2012 of the laws of Kenya.

Basis for Qualified Opinion

1. Overdue Accounts Receivable

As reported previously and as disclosed under Note 24 to the financial statements, the
statement of financial position reflects accounts receivable balance of
Kshs.2,637,847,618; (2017-Kshs.2,723,077,613). lncluded in the rent receivables
balance of Kshs.66,069,753 is Kshs.47,113,844 owed by tenants who have since
vacated the Bank's premises without recourse as provisioned for in the lease
agreements being exercised. The likelihood of the amount being collected is doubtful,
and adjustments necessary by way of provisions for the uncertainty have not been
incorporated in the financial statements.

ln the circumstances, the accuracy of the accounts receivable balance of
Kshs.2,637,847,618 as at 31 December,2018 could not be confirmed.

Report of the Auditor-General on Kenya Post Office Savings Bankfor the year ended 3l December, 2018



2. Customer Savings and Deposits

As disclosed under Note 28 to the financial statements, the statement of financia!
position reflects customer's savings and deposits accounts balance of
Kshs.20,018,428,732; (2017 - Kshs.18,901 ,102,775). However, the supporting
schedules provided reflects a balance of Kshs.20,124,809,988 resulting to an
unexplained and unreconciled variance of Kshs.1 06,381,256.

Consequently, the accuracy of customer's savings and deposits accounts balance of
Kshs.20,018,428,732 as at 31 December,2018 could not be confirmed.

3. Propefi and Equipment

As disclosed under Note 26 to the financial statements, the statement of financial
position reflects property and equipment balance of Kshs.2,360,260,775; (2017-
Kshs. 1,7 1 4,998,17 2). The following issues were observed :

3.1. Land without Title Deed

As previously reported, included in the Land balance of Kshs.854,500,000, is a parcel
of land valued at Kshs.5,000,000 located in Dandora Phase ll allotted to the Bank in
1993. Physical visit to the land during the audit revealed that it continues to remain
unfenced and has since been encroached on by informalsettlers. There is no evidence
of actions taken by management to secure the land and obtain a title deed. The Bank's
ability to access the land in the future as its rightful owner is doubtful.

3.2. Land in Dispute

Land Reference No. 209/11908(!.R No.59328) in Nairobi, Upper Hill, Mara Road, and
registered in the Name of the Bank valued at Kshs.550,000,000 has its title deed
encumbered (The encumbrance was registered vide a caveat dated 15 August, 2014
claiming interest absolutely). Available information indicates that this relates to an
ongoing court case No.2834 of 1995 between the Bank and another. The outcome of
the case had not been determined at of the date of the financial statements, however
management has not disclosed this by way of contingent liability in the financial
statements.

ln the circumstance, the absolute ownership to the two parcels of land by the Bank
could not be confirmed.

4. Motor Vehicle without Log Book

Also included in the property and equipment balance of Kshs.2,360,270,775 as at 31
December, 2018 are motor vehicles valued at Kshs.19,361,255. As reported
previously, the motor vehicles schedule includes a motor vehicle registration number
KAJ 078Y valued at Kshs.400,000 whose log book has not been issued to the Bank
by the National Transport and Safety Authority (NTSA). This is despite the Bank having
paid the requisite duty to register the vehicle in its own name in November, 1997.

Report of the Auditor-General on Kenya Post Office Savings Bankfor the year ended 3l December, 2018
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ln the circumstances, the accuracy of property and equipment balance of
Kshs.2,360,270,775 as at 31 December, 2018 could not be confirmed.

The audit was conducted in accordance with International Standards of Supreme Audit
lnstitutions (lSSAls). ! am independent of Post Office Savings Bank management in
accordance with ISSA! 130 on Code of Ethics. I have fulfilled other ethical
responsibilities in accordance with the ISSA! and in accordance with other ethical
requirements applicable to performing audits of financial statements in Kenya. I believe
that the audit evidence I have obtained is sufficient and appropriate to provide a basis
for my qualified opinion.

Emphasis of Matter

Material Uncertainty Related to Going Concern

The statement of comprehensive income reflects loss for the period of
Kshs.1,589,099,239; (2017-loss of Kshs.1,364,952,385) resulting in further widening
of the revenue reserve deficit to Kshs.12,588,190,816; (2017-Kshs.11,020,457,848).
Further, the statement of financial position reflects total assets and liabilities balances
of Kshs.14,083,708,567; (2017-Kshs.13,361,911,330) and Kshs.23,276,530,380;
(2017-Kshs.21,932,184,649) respectively, resulting in negative shareholder's equity of
Kshs.9,192,821,813; (2017- Kshs.8,570,273,319). I also draw attention to Note 2 (e)
(i) on going concern which discloses the Bank's future performance is dependent on
restructuring and government support in defraying the losses incurred from the year
2012 to 2018.

These conditions, along with other matters as set forth in Note 2 (e) (i), indicate that a
material uncertainty exists that may cast significant doubt on the Bank's ability to
continue as a going concern.
My opinion is not qualified in respect of this matter

Key Audit Matters

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

REPORT ON LAWFULNESS AND EFFECTIVENESS IN USE OF PUBLIC
RESOURCES

Conclusion

As required by Article 229(6) of the Constitution, based on the audit procedures
performed, except for the matters described in the Basis for Conclusion on LaMulness
and Effectiveness in Use of Public Resources section of my report, I confirm that,
nothing else has come to my attention to cause me to believe that public resources
have not been applied lawfully and in an effective way.

Report of the Auditor-General on Kenya Post Office Savings Bankfor theyear ended 3l December, 2018
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Basis for Conclusion

1. Non-Adherence to One Third Rule of Basic Salary

Contrary to the provisions of Section 19(3) of the Employment Act, 2007 , four hundred
and twenty-eight (428) employees of the Bank out of the totalsix hundred and seventy-
four (674) employees earned less than a third (1/3) of their basic pay. No explanation
has been provided for the anomaly.

2. High Employee Cost

Contrary to the provisions of Section 26(1)(a) of the Public Finance Management
(National Government) Regulations, 2015 that requires compensation of employees
not to exceed 35o/o of revenue, the Banks employee expenses amounted to
Kshs.1 ,185,075 ,279 or 92o/o of the total revenue of Kshs.1,294,337 ,793.

The audit was conducted in accordance with ISSAI 4000. The standard requires that I

comply with ethical requirements and plan and perform the audit to obtain assurance
about whether the activities, financial transactions and information reflected in the
financialstatements are in compliance, in all material respects, with the authorities that
govern them. ! believe that the audit evidence I have obtained is sufficient and
appropriate to provide a basis for my conclusion.

REPORT ON EFFECTIVENESS OF INTERNAL CONTROLS, RISK MANAGEMENT
AND OVERALL GOVERNANCE

Conclusion

As required by Section 7(1)(a) of the Public Audit Act, 2015, based on the audit
procedures performed, I confirm that, nothing has come to my attention to cause me
to believe that internal controls, risk management and overall governance were not
effective.

Basis for Conclusion

The audit was conducted in accordance with ISSAI 2315 and ISSAI 2330. The
standards require that I plan and perform the audit to obtain assurance about whether
effective processes and systems of internal control, risk management and overall
governance were operating effectively, in all material respects. I believe that the audit
evidence I have obtained is sufficient and appropriate to provide a basis for my
conclusion.

Responsibilities of Management and Board of Directors

Management is responsible for the preparation and fair presentation of these financial
statements in accordance with International Financial Reporting Standards (IFRS) and
for maintaining effective internal control as management determines is necessary to
enable the preparation of financial statements that are free from material misstatement,

Report ofthe Audilor-General on Kenya Post Office Savings Bankfor theyear ended 3l December, 2018
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whether due to fraud or error and for its assessment of the effectiveness of internal
control, risk management and overall governance.

ln preparing the financial statements, management is responsible for assessing the
Bank's ability to continue as a going concern, disclosing, as applicable, matters related
to going concern and using the going concern basis of accounting unless the
management either intends to liquidate the Bank or to cease operations , or have no
realistic alternative but to do so.

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

!n addition to the responsibility for the preparation and presentation of the financial
statements described above, management is also responsible for ensuring that the
activities, financial transactions and information reflected in the financial statements
are in compliance with the authorities which govern them, and that public resources
are applied in an effective way.

The Board of Directors is responsible for overseeing the financial reporting process,
reviewing the effectiveness of how the Bank monitors compliance with relevant
legislative and regulatory requirements, ensuring that effective processes and systems
are in place to address key roles and responsibilities in relation to overall governance
and risk management, and ensuring the adequacy and effectiveness of the control
environment.

Auditor-General's Responsibilities for the Audit

The audit objectives are to obtain reasonable assurance about whether the financial
statements as a whole are free from material misstatement, whether due to fraud or
error, and to issue an auditor's report that includes my opinion in accordance with the
provisions of Section 48 of the PublicAuditAct,20l5 and submitthe audit report in
compliance with Article 229(7) of the Constitution. Reasonable assurance is a high
level of assurance, but is not a guarantee that an audit conducted in accordance with
lSSAls will always detect a material misstatement and weakness when it exists.
Misstatements can arise from fraud or error and are considered material if, individually
or in the aggregate, they could reasonably be expected to influence the economic
decisions of users taken on the basis of these financial statements.

ln addition to the audit of the financial statements, a compliance audit is planned and
performed to express a conclusion about whether, in all material respects, the
activities, financial transactions and information reflected in the financial statements
are in compliance with the authorities that govern them and that public resources are
applied in an effective way, in accordance with the provisions of Article 229(6) of the
Constitution and submit the audit report in compliance with Article 229(7) of the
Constitution.

Report of the Auditor-General on Kenya Post Office Savings Bankfor the year ended 3 I December, 20 I 8
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Further, in planning and performing the audit of the financial statements and audit of
compliance, I consider internal control in order to give an assurance on the
effectiveness of internal controls, risk management and overall governance processes
and systems in accordance with the provisions of Section 7(1)(a) of the Public Audit
Act, 2015 and submit the audit report in compliance with Article 229(7) of the
Constitution. My consideration of the internal controlwould not necessarily disclose all
matters in the internal control that might be material weaknesses under the lSSAls. A
material weakness is a condition in which the design or operation of one or more of the
internal control components does not reduce to a relatively low leve! the risk that
misstatements caused by error or fraud in amounts that would be material in relation
to the financial statements being audited may occur and not be detected within a timely
period by employees in the normal course of performing their assigned functions.

Because of its inherent limitations, internal control may not prevent or detect
misstatements and instances of non-compliance. Also, projections of any evaluation of
effectiveness to future periods are subject to the risk that controls may become
inadequate because of changes in conditions, or that the degree of compliance with
the policies and procedures may deteriorate.

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

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

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

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

Evaluate the overall presentation, structure and content of the financial statements,
including the disclosures, and whether the financial statements represent the
underlying transactions and events in a manner that achieves fair presentation.

Obtain sufficient appropriate audit evidence regarding the financial information and
business activities of the Bank to express an opinion on the financial statements.

Report of the Auditor-General on Kenya Post Ofice Savings Bankfor theyear ended 3l December, 2018
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a Perform such other procedures as I consider necessary in the circumstances.

! communicate with the management regarding, among other matters, the planned
scope and timing of the audit and significant audit findings, including any significant
deficiencies in internal controlthat are identified during the audit.

I also provide management with a statement that I have complied with relevant ethical
requirements regarding independence, and to communicate with them all relationships
and other matters that may reasonably be thought to bear on my independence, and
where applicable, related safeguards.

ancy ungu
AUDITOR.GENERAL

Nairobi

14 August,2020

Report ofthe Auditor-General on Kenya Post Office Savings Bankfor theyear ended 3l December, 2018
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Kenya Post Ofrice Savings Bank
A nnual reporl and ftnancial saements
For the year ended 3I Deeember 2018

STATEMENT OF COMPREITE'.NSTYE INCOME

Notes
2018
Kshs

651,332,250

__-l6EOrL[00)
(29,1E0,850)
443,936,313
130-24r -588)

2017

Kshs

673,949,630

---1562-9551105)
105,994225
433,288,043
(22-358 508)

Interest income

Interest expense
Net interest income
Fees and commission income
Fees and commission expense

Net Fees and commission income
Net trading income
Foreign exchange income
Other Operating income

Net Operating Income
Operating Costs

Impairment loss on loans and advances

Employee expenses

Board expenses .-. ,+..

Operating expenses

Depreciation expenses

Amortisation cost-Intangible Assets

Amortisation cost- Treasury Bonds

Other expenses

Total Opereting Costs

Loss before income tax
Income tax expense+

Loss for the period

413.594.725
384.413-874

8 86,244,958
g 112,924,272

4

5

6

7

-410.929.l535
-s1q.923.760

94,979,563
121,578,878

583,583,104 7231492,201

10

ll
l2
l3
26

27

t4
l5

(12,000,000)
(1,185,075,279)

, (1,7.07,706\
(402,037,162)
(178,300,037)
(19,436,076)
(17,569,1 l6)

_356.556968)
o-772-682-343r

(1,589,099,239)
0

(1 3,000,000)
(1,192,722,659)

_ (1313,6E ).._"...
(411,076,442)

(94,601,599)
(t8,627,072)
(22,122,909)

__r3i4.91l222)
__aoEE-4145EO

(1i364,952,^385)

0

(1.s89.099239) (1364.9s238s)

*The Bank is exempted from paying corporate taxes as per the Income Tax Act Cap 470 First

schedule Part l.

A total of Kshl S,l 13,116 was collected from tenants during the year, being service charge

income, to defray common shared cost in maintaining Postbank buildings.
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'Kenya Post Of$ce Sovings Bank
A nn ual report and tinanclal statements
For the ended 31 December 2018*

ASSETS
Cash

Funds on Call and ShortNotice
' .-lnvostme;lt ln-Treasury Bills and Bonds

Investment Propefi
Stocks
Other Investrnents
Accounts Receivables
Prepayments & Other Assets
GOK Pension Reserve Ffund

Property and Equipment
Intangible Assets

Total

2,360,260,775
'63,290,95E 66.1 45,531

14.083.708.567 13361.911330

Notes

I8
l9
tn
2l
22
23

24
2s
30

26
27

2018
Kshs

1,031,719,792
62,707,943

.4,499,135,467

1,002,390,225
13,l47,lg'l
3,996,975

2,637,847,618
2,419,230,925

2017
Kshs

626,307,465
35,579,952

4,773;O4\A<0
896,79A,225
12,gg3,0gl
4,l24,OOO

2,723,O77,613
2,434,47.2,114

74,381,227

l,7l'4,999,172

.-r. r ; r., t.,/ a. t. g . .s!..ri,1L,.....t. i.!} r -.... - r.r. r

,.! 
^ 

r-. t .r ,drr.- 1

LIA.BILTflES
Customer Savings and Dep6sits
Accounts Payables & Accruals
GOK Pension Reserve Fund

Total Liebilities

SEAREEOLDERS' EQITITY
Capital Grants

Rovaluation Reselryes

Change in FairValue for Bonds AFS
Revsnue Rqseryes

Total Shareholders' Equity

23,276,530,380 2t.932.L 84,649

3,271,360,210 2,399,250,796
95,628,836 49,026,696

28

29
30

20,018,428,733
3,084,806,475

173,295,172

18,901,102,775
3,031,o91,974

3l

30b
(12,588,1 90,816). fl 1,0?0.4 5?,848)
o.t92.821,813) (8,570,273,319)

TOTAL LTABILnES & SHAREEOLDERS' EQUI__!1,0S3J9!,sfl_ 13361.911 ,SSO

The financial statements on pages l8 to 59 were approved and authorised for issue by the Board
of Directors on 2019 and were on its behalf by:

C- $:Managing Director Head of
Evelyn T Madigu
ICPAK Member No 6915

, Ms. Anne W Karanja
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Kenya Post Office Savings Bonk
Annual report and Jinancial stateme nts

For the year ended 3l December 2018
Notes to the Financial Statements

1 GEI\IERALINFORMATION
Kenya Post Office Savings Bank @ostbank) is established under an Act of Parliament CAP
4938 of the laws of Kenya, and is domiciled in Kenya and is wholly owned by the

Government of Kenya

Postbank is primarily engaged in the mobilization of savings for national development and

operates under the Kenya Post Office Savings Bank Act Cap 493B.In addition, the Bank
offers other financial services such as remittance, collections and disbursement services.

For Kenyan Companies Act reporting purposes, the balance sheet is represented by the

statement of financial position and the profit and loss account by the statement of profit or
loss and other comprehensive income in these financial statements

2 STIMMARY OF SIGMNCA}IT ACCOUNTING POLICIES

a) Statement of Compliance
The financial statements have been prepared in accordance with International Financial
Reporting Standards (IFRSs) and International Accounting Standards (IAS). The financial
statements were authorised for issue by the Board on 2lst January, 2019.

The financial statembnts comprise of statement of comprehensive income, statement of
financial position, statement of changes in reserves, statement of cash flows, and notes.

b) Basis of Measurement
The financial statements have been prepared in compliance with lnternational Financial

Reporting Standards (IFRS) based on the historical cost convention. The bank revalued its
property and equipment in December 2017.

c) X'unctional and Presentation Currency
These financial statements are presented in Kenya shillings (Kshs), which is the company's

functional curency. Items included in the financial statements are measured using the

curency of primary economic environment in which the entity operates i.e. Kenya shillings.

d) Use of Estimates and Judgment's

The preparation of financial statements requires management to make judgment's, estimates

and assumptions that affect the application of accounting policies and the reported amounts

of assets, liabilities, incomes and expenses.

The estimates and assumptions are reviewed on an ongoing basis. Revision to estimates are

recognized prospectively
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Kenya Post Of/ice Srvings Bank
Annual report and financial stalements
For the year ended 3l December 20IE
Notes to the Financial fialements

2 SUMMARY OF SIGIYTF'ICANT ACCOLNTTNG POLTCTES (CONTIIYT ED)
e) Assumptions and Estimation of Uncertainties

(i) Going concarn
The Bank operates with the intention of being in business in the next 12 months and in the
foreseeable future. The management runs the day to day activities by ensuring that assets are

rcalized and liabilities honoured in the normal course of business.

However, the Bank's future performance is dependent on restructuring andgovernment
support in defraying the incurred losses from the year 2012 to 2018 amounting to Kshs.
(12,578,875,332) in accordance with KPOSB Act cap 4938 section l3 (l).

Note l0- Impairment loss on deposits, loans and advances

Note 2.2 (s)- Recognitions and measurement of contingencies: Key assumption about the
likelihood and magnitude of an outflow of resources

(ii) Critical judgment in applying the entity's accounting policies 1.288+09
Estimates and judgments are continually evaluated and are based on historical experience and
other factors, including experience of furure events that are believed to be reasonable under
the circumstances.

In accessing the need for collective loss allowances, management considers factors
such as:

. Credit quality

. Portfolio size

. Concentrations

. Economic factors

Note 26- Depreciation of equipment and intangible assets. The Bank reviews the useful life
of its property and equipment and intangible assets at the end of each financial period
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Kenya Post Office Savings Bank
Ann ual rep o rl a nd Jina n c ial state me nt s
Fortheyear ended 31 December 2018
Notes to the Financial Statements

2 SIIMMARY OF SIGIIIFICANT ACCOUNTING POLICTES (CONTINUED)
f) Changes in accounting policies snd disclosures
New stsndards and interpretations not yet adopted

IFRS 16: Leases

The standard, which was issued in January 2016, will upon implementation result in almost all
leases being recognised on the statement of financial position, as the distinction between
operating and finance leases is removed.
IFRS 16 introduces a single, on-balance sheet lease accounting model for lessees. A lessee
recognises a right-of-use asset representing its right to use the underlying asset and a lease
Iiability representing its obligation to make lease payments. There are recognition exemptions
for short-term leases and leases of low-value items. The accounting for lessors will not
significantly change.

IFRS l6 replaces existing leases guidance, including IAS l7 Leases,IFRIC 4 Determining
whether an Arrangement contains a Lease, SIC- l5 Operating Leases - Incentives and SIC-27
Evaluating the Substance of Transactions Involving the Legal Form of a Lease.

The Bank has assessed the estimated impact that the initial application of IFRS 16 will have
on its consolidated financial statements, as described below

a) Leases in which the Bank is a lessee

The Bank has completed an initialdetailed assessment of the potential impact on its
consolidated financial statements. The actual impact of applying IFRS 16 on the financial
statements for the financial year ending 3 I December 2019 will depend on:

i) the final reconciliation of the of the Bank's leases' portfolio
ii) the Bank's assessment of whether it will exercise any lease renewal options; and

iii) the extent to which the Bank chooses to utilise practical expedients and recognition
exemptions available under the standard

The Bank will recognise new assets and liabilities for its operating leases of Group premises

and equipment. The nature of expenses related to these leases will now change because IFRS
l6 replaces the straight-line operating lease expense with a depreciation charge for right-of-
use assets and interest expense on lease liabilities. Previously, the Bank recognised operating
lease expense on a straight-line basis over the term ofthe lease, and recognised assets and
liabilities only to the extent that there was a timing difference between actual lease payments

and the expense recognised.

As at 31 December 2018, the Bank's fufure minimum lease payments under non-cancellable
operating leases amounted to Shs 1 l5 million
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Kenya Post Olfice Suvings Bank

Annual report and financial statements

For the ended iI December 2018

Notes to the Financial Statements

2 SUMMARY Otr' SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

$ Changes in accounting policies and disclosures (continued)

New standards and interpretations not yet adopted

IFRS 16: Leases (conttnued)

b) Transition

The transition provisions of IFRS l6 allow an entity not to restate comparatives' The Bank

will elect not to restate comparatives but instead adopt IFRS 16 on I January 2019 using a

modified retrospective approach. Therefore, the cumulative effect of adopting IFRS l6 will be

recognised as an adjustment to the opening balance of retained earnings at 1 January 2019'

with no restatement of comparative information'

The Bank has assumed an average incremental rate of l|Yo on all its operating leases'

New and amended standards adopted by the Bank

The Bank has applied the following standards and amendments for the first time for their

annual reporting period commencing 1 January 2018

D IFRS l5 Revenue from Contracts with Customers

ii) IFRS 9 Financial Instruments

iii) Annual Improvements 2015-2016 cycle

iv) Transfers of investment properly - amendments to IAS 40

v)InterpretationZ2Foreign Currency Transactions and Advance Consideration

The Bank changed its accounting policies and made certain refrospective adjustments

following the adoption of IFRS 9 and IFRS t 5. Most ofthe other amendments listed above did

not have any impact on the amounts recognised in prior periods and are not expected to

significantly affect the current or future periods'
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Kenya Post Of/ice Savings Bank
Annual report and Jinancial stalements
Forthe year ended 31 December 2018
Noles to the Financiol S'tatements

2 SUIVTMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
f) Changes in accounting policies and disclosures (continued)

New and amended standards adopted by the Bank (Continued)
IFRS 15 revenuefrom Contracts with Customen (IFRS lS)
IFRS 15 provides a single, principles based five-step model to be applied to all contracts with
customers (except for contracts that are within the scope oftle standards on leases, insurance
contracts or financial instruments). It replaced the existing revenue standards and their related
interpretations

The five stcps in the model are as follows:
. Identif, the contract with the customer
. Identifr the performance obligations in the contract
. Determine the transaction price

' Allocate the transaction price to the performance obligations in thecontracts
' Recognise revenue when (or as) the entity satisfies a performance obligation.

The core principle of IF'RS I 5 is that an entity will recognise revenue to depict the transfer of
promised goods or services to customers in an amount that reflects the consideration of which
the entity expects to be entitled in exchange for those goods or services. The standard
incorporates a five step analysis to determine the amountand
timing of revenue recognition.

Because the standard does not apply to revenue associated with financial instruments, it does
not impact the majority of the Bank's revenue streams. The Bank has reviewed the contacts
with customers within the scope of IFRS I 5 and concluded that the adoption of IFRS I 5 did
not have a material impact on the Bank's revenue recognition criteria and there were therefore
no transition adjustrnents required.

IFRS 9 - Financial Instruments
The Bank has adopted IFRS 9 as issued by the IASB in July 201 4 with a date of transition of I
January 2018, which resulted in changes in accounting policies and adjustments to the amounts
previously recognised in the financial staternents. The Bank did not early adopt any ofIFRS 9
in previous periods.

As permitted by the transitional provisions of IFRS 9, the Bank elected not to restate
comparative figures. Any adjustmenls to the carrying amounts of financial assets and financial
liabilities at ttre date of transition will recogaised in the opening retained earnings and other
IEserves of the current period. The comparative financial information was prepared on an IAS
39 basis while the 20 t 8 inforrnation is presented under IFRS 9 basis.

The Bank is still accessing the impact of IFRS 9 on its financial statements

28



Kenya Post Olftce Savings Bank
Annual report and linancial statemc nts
For the year ended 3I December 2018
Notes to the Financtal SYatements

2 SUMMARY OF SIChIIFICANT ACCOIJNTING POLICIES
2,2-Principal accountin g policies
The principal accounting policies adopted in the preparation of these financial stat€ments
have been applied consistently over the years

a)Revenue Recognition
Income is recognised on an accrual basis

i) Interust
Interest income and expense are recognised in the statement of comprehensive income
using the effective interest method. The effective interest rate is the rate that exactly
discounts the estimated future cash payments and receipts through the expected life ofthe
financial asset or liability (or, where appropriate, a shorter period) to the carrying amount of
the financial asset or liability. The effective interest rate is established on initial recognition
of the financial asset and liability and is not revised subsequently

The calculation of the effective interest rate incltides all fees paid or received, transaction
costs, and discounts or premiums that are an integral part of the effective interest rate.
Transaction costs are incemental costs that are directly attributable to the acquisition, issue
or disposal of a financial asset or liability.

Interest income and expense presented in the statement of comprehensive income include:
. Interest on financial assets and liabilities at amortised cost on an effective interest ratebasi

. Interest on available-for-sale investment securities on an effective interest basis; and

. Interest income and expense on all trading assets and liabilities are considered to be
incidental to the bank's tading operations and are presented together with all other
changes in the fair value of tading assets and liabilities in net trading income.

ii) Fees and commission income

Fees and commission income and expense are recognised on an accrual basis when the
service has been provided .Fees and commission income that are integral to the effective
interest rate on a financial asset or liability are included in the measurement of the
effective interest rate

Other fees and commission income, inoluding account servicing fees, are recognised as
the related services are performed
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Kenya Poa Offtce Savings Bank
Annaal report and financ lal statements
For the veor ended 3l Decemher 2018

Notes to the Financial Statements

2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
b) Foreign currency transactions

Transactions in foreign currencies during the year are converted into Kenya Shillings at

rates ruling at the transaction dates. Monetary assets and liabilities at the reporting date

which are expressed in foreign currencies are translated into Kenya Shillings at rates ruling
at that date.
The resulting differences from conversion and hanslation are dealt with in the statement of
comprehensive income in which they arise

Non-monetary items that are measured in terms of historical cost in a foreigr curency ar€

translated using the exchange rates as at the dates of the initial transactions if any. Non-
monetary items measured at fair value in a foreigrr currency are translated using the

exchange rates at the date when the fair value was determined if there is any.

c) Employee benefits

The Bank operates a defined contribution scheme whose funds are held in a separate tnrstee

administered and guaranteed scheme managed by an approved investment company. The
pension plan is funded by contributions from the employees and the Bank. The bank's

contributions are charged to profit or loss in the year to which they relate.

d) Property, plant and equipment
(i) Investment Property ####

The Bank has classified some of its Properties according to I.AS 40 -lnvestment Properties. The

standard recognizes properties which are solely held for rental purposes or capital appreciation in the

long term or both. For mixed use property, those partly occupied by the owner and partly rented out
the percentage of occupation determines its classification as per the I"AS 40.10. If the percentage is

significant then it falls under Plant, Properties and Equipment (PPE) but where insignificant it falls
under Investrnent Properties.

Though the standard is silent on definition of significant, the assumption of materiality will guide

while determining the threshhold. Anything greater than 10% will greatly influence the decision

maker. In the case of the Bank, the percentage of usage for Karura Training centre, Upper Hill
properties and Dandora Plot is insignificant, hence classified under Investment Properties conhary to
owner occupation at Postbank House Nairobi (a9%); Postbank Mombasa (25%); Postbank Nakuru
(50%); and Postbank Eldoret (100%) which is significant, and falls under Plant Property and

Equipment (PPE).

Equally the International Accounting Standard (IAS l6) - considers Plant, Properties and Equipment

(PPE) as tangible assets held for use in production or supply ofgoods or services, for rentals to otlers,

or for administrative purposes and are expected to be used for more than one period. The standard also

allows a choice of accounting model to use either cost model or revaluation model. In our case we

opted for revaluation model.
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Kenyo Post Offtce Suvings Bank
Annual report and financtal s'tatements

For the year ended 31 December 2018

Notes to the Financial Stalements

2 SUMMARY OF STGNTFTCANT ACCOUNTTNG POLTCTES (CONTINUED)
d) Property, plant and equipment
(ii) Reveluation and Cost Model
The Bank has used the Revaluation and depreciating model fbr Land and Buildings while for all
other classes of assets, Cost and depreciating model has been applied as per tAS 16.

(iii)Property and Equipment and Depreciation
Leasehold properties for which the lease has 99 years or more to run are stated at cost or valuation
and are not depreciated. Other assets are stated and depreciated at cost.
Depreciation is calculated on a straightJine basis, at rates estimated to write offthe assets over
their expected useful lives.

The rates are used:

(e) Intangible assets

Software licence costs and computer software that is not an integral part of the related hardware are
initially recognised at cost, and subsequently carried at cost less accumulated amortisation and
accumulated impairment losses. Costs that are directly attributable to the production of identifiable
computers software products controlled by the bank are recognised as intangibleassets.

f) Amortisation and impairment of intangible assets

Amortisation is calculated using the shaight line method to write down the cost of each licence or
ilem of software to its residual value over its estimated useful life using annual rate of ZOYu

g) Stocks
Stocks comprise of stationery and drugs in the staff clinic which are valued at cost.

h) Cash and cash equivalents
Cash and cash equivalents for the purposes of the cash flow statement comprise cash and bank
balances net of bank overdraft, deposits in commercial banks and financial institutions and
Treasury bills, treasury and corporate bonds as at the balance sheet date.

Category Rate p.a.

Buildings 25%
Show stands 20.00/a

Motor vehicles 25.0%

Furniture and fittings 125%
Electronic office equipment 20.0o/o

Non-electronic offi ce equipment 12.5%

Computer hardware 20.0%

Computer software 2A.A%
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Kenya Posl Oflice Savings Bank
Annual report and financial statements
For the vear ended 31 December 2018
Notes to the Financial Statements

2 SUMMARY OF SIGNTFTCAI{T ACCOUNTING POLTCIES (CONTINIIED)
i) Fixed interest investments (bonds)
Fixed interest investments refer to investment funds placed under Central Bank of Kenya (CBK)
long-term infrastructure bonds and other corporate bonds with the intention of earning interest
income upon the bond's disposal or maturity. Fixed interest investments are freely traded at the
Nairobi Securities Exchange. The bonds are measured at fair value through profit or loss.

j) Quoted investments

Quoted investments are classified as non-current assets and comprise marketable securities traded
freely at the Nairobi Securities Exchange or other regional and intemational securitiesexchanges.

Quoted investments are skted at fair value

k) Trade and other receivables
Trade and other receivables are recognised at fair values less allowances for any uncollectible
amounts. These are assessed for impairment on a continuing basis. An estimate is made of
doubtful receivables based on a review of all outstanding amounts at the year end. Bad debts are
written offafter all efforts at recovery have been exhausted.

l)Taxation
The Bank is exempted from paying corporate taxes as per the lncome Tax Act Cap 470 First
schedule Part l.

m) Trade and other payables

Trade and other payables are non-interest bearing and are carried at amortised cost, which is
measured at the fair value of contractual value of the consideration to be paid in future in respect
of goods and services supplied, whether billed to the entity or not, less any payments made to the
suppliers.

n) Retirement benefit obligations
The bank operates a retirement benefits plan for its employees, the assets of which are held in a
separate trustee administered scheme managed by a Fund Manager. The contributions made by the
Bank both to the Defined Benefit and Defined Contribution retirement scheme and to the
Provident Fund are charged to.the profit and loss account in the year ofcontribution.
From year 201l, the Bank and the employees also contribute to the National Social Security Fund
(NSSF), a national defined conhibution scheme. Contributions are determined by local statuteand
the company's contributions are charged to the profit and loss account in the year to whichthey
relate
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2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTIIYUED)

o) Short term employee benefits
The estimated monetary liability for employees' accrued annual leave entitlement atthe balance

sheet date is recognised as an employment cost accrual.

p) Foreign Currency Transactions

On initial recognition, all transactions are recorded in the functional currency (the currency ofthe
primary economic environment in which the bank operates), which is Kenya Shillings. Foreign

currency transactions during the year are converted into Kenya shilling equivalent at rates ruling
at the transaction date.

Assets and liabilities at the statement of financial position date which are expressed in foreign

currency are translated into Kenya shillings at the rates ruling at the transaction date. The

resulting differences from conversion and translation are dealt with in the profit and loss account

in the year in which they arise.

q) Revaluation Reserve :

The revaluation reserve relates to property and equipment. The reserye is non-distributable.

Revaluation reserves are made up of periodic adjustments arising from fair valuations of
Property and equipment. Movement in the revaluation reserve are shown in the statement of
changes in equity is Kshs 2,898,740,877

The Bank revalued Land, Buildings, Motor Vehicles, Furniture & Fittings, Electronic Oflice
Equipment's, Non Electronic Office Equipment's and Computer Hardware on an open market

basis by professional valuers, Realty Valuers East Africa Limited as at?9th December 2017. The

book values of the properties were adjusted to the revaluations, and the resulting surplus, was

credited to the revaluation reserye.

r) Revnue Reserve
This represents undistributed profits/accumulated losses from current and previous years

including prior year adjustments. The accumulated loss as at 3lst December 2018 is Kshs
(12,578,875,332).
s) Contingent Liabilities
Litigation is a common occurrence in the banking industry due to the nature of the business.

Although there may be no assurance, the Directors believe based on the information available and

advice from the legal experts that the claims will be defended successfully and therefore no

provision has been made in the financial statement.

The significant claims are described below:

(i) Adella Kavisa & 73 others -vs-PostBank: Kshs. 166,084,453l= pension claim from retirees. It
is not expected to be finalized next year.

(ii) PostBank - vs - Simiyu Wasike: The land in dispute involves Postbank and Simiyu Wasike. It
is in Upper Hill. The value of the propeffy was Kshs. 319,200,000 in the year 201 l.
(iii) Other staff suits against the Bank sums to Kshs 19,928,087.00
(iv) Kshs 1.3 billion arising out of avderse judgement issued on disputed mater involving KPOSB
Staff Rerirement S ch em e p rop erty (Kare n/Lan gata)
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2 STIMMARY OF SIGI\IFICANT ACCOT]NTING POLICIES (CONTINUED)
t) Budget information

The original budget for FY 2018 was approved by the National Treasury on lgth January 2018
No Subsequent revisions or additional appropriations were made duting the period

The bank uses Zero-based budgetin g (ZBB). All expenses must be justified for each new period.
The budgeting starts from a "zero base," and every function within an organization is analysed for
its needs and costs. Budgets are then built around what is needed for the upcoming period. This
allows top-level shategic goals to be implemented into the budgeting process by tying them to
specific functional areas of the organization, where costs can be first grouped and then measured
against previous results and current expectations. At the end of every montl actual and budgeted
amount is compared to obtain variances. The presentation of budget information in Financial
Statements is done as per Intemational Public Sector Accounting Standard (IPSAS) 24.

A comparison of budget and aotual amounts, prepared on a comparable basis to the approved
budgef is then presented in the statement of comparison of budget and actual amounts.
A statement to reconcile the actual amounts on a comparable basis included in the statement of
comparison of budget and actual amounts and the actuals as per the statement of financial

ferformance has been presented under the section of Statement of Comparison of Budget and
Actual of these linancial statements.
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2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

2.3 Foreign currency translation
(a) Functional and presentation currency
Items included in the financial statements of each of the group's entities axe measured using
the currency of the primary economic environment in which the Bank operates ('tle
functional currency'). The financial statements are presented in Kenya shillings, which is the
Bank's presentation currency

ft) Transactions and balances
Foreign currency transactions are translated into the functional currency using the exchange
rates prevailing at the dates of the transactions or valuation where items are re-measured.
Foreign exchange gains and losses resulting from the settlement of such transactions and from
the translation at year-end exchange rates of monetary assets and liabilities denorninated in
foreign currencies are recognised in the income statement, except for differences arising on
translation of non-monetary financial assets carried at fair value through other comprehensive
income, which are recognised in other comprehensive income

Foreign exchange gains and losses that relate to cash and cash equivalents are presented in the
income statement within "finance income or costs". All other foreign exchange
gains and losses are presented in the statement ofprofit or loss for the year within "otler
gains/losses-net".

2.4 Financial instruments

a) Recognition
The Bank initially recognises loans, advances, deposits and debt securities on the date at
which they are originated.
Purchases and sales of financial assets are recognised on the trade date at which the Bank
commits to purchase or sell the asset.

A financial asset or liability is initially measured at fair value plus (for an item not
subsequently measured at fair value through profit or loss) transaction costs that are directly
attributable to its acquisition or issue.
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2 SLTMMARY OF SIGNIFICAI{T ACCOUNTING POLICIES (CONTINUED)

2.4 Financial instruments (Continued)

b) Classification
The Bank classifies its financial assets in the following categories: financial assets at fair value

through profit or loss; loans and receivables; held-to-maturity investments; and available-for-sale

financial assets. Management determines the classification of its investments at initial recognition

(i) Financial assets al fair value through proJit or loss

This category has two sub-categories: financial assets held for trading, and those designated at fair
value through profit or loss at inception. A financial asset is classified in this category ifacquired
principally for the purpose of selling in the short term or if so designated by management.

it) Loans and Receivables

Loans and receivables are non-derivative financial assets with fixed or determinable payments that

are not quoted in an active market. They arise when the Bank provides money directly to a debtor

with no intention of trading the receivable. These include advances to staff, Visa credit to customers

and placements with other banks. Loans are initially measured at fair value plus incremental direct

transaction costs, and subsequently measured at their amortised cost using the effective interest

method.

iti) Held-to-malar$

Held-to-maturity investments are non-derivative financial assets with fixed or determinable payments

and fixed maturities that the Bank's management has the positive intention and ability to hold to

maturity. Were the Bank to sell other than an insigrrificant amount of held-to-maturity assets, the

entire category would be tainted and reclassified as available for sale. These include Treasury Bills,
Treasury Bonds and Govemment Stock.

iv ) Av a llab le -fo r- s al e

Available-for-sale investments axe those intended to be held for an indefinite period of time, which

may be sold in response to needs for liquidity or changes in interest rates or exchange rates. Purchases

and sales offinancial assets at fair value through profit or loss, held to maturity and available for sale

are recognised on trade-date, the date on which the Bank commits to purchase or sell the asset. Loans

are recognised when cash is advanced to the borrowers. Financial assets are initially recogrrised at fair
value plus transaction costs for all financial assets not canied at fair value through profit or loss.

Financial assets are derecogrrised when the rights to receive cash flows from the financial assets have

expired or where the Bank has transfered substantially all risks and rewards of ownership.
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2 SIIMMARY OF STGNIFICANT ACCOITNTTNG POLICIES (CONTTFTUED)

2.4 Financial instruments (Continued)
iu) Avatla ble-for-s ale (co ntln ued)
Available-for-sale financial assets and financial assets are carried at fair value through profit or
loss. Loans and receivables and held-to-maturity investments are carried at amortised cost using
the effective interest method.
Gains and losses arising from changes in the fair value ofthe financial assets category are included
in the statement of comprehensive income in the year in which they arise. Gains and losses arising
from changes in the fair value of available-for-sale financial assets are recognised directly in
equity, until the financial asset is derecognised or impaired at which time the cumulative gain or
loss previously recognised in equity should be recognised in profit or loss. However, interest
calculated using the effective interest method is recognised in the statement of comprehensive
income.
As per IAS 39, financial instruments are supposed to be classified as Held-to-maturity and
Available- for-sale. However, the Bank has classified all its financial instruments as Held-to-
maturity since the Bank has no intention of selling theinstruments. :

u) Identlfrcation and Measutement of Impairment of Financlal Assets
At each statement of financial position date, the Bank assesses whether there is objective evidence
that financial assets not carried at fair value through profit or loss are impaired. Financial assets
are impaired when objective evidence demonstrates that a loss event has occurred after the initial
recognition of the asset, and that the loss event has an impact on the future cash flows on the asset
than can be estimated reliably.
The Bank considers evidence of impairment at both a specific asset and collective level. All
individually significant financial assets are assessed for specific impairment. All significant assets
found not to be specifically impaired are then collectively assessed for any impairment that has
been incurred but not yet identified. Assets that are not individually significant are then
collectively assessed for impairment by grouping together financial assets (carried at amortised
cost) with similar risk characteristics.
Objective evidence that financial assets (including equity securities) are impaired can include
default or delinquency by a borrower, restructuring of a loan or advance by the Bank on terms that
the Bank would otherwise not consider, indications that a borrower or issuer will enter
bankruptcy, the disappearance of an active market for a security, or other observable data relating
to a group of assets such as adverse changes in the payment status of borrowers or issuers in the
group, or economic conditions that correlate with defaults in the group
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2 SUMMARY OF SIGI\IFICAI\T ACCOT'NTING POLICIES (CONTINTIED)

2.4 Financial instruments (Continued)
v) IdentiJication and Measuremenl of Impabment of Financial Assets (Ccontinued)

In assessing collective impairment, the Bank uses statistical modelling of historical trends ofthe
probability of default, timing of recoveries and the amount of loss incurred, adjusted for
management's judgement a*s to whether current economic and credit conditions are such that the

actual losses are likely to be greater or less than suggested by historica! modelling. Default rate,

loss rates and the expected timing of future recoveries are regularly benchmarked against actual

outcomes to ensure that they remain appropriate.
Impairment losses on assets canied at amortised cost are measured as the difference between the

carrying amount of the financial assets and the present value of estimated cash flows discounted at

the assets' original effective interest rate. Losses are recognised in the statement of comprehensive

income and reflected in an allowance account against loans and advances. Interest on the impaired

asset continues to be recognised through the unwinding of the discount. When a subsequent event

causes the amount of impairment loss to decrease, the impairment loss is reversed through the

statement of comprehensive income.

Impairment losses on available-for-sale investment securities are recognised by transferring the

difference between the amortised acquisition cost and current fair value out of equity to the

statement of comprehensive income. When a subsequent event causes the amount of impairment

loss on an available-for-sale debt security to decrease, the impairment loss is reversed through the

statement of comprehensive income.
However, any subsequent recovery in the fair value of an impaired available-for-sale equity

security is recognised directly in equity. Changes in impairment provisions attribUtable to time

value are reflected as a component of interest income.

vl) Derecognition

The Bank derecognises a financial asset when the contractual rights to t}re cash flows from the

financial asset expire, or when it transfers the rights to receive the contractual cash flows on the

financial asset in a transaction in which substantially all the risks and rewards of ownership ofthe
financial asset are transferred. The Bank derecognises a financial liability when its contractual

obligations are discharged or cancelled or expire.

The Bank enters into transactions whereby it transfers assets recognised on its statement of
financial position, but retains either all or substantially allof the risks and rewards of the

transferred assets or a portion of them. If all or substantially all risks and rewards are retained,

then the transferred assets are not derecognised from the statement of financial position. Transfers

of assets with retention of all or substantially all risks and rewards include, for example, securities

lending and repurchase transactions.
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2 SUMMARY Of,' SIGNTFICANT ACCOUNTTNG POLICIES (CONTTNTIED)
2.4 Financial instruments (Continued)

vii) Impalrmenl lor Non-Financial Assets

The carrying amounts of the Bank's non-financial assets are reviewed at each reporting date to
determine whether there is any indication of impairment. If any such indication exists, then the
assets' recoverable amount is estimated. An impairment loss is recognised ifthe carrying amount
of an asset or its cash-generating unit exceeds its recoverable amount. A cash-generating unit is
the smallest identifiable asset group that generates cash flows that largely are independent fiom
other assets and groups.

Impairment losses are recognised in t}te statement of comprehensive income. Impairment losses
recognised in respect of cash-generating units are allocated first to reduce the carrying amount of
any goodwill allocated to the units and then to reduce the carrying amount of the other assets in
the unit (group of units) on a pro-rata basis.

viii) Budget Accouniing Policy
The bank uses Zero-based budgeting (ZBB). All expenses must be justified for each new period.
The budgeting starts from a "zero base," and every function within an organization is analysed
for its needs and costs. Budgets are then built around what is needed for the upcoming period.
This allows top-level strategic goals to be implemented into the budgeting process by tying them
to specific functional areas ofthe organization, where costs can be first grouped and then

measured against previous results and current expectations. At the end of every month actual and
budgeted amount is compared to obtain variances. The presentation of budget information in
Financial Statements is done as per Intemational Public Sector Accounting Standard (IPSAS) 24.

3 FINANCIAL RISK MANAGEMENT

a) Principles

Postbank faces various types of risks which arise from its day to day operations as a financial
institution. The Board of Directors and Management therefore devote a significant portion of
their time to the management of these risks. The mainstay of effective risk management is the
identification of significant risks, the quantification ofthe Banks's risk exposure, actions to limit
risk and the constant monitoring of risk.
The overarching aim of risk management is to ensure that all risks assumed in the course of the
Bank's business are recognized early on and mitigated by effective risk management. Successful
risk management is recognized as a pre-condition for the sustained growth and success of the
Bank. Risk management and monitoring are implemented via the Bank's risk management and
risk control process and the organization stnrcture corresponds to prudent Risk Management
Guidelines.
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3 FTNANCIAL RrSK MAIYAGEMENT (CONTr1\IUED)

a) Principles(Continued)

In orderto ensure continuous improvement of risk management at all times the following key risk
principles have been adopted and are applied;
. The Board of Directors assumes the ultimate responsibility for the level of risks taken bythe
Bank and is responsible to oversee the effective implementation of the risk strategies.
. The organizational risk structure and the functions, tasks and powers of the employees,

commifiees and departments involved in the risk processes are continuously being reviewed to
ensure clarity of their roles and responsibilities.
. Risk issues are taken into consideration in all business decisions. Measures are in place to
develop risk-based performance measures and this is being supplemented by setting risk limits at

the overall Bank and divisional levels, as well as by enforcing consistent operating limits for
individual business activities,
. Risk management is increasingly being linked to management processes such as strategic
planning, annual budgeting and performance measurement.
. [dentified risks are reported in a transparent and timely manner and in full to the responsible
senior management.
. Appropriate and effective controls exist for all processes entailing risks.

All these principles are enshrined in the Bank's risk management policy.

The section below provides the various risks faced by the Bank and describes the methods used by

management to conhol risk. The most important types of financial risks to which the Bank is

exposed are credit risk, liquidity risk and market risk mainly interest risk and operational risk.

(b) Credit risk
Credit risk is the current or prospective risk to earnings and capital arising frorn an obligor's
failure to meet the terms of any contract with the bank or if an obligor otherwise fails to perform
as agreed
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3 FINAI{CIAL RrSK MANAGEMEI{T (CONTTIIUED)
(b) Credit risk ( Continued)

(i) Management of Credit Risk

The Bank is subject to credit risk through its lending and investing activities. Considerable
nesources, expertise and controls are devoted to managing it and comprehensivestrategies,
policies and procedures have been developed to effectively manage thisrisk.
The Bank's primary exposure to credit risk arises through its advances to employee and Visa
credit to customers. Credit risk ratings are assigned to customers to enable the bank to establish
the risk and enable credit decisions to be undertaken within acceptable risk appetite threshold
through its credit policy.
At the management level there, is a credit risk department staffed with highly skilled personnel
who ensure credit risk are identified and mitigated. Within this deparfrnent there are debt
collecting officers who follow up on bad loans.

(it) llrite-off Policy :

The Bank writes offa loan / security balance (and any related allowances for impairment losses)
when management determines that the advances / securities are uncollectible. This determination
is reached after considering information such as the occurrence of significant changes in the
borrower financial position such that the borrower can no longer pay the obligation, or that
proceeds from collateral will not be sufficient to pay back the entire exposure

(c) Liquidity Risk ######
Liquidity risk is the current or prospective risk to eamings and capital arising from the
institution's failure to meet its maturing obligations when they fall due without incurring
unacceptable losses.

The Bank's approach to managing liquidity is to ensure, as far as possible, that it will always
have sufficient liquidity to meet its liabilities when due, under both normal and stressed
conditions, without incuning unacceptable losses or risking damage to the Bank's reputation.
The Bank has access to a diverse funding base. Funds are raised mainly from deposits.
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3 FTNATYCTAL RrSr( r\{ANAGEMENT(CONTINUED)

(c) Liquidity Risk (continued)

Exposure to llquldity Risk

The key measure used by the Bank for managing liquidity risk is the ratio of net liquid assets to

deposits from customers. For this purpose net liquid assets axe considered as including cash and

cash equivalents and investment securities for which there is an active and liquid market less any

deposits from banks, other borrowings and commitments maturing within the next month.
The board ha*s approved a policy to effectively manage liquidity at all times to meet depositors
demand, and unexpected outflow. The investment undertakes statement of financial position
liquidity and scenario analysis as per the policy on bi-monthly basis.

The bank strives to maintain a balance between continuity of fundirig and flexibility through the

use of liabilities with range maturities, in addition the bank holds a portfolio of liquid assets as

part of its liquidity risk management strategy.

(d) Market Risk

Market risk is the risk that changes in market prices, such as interest rate, equity prices, foreign
exchange rates and credit spreads (not relating to changes in the obligor's / issuer's credit
standing) will affect the group's income or the value of its holdings of financial instruments. The

objective of market risk management is to manage and control market risk exposures within
acceptable parameters, while optimizing the return on risk.

(t) Management of marhet Risk ####

Overall responsibility for management of market risk rests with a management committee ofthe
Bank, the Asset and Liability Committee (ALCO). The risk department is responsible for the

development of detailed market risk management policies (subject to review and approval by

ALCO) and for the day to day implementation of those policies.

Regular monitoring of Postbank's risk profile against risk appetite limits e.g. foreign exposure and

risk limits, liquidity and solvency ratios which are contained in the market risk framework

incorporating market and country risk policies approved by theboard.

tl) Exposure to Interest Rate Risk
The principal risk to which financial assets and liabilities are exposed is the risk of loss from
fluctuations in the future cash flows or fair values of financial instrument because of a change in

market interest rates. Interest rate risk is managed principally through monitoring interest rate

gaps.
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3 FINAI\ICIAL RISK MANAGEMENT(CONTINT'ED)
(e) Operetional RIsk
The Operational risk is a risk of losses resulting from inadequate or failed internal processes,

people, and systems or from external events.

The Bank's objective is to manage operational risk so as to balance the avoidance of financial
losses and damage to the Bank's reputation with overall cost effectiveness and to avoid control
procedures that restrict initiative and creativity.
The primary responsibility for the development and implementation of controls to address

operational risk is assigned to senior management within each business unit. The responsibility is

supported by the.development of overall Bank standards for the management of operational risks.
Compliance with these standards is supported by a programme of periodic reviews undertaken by
internal audit. The results of internal audit reviews are discussed with the management of the

business unit to which they relate, with summaries submitted to the Board Risk Committee and

senior management of the Bank.

Rlsk measurement and control
Interest rate, credit, liquidity, operational risk and other risks are actively managed by independent
risk control groups to ensure compliance with the Bank's risk policy. The Bank's risk exposure
limits are assessed regularly to ensure their appropriateness given the Bank's objectives and
strategies and current market conditions
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4 Interest Income

Interest on Treasury Bills/Bonds
lnterest on Term Deposits
Interest on StaffLoans
lnterest on Visa Balances

5 Interest expensc

Interest on:-
Bidii Savings Account
Step Account
Pension Account
Premium Savings Account
Premium Plus Account
Fixed Deposit Account
Save As You Earn Account
StaffSalary Account
Salary Account
Postbank Junior Account
Pamoja Account
Bidii Junior Trustee Account
Smata Youth Save

Waridi Account
M-Chama Account
Mobile Savings Account
Akiba Account
Inua Jamii

651.332.250 673.949.630

20r8
Kshs

602,897,634
4,292,160

37,920,725
6,241,731

2017
Kshs

622,719,951
3,492,652

44,664,770
3,093,357

243,r11,393
20,586,561

115,469,203
64,514

263,405,820
928,599

7,490,793
1,397,516

6,7go,olg
34,256

2,440,440
225,188

5,659,632
I1,014,849

1,693,732

42,541
42,427

145,637

2A7,069,667

15,374,354
87,364,077

235,063
231,211,152

l,95l,2lg
5,091,946
1,233,990

5,1 l2,lg5
83,424

1,746,619
155,267

3,799,970
7,055,150

408,093

24,215
39,125

0

680.s13.100 567.955.405
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Fees & Commissions Income

Inactivity Fees

Salary Creditiug Fees

Premature withdrawal Fees

Wi*rdrawal Fees

Visa Fees

Card Fees

Western Union - MTS Commission
Citibank Commission
Pension commission
Money Transfer Commission (Others)
ATM withdrawal Fees

Bills Commission-Water & Electicity
Credit Parhers Loan Commission
Miscellaneous Fees & Commission (others)

7 Fees and Commissions Erpense

Shared Costs Adjustrnents
Commission Expense-Money gram
Premium Paid Commission on Purchase of T/Bonds
Commission-Independent Agent
Mobile banking Expenses

Commission paid on deposit mobilisation

8 Foreign Exchange Income

Realised Cain/Loss On Sale Of Forex From Wu
Forex Gain On Money Transfer Transactions
Forex Gain On Transactions(Money Gram)

443.836.313 433288.043

2018

Kshs

16,703,339

22,956,015
3 1,363,100

59,633,865

3,439,506
26,851,121

35,36E224
s34240

65,639,800

25,858,745
38,322,270

26,723,584
82401,7&
8,M0,742

2017

Kshs

14,267 290
t4,225491
28,052,993
55,820,950
6,185,624

24,043,429
54,330,819

541,140
69,203,500
25,218,989
46,492,904
29,174,396
49,788,303
15,942217

8,926,416
2,739,755

356,990

4',l,4lg
8,8M,120
9,366,999

7,329,492
4,524,564

446,232
80,044

0
9,978,196

30.241.588 22358.s08

2,929,509
64,234,2y2

19,182,159

E,725,392
57,249,802
19,004,379

86.244.958 84.979.563
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9 (a) Othcr Opcrating Income

Rental Income
Dividend income
Interest on bank accounts

Tender fees

Devclopment Levy
ApprcciatioilDiminution in value of quoted investments

Mobile Banking Fee

Capital Gain on Sale of Investments

Commission Income on Foreign Visa
Sundry income

Dlsclosurc notc :

(b) Ertre Ordlnary Incomc
The Extra Ordinary Income is made up of the following:
Receipt from Ailing lnstitution * Trust Bank

Recovery of NSSF contibution from Pension Scheme

Receipt from Ailing Institution - Postbank Credit Ltd
Total

10 Impalrmcnt Lors on Dcporlts, Loens and Advarces

Customcrs deposit
Visa card debtors

General Provisions-lncluding Staff loans

ll Employec Erpenses

Salaries and Wages

Pensions and Provide,nt Fund contr.
Medical exp€nscs

Staffraining
Other sta{f expenses

12 Boerd Expcnses

Directors Honoraria
Directors Allowances
Directors Allowances'f elephone

_))2,9a4,A2 ___raLSZEJ?!

2018

Kshs
2017

K.shs

73,651,146
7,363

12,253

56,200

0
(137,125)

14,861,515

10,441,714
1,252,000

t2,779,206

86,557,526
23,940

740,884
243,200
309,000

43 1,600
g,o3l,gyz
g,g3l,44g

415,250

14,994,038

77,778,y29

44.29'.7.562

_ud n! _62,915,!%

10,868,671

10,497,600

4,000,000

4,000,000

4,000,000

5At6,667
5,416,667

2,166,666

r2.000.000 13.000.000

773,969,986
90,502,123
47,815,413
18,917,424

253,870,673

787,776,065
93,519,776

55,720,405

9,165,2y2
246,541,120

_ !5.0?5229 _JJ22,722553

0

1,665,366
42,340

80,000

1,199,325
44,360

-----lJl3JS51 .707.106
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Kenya Post Oflice Savings Bank
Annual report and tinancial statements

For the year ended 31 December 2018

Notes to the Financial Stalements

13 Operating Expenses

Security expenses

Insurances

Offrce rent
Land rent and rates

Repairs and maintenance
Service charge
Agency fees - MTS
Licences
Grounds maintenance
Agency Expansion Project (WSBI)

14 Amortisation for Bonds Trading Cost

Amortisation

15 Other Expenses

Travel and Subsistence allowances
Printing and stationcry
Debt collection
Postage & telephone
Computer expenses

Motor Vehicle Expenses

Audit fees

Donations and subscriptions
Legal and professional fees

Electricity and water
Cleaning, Sanitation & Messengerial

Special Projects Launching
Newspapers and Periodicals

Procurement Costs

Excise Duty
Financial expenses

Selling & Marketing expenses

Operating Stationery
Hire of Motor Vehicles
ATM Card Cost
Research & Development
Retail Banking-Search fee

Miscellaneous expenses

Integrated Reimbursement fee

2018
Kshs

2017
Kshs

102,230,233
11,246,7O9

111,446,045
l,72O,O4l

59,958,603
14,279,385
16,89?,768
87,458,237

1,259,993
1,540,148

402.037.162 411.W6.442

17.569.1l6 22,122,908

103,285,416
I 5,1 56,163

118,673,066
433,165

52,051,801
9,681,612

21,071,1,40

89,158,042
1,273,010

293,027

This relates to Treasury Bonds Premiums amortised during the period

23,156,772
6,818,641
l,250,ooo

78,803,585
12,407,2?l
7,282,959
7,945,666
7,563,694

19,219,888
24,766,176
20,63A,131

252,185
801,106

340,259
15,743,374
6,799,954

59,769,240
1,981,118

12,510,597
40,091,017

170,300

26,771

19,544,241

7,551,323
100,680

92,500,906
10,944,629

3,450,194
4,500,000

5,362,858

18,012,582

31,471,096
22,262,450
4,lgg,60l

728,286
638,719

14,322,019

5,811,854

65,058,138

2,998,391

8,301,352

10,120,151

0

7,090,752

8,236,974

47

356.556.968 334.970.222



b
I

l.'r

Katya Post OSlceSavkgs Bank
Annual repofi and finandol frslenan$
For llw veu cndcd 3 I Dcecrnfu 2OIE

Notcs to thc Ftnancbl &otanenls

16 Proft (Lorr) For The Yeer

Thc loss for tho year is stated aftsr chargrng:
Diructors ernoluments
Audit ftos
Deprsciation/amortization intangiblc assct exponsc

Bonds amortisdion oost
Pension schmo contribution
and aSuucdfrbtg: -
Dividcnds
Diminution in value of quotcd investment

2018
Kshs

1,707,7N
7,945,ffi

197,736,113

17,569,116

90,5W23

7,363
(137,125)

2017

Ituhc

lpl3,6t5
4,500,000

fi3228,67t
22,122,909

93,519,776

23,9N
431,600

48
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Kenyo Post Otlice Savings Bank
Annual report and flnancial stalements
For the year ended 3 I December 2018

r8

Notes to the Finsnclal Statemenls

Cash and Cash Equivalents

Cash on Hand
Cash at Bank

Commercial Bank of Africa
Citibank
National Bank of Kenya
Kenya Commercial Bank of Kenya

GoK Treasury Bonds-Available For Sale

Kengan Infrastructure Bond
Jamii Bora Bond
GoKTreasury Bonds - HTM

2018

Kshs

294,152,161

737,567,631

2017

Krhs

320,262,699

306,444,767

1.031.719.792

Bulk of cash at bank was held at Kenya Commercial Bank of Kenya and
National Bank of Kenya who are the Bank's main bankers

19 Funds on Call and Short Notice

625.307.46s

10,900,000

15,027,001

10,608,296
26,172,545

14,066,155

10,900,000

10,004,193
609,504

62.707.843 35.579.852

The Bank has placed some of its funds in call accounts with commercial banks as

as listed above

For the year under review, the funds were invested at the following interest rates

BANK
Commercial Bank of Africa
Citibank
National Bank of Kenya

Kenya Commercial Bank(K)

20 Investment in Treasury Bills & Bonds /Othert

RATE
7%

7%

7o/o

7%

1,609,407,467

59,712,500
20,000,000

2,800,016,500

1,556,1 95,550

119,425,000

20,000,000
3,077,431,500

4,',|73,042,0504.489.1 36,467

50
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Kenya Post Office Savings Ban*
Annual reporl and financial stalemcnls
Fot the vear ended il December 2018

Notes to the Financlal Statemcnts
201E

Kshs
2017

Kshs
2l lnvcstment Property

Cost
At I January
Revaluation surplus
At 31 December

Amortisation

22 Stocks & Drugs

Stationery

Drugs

23 Other Investments

Quoted investrnents (cost)
Unquoted investrnent

896,790,22s 896,790,225
t05-600.000

t-002.390.225 896-790.225

Included in the invesffnent Property is

(i) Upper Hill Property whose market value is Ksh.550,000,000 ( as per revaluation done in December
2017) but caried at book value of Ksh 27,390,225. Title to the Upper Hill property is in dispute with the
current occupant of the premises claiming allotees interest absolutely. The matter is in court and the Bank
expects a favourable outcome since it has a vesting right in the property and is holding it with an intcntion
of selling or reinvesting.
The property is a piece of land with a building taken over I'rom Thabiti Finance Ltd in lieu of deposits
held for the Bank

(ii) Karura Training & Sports Complcx valued at Ksh 970,000,000 as per the latest valuation report
undertaken by Realty Valuers East Africa Limited as at 29th December20l7

(iii) Dandora Plot with a value of Ksh 5,000,000.

The reclassification of Dandora Plot and Karura Training centre from Property and Equipment to
Investment property has bcen done as per IAS 40.

20lE
Kshs

9,336, I 65
3,811,022

20t7
Kshs

11,964,229

I,028,852

13.147.18'.7 12"993.081

2.055,637 2,055,637
I 3,540.000

t5,595,637
Less: Provision for diminution in markct value of
quoted /unquoted investmcnts {t I 8.762),

t5,59s,637

( 11.47 | .637\
3.9R6.87s 4.124.000

(i) Quoted investnents were valued at Kshs.2 ,632,815 (2017 Kshs.2,770,000) using the Nairobi
Securities Exchange market price at the close ofthe year.

Quoted investnents comprise of equity holdings in the following listed companies:

(ii) Unquoted investment represents 80oZ of deposits in City Finance Bank (Jamii Bora Bank)
converted into shares following their restructuring in year2000.

Value as at
Company No.of Sharcs Merkct price 31.12.2018 31.12.2017
Kakuzi Ltd 6,500 310.00 2,015,000 2,138,500
Total Kenya Ltd 15,000 27.50 4t2,s00 352,500
Bamburi Cement Ltd I,550 132.50 245375 279,000

2,632,t75 2,77A,000
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Kenya Post Olftce Savings Bank
Annual report and tlnancial stalements

For the year ended 3 I December 2018

Notes to the Financlal Slatemenls

24 AccountsReceivables

Postal Corporation of Kenya-Excess Deposits

GOK-(KP&TC) (i)
Commission Receivable from GoK Pensioners

Prepaid GoK Pension - PCK Payroll

GoK Pension Cheques Receivable - PCK (ii)
PCK Overdrawn Claimable
Restitution (PCK)
Directors Loans

Staffloans
Staff debtors - Personal Development Loan

Interest Receivable'PDL
Rent Receivables

Staff tmprest
Trade Debtors

2018
Kshs

2017

Kshs

780,394,10E

405,231,629

40,853,890

512,767,484

268,553,1 58

47,543,590

58,847,809
3,327,044

847,777,925

138,267,614

106,157,285

60,203,935

3,975,485
126,700,382

780,394,108

4A5,231,629

62,072,890

608,037,586

268,553,1 58

47,540,581

56,748,615

3,327,044
769,980,3M
116,231,349

104,794,405

66,069,753

6,013,379
32,476,540

3,327,471,343
(689,623,725)Provision for bad and doubtful debts

3,400,701,338

(677,623,725)

2.637.847.618 2.723.077.613

(i) Kshs. 405,231,629 relates to amount owing from the defunst KP&TC and has been

outstanding since year 2005. The Government ofKenya has since given assurance of
settlement of the amount in effect through PCK

(ii) Kshs.268,553,158 relates to amount owed to Postbank by PCK in respect to pension's cheques

and warrants handled by PCK on an agency egreement. This amount has been outstanding

since year 2007 and the two organizations have made commitrrents to oflsst these amounts in

the next financial year
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Kenyt Post Offtce Savings Banh
Annual report and tinancial statements
For the year ended 31 December 2018

Notes to the Financlal Statements

25 Prepayments end Other Assets

Accrued interest on Treasury Bonds
Discount on Treasury Bonds
Fixed deposits in ailing financial institutions
Transitorial Accounts-Postbank (i)
Premium on Treasury Bonds (Prepaid)

Other Assets and Prepayments

2018
Kshs

78,285,174
54,452,463

406,738,379
7,078,128,969

289,445,895
918.918-42s

20tT
Kshs

83,608,741

47,738,766

417,007,051
1,078,1E1,457

307,015,011
917^928.138

Provision for bad and doubtful debts:

Amounts due from subsidiary and deposits

2.434.472.113

(i) Kshs. 1,078, I 28,969 under Transitorial accounts relates to balances held in accounts used by
the Bank to process internal payments. Therefore, the balance is not a realisable asset.

2,825,369,305

(406.138.379)

2.419.230.925

2,851,479,164

(417.007-0sl)
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Kenya Post OlJlce Sovings Bonk
Annual report and tlnanclal stotemen$
For lhe mded 31 December 2018

to the Flnonclal SYalenunts

26 (C) Land and Buildings

Included in short-term leasehold laud and buildings is a property purchased in Mombasa. It was
revalued downwards fiom Kshs I.25 million to Kshs.50 million

2018
Kshs

2017

Kshs27 Intangible Assets

Cost
At 1 January

Additions
At3l December
Amortisation
At I January

Amortization for the year
At 3l December
Carrying Amount
Al 31 December

575,214,934 575,214,934
16.571.403 0
59r.786337 575214.934

509,069y'03
1S 4?6 016

s28.505A79 509^069 403

rfi-2RO-R5n 65.145.531

490,442,331
18.47-072

The intangible assets are in respect of computer softruare, Intemet and mobile banking software

The revaluation of this category of assets was higher but was found prudent to recognise them at cost.

Cost / Valuation Land Buildings lShow Stand 20lE 2011
Kshs IGhsl Kshs Kshs IGhr

Long-term leasehold 760,000,000 r,090,000,000t 0 1,850,000,000 1,709,750,00c
Short-term leasehold I

805,000,000 1,195,000,0001 6500.000 2,006,500000 1,914550.000
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Kenya Post Ollice Savings Bank
Annual rep ort and financlal slatements

Forlheyear ended 31 December 2018

Notes to the Flnanclal Slatements

28 Customers' Sevings and Deposit Accounts

Bidii Savings Account
STEP Account
Bidii Pension accounts

Prerrium Savings Scheme
Premium Plus Account
Fixed Deposit Account
Save-As-You-Eam
StaffSalary Account
Salary Account
Postbank Junior Account
Corporate Clients
Smata Account
Pamoja Charna Account
Mzalendo Account
Waridi Account
Independent Agent Accounts
M-chama Savings Account
MsawaAccount
Akiba Account
Inua Jamii

20.018.428.732 18.90t.102.775

2018
Kshs

9,565,064,833

927,600,685

4,468,396,742

3,288,376
3,626,054,719

25,948,052
801,824,982

63,176,219

244,692,571

15,978,135
479,573,349

255,359,924
88,266,500

90,617
466,489,063

8,975,083

62,985,169
2,303,157

1,406,628

11,953,928

8,422,775,102
157,813,023

3,792,199,582

Q|,862)
3,588,810,377

75,065,185

763,892,792
67,993,050

247,692,300
15,348,381

432,'112,820
233,821,809

81,642,950

l5l,8l7
382,068,647

10,411,354

24,973,084
1,742,512
2,009,952

2017

Kshs
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Kenya Post Offlce Savings Bank
Annual report and Jinancial stotements
For the yeur ended 31 December 2018

29 Accounte Payables and Accruels

Trade creditors
PCK Services rendered- GoK Pension

PCK Encashed Warrants Payable
PCK- Pension Warrants

GoK Pension Payroll
Accrued Expenses

Other creditors

Notes lo the Financial Statements

2018

Kshs

66,745,055
(i) 534,420,585
(ii) 462,078,',751

(iiD 170,953,266
(iv) 999,323,179

205,648,962
645,636,676

3.084.806.475 3.031.081.874

(i) PCK Servic-es rendered- GOK Pension/others refers to amount payable to Postal Corporation
of Kenya for services offered to our pensioners/regular customers for normal banking services.

(ii) PCK Encashed warrant payable refers to amount claimable by Postal Corporation of Kenya
on disbursement ofpensionto pensioners. The
amount of Ks18.462,078,751 which has been outstanding since year 2007 will be settled along
with expected arnounts from PCK

(iii) PCK -GoK Warrant is the un-accounted amount to pensioners account held by PCK. The
amount of Kshs. I 70,9 53,266 which has been outstanding since year 2007 will be settled along
with expected amounts from PCK

(iv) GoK Pension Payroll is the un-applied amount to porsioners account held by PCK

2017

Kshs

59,374,467
534,372,812
462,078,'.l51

170,953,266

904,080,077
370,493,868
529,728,633

20I8
IGhs

2017

Kshs30 GOK Pension Reserve F'und

Amount 173.295.172

These are pension funds from the Government for distribution to pensioners. ln year 2018 the
Government was owed by the Bank whereas in year 2017 the Bank used its money to pay

pensioners pending GoK reimbursement

3l Capital Grants

TI

Westem Union Product

Bidii Product
Visa EMV Project
Smata, Mchama & Agency Expansion Projects

2,013,211

3,706,728
229,458

22-430-s60

2,Al3,2ll
3,706,728

229,458
6-9s7.&0

28.379.9s7

During the year the Bank receied capital grant of Kshs 15,472,920 from WSBI

60
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Notes to the Flnancbl Slatenunls

32 CASHANDCASHEQUTVALENTS

Bank andoash balances (note 18 )
Deposits in banks and Financial Institutions (note 19)

Treasury Bills and Bonds (note 20 -a)

i) Directors remuneration
Directors Honoraria
Directors Allowances

(ii) Key management remuneration
Salaries and wages

(iii) Loans to staff
Welfarc loans

Personel dwelopment Loan

t.707.706 r -3 t3-585

7.752.96t 7-574-038

20tt
Kshr

1,031,719,7y2
62,747,843

4,489,136,467

3ffiio-

2017
Kshr

626,307,465
35,579,852

4,773,042,050

5.434.929.367

33 RELATED PARTY TRANSACTIONS
The Banks main related parties are the Board members, key management pcrsonnel and staff. The following
transactions were carried out with related parties

0
1.707.706

Eo,o00
1.233.685

769,980,304
11(r.231.349

847,777,925
138.267.614

886.211.653 986.045.539

lnterest income on these loans was Kshs 37,920,?25 (2017-44,664,770). The effective interest rate for
welfarc loans is 5% while for personal development loan is 10%. Staff mortgages and car loans are

seoured by charging the related property to the Bank

(iv) Loans to Directors

No Ioan was issucd to directors in the year under review. However, outstanding loan balance of Kshs

3,327,044 relates to loans advanced to former direclors.

One loan of ksh2,024,403 was in r€spcct of car loan to I.K. Sambu where recovery is through legat

process and the other loan of Kshl,302,64l was for David Chabeda (deceased) house loan where title
had not bcen charged and recovery is through the administrtaor of Chabeda's Estab.
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Kenya Post Offtce Saings Banh
Annual reporl and financlal stotehonts
For the year ended 31 December 2018

35

Notes to the Flnancial Ststements

CONSOLIDATION

Consolidated Accounts are not prepared as the Bank's wholly owned subsidiary,
Postbank Credit Limited, is under liquidation

36 COMPARATIVES
Where necessary, comparative figures have been adjusted to conform to reporting under
IFRS

37 EMPLOYEES
The average number of employees during the year was 624 (2017-720).

38 SUBSEQUET.IT E\IENTS
There have been no events subsequent to the furancial year end with significant impact
on the financial statements for the year ended December 31, 20lB

39 NETWORK OT'POSTBANK BRANCHES
The total number of branches during the year was 98.
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