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'Development Bank of Kenya Limited and Subsidiary
Group information
For the year ended 3 I December 2022

Registered office

Finance House
Loita Street
P.O. Box 30483 - 00100
Telephone: (254) 020 34040112/3
Email : dbk@devbank.com
Telegrams: DEVBANK.KE
Nairobi
Kenya

Subsidiary

Small Enterprises Finance Company Limited (SEFCO)

P.O. Box 34045 - 00100
Telephone: (254) 020 340401 l2l3
Telex:22662
Nairobi
Kenya

Shareholders

Industrial & Commercial Development Corporation (ICDC)
P.O. Box 45519 - 00100
Nairobi
Kenya

TransCentury Plc
P.O. Box 42588 - 00100
Nairobi
Kenya

Directors

The directors who served during the year and to the date of ttris report are

Ndung'u Gathinji - Chairman
Sammy Kipkosgei Chepkwony
Jackson Kambo Mutua
Rose Wangui Mambo
Industrial & Commercial Development Corporation (ICDC)
Cabinet Secretary to the Treasury of Kenya

Secretary

D N Kimori
Finance House
Loita Street
P.O. Box 30483 - 00100
Nairobi, GPO
Kenya
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Senior officers
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J. Mananda
D. Kamunde
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B. Kakule
E. Anguka
W. Ogada

Independent Auditor

Grant Thomton LLP On behalf of,
Certifi ed Public Accountant (Kenya)
5s Floor, Avocado Towers
Muthithi Road, Westlands
P.O. Box 46986 - 00100
Nairobi
Kenya

Correspondent banks

Chief Executive Officer
Ag. Company Secretary
Manager Credit
Relationship Manager
Business Development
Human Resource Manager
Risk and Compliance Manager
Operations Manager
Treasury Manager
IT Manager

The Auditor-General
Kenya National Audit Office
Anniversary Towers
University Way
P.O. Box 30084 - 00100
Nairobi
Kenya

Standard Chartered Bank
One Madison Avenue
New York, 10010 - 3603

USA

Standard Chartered Bank
I Basinghall Avenue
London EC2V 5DD
Tel +44 (020) 788s 8888

BHF Bank
Bockenheimer
Landstrasse l0
D -60323
Frankfurt Am Main
Germany

Nedbank
PO Box I 144

Johannesburg 2000, CTG
South Africa

Standard Chartered Bank
90 Mahatma Gandi Road
Mumbai India400 001

Tel.+91 2222670162

Bank of Communications China
188 Yin Cheng Zhong Road

Shangai 200120 - China
Tel: + 86 21 58408478
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'Development Bank of Kenya Limited and Subsidiary
Five year financial summary
For the year ended 3 I December 2022

Five-year Group financial summary

2022
KES,000'

2021
KES.000'

2020
KES.000'

2019
KES,000'

2018
KES.000'

Gross revenue

Profit before tax

Profit after tax

Gross loans and advances

Less expected credit losses on loans
and advances

1,331,184 1,306,513 1,3 17.916 2.479.788 1.551,617

80.933 66,623 20.541 1.139.192 170,767

6s.992 53,834 21.830 r.080.773 r ls.8l3

10,552,724 10,269,940 10,189,074 9,409,288 9,862,729

fi.342.727\ fi.438.290) fi.s76.s5 1 ) ( 1.498.242\ ( t.47 6.042)

Loans and advances to customers
(net of impairment)

Totaldeposits

Borrowings

Shareholders' equity

Total assets

KEY RATIOS

Basic Eamings Per Share (EPS)

Retum on Assets (ROA)

Return on Equity (ROE)

Capital Adequacy Ratio

9,209,997 8,831,650 8,6 t2.s23 7.9lr.046 8.386.697

9.2s6.220 8.908,s43 8,252.s00 6.003.890 6.799.074

3.483.999 4.048.643 4.672.533 4.877.168 5.037.465

3,758,499 3,842,351 3 12 3,967,043 2,886,270

16,883,484 17,278,398 17,2 17.431 15.350.170 15,312,605

1.27

0.39%

t.76%

17.1Yo

1.03

031%

1.40%

17.3%

0.42

0.13%

0.57o/o

19.8%

20.73

7.04o/o

26.88%

28.20%

2.22

0.760/o

4.jl%o

19.90%
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Development Bank of Kenya Limited and Subsidiary
Corporate Govemance
For the year ended 3 1 December 2022
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'Development Bank of Kenya Limited and Subsidiary
Corporate Govemance
For the year ended 3 I December 2022

Chairman's Statement

Introduction

It is my pleasure to present to you the annual report and financial statements of the bank and its wholly
owned subsidiary, Small Enterprises Finance Company (SEFCO) for the year ended 3 I't December 2022.

Y ear 2022 was an election year in Kenya, a phenomena that comes with a number of challenges. However,

the elections, were successfully concluded in August2022 without any upheaval that would have affected

the economy. The challenge to the outcome of the elections was also judiciously resolved in September

the same year and a new govemment installed.

Globally, the world was confronted by the war in Europe that started in February 2022. This war created

significant disruptions in global supply chains of various commodities especially food gtain, fertilizers

and oil. This resulted in rising inflation across the globe that continues to threaten economic growth all

over the world.

Kenya's Economic Overview

According to the Kenya National Bureau of Statistics, the Kenyan economy slowed down to 4.7%o year -
on - year in quarter three of 2022, down from 9.3 % in the same period in 2021. Accommodation and

food services, and wholesale and retail trade contributed to the growth, while agriculture, forestry and

fishing, mining and quarrying contracted significantly. This reduction from previous year was mainly

due to the impact of prolonged drought, raising prices of goods and services as well as high debt burden

that the country has to service. The National Treasury forecasts the economy to have grown by 5.3o/oin
2022, a big reduction from the 6.7oh grovtth recorded in 2021 .

Looking into 2023, the National Treasury forecasts economic growth of 6.}Yo. This optimistic forecast

differs from the World Bank projected growth ofjust slightly above 5.0%o. The World Bank attributes the

lower growth to heightened headwinds arising from slower global economic growth, persistent drought

and interest rate increases. Furthermore, the economy will have to weather reduced credit growth owing

to rising interest rates while the depreciation of the shilling will continue to impact the price of goods and

services negatively. It is also anticipated that the servicing of the ever rising nationaldebt will continue

to put a strain on future economic growth of the country.

Developments in the Banking Sector

According to the Central Bank of Kenya, the sector remained stable and resilient in2022 with strong

liquidity and capital adequacy ratios. The sector registered a strong performance in the year to

December 2022,with the asset base growing by l0% from Kshs 6.0 trillion registered in202l to Kshs

6.6 trillion.

The Banks's 2022 Performance

In year 2022, the Bank retumed Profit before Tax of Kshs 80.9 million compared to Kshs 66.6 million
achieved in 2021. The higher outtum was mainly as a result of increased non-funded income by Kshs

72.0 million and higher net recoveries from non-performing loans and advances that rose from Kshs 92.5

million to Kshs 107.4 million. Net interest income for the period, at Kshs 273.6 million was lower than

previous year's outcome of Kshs 354.3 million. This was mainly due to increased cost of funds and

reduced interest income.

Net assets for the period closed at Kshs 16.9 billion, against previous year's position of Kshs 17.3 billion.
The reduction was largely driven by the full redemption of the outstanding debt to China Development
Bank (Kshs 170.0 million), part payment of the REPo facility to cBK (Kshs 303.0 million) and a write
down of the value of the Bank's shares at Kenya Hotel Properties (Kshs 157.7 million). The Bank's

customer deposits held steady at 7.3 billion while the loan portfolio net of provisions increased from Kshs
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ll Development Bank of Kenya Limited and Subsidiary
Corporate Covemance
For the year ended 3 I December 2022

8.8 billion to KES 9.2 billion in the same period. Demand for the credit was largely constrained during

the year.

It's noteworthy that as at the end of December 2022, the Bank was fully compliant with all the minimum

benchmarks set by the regulator.

The bank's portfolio of loans and overdrafts by sector is as shown below:

SECTOR Portfolio2022 Portfolio 2021

Agriculture
Manufacturing
Building & Construction
Trade
Tourism, Restaurants, Hotels
Transport & Communication
Real Estate
Financial Services
Personal Households

10.0%
15.5%
2.3%
3r.2%
3.3o/o

3.7%
31.3o/o

0.UYo

2.7%

8.6%
15.7%
2.2%
30.4%
3.7o/o

3.40/o

32.9%
0.0%
3.tvo

TOTAL 100.0% r00.0%

Appreciation

I take this opportunity to express my sincere gratitude to all our esteemed clients for their continued

support and the confidence that they have expressed in our institution. I also wish to thank our

shiieholders, the staff and directors for all their efforts during what has been a challenging period and

call on them to kqgtrup the spirit.

Ndung'u Gathinji
Chairman

Date: \0 MAPCU 2023
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a i"u.loprn.nt Bank of Kenya Limited and Subsidiary
Corporate Govemance
For the year ended 31 December 2022

The Shareholders being the ultimate owners of the Bank appoint a Board of Directors to conduct the

business of the Bank on th"i, behalf. The Board executes its responsibilities through Management and

Board Committees that it creates from time to time. The responsibilities for daily operations are delegated

to a management team appointed by the Board. A clear segregation of responsibilities between the Board

and management is always maintained. The Board makes all policy decisions while management

implements the decisions of the Board.

Board of Directors

The current Board is made up of seven directors inclusive of a non-executive chairman.

Board and Management Committees

Tabulated below are Board and Management Committees, their composition and membership and

functions.
Composition &
Membership

Chairman Members Main Functions

Board Audit
Committee

Two non-
Executive
Directors, and

Senior
Management

Independent
Director

Jackson Mutua -
Chair
Rose Mambo
Intemalauditor
Doreen Kimori
Management (by
invitation)

Independent oversight
of the Bank Financial
reporting and internal
control systems, checks
and balances.

Board Credit
Committee

Two Non-
Executive
Director and
Senior
Management

Independent
Director

Sammy Chepkwony

- chair
Barbara Lunani
J. K. Kiniti
J. Mananda
Olga Sechero
Doreen Kimori

Reviewing and
overseeing the overall
lending in the Bank.

Finance & Risk
Management
Committee

Two Non-
Executive
Director and
Senior
Management

Independent
Director

Barbara Lunani -
Chair
Joseph Kiarii

J. J Kiniti
Peter Pertet
Doreen Kimori

To ensure quality,
integrity and reliability
of the institution's risk
management,
compliance, IT
Govemance and
Strategy.

Governance &
Human
Resource
Committee

Two Non-
Executive
Director and
Senior
Management

Non-
Executive
Director

Rose Mambo -
Chair
Sammy Chepkwony

J. Kiniti
Dorcas Namwendwa
Doreen Kimori

Oversight of the quality
of govemance in the
Bank and HR Matters.
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I
I Development Bank of Kenya Limited and Subsidiary

Corporate Govemance
For the year ended 3 I December 2022

Board and Management Committees

Board attendance

Prudential regulations require that every Board member attend a minimum of 7SYo of all Board meetings.

Below is an extract from the affendance register for the Board meetings held in2022:

Directorc Evaluation Report

It is a requirement that the performance of every Director and the Chairman of the Board be evaluated

once every year. Evaluation of directors' performance is underway and is expected to be complete before

3l March2023.

Composition
&
Membership

Chairman Members Main Functions

Ad Hoc. Board
Strategy, Business
Development &
innovation
Committee

Three Non-
Executive
Director and
Senior
Management

Independent
Director

Joseph Kiarii - Chair
Ndung'u Gathinji
C. Huka

Overall Bank stategy
Policy Formulation
and implementation

Names
Mar

Irt
Mar
loth

Mar
I lth

May
6rh

Aug
5'h

Oct24u Nov
g,h

Dec
l4th

%
Affendance

Ndungu
Gathinji X x X x x x X X 100

Christopher
Huka x X X x 50

Barbara
Lunani

x X X x x X x x 100

Sammy
Chepkwony

x x x x x x x x 100

Jackson
Mutua

x x x x x x X 88

Rose Mambo x x x X x X X x 100

Joseph Kiarii X x x X x X x 88

Page 8



' Development Bank of Kenya Limited and Subsidiary
Directors' report
For the year ended 3 I December 2022

The directors submit their report together with the audited financial statements for the year ended 3l
December2022.

Business review and company performance

The Group is engaged in the business of development and commercial banking. It is licensed under

the Kenyan Banking Act.

The performance of the Bank in 2022was on the backdrop of an uncertain global market occasioned

by several risks. The economy was hit hard by the negative effects of Ukraine /Russia war which has

pushed cost of energy among other commodities to very high levels. The situation was exacerbated by

the prolonged drought and the adverse effects of Covid- 19 pandemic which affected the global economy

as well as the Kenyan economy. The pandemic led to disruptions in community health, business and

trade in and across borders, affecting different sectors of the economy in various ways. Despite these

challenges, the Country was able to organize and conclude peaceful general elections in August 2022.

Since the Bank's customers were impacted by the pandemic, the Bank has restructured various facilities

with customers in order to support them navigate through the economic disruptions. The restructure of
facilities included extension of repayments and moratorium for certain periods. The Bank will continue

to work with customers to offer them the necessary relief.

The ongoing Ukraine /Russia war, prolonged drought and the continued effects of Covid- I 9 pandemic

has also increased the estimation uncertainty in the preparation of the financial statements. The Bank

has made various estimates for future events in the financial statements based on forecasts of economic

conditions which reflect expectations and assumptions as at 3l December 2022 and which the Bank

believes are reasonable under the circumstances. There is a considerable degree ofjudgement involved

in preparing these estimates. The underlying assumptions are also subject to uncertainties which are

often outside the control of the Bank. Accordingly, actual economic conditions are likely to be different
from those forecast since anticipated events do not occur as expected, and the effect ofthose differences

may significantly impact accounting estimates included in the financial statements.

The principal risks and uncertainties facing the Bank include credit risk, liquidity risk, market risks,

operational risks and settlement risk. The Bank has mitigation plans and strategies for these risks as

detailed in Note 4 of these financial statements.

During the year 2022,the Group recorded profit before tax of KES 80.9 million which is higher than

the previous year's profit of KES 66.6 million. The increase was largely due to recoveries on non-
performing loans(2022-KES 123.0 million,202l- KES 135.0 million).

Total assets amounted to KES 16.9 billion (2021 - KES 17.3 billion). Loan portfolio rose from KES

8.8 billion in202l to KES 9.1 billion at the close of 2022. The quality of the portfolio as measured by
the non-performing ratio to the gross loan book improved from29.31oh(2021)to28.8o/o(2022).Total
deposits increased by 3.9%to KES 9.3 billion (2021: KES 8.9 billion).

Dividend

The net profit for the year of KES 66.0 million (2021: KES 53.8 million) has been added to retained

eamings. The directors do not recommend a dividend payment for the year ended 3 I December 2022
(2021: Nil).

Directors

The directors who served during the year and up to the date ofthis report are set out on page I
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Dbvelopment Bank of Kenya Limited and Subsidiary
Directors' report
For the year ended 3l December 2022

Statement of disclosures to the company's independent auditor

The directors confirm that with respect to each director at the time of approval of this report:

(a) there was, urs far as each director is aware, no relevant audit information of which the company's

auditor is unaware; and

(b) each director had taken all steps that ought to have been taken as a director so as to be aware of
any relevant audit information and to establish that the company's auditor is aware of that

information.

By

Ag.

Terms of appointment of independent auditor

The Auditor- General is responsible for the statutory audit of the consolidated and separate financial

statements in accordance with Article 229 of the Constitution of Kenya. Section 23(l) of the Public

Audit Act 2015, empowers the Auditor - General to nominate other auditors to carry out an audit on

their behalf. Grant Thomton who were appointed by the Auditor - General, have carried out the audit

for the year ended 3 I December 2022.

Approval of financial statements

The annual report and financial statements were approved at a meeting by the Directors on l0 March

2023 and were signed on its behalf by:

ofthe Board

Secretary

Page l0



Development Bank of Kenya Limited and Subsidiary
Statement of directors' responsibilities
For the year ended 3 I December 2022

The Directors are responsible for the preparation and presentation ofthe consolidated and separate financial

statements of Development Bank of Kenya Limited (the "Group" and "Company") set out on pages l6 to
83 which comprise the consolidated and bank statements of financial position as at 3 | December 2022,

and the consolidated and bank statements of comprehensive income, statements of changes in equity and

statements of cash flows for the year then ended, and the notes to the financial statements, including a

summary of significant accounting policies and other explanatory information, in conformity with
International Financial Reporting Standards and in the manner required by the Kenyan Companies Act,

2015. The Directors are of the opinion that the financial statements give a true and fair view of the financial

position and the profit or loss of the Group and the Company.

The Directors'responsibilities include:determining that the basis of accounting described in Note 2 is

an acceptable basis for preparing and presenting the financial statements in the circumstances,

preparation and presentation of financial statements in accordance with International Financial Reporting

Standards and in the manner required by the Kenyan Companies Act, 2015 and for such intemal control

as the directors determine is necessary to enable the preparation of financial statements that are free from

material misstatements, whether due to fraud or error.

Under the Kenyan Companies Act, 201 5, the Directors are required to prepare financial statements for each

financial year which give a true and fair view of the financial position of the Group and the Company as at

the end of the financial year and of the profit or loss of the Group and the Company for that year. It also

requires the Directors to ensure the Company keeps proper accounting records which disclose with

reasonable accuracy the financial position and profit or loss of the Group and the Company.

The Directors accept responsibility for the maintenance of accounting records which may be relied upon in

the preparation of financial statements, as well as adequate systems of intemal financial control.

The Directors have made an assessment of the Company and Group ability to continue as a going concem

and have no reason to believe the Group and Company will not be a going concem for at least the next

twelve months from the date of this statement.

Approval of the consolidated and separate financial statements

The consolidated and separate financial statements, as indicated above, were approved and authorised for

issue by the Board o-flDiiectors on - \0 MAP(,H BQAO. 
-zn

Ndung'u Gathinji

oate:l[h&$2023

Jackson Mutua

Date:10 MAPCBzozr
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REPUBLIC OF KENYA

Telephone: +254-(zo) 32140oo
E-mail: info@oagkenya.go.ke
Website: www.oagkenya.go.ke n*g"H

Enhancing Accountability

HEADqUARTERS

Anniversary Towers
Monrovia Street

P.O. Box 3oo84-oo1oo
NAIROBI

REPORT OF THE AUDITOR.GENERAL ON DEVELOPMENT BANK OF KENYA
LIMITED FOR THE YEAR ENDED 31 DECEMBER, 2022

PREAMBLE

I draw your attention to the contents of my report which is in three parts

A. Report on the Financial Statements that considers whether the financial statements
are fairly presented in accordance with the applicable financial reporting framework,
accounting standards and the relevant laws and regulations that have a direct effect
on the financial statements.

B. Report on Lawfulness and Effectiveness in Use of Public Resources which
considers compliance with applicable laws, regulations, policies, gazette notices,
circulars, guidelines and manuals and whether public resources are applied in a
prudent, efficient, economic, transparent and accountable manner to ensure
Government achieves value for money and that such funds are applied for the
intended purpose.

C. Report on Effectiveness of lnternal Controls, Risk Management and Governance
which considers how the entity has instituted checks and balances to guide internal
operations. This responds to the effectiveness of the governance structure, the risk
management environment and the internal controls, developed and implemented
by those charged with governance for orderly, efficient and effective operations of
the entity.

An unmodified opinion does not necessarily mean that an entity has complied with all
relevant laws and regulations, and that its internal controls, risk management and
governance systems are properly designed and were working effectively in the
financial year under review.

The three parts of the report are aimed at addressing the statutory roles and
responsibilities of the Auditor-General as provided by Article 229 of the Constitution,
the Public Finance Management Act, 2012 and the Public Audit Act, 2015. The three
parts of the report, when read together constitute the report of the Auditor-General.

REPORT ON THE FINANCIAL STATEMENTS

Opinion

The accompanying financial statements of Development Bank of Kenya Limited (the
Group and Bank) set out on pages 16 to 83, which comprise the Consolidated and
Bank statements of financial position as at 31 December,2022, and the Consolidated

Report of the Auditor-General on Development Bank of Kenya Limiled for the year ended 3 I December, 2022



and Bank statements of comprehensive income, Consolidated and Bank statements
of changes in equity and the Consolidated and Bank statements of cash flows for the
year then ended, and a summary of significant accounting policies and other
explanatory information, have been audited on my behalf by Grant Thornton, auditors
appointed under Section 23 of the Public Audit Act,2015. The auditors have duly
reported to me the results of their audit and on the basis of their report, I am satisfied
that allthe information and explanations which, to the best of my knowledge and belief,
were necessary for the purpose of the audit were obtained.

In my opinion, the Consolidated and Bank financial statements present fairly, in all
material respects, the financial position of the Development Bank of Kenya Limited as
at 31 December, 2022, and of its financial performance and its cash flows for the year
then ended, in accordance with lnternational Financial Reporting Standards (IFRS)
and comply with the Kenya Companies Act, 2015 and the Banking Act, 2012.

Basis for Opinion

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

Key Audit Matters

Key audit matters are those matters that, in our professional judgment, are of most
significance in the audit of the financial statements of the current year. These matters
were addressed in the context of the audit of the financial statements as a whole, and
in forming my opinion thereon, and I do not provide a separate opinion on these
matters. For each matter below, a description of how the audit addressed the matter is
provided in that context.

Key Audit Mafters How the Matter was Addressed
lmpairment Allowances on Loans and
Advances at Amortised Gost in the
Consolidated and Bank Financial Statements

We determined that the impairment on loans and
advances to customers to be a Key Audit Matter
due to the high degree of estimation uncertainty
and significant judgement applied by
Management in determination of Expected Credit
Losses (ECL) as summarised below;

Fonrard-Looking ! nformation

IFRS I requires the Bank to measure ECLs on a
fonrvard-looking basis reflecting a range of future
economic conditions. Sionificant manaqement

Assessing the appropriateness of
parameters used in the statistical
models in respect of Probability of
Default (PDs), Loss Given Default
(LGDs), and Exposure at Default
(EADs) by considering local
economic conditions, and;

Evaluating Management's basis for
establishing Stage 3 loss
allowances in terms of the Group

Report of the Auditor-General on Development Bank of Kenya Limited for the year ended 3l December, 2022
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Kev Audit Mafters How the Matter was Addressed
judgement applied to determining th
macroeconomic information used and th
probability weightings applied.

e
e

Significant lncrease in Credit Risk

The criteria selected to identify a significant
increase in credit risk is a key area of Judgement
within the Bank's ECL calculation as these
criteria determine Whether a 12-month or lifetime
provisions recorded.

Model Estimations

lnherently judgmental modelling used to estimate
ECLs, which involves determining Probabilities of
Default ('PD'), Loss Given Default ('LGD'), and
Exposures at Default ('EAD'). The PD and LGD
models used are the key drivers of the Banks's
ECL results and are therefore most significant
judgemental aspect of the Bank's ECL modelling
approach.

and Bank's policies and in terms of
the requirements of IFRS 9. This
included challenging reasonability
of Management assumptions on
cash flow projections and time to
realization for a sample of the
facilities.

Making use of our internal financial
risk modelling specialists to:

Assess the Group and Bank's
methodology for determining the
economic scenarios used in the
forward-looking information and the
probability weightings applied to
the scenarios.

Assess the key economic variables
used in the determination of ECL,
including agreeing a sample of
economic variables to external
sources, as well as the overall
reasonableness of the economic
forecasts by comparing the
Group's and Bank's forecasts to
reputable, external sources of
macroeconomic forecasts.

Other lnformation

The Board of Directors is responsible for the other information. The other information
comprises the information included in the annual report and financial statements but
does not include the consolidated and separate financial statements and my audit
report thereon.

My opinion on the bank financial statements does not cover the other information and
I do not express any form of assurance and conclusion thereon.

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, I confirm that, nothing has come to my attention to cause me to believe that
public money has not been applied lawfully and in an effective way.

Report of the Auditor-General on Development Bank of Kenya Limited for the year ended 3I December, 2022

3



Basis for Conclusion

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
financial statements are in compliance, in all material respects, with the authorities that
govern them. I 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 GOVERNANCE

Gonclusion

As required by Section 7(1)(a) of the Public Audit Act, 2015, based on the audit
procedures performed, except for the matters described in the Basis for Conclusion on
Effectiveness of lnternal Controls, Risk Management and Governance section of my
report, I confirm that, nothing else has come to my attention to cause me to believe
that internal controls, risk management and overall governance were not effective.

Basis for Conclusion

1. Failure to Review Loan Valuations

Review of the collateral register maintained by the Bank revealed that some loans
lacked updated valuations against the bank's policy. Further, it was observed that other
loan files had not been reviewed in the recent past with some reviews dating back as
far as three (3) years against the bank's policy that requires annual review and site
visit.

Consequently, there is a potential credit risk exposure which may lead to an increase
in non-performing loans.

2. Failure to Undertake Internal Control Systems'Audits

Review of the Bank's internal control systems revealed that the Bank did not conduct
internal control systems' audit during the year under review. Further, the bank did not
have an lnformation Systems Auditor as part of the lnternal Audit Team thereby
exposing the Bank to the risk of failing to detect possible threats to the lT environment.

ln the circumstances, the Bank may not benefit from independent assurance that the
lT risk management, governance and internal control processes are operating
effectively.

3. lT Contro! Weaknesses

Review of the lT controls revealed the following major weaknesses.

i. The Bank does not have an incident management policy. There are no incident
reports maintained by the Bank's lT function for incidents that have occurred
within the lT environment.

Report of the Auditor-General on Development Bank of Kenya Limited for the year ended 3l December, 2022
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The Bank's Business Continuity Plan has not been reviewed and updated in
2022, whereas the Bank's policy states that this should be done on a half-yearly
basis.

The MICR lmage Processing System (MIPS) allows for concurrent sessions by
the same user from two or more different lP addresses which poses a potential
risk of fraudulent activities being executed by users with stolen credentials since
it will be difficult to ascertain the legitimate user of the account.

iv. There is no process at the bank to monitor the compliance by lT vendors to the
service-level agreements. There is potential risk of the Bank not realizing value
from its outsourced third parties and potential business disruptions due to
non-performance by the contracted third-parties.

V There are no approvals done for user accounts to be created on the Active
Directory which may lead to a potential risk of accounts being created on the
Active Directory without oversight and traceability of user activities on the
Bank's information systems.

vi. The Core Banking System is not configured to issue alerts for deposits higher
than the Central Bank of Kenya limit of Kshs.1,000,000 which may lead to Bank
inadvertently breaching the requirement by Central Bank of Kenya to report
such deposits.

vii. The Bank's Change Management Policy does not designate personnel in
charge of the change Management function within the Bank where changes are
not classified according to their potential impacts on the information systems
and there is no central repository for capturing and managing change requests.
There is a potential risk of changes to the lT environment and on information
systems business causing disruptions, financial loss and cybersecurity threats
to information systems.

ln the circumstances, the Bank is exposed to business disruptions, cybersecurity
threats, unreported incidents, financial loss, fraud, misaligned !T objectives, loss of
critical data, noncompliance with Central Bank requirements and processing delays.

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 governance
were operating effectively. ln all material respects, I believe that the audit evidence I

have obtained is sufficient and appropriate to provide a basis for my conclusion.

REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS

As required by the Kenya Companies Act, 2015,1 report based on my audit, that:

i. I have obtained all the information and explanations which, to the best of my
knowledge and belief, were necessary for the purpose of the audit;

Report of the Auditor-General on Development Bank of Kenya Limitedfor the year ended 3l December, 2022
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ii. ln my opinion, adequate accounting records have been kept by the Bank, so far
as appears from the examination of those records; and,

iii. The Bank's financial statements are in agreement with the accounting records
and returns.

Responsibilities of Management and the Board of Directors

Management is responsible for the preparation and fair presentation of these
consolidated financialstatements in accordance with lnternational Financial Reporting
Standards (lFRSs), and for maintaining effective internal control as Management
determines is necessary to enable the preparation of consolidated financial statements
that are free from material misstatement, whether due to fraud or error and for its
assessment of the effectiveness of internal control, risk control and overall
governance.

ln preparing the consolidated 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 Management is aware of the intention to liquidate the Bank or to cease
operations.

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

ln 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 manner.

The Board of Directors is responsible for overseeing the bank's financial reporting
process, reviewing the effectiveness of how Management 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 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 Public Audit Act, 2015 and submit the 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

Report of the Audilor-General on Development Bank of Kenya Limitedfor the year ended 3l December, 2022
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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 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.

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 overallgovernance processes
and systems in accordance with the provisions of Section 7(1Xa) 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 control would not necessarily disclose all
matters in 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 level 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:

. 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

Report of the Auditor-General on Development Bank of Kenya Limited for the year ended 3 I December, 2022
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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.

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

r 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 control that are identified during the audit.

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

From the matters communicated with Management, I determine those matters that
were of most significance in the audit of the financial statements of the current period
are therefore the key audit matters. These matters are described in my auditor's report
unless law or regulation precludes public disclosure about the matter or when, in
extremely rare circumstances, I determine that a matter should not be communicated
in my report because the adverse consequences of doing so would reasonably be
expected to outweigh the public interest benefits of such communication.

CPA CBS
AUDITOR.GENERAL

Nairobi

27 March,2023
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Qevelopment Bank of Kenya Limited and Subsidiary
Annual Financial Statements
For the year ended 3 I December 2022

Consolidated statement of comprehensive income

Interest income

Interest expense

Net interest income

Net fees and commission income

Other operating income

Operating income

Net Movement in expected credit losses on financial
assets

Operating expenses

Profit before income tax

Income tax expense

Profit for the year

Other comprehensive income
Items that will not be reclassiJied to profrt or loss:

Net change in fair value of financial assets at FVOCI

Deferred tax on fair value of financial assets at

FVOCI

2022
KES'OOO'

2021
KES'OOO'

6

Note

5

l9

ll

t2

l3

l3

1,208,112

(934,552)

1,253,394

)

7

8

273,560

35,099

89 973

398,632

354,344

31,177

21,942

9

107,386

(425,085)

407,463

92,537

433.377)

80,933

(14,941)

66,623

12.789)(

65,992

(157,731)

7 87

(54,733)

2,737

83453

Other comprehensive income net of tax (l 49.8441

Total comprehensive income (83,852)

Earnings per share (KES per share) l5 1.27

The notes set out on pages 26 to 85 form an inte$al part of these financial statements.

(51,996)

1.838

r.03
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I)evelopment Bank of Kenya Limited and Subsidiary
Annual Financial Statements
For the year ended 3 I December 2022

Bank statement of comprehensive income

Interest income

Interest expense

Net interest income

Net fees and commission income

Other operating income

Operating income

Net movement in expected credit losses on financial
aSSetS

Operating expenses

Profit before income tax

Income tax expense

Profit for the year

Items that may not be reclassified to Proftt or loss:
Net change in fair value of financial assets at FVOCI
Deferred tax on fair value of financial assets at FVOCI

Total other comprehensive income for the year

Total comprehensive income

Earnings per share (KES per share)

2022
KES.000'

2021
KES,000'

6

Note

5

l5

r,205,877

(935,112)

1,251,159

(899,61 I )

351,548

31,177

21,942

7

8

270,765

35,099

89,973

395,837

l9 107,145

9 (424,4t2)

ll 78,570

(14,232)t2

64,338

404,667

92,670

(432,449)

64,888

(12,269)

52,620

l3
l3

(157,731)
7 887

(149,844)

(54,733)
2 737

(51,996)

624

1.23 l.0l

The notes set out on pages 26 to 85 form an integral part ofthese financial statements.
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Development Bank of Kenya Limited and Subsidiary
Financial statements
For the year 3l December 2022

Consolidated statement of financial position

ASSETS
Cash and balances with Central Bank of Kenya
Financial assets at fair value through profit or loss
Financial assets at amortised cost
Balances due from banking institutions
Loans and advances to customers
Financial assets at fair value through other

comprehensive income

Investments in associates

Tax recoverable

Other assets

Defened income tax
Right of use assets

Intangible assets

Property and equipment

TOTAL ASSETS

LIABILITIES
Deposits and balances due to banking institutions
Customer deposits
Borrowings
Tax liability
Lease liabilities
Other liabilities

EQUITY
Share capital
Retained earnings
Statutory reserves
Other reserves

r6
t7
t7
l8
l9

482,236
104,129

3,791,012
2,555,877
8,831,650

456,781

268,490

38,887
45,549

I17,505
107,348
70,630
54,145

194,253
134,660
121,850
97,240
82,495

Note

33(b)
30

27
28
29

3l

2022
KES.000'

2021
KES'000'

60s, r 36
190,665

3,696,767
2,021,584
g,20g,gg7

20

22

23

24
25
26
26
26

614,512

268,490

1 17278398

2,023932
7,232,288
3,483,999

143,790
240,976

1,672,232
7,236,311
4,048,643

3,098
153,3 l6
322,447

13,124,985 13 7

l,042,500
1,202,177
1,120,596

393,226
37 (a)
37 (b)

1,042,500
1,259,173

997,608
543 070

The financial statements set out on pages l8 to 85 were approved and authorised for issue by the Board
of Directors on l0 MAPCI{ 2023 andwere signed on its behalf by:

3,',l58,499 3,842,351

TOTAL LIABILITIES AND EQUITY 16,883,484 17

Johnson Kiniti Jackson Mutua

The notes set out on pages 26 to 89 form an integral part ofthese financial statements.
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Development Bank of Kenya Limited and Subsidiary
Financial statements
For the year 3l December 2022

Bank statement of financial position

ASSETS

Cash and balances with Central Bank of Kenya
Financial assets at fair value through profit or loss
Financial assets at amortised cost
Balances due from banking institutions
Loans and advances to customers
Financial assets at fair value through other
comprehensive income
Investment in Associates
Tax Recoverable
Investment in subsidiary
Other Assets
Deferred income tax
Right of use asset

Intangible Assets
Property and equipment

TOTAL ASSETS

LIABILITIES
Deposits and balances due to banking institutions
Customers deposits
Borrowings
Tax liability
Lease liabilities
Other liabilities

EQUITY
Share capital

Retained eamings
Statutory reserves
Other reserves

20
22
23
2t
24
25
26
26
26

456,781
268,490

36,598
32,048
45,549

117,264
107,348
70,630
54,145

32,048
194,253
134,449
121,850
97,240
82,495

Note
2022

KES.000'
2021

KES,000'

l6
t7
l7
l8
t9

605,1 36
190,665

3,675,754
2,021,584
9,209,997

482,236
104,129

3,769,984
2.555,871
8,83 1,650

614,512
268,490

16,891.989 l7

27
28
29

33(b)
30

3l

37 (a)
37 (b)

2,023,932
7,262,859
3,483,999

143,790
239,633

1,672,232
7,265,076
4,048,643

5,664
I 53,3 l6
320,994

13,154,213 13,465,925

1,042,500

1,181,454
1,120,596

393,226

1,042,500

1,240,104
997,608
543,070

J 737 776 3,823,282

TOTAL LIABILITIES AND EQUITY 16,891,989 t7 289,207

The financial statements set out on pages l8 to 85 were approved and authorised for issue by the Board
of Directors onl0 MA[9!L2023 andwere signed on its behalf by:

Johnson Kiniti Jackson Mutua

The notes set out on pages 26 to 89 form an integral part ofthese financial statements.
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Development Bank of Kenya Limited and Subsidiary
Annual Financial statements
For the year ended 3 I December 2022

Consolidated statement of changes in equity

Share
capital

KES.000'

Statutory
reserves

KES,000'

Other
reserves

KES.000'

Retained
earnings

KES'000'
Total

KES'000'
2021

At I January 2021

Comprehensive income for
the year
Profit for the year

Transfer to statutory reserves

Other comprehensive
income for the year
Change in fair value

Total comprehensive
income for the year

At31 December202l

2022

At I January 2022

Comprehensive income for
the year
Profit for the year

Transfer to statutory reserves

I ,042,500 832,890 595,066 1,370,057 3,840,5 13

53,834

(164,718)
53,834

164,718

(s r,ee6) (51,996)

164,718 (51,996) (l10,884) r,838

1,042,500 997,608 543,070 1,259,173 3,842J51

1,042,500 997,608 543,070 1,259,173 3,842,351

65,992

(122,988)
65,992

122,988

Other comprehensive
income for the year
Change in fair value (149,844) (149,844)

Total comprehensive
income for the year 122,988 (149,844) (56,996) (83,852)

At 3l December2022 1.042.500 1.120.596 393226 t.202.t77 3.758.499

The notes set out on pages 26 to 85 form an integral part ofthese financial statements.
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ieuelopment Bank of Kenya Limited and Subsidiary
Annual Financial statements
For the year ended 3 I December 2022

Bank statement of changes in equity

Share
capital

KES'000'

Statutory
reselaes

KES'000'

Other
resetTes

KES'OOO'

Retained
earnings

KES.000'
Total

KES,000'
2021

At I January 2021

Comprehensive income
for the year
Profit for the year

Transfer to statutory
reserves

Other comprehensive
income for the year
Changes in fair value

Total comprehensive
income for the year

At 3l December 2021

2022

At I January 2022

Comprehensive income
for the year
Profit for the year

Transfer to statutory
reserves

Other comprehensive
income for the year

Change in fair value

1,042,500 832,890 595,066 1,352,202 3,822,658

52,620

( 164,718)

52,620

164,718

(51,996) (5 r,996)

164,718 (51,996) (112,098) 624

1,042,500 997,608 543.070 t240.104 3.823.282

1,042,500 997,608 543,070

122,988

1240,t04
64,338

(122,988)

3,923,282

64,338

149149 844

Total comprehensive
income for the year 122,988 (149,844) (58,650) (85,506)

At3l December2022 1.042.500 I,120.596 393.226 1.t81.454 3.737.776

The notes set out on pages 26 to 85 form an integral part ofthese financial statements
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bevelopment Bank of Kenya Limited and Subsidiary
Annual Financial statements
For the year ended 3 I December 2022

Consolidated statement of cash flows

Operating activities
Profit before taxation

Depreciation
Fixed assets written off
Interest on lease liabilities
Interest charged on borrowings
Interest paid on lease liabilities
Tax paid

Cash flows from operating activities before
changes in operating assets and liabilities

Changes in operating assets and liabilities
Loans and advances to customers

Deposits held for regulatory purposes

Investments in treasury bonds
Balances due from banking institutions longer
than 90 days

Other assets

Deposits due to banking institutions longer than
90 days

Customer's deposits

Other liabilities (net of lease liabilities)

Net cash generated from operations

Cash flows used in investing activities
Purchase of property and equipment

Proceeds from sale of property and equipment

Net cash used in investing activities

Cash flows used in financing activities
Interest paid on borrowings
Lease principal payments

Loans repayments

26

33

33

23

Note

2022
KES,000'

80,933

99,039

17,905

22,842
( 17,905)

(31,884)

(378,347)

(76)
7,709

51,876

148,704

125,822

(4,023)
(81,472)

41,123

26 (29,577)

(29,577)

(9,525)
(22,842)

(564,644)

2021

KES'OOO'

66,623

76,962

2,929

19,032

30,410
(t7,260)

(30e)

170,930 1',l8,387

(2\,684)
(55,500)

160,906

151,256

(288,469)

(177,052)

1,061,346

l9 137

838,327

(83,302)

60

(83,242)

(30,410)

(4,474)
(623,890)

Net cash used in financing activities (597,011)

Net increase in cash and cash equivalents
Cash and cash equivalents balances as at start of
year

(585,465)

859,226

Cash and cash equivalents at end ofyear 3Z 273,761

(658,774)

96,311

762,915

859,226

The notes set out on pages 26 to 85 form an integral part ofthese financial statements
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bevelopment Bank of Kenya Limited and Subsidiary
Annual Financial statements
For the year ended 3 I December 2022

Bank statement of cash flows

Operating activities
Profit before taxation
Depreciation
Fixed assets written off.
Interest on lease liabilities
Interest charged on borrowings
Interest paid on lease liabilities
Tax paid

Cash flows from operating activities before
changes in operating assets and liabilities

Changes in operating assets and liabilities
Loans and advances to customers
Deposits held for regulatory purposes

Investments in treasury bonds
Balances due from banking institutions longer
than 90 days
Other assets

Deposits due to banking institutions longer than
90 days
Customer's deposits
Other liabilities

Net cash generated from operations

Cash flows used in investing activities
Purchase of property and equipment
Proceeds from sale of property and equipment

Net cash used in investing activities

Cash flows used in financing activities
Interest paid on loan capital
Lease principal payments
Loans repaid

Net cash used in financing activities

Net increase in cash and cash equivalents
Cash and cash equivalents as at start ofyear

Note

2022
KES'OOO'

26
78,570
99,039

33 t'7,905
22,842

( t 7,905)
(31.422\

169,029

(378,347)
(76)

7,694

5 r,876

148,704

125,822

(2,217)
(81,362)

41,123

26 (29,577)

(29,577)

(9,s2s)
(22,842)

(564,644)

(597,01 I )

(585,465)

859,226

2021

KES.000'

JJ
23

64,888
'16,962

2,929
19,032
30,410

(17,260)

176,961

(211,684)
(55,500)
160,890

151,256

(288,469)

(177,052)

1,063,129
l8 796

838,327

(83,302)
60

(83,242)

(30,410)
(4,474)

(623.890)

(658,774)

96,31I
762915

Cash and cash equivalents at end of year JZ 273,761 859,226

The notes set out on pages 26 to 85 form an integral part ofthese financial statements.
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Development Bank of Kenya Limited
Financial statements
For the year ended 3 I December 2022

Notes to the financial statements

l. General information

Development Bank of Kenya Limited (the "Group", "Bank" or the "Company") is incorporated
as a limited company in Kenya underthe Kenyan Companies Act2015, and is domiciled in
Kenya. The address of its registered office is as follows:

Finance House
Loita Street
P.O. Box 30483,00100
Nairobi

The annual financial statements have been prepared in accordance with Intemational Financial
Reporting Standards and interpretations issued by the Intemational Financial Reporting
Interpretations Committee (IFRIC) of the Intemational Accounting Standards Board (IASB)
and the requirements of the Kenyan Companies Act, 2015.

Forthe Kenyan Companies Act,20l5 reporting purposes, the balance sheet is represented by
the statement of financial position and profit or loss account by the statement of comprehensive
income in these financial statements.

The consolidated and separate financial statements are prepared in millions of Kenya Shillings
(KES 'million), the functional currency of the Group. All amounts have been rounded to the

nearest thousand (KES' 000) except when otherwise indicated.

2. Summary of significant accounting policies

The principalaccounting policies applied in the preparation of the financialstatements are set

out below. These policies have been applied consistently to all periods presented, unless

otherwise stated.

(a) Basis of preparation

Changes in accounting policies and disclosures

(t) New stondards, amendments and interpretations effective and odopted during
the year

During the current year, the bank has adopted all ofthe new and revised standards
and interpretations issued by the IASB and IFRIC that are relevant to its operations
and effective for the annual periods beginning on I January 2022. The impact of
the adoption of these new and revised standards and interpretations has been

documented below:

New standard or amendments Effective for
annual periods

beginning on or
after

- lnterest Rate Benchmark Reform Phase 2 1 January 2022
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Deielopment Bank of Kenya Limited and Subsidiary
Annual Financial Statements
For the year ended 3 I December 2022

Notes to the financial statements (Continued)

2. Summary of significant accounting policies (Continued)

(a) Basis of preparation (continued)

Changes in accounting policies and disclosures (continued)

(ir) New standards, amendments and interpretations in issue but not yet effective for
the year ended 31 December 2022

A number of new standards, amendments to standards and interpretations are not
yet effective for the year ended 3l December 2022, and have not been applied in
preparing these financial statements.

The Group does not plan to adopt these standards early. These are summarised
below:

New standards or amendments Effective for
annual period

besinnine or after
IFRS l7 Insurance Contracts I January 2023
Classification of liabilities as current or non-current
(Amendments to IAS l)

1 January 2023

Amendments to IFRS l7 I January 2023

Sale or Contribution of Assets between an Investor
and its Associate or Joint Venture (Amendments to
IFRS l0 and IAS 28)

Optionaland
effective date

deferred
indefinitely

All standards and interpretations will be adopted at their effective date (except for
those standards and interpretations that are not applicable to the Croup and Bank).

(b) Consolidationprinciples

The consolidated financial statements include the financial statements of Development
Bank of Kenya Limited (DBK) and its wholly owned subsidiary company, Small
Enterprises Finance Company Limited (SEFCO), which is controlled by the bank. Control
exists when the bank has the power, directly or indirectly, to govem the financial and
operating policies of an entity so as to obtain benefits from its activities. All inter-company
balances and transactions have been eliminated on consolidation (KES '000').

(c) Investments in associates

The bank's investment in Freshpick Processors (EPZ) at 43o/o is accounted for in the
consolidated financial statements using the equity method. The investment was initially
recorded at cost and subsequently adjusted to reflect the share of the net assets of the
investment.

(d) Foreign currency translation

(t) Functional and Presentation Cunency

Items included in the financial statements of each of the Group's entities are measured
using the currency of the primary economic environment in which entity operates
('the Functional Cunency'). The consolidated financial statements are presented in
Kenya shillings, which is the Group's functional currency. All financial information
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presented in these consolidated financial statements has been rounded off to the
nearest thousand Kenya shillings

(ii) Transactions and balonces

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 denominated in foreign currencies are recognised in the income
statement, except when deferred in other comprehensive income as qualifying cash

flow hedges and qualifying net investment hedges. Foreign exchange gains and losses

that relate to borrowings and 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 of profit or loss for the year within "other
gains/losses-net".

Changes in the fair value of monetary securities denominated in foreign curency
classified as available for sale are analysed between translation differences resulting
from changes in the amortised cost of the security and other changes in the carrying
amount of the security. Translation differences related to changes in amortised cost
are recognised in profit or loss, and other changes in carrying amount are recognised
in other comprehensive income.

(e) Revenuerecognition

Income is recognised on an accrual basis

(i) Interest income

Interest income is calculated by applying the effective interest rate to the gross carrying
amount of financial assets, except for Purchased or originated credit impaired ('POCI')
financial assets and Financial assets that are not "POCI' but have subsequently become
credit impaired. For Purchased or originated credit-impaired ('POCI') financial
assets the original credit-adjusted effective interest rate is applied to the amortised
cost ofthe financial asset.

Financial assets that are not 'POCI' but have subsequently become credit-impaired
(or'stage 3'), interest revenue is calculated by applying the effective interest rate to
their amortised cost (i.e. net of the expected credit loss provision).

The effective interest rate is the rate that exactly discounts estimated future cash

payments or receipts through the expected life of the financial asset to the gross carrying
amount of a financial asset (i.e. its amortised cost before any credit impairment losses).

The calculation does not consider expected credit losses and includes transaction costs,

and fees that are integral to the effective interest rate, such as origination fees.

Transaction costs are incremental costs that are directly attributable to the acquisition,
issue or disposal of a financial asset. For 'POCI' financial assets if any 

-assets 
that are

credit-impaired at initial recognition 
-the 

Group calculates the credit-adjusted eflective
interest rate, which is calculated based on the amortised cost ofthe financial asset instead

of its gross carrying amount and incorporates the impact of expected credit losses in
estimated future cash flows.
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(ii) Fees and commission income

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, including account servicing fees, investment are
recognised as the related services are performed.

(iir) Dividend income

Dividend income is recognised once the right to receive the dividends has been
established.

(f) Financial assets

(i) Measurementmethods

Amortised cost and effective interest rate

The amortised cost is the amount at which the financial asset is measured at initial
recognition minus the principal repayments, plus or minus the cumulative
amortisation using the effective interest method of any difference between that initial
amount and the maturity amount and, for financial assets, adjusted for any loss
allowance.

When the Group revises the estimates of future cash flows, the carrying amount of the
respective financial assets is adjusted to reflect the new estimate discounted using the
original effective interest rate. Any changes are recognised in profit or loss.
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2. Summary of significant accounting policies (Continued)

(f) Financial assets (continued)

(i) Measurementmethods(continued)

Init ia I r e c o gniti on and m e as urem enl

Financial assets are recognised when the entity becomes a party to the contractual
provisions of the instrument. Regular way purchases and sales of financial assets are

recognised on trade-date, the date on which the Group commits to purchase or sell the
asset.

At initial recognition, the Croup measures a financial asset at its fair value plus or
minus, in the case of a financial asset not at fair value through profit or loss,
transaction costs that are incremental and directly aftributable to the acquisition or
issue of the financial asset, such as fees and commissions. Transaction costs of
financial assets carried at fair value through profit or loss are expensed in profit or
loss. Immediately after initial recognition, an expected credit loss allowance (ECL) is

recognised for financial assets measured at amortised cost, which results in an

accounting loss being recognised in profit or loss when an asset is newly originated.

When the fair value of financial assets differs from the transaction price on initial
recognition, the group recognises the difference as follows:

When the fair value is evidenced by a quoted price in an active market for an

identical asset (i.e. a Level I input) or based on a valuation technique that uses only
data from observable markets, the difference is recognised as a gain or loss.

In all other cases, the difference is defened and the timing of recognition of deferred
day one profit or loss is determined individually. It is either amortised over the life
of the instrument, deferred until the instrument's fair value can be determined using
market observable inputs, or realised through settlement.

(it) ClassiJication and subsequentmeasurement

From I January 2018, the Group applied IFRS 9 and classifies its financial assets in
the following measurement categories:

a) Fair value through profit or loss (FVPL);
b) Fair value through other comprehensive income (FVOCI); or
c) Amortised cost.

The classification requirements for debt and equity instruments are described
below:

Debt instruments

Debt instruments are those instruments that meet the definition of a financial
liability from the issuer's perspective, such as loans, govemment and corporate
bonds.
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2. Summary of significant accounting policies (Continued)

(f) Financial assets (continued)

(i0 Class{ication and subsequent meosurement - continued

Debt instruments (continued)

Classification and subsequent measurement of debt instruments depend on:

(a) The Group's business model for managing the asset; and
(b) the cash flow characteristics ofthe asset.

Based on these factors, the Group classifies its debt instruments into one of the
following three measurement categories:

Amortised cosl.' Assets that are held for collection of contractual cash flows where
those cash flows represent solely payments of principal and interest ('SPPI'), and

that are not designated at FVPL, are measured at amortised cost. The carrying
amount of these assets is adjusted by any expected credit loss allowance recognised
and measured as described under the expected credit loss measurement section.
Interest income from these financial assets is included in 'lnterest income' using the

effective interest rate method. Financial assets classified in this category include
treasury bills and treasury bonds purchased from the secondary market; loans and

advances to banks and customers with fixed or determinate payment that are not
quoted in active market.

Fair value through other comprehensive income (FVOC I): Financial assets that are

held for collection of contractual cash flows and for selling the assets, where the
assets' cash flows represent solely payments of principal and interest, and that are
not designated at FVPL, are measured at fair value through other comprehensive
income (FVOCI). Movements in the carrying amount are taken through OCI, except
for the recognition of impairment gains or losses, interest revenue and foreign
exchange gains and losses on the instrument's amortised cost which are recognised
in profit or loss. When the financial asset is derecognised, the cumulative gain or
loss previously recognised in OCI is reclassified from equity to profit or loss and
recognised in Net Investment income'. Interest income from these financial assets

is included in 'lnterest income' using the effective interest rate method.

Fair value through profit or loss: Assets that do not meet the criteria for amortised
cost or FVOCI are measured at fair value through profit or loss. A gain or loss on a
debt investment that is subsequently measured at fair value through profit or loss

and is not part of a hedging relationship is recogaised in profit or loss and presented

in the profit or loss statement within Net trading income' in the period in which it
arises, unless it arises from debt instruments that were designated at fair value or
which are not held for trading, in which case they are presented separately in Net
investment income'. Interest income from these financial assets is included in
'lnterest income' using the effective interest rate method. Financial instruments
reclassified in this category are those that the Group holds principally for the
purpose of short-term profit taking. These comprise mainly certain Treasury bonds.
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2. Summary of significant accounting policies (Continued)

(f) Financial assets (continued)

(it) Classfrcatian and subsequent measurement - continued

Debt instruments (continued)

Business model: the business model reflects how the Group manages the assets in
order to generate cash flows. That is, whether the Group's objective is solely to
collect the contractual cash flows from the assets or is to collect both the contractual
cash flows and cash flows arising from the sale of assets. If neither of these is
applicable (e.g. financial assets are held for trading purposes), then the financial
assets are classified as part of 'other'business model and measured at FVPL. Factors
considered by the Group in determining the business model for a group of assets

include past experience on how the cash flows for these assets were collected, how
the asset's performance is evaluated and reported to key management personnel,
how risks are assessed and managed and how managers are compensated.

SPPI Where the business model is to hold assets to collect contractual cash flows
or to collect contractual cash flows and sell, the Group assesses whether the
financial instruments'cash flows represent solely payments of principal and interest
(he 'SPPI test'). In making this assessment, the Group considers whether the
contractual cash flows are consistent with a basic lending arrangement i.e. interest
includes only consideration for the time value of money, credit risk, other basic
lending risks and a profit margin that is consistent with a basic lending arrangement.

The Group reclassifies debt investments when and only when its business model for
managing those assets changes. The reclassification takes place from the start of the
first reporting period following the change. Such changes are expected to be very
infrequent and none occurred during the period.

Equity instruments

Equity instruments are instruments that meet the definition of equity from the
issuer's perspective; that is, instruments that do not contain a contractual obligation
to pay and that evidence a residual interest in the issuer's net assets.

The Group has designated at FVOCI investments in a small portfolio of equity
securities. The Group chose this presentation altemative because the investments
were made for strategic purposes rather than with a view to profit on a subsequent
sale, and there are no plans to dispose of these investments in the short or medium
term. There was no dividend recognised during the period nor transfers of the
cumulative gain within equity.

(iit) Impairment

The Group assesses on a forward-looking basis the expected credit losses ('ECL')
associated with its debt instrument assets carried at amortised cost and with the
exposure arising from loan commitments and non-financial guarantee contracts. The
Group recognises a loss allowance for such losses at each reporting date.
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2. Summary of significant accounting policies (Continued)

(f) Financial assets (continued)

(iir) Impabment - continued

The measurement of ECL reflects:

(a) An unbiased and probability-weighted amount that is determined by evaluating
a range of possible outcomes;

(b) The time value of money; and

(c) Reasonable and supportable information that is available without undue cost or
effort at the reporting date about past events, current conditions and forecasts of
future economic conditions.

(iv) Modification of loans

The Bank sometimes renegotiates or otherwise modifies the contractual cash flows
of loans to customers. When this happens, the Bank assesses whether or not the new
terms are substantially different to the original terms. The Group does this by
considering, among others, the following factors:

(a) If the borrower is in financial difficulty, whether the modification merely
reduces the contractual cash flows to amounts the borrower is expected to be

able to pay.

(b) Whether any substantial new terms are introduced that substantially affects the

risk profile of the loan.

(c) Significant extension of the loan term when the borrower is not in financial
difficulty.

(d) Insertion of collateral, other security or credit enhancements that significantly
affect the credit risk associated with the loan.

If the terms are substantially different, the Group derecognises the original financial
asset and recognises a'new' asset at fair value and recalculates a new effective
interest rate for the asset. The date ofrenegotiation is consequently considered to be

the date of initial recognition for impairment calculation purposes, including for the
purpose of determining whether a significant increase in credit risk has occurred.
However, the Group also assesses whether the new financial asset recognised is
deemed to be credit-impaired at initial recognition, especially in circumstances
where the renegotiation was driven by the debtor being unable to make the originally
agreed payments. Differences in the carrying amount are also recognised in profit or
loss as a gain or loss on derecognition.

If the terms are not substantially different, the renegotiation or modification does not
result in derecognition, and the Group recalculates the gross carrying amount based

on the revised cash flows of the financial asset and recognises a modification gain
or loss in profit or loss. The new gross carrying amount is recalculated by discounting
the modified cash flows at the original effective interest rate (or credit-adjusted
effective interest rate for purchased or originated credit-impaired financial assets).
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2. Summary of significant accounting policies (Continued)

(f) Financial assets (continued)

(v) Derecognition other thon on o modi/icotion

Financial assets, or a poftion thereof, are derecognised when the contractual rights
to receive the cash flows from the assets have expired, or when they have been
transferred and either (i) the Group transfers substantially all the risks and rewards
of ownership, or (ii) the Group neither transfers nor retains substantially all the risks
and rewards of ownership and the Group has not retained control.

(g) Leases

At inception of a contract, the Group assesses whether a contract is, or contains, a lease.

A contract is, or contains, a lease ifthe contract conveys the right to control the use ofan
identified asset for a period of time in exchange for consideration. To assess whether a

contract conveys the right to control the use of an identified asset, the Bank uses the
definition of a lease in IFRS 16.

The Group recognizes a right-of-use asset and a lease liability from the date of initial
application of IFRS l6 or at the lease commencement date for contracts after the date of
initial application. The right-of-use asset is initially measured at cost, which comprises the
initial amount of the lease liability adjusted for any lease payments made at or before the
commencement date.

The righrof-use asset is subsequently depreciated using the straightline method from
the commencement date to the end of the lease term. In addition, the right-of-use asset is
periodically reduced by impairment losses, if any, and adjusted for certain re-
measurements of the lease liability.

The lease liability is initially measured at the present value of the lease payments that are

not paid at the commencement date, discounted using the profit rate implicit in the lease

or, if that rate cannot be readily determined, and the Bank's incremental borrowing rate.

Generally, the Bank uses its incremental borrowing rate as the discount rate. The Bank
determines the incremental borrowing rate as the rate of extemal borrowing that would
be applicable to access funding to acquire the right-of-use assets.

Lease payments included in the measurement of the lease liability comprise the
following:

. fixed payments;

. variable lease payments that depend on an index or a rate, initially measured using
the index or rate as at the commencement date;

. amounts expected to be payable under a residual value guarantee; and
o the exercise price under a purchase option that the Bank is reasonably certain to

exercise, lease payments in an optional renewal period if the Bank is reasonably
certain to exercise an extension option, and penalties for early termination of a

lease unless the Bank is reasonably certain not to terminate early.

The lease liability is measured at amortised cost using the effective profit rate method. It
is remeasured when there is a change in future lease payments arising from a change in
an index or rate, if there is a change in the Bank's estimate of the amount expected to be
payable under a residual value guarantee, ifthe Bank changes its assessment ofwhether
it will exercise an extension or termination option or if there is a revised in-substance
fixed lease payment.
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2. Summary of significant accounting policies (Continued)

(g) Leases (continued)

When the lease liability is remeasured in this way, a corresponding adjustment is made

to the carrying amount of the right-of-use asset, or is recorded in profit or loss if the

carrying amount of the right-of-use asset has been reduced to zero.

The Bank presents right-of-use assets in 'property and equipment' and lease liabilities in
'other liabilities' in the statement of financial position.

Shorl-lerm leases and leases of low-value assets

The Bank has elected not to recognise right-of-use assets and lease liabilities for leases

of low-value assets and short-term leases. The Bank recognises the lease payments
associated with these leases as an expense on a straight-line basis over the lease term.

(h) Property and equipment

All property and equipment is stated at historical cost less depreciation. Historical cost
includes expenditure that is directly attributable to the acquisition of the items. Cost may
also include transfers from equity of any gains/losses on qualifying cash flow hedges of
foreign currency purchases of property, plant and equipment.

Subsequent costs are included in the asset's carrying amount or recognised as a separate

asset, as appropriate, only when it is probable that future economic benefits associated

with the item will flow to the Croup and the cost of the item can be measured reliably.
The carrying amount of any component accounted for as a separate asset is derecognised
when replaced. All other repairs and maintenance are charged to the income statement

during the financial period in which they are incurred.

Depreciation is calculated using the straight-line method to allocate their cost or revalued
amounts to their residual values over their estimated useful lives. as follows:

. Fumiture and equipment
o Computers
o Motor vehicles
. Leaseholdimprovements
. Right of Use Assets

8 years

3 years

4 years

6 years

Lease term

The assets'residual values and useful lives are reviewed, and adjusted ifappropriate, at

the end of each reporting period. An asset's carrying amount is written down immediately
to its recoverable amount if the asset's carrying amount is greater than its estimated
recoverable amount.

Gains and losses on disposals are determined by comparing the proceeds with the

carrying amount and are recognised within 'Other (losses)igains - net' in the income
statement.
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2. Summary of significant accounting policies (Continued)

(D Income tax

(0 Current income tax

The tax expense for the period comprises current and deferred income tax. Tax is
recognised in profit or loss, except to the extent that it relates to items recogrised in
other comprehensive income or directly in equity. In this case, the tax is also
recognised in other comprehensive income or directly in equity respectively.

The current income tax charge is calculated on the basis of tax laws enacted or
substantively enacted at the reporting date. The directors periodically evaluate
positions taken in tax retums with respect to situations in which applicable tax
regulation is subject to interpretation. They establish provisions where appropriate
on the basis of amounts expected to be paid to the tax authorities.

(it) Defened income tax

Deferred income tax is recognised, using the liability method, on temporary
differences arising between the tax bases of assets and liabilities and their carrying
amounts in the financial statements. However" deferred tax liabilities are not
recognised if they arise from the initial recognition of goodwill; deferred income tax
is not accounted for if it arises from initial recognition of an asset or liability in a
transaction other than a business combination that at the time of the transaction
affects neither accounting nor taxable profit or loss. Deferred income tax is

determined using tax rates (and laws) that have been enacted or substantially enacted
by the reporting date and are expected to apply when the related deferred income
tax asset is realised or the deferred income tax liability is settled.

Deferred income tax assets and liabilities are offset when there is a legally
enforceable right to offset current income tax assets against current income tax
liabilities and when the deferred income taxes assets and liabilities relate to income
taxes levied by the same taxation authority on either the same entity or different
taxable entities where there is an intention to settle the balances on a net basis.

CI) Employee benefits

(t) Post-employment beneJits

The majority of the Group's employees are eligible for retirement benefits under a

defi ned contribution plan.

Obligations for contributions to the defined contribution plan are recognised as an

expense in profit or loss as incurred. Any difference between the charge to profit or
loss income and the contributions payable is recorded in the statement of financial
position under other assets or liabilities.

(it Leave

All employees are entitled to such leave as is determined by the Bank from time to
time. All annual leave must be taken in the year it is eamed subject to a maximum
of l5 days carried forward. The bank does not compensate staff leave days carried
forward in excess of 15 days unless sanctioned and supported by the head of
department.

Leave days not taken within policy are accrued for at the individual staff salary
scale.
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(k) Cash and cash equivalents

For the purpose of presentation of the cash flows in the financial statements the cash and
cash equivalents include cash and balances with Central Bank of Kenya net of cash ratio
reserve, net balances from banking institutions, uncleared effects and investment in
government securities with a maturity of three months or less from the date of acquisition.

(D Dividends

Dividends are recognised as a liability in the period in which they are declared. Proposed
dividends are disclosed as a separate component of equity.

(m) Provisions

Provisions are recognised when the Bank/Group has a present legal or constructive
obligation as a result of past events and it is probable that an outflow of resources
embodying economic benefits will be required to settle the obligation and a reliable
estimate of the amount of the obligation can be made.

(n) Non-financial guarantee contracts, letters of credit, performance bonds and loan
commitments

Letters of credit, acceptances, guarantees and performance bonds, which are credit-
related instruments, are generally given by the Group to support performance by a
customer to third parties. Non-financial guarantees are those issued by the Group to a

client to guarantee full and due performance of a contractor according to plans and
specifications in a contract. Ifthe contractor fails to perform under the contract, the Group
will compensate the customer for losses incurred as a result and will then recoup the
amount paid from the contractor.

Loan commitments provided by the Group are measured as the amount of the loss

allowance. The Group has not provided any commitment that can be settled net in cash
or by delivering or issuing another financial instrument. For loan commitments, the loss
allowance is recognised as a provision.

3. Critical accounting estimates and judgements

In preparing these consolidated financial statements, management has made judgements and
estimates that affect the application of the Group's accounting policies and the reported
amounts of assets, liabilities, income and expenses. Actual results may differ from these
estimates.

Estimates and underlying assumptions are continuously reviewed on an ongoing basis are based
on historical experience and other factors, including expectation of future events that are

believed to be reasonable under the circumstances. Revisions to estimates are recognised
prospectively.

This note provides an overview of the areas that involve a higher degree of judgement or
complexity, and major sources of estimation uncertainty that have a significant risk of resulting
in a material adjustment within the next financial year.
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3. Critical accounting estimates and judgements (Continued)

(a) Measurement of the expected credit allowance

The measurement of the expected credit loss allowance for financial assets measured at
amortised cost and Fair Value through Other Comprehensive Income (FVOCI) is an area
that requires the use of complex models and significant assumptions about future
economic conditions and credit behaviour (e.g. the likelihood of customers defaulting
and the resulting losses).

Explanation of the inputs, assumptions and estimation techniques used in measuring
Expected Credit Loss (ECL) is further detailed in Note 4(a), which also sets out key
sensitivities of the ECL to changes in these elements.

A number of significant judgements are also required in applying the accounting
requirements for measuring ECL, such as:

(i) Determining criteria for significant increase in credit risk;
(ii) Choosing appropriate models and assumptions for the measurement of ECL;
(iii)Establishing the number and relative weightings of forward-looking

scenarios for each type ofproduct and the associated ECL; and
(iv)Establishing groups of similar financialassets for the purposes of measuring ECL.

Detailed information about the judgements and estimates made by the Group in the above
areas is set out in Note 4(a).

(b) Income taxes

The Croup/Bank is subject to income taxes in Kenya. Significant judgment is required in
determining the Group's provision for income taxes. There are many transactions and
calculations for which the ultimate tax determination is uncertain during the ordinary
course of business. The Group recognises liabilities for anticipated tax audit issues based
on estimates of whether additional taxes will be due. Where the final tax outcome of these
matters is different from the amounts that were initially recorded, such differences will
impact the income tax and defened tax provisions in the period in which such
determination is made.

(c) Fair value of financial instruments

Fair value is the amount for which an asset could be exchanged, or a liability settled,
between knowledgeable, willing parties in an arm's length transaction.

All financial instruments are initially recognised at fair value, which is normally the
transaction price. In ceftain circumstances, the initial fair value may be based on a
valuation technique which may lead to the recognition of profits or losses at the time of
initial recognition. However, these profits or losses can only be recognised when the
valuation technique used is based solely on observable market inputs.

Subsequent to initial recognition, some of the Group's financial instruments are carried
at fair value, with changes in fair value either reported within the statement of
comprehensive income or within other comprehensive income until the instrument is sold
or becomes impaired. Details of the type and classification of the Croup's financial
instruments are set out in Note 4 and the accounting policy set out in Note 2 to the
financial statements.
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3. Critical accounting estimates and judgements (Continued)

(c) Fair value of financial instruments (continued)

The fair values of quoted financial instruments in active markets are based on current
prices. If the market for a financial instrument is not active, and for unlisted securities,
the Group establishes fair value by using valuation techniques. These include the use of
recent arm's length transactions, discounted cash flow analysis, option pricing models
and other valuation techniques commonly used by market participants.

Where representative prices are unreliable because of illiquid markets, the determination
of fair value may require estimation of certain parameters, which are calibrated against
industry standards and observable market data, or the use of valuation models that are

based on observable market data.

The fair value for the majority of the Group's financial instruments is based on observable
market prices or derived from observable market parameters.

Equity investments that do not have an observable market prices are fair valued by
applying various valuation techniques, such as eamings multiples, net assets multiples,
discounted cash flows, and industry valuation benchmarks. These techniques are
generally applied prior to any initial public offering after which an observable market
price becomes available. Disposal of such investments are generally by market trades or
private sales.

(d) Coronavirus(Covid-19)pandemic

The Covid-19 pandemic and its effects on the global and local economy have impacted
our operations, customers and the financial performance. Various govemments and
regulators responded in unprecedented ways to protect the health of their communities,
while regulators introduced measures to protect the financial system. The pandemic has

therefore increased the estimation uncertainty in the preparation of these financial
statements including;

. The extent and duration of the disruption to business arising from the actions
of govemments, business and consumers to contain the spread of the virus;

. The effectiveness of the govemment and Central Bank of Kenya measures to
suppoft businesses and consumers through the disruption and economic
downtum; and

. The extent and duration ofthe expected economic downturn and subsequent
recovery. This includes impacts on credit quality, liquidity, capital markets,
increasing unemployment, decline in, consumer spending, reduction in
economic activities and other restricting activities.

The Bank has made various estimates for future events in the financial statements based
on forecasts of economic conditions which reflect expectations and assumptions as at 3l
December 2022 and which the Bank believes are reasonable under the circumstances.
There is a considerable degree of judgement involved in preparing these estimates. The
underlying assumptions are also subject to uncertainties which are often outside the
control of the Bank. Accordingly, actual economic conditions are likely to be different
from those forecast since anticipated events do not occur as expected, and the effect of
those differences may significantly impact accounting estimates included in the financial
statements.

The significant accounting estimates impacted by these forecasts and associated
uncertainties and largely related to expected credit losses, fair value measurement and
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the recoverable amount of non-financial assets. The impact of the Covid-19 pandemic on
each of these estimates is included in the relevant notes to the financial statements.

Financial risk management

Introduction and overview

The Group has exposure to the following risks from its use of financial instruments

(i) Credit risk;
(ii) Liquidity risk; and
(iii) Market risks, comprising of interest rate risk, currency risk and price risk

Group's risk management framework

The Board of Directors has overall responsibility for the establishment and oversight of the

Group's risk management framework. The Board has established the Asset and Liability
(ALCO), Credit and Risk and Debt collection committees, which are responsible for developing
and monitoring the Group's risk management policies in their specified areas. All Board
committees have both executive and non-executive members and report regularly to the main
Board on their activities.

The Group's risk management policies are established to identify and analyse the risks faced

by the Group, to set appropriate risk limits and controls, and to monitor risks and adherence to
limits. Risk management policies and systems are reviewed regularly to reflect changes in
market conditions, products and services offered. The Group, through its training and

management standards and procedures, aims to develop a disciplined and constructive control
environment, in which all employees understand their roles and obligations.

The Group Board Audit Committee is responsible for monitoring compliance with the Group's
risk management policies and procedures, and for reviewing the adequacy of the risk
management framework in relation to the risks faced by the Group. The Group Board Audit
Committee is assisted in these functions by lntemal Audit. Intemal Audit undertakes both
regular and ad-hoc reviews of risk management controls and procedures, the results of which
are reported to the Audit Committee.

(a) Credit risk

Credit risk is the risk of suffering financial loss, should any of the Group's customers,
clients or market counterparties fail to fulfil their contractual obligations to the Group.
Credit risk arises mainly from interbank, customer loans and advances, and loan
commitments arising from such lending activities, but can also arise from credit
enhancement provided, such as financial guarantees and letters ofcredit.

The Group is also exposed to other credit risks arising from investments in debt securities
and other exposures arising from its trading activities ('trading exposures') including non-
equity trading portfolio assets. For risk management reporting purposes, the Group
considers and consolidates all elements of credit risk exposure. Further, credit risk arising
on trading securities is managed independently, but reported as a component of market
risk exposure.
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4. Financial risk management (Continued)

(a) Credit risk (continued)

Management of credit risk

Credit risk is the single largest risk for the Group's business; management therefore

carefully manages its exposure to credit risk. The Board of Directors has delegated

responsibility for the management of credit risk to its Board Credit Committee. The

Board Credit Committee is responsible for oversight ofthe Group's credit risk, including:

(i) Formulating credit policies in consultation with business units, covering collateral
requirements, credit assessment, risk grading and reporting, documentary and legal
procedures, and compliance with regulatory and statutory requirements;

(ii) Establishing the authorization structure for the approval and renewal of credit
facilities;

(iii) Reviewing and assessing credit risk. Group credit assesses all credit exposures in

excess of designated limits, prior to facilities being committed to customers by the

business unit concemed. Renewals and reviews of facilities are subject to the same

review process;

(iv) Limiting concentrations of exposure to counterparties and industries for loans and

advances;
(v) Developing and maintaining the Group's risk grading in order to categories

exposures according to the degree of risk of financial loss faced and to focus

management on the attendant risks. The risk grading system is used in determining
where impairment provisions may be required against specific credit exposures.

The current risk grading framework consists of five grades reflecting varying
degrees of risk of default and the availability of collateral or other credit risk
mitigation. The responsibility for setting risk grades lies with the final approving
executive / committee as appropriate. Risk grades are subject to regular reviews by

Group Risk;
(vi)Reviewing compliance ofbusiness units with agreed exposure limits, including those

for selected industries, country risk and product types. Regular reports are provided
to Group Credit on the credit quality of local portfolios and appropriate corrective
action is taken; and

(vii) Providing advice, guidance and specialist skills to business units to promote best

practice throughout the Group in the management of credit risk. Each business unit
is required to implement Group credit policies and procedures, with credit approval

authorities delegated from the Group Credit Committee.
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4. Financial risk management (Continued)

(a) Credit risk (continued)

Management of credit risk - continued

Credit risk measurement

Loans and advances (including loan commitments and guarantees)

The estimation of credit exposure for risk management purposes is complex and requires
the use of models, as the exposure varies with changes in market conditions, expected
cash flows and the passage of time. The assessment of credit risk of a portfolio of assets

entails further estimations as to the likelihood of defaults occurring, of the associated
loss ratios and of default correlations between counterparties. The Group measures credit
risk using Probability of Default (PD), Exposure at Default (EAD) and Loss Given
Default (LGD). This is similar to the approach used for the purposes of measuring
Expected Credit Loss (ECL) under IFRS 9.

Credit risk groding

The Group uses credit risk grading that reflect its assessment of the probability of default
and specific characteristics of individual counterparties. Various qualitative and
quantitative factors such as the facility arrears status, facility restructures as well as

specific industry risk assessment are considered. In addition, the credit grading enable
expert judgement from the credit risk team to be fed into the final internal credit rating
for each exposure. This allows for considerations which may not be captured as part of
the other data inputs into the model.

Expected credit loss measurement

IFRS 9 outlines a 'three-stage' model for impairment based on changes in credit quality
since initial recognition as summarised below:

A financial instrument that is not credit-impaired on initial recognition is classified
in 'Stage I' and has its credit risk continuously monitored by the Group.

If a significant increase in credit risk ('SICR') since initial recognition is identified,
the financial instrument is moved to 'Stage 2' but is not yet deemed to be credit-
impaired.
If the financial instrument is credit-impaired, the financial instrument is then moved
to'Stage 3'.

a

a

a
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4. Financial risk management (Continued)

(a) Credit risk (continued)

a

Expected credit loss meosurement - continued

Financial instruments in Stage I have their ECL measured at an amount equal to the

portion of lifetime expected credit losses that result from default events possible

within the next l2 months. Instruments in Stages 2 or 3 have their ECL measured

based on expected credit losses on a lifetime basis. A description of inputs,
assumptions and estimation techniques used in measuring the ECL is provided in
this note.

A pervasive concept in measuring ECL in accordance with IFRS 9 is that it should
consider forward-looking information.
Purchased or originated credit-impaired financial assets are those financial assets

that are credit-impaired on initial recognition. Their ECL is always measured on a
lifetime basis (Stage 3).

SigniJicant increase in credit risk (SICR)

The Group considers a financial instrument to have experienced a significant increase in

credit risk based on its assessment of both quantitative factors and qualitative factors or
when the backstop criteria have been met.

Quantitative criteria: This considers the facilities arrears status and considers whether
expected contractual payments are 30 days past due.

Qualitative criteria:This considers whether the facility has been restructured due to cash

flow difficulties experienced by the customer as well as an assessment of perceived risk
of the industry in which the facility falls in. Further the group assesses the perceived risk
of the obligor in assessment of financial instrument to have experienced a significant
increase in credit risk.

The assessment of SICR incorporates forward-looking information. The criteria used to
identifo SICR are monitored and reviewed periodically for appropriateness by the
independent Credit Risk team. A backstop is applied and the financial instrument
considered to have experienced a significant increase in credit risk if the borrower is

more than 30 days past due on its contractual payments.

The Group has not used the low credit risk exemption for any financial instruments in
the year ended 31 December 2022.

Definition of default and credil-impaired assets

The Group defines a financial instrument as in default when the borrower is more than
90 days past due on its contractual payments. The definition has been used consistently
across all ECL inputs i.e. PD, EAD and LGD. The criteria above have been applied to
all financial instruments held by the Group and are consistent with the definition of
default used for internal credit risk management purposes. The default definition has

been applied consistently to model the Probability of Default (PD), Exposure at Default
(EAD) and Loss given Default (LGD) throughout the Group's expected loss calculations.

a

a
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4. Financial risk management (Continued)

(a) Credit risk (continued)

a

a

a

Significant increase in credit risk (SICR) - continued

Measuring ECL - Explanation of inputs, assumptions and estimation techniques:

The Expected Credit Loss (ECL) is measured on either a l2-month (l2M) or Lifetime
basis depending on whether a significant increase in credit risk has occurred since initial
recognition or whether an asset is considered to be credit-impaired. Expected credit
losses are the discounted product of the Probability of Default (PD), Exposure at Default
(EAD), and Loss Given Default (LGD), defined as follows:

The PD represents the likelihood of a borrower defaulting on its financial obligation
(as per "Definition of default), either over the next l2 months ( l2M PD), or over the

remaining lifetime (Lifetime PD) of the obligation.
EAD is based on the amounts the Group expects to be owed at the time of default,
over the next l2 months (l2M EAD) or over the remaining lifetime (Lifetime EAD).
Loss Given Default (LGD) represents the Group's expectation of the extent of loss

on a defaulted exposure. LGD varies by type of counterparty, type of claim and

availability of collateral or other credit support. LGD is calculated on a 12-month or
lifetime basis, where l2-month LGD is the percentage of loss expected to be made

if the default occurs in the next l2 months and Lifetime LGD is the percentage of
loss expected to be made if the default occurs over the remaining expected lifetime
of the loan.

The ECL is determined by projecting the PD, LGD and EAD for each future month and

for each individual exposure or collective segment. These three components are

multiplied together and adjusted for the likelihood of survival (i.e. the exposure has not
prepaid or defaulted in an earlier month). This effectively calculates an ECL for each

future month, which is then discounted back to the reporting date and summed. The
discount rate used in the ECL calculation is the approximation of the original effective
interest rate.

The Lifetime PD is developed by applying a maturity profile to the current l2M PD. The
maturity profile looks at how defaults develop on a portfolio from the point of initial
recognition throughout the lifetime of the loans. The maturity profile is based on
historical observed data and is assumed to be the same across all assets within a portfolio
and credit grade band. This is supported by historical analysis.

The l2-month and lifetime EADs are determined based on the expected payment profile.
The l2-month and lifetime LGDs are determined based on the factors which impact the

recoveries made post default. These vary by product type. The Group has based on the
entity's historical experience, determined the time to realization. Forced sale values of
the land and non-land collateral are also used in the determination of the LGD. In some

cases, the group determines the forced sale value assumption taking into account factors
such as the most recent revaluation reports on the collateral, the perceived risk of the

client whose assets are secured by a negative pledges, any other claims on collateral in
instances where the Bank's claim ranks pari passu to that of other lenders and the
exposure of allof a client's facilities where a single client has multiple facilities secured

by the same collateral.
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4, Financial risk management (Continued)

(a) Credit risk (continued)

SigniJicant increase in credit risk (SICR) - continued

Measuring ECL - Explanation of inputs, assumptions and estimation techniques: -

continued

Forward-looking economic information is also included in determining the l2-month
and lifetime PD, EAD and LGD. The assumptions underlying the ECL calculation such
as how the maturity profile of the PDs and how collateral values change etc. are
monitored and on an ongoing basis. There have been no significant changes in estimation
techniques or significant assumptions made during the reporting period.

The group reviews all inputs, assumptions and estimation techniques applied in
measuring the ECL to assess any changes and appropriateness on an annual basis.

Consideration is made to changes in the business, changes in the economy, changes in
the factors affecting the PD, LGD, EAD and other inputs. Such changes are expected to
be very infrequent. There have been no significant changes in estimation techniques or
significant assumptions made during the reporting period. Unless significant changes are
identified, the Group expects to update the PDs, LGD and any other significant
assumptions after every 3 years.

Forward-looking information incorporated in the ECL models

The assessment of SICR and the calculation of ECL both incorporate forward-looking
information using macro-economic overlays. Overlays were estimated and applied for
three different scenarios, base case scenario, downside scenario and optimistic scenario.

These macroeconomic overlays and the probability of each economic scenario occurring
were set using management judgement based on the assessment of the Group's portfolio
performance. The number of scenarios and their attributes are reassessed at each

reporting date. At I January 2018, 3l December 2019,31 December 2021 and 3l
December 2022 for all portfolios the Group concluded that three scenarios appropriately
captured non-linearities.

The assessment of SICR is performed using the Lifetime PD under each of the base, and

the other scenarios, multiplied by the associated scenario weighting, along with
qualitative and backstop indicators. Following this assessment, the Croup measures ECL
as either a probability weighted 12 month ECL (Stage l), or a probability weighted
lifetime ECL (Stages 2 and 3). As with any economic forecasts, the projections and

likelihoods of occurrence are subject to a high degree of inherent uncertainty and

therefore the actual outcomes may be significantly different to those projected. The
Group considers these forecasts to represent its best estimate of the possible outcomes
and has established that the chosen scenarios are appropriately representative ofthe range

ofpossible scenarios.

Grouping of instruments for losses measured on a collective basis.

For expected credit loss provisions modelled on a collective basis, a grouping of
exposures is performed on the basis of shared risk characteristics, such that risk
exposures within a group are homogeneous. In performing this grouping, there must be

sufficient information for the group to be statistically credible. The appropriateness of
groupings is monitored and reviewed on a periodic basis by the Credit Risk team.
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4. Financial risk management (Continued)

(a) Credit risk (continued)

Signltbant increase in credlt risk (SICR) - continued

Maximum exposure to credit risk - Financial irutruments subject to impairnent.

The following table contains an analysis of the credit risk exposure of financial
instruments for which an ECL allowance is recognised. The gtoss carrying amount of
financial assets below also represents the Group's maximum exposure to credit risk on
these assets.
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Notes to the financial statements (Continued)

4. Financial risk management (Continued)

(a) Credit risk (continued)

Group

Loans and advances at
amortised cost
Balances at I January
Transfer to Stage I ( 12 month
ECL)
Transfer to Stage 2 (lifetime ECL
not credit loss)
Transfer to Stage 3 (lifetime ECL
credit loss)
Net remeasurement of ECL
New financial assets

originated or purchased

Financial assets derecognised
Write offs
Recoveries from write offs

Balance at 3l December

Bank

Loans and advances at
amortised cost
Balances at I January
Transfer to Stage I (12 month
ECL)
Transfer to Stage 2 (lifetime ECL
not credit impaired)
Transfer to Stage 3 (lifetime ECL
credit impaired)
Net remeasurement of loss
allowances
New financial assets

originated or purchased
Financial assets derecognised
Write offs
Recoveries from write offs

Balance at 3l December

The movement in the expected credit losses for debt securities at amortised cost during the
year was as follows (see Note l9 for the movement for the year ended 3 I December 2022):

Stage I
12 month

ECL
KES.000'

3l-Dec-22
Stage 2 Stage 3

Lifetime Lifetime
ECL ECL

KES'000' KES'000'
Total

KES'OOO'

179,442

(52,824)

15,639

254,975

50,12'7

(56,146)

16,962
(109,944)

1,003,873

2,697

40,508

(16,962)
52,319

(r 6,536)
(43,526)

(240\

1,438,290

(40,739)
8,869

(19,927',)

(43,526)
(240r

r 6,886
8,869

(2,683) (708)

165328 t55.266 1.022.133 1342.727

1,382,158179,442

(52,824)

15,638

254,975

50,127

(s6,146)

16,962

(109,944)

947,741

2,697

40,508

(16,962)

52,319

( 16,536)
(43,526)

16,886
8,869

(2,683) (708)

(40,739)
8,869

(19,927)
(43,526)

165J28 155,266 966,241 1,286,835
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4. Financial risk management (Continued)

(a) Credit risk (continued)

Group

Loans and advances at
amortised cost
Balances at I January
Transfer to Stage I ( 12 month
ECL)
Transfer to Stage 2 (lifetime ECL
not credit impaired)
Transfer to Stage 3 (lifetime ECL
credit impaired)
Net remeasurement of loss

allowances
New financial assets

originated or purchased

Financial assets derecognised
Write offs
Recoveries from write offs

Balance at 3l December

Bank

Loans and advances at
amortised cost
Balances at I January
Transfer to Stage I ( 12 month
ECL)
Transfer to Stage 2 (lifetime ECL
not credit impaired)
Transfer to Stage 3 (lifetime ECL
credit impaired)
Net remeasurement of loss
allowances
New financial assets

originated or purchased
Financial assets derecognised
Write offs
Recoveries from write offs

Balance at 3l December

179,442 254,975 r.003.873 1.438.290

Stage I
12 month

ECL
KES.000'

3l-Dec-21
Stage 2 Stage 3

Lifetime Lifetime
ECL ECL

KES'OOO' KES'OOO'

133,617

(er0)

27,982

2,175

7,131
10,600

(1,153)

251,764

339

(79,636)

48,222

34,356

(70)

l,l9l,l70

571

5 1,655

(50,396)

(98,442)

(t2)
(90,673)

Total
KES.000'

1,576,551

(56,955)
10,600

(1,233)
(90,673)

133,617

(e l0)

27,982

2,175

7,131
10,600

(r,ls3)

251,764

339

(79,636)

48,222

34,356

(70)

1,135,171

571

51,655

(50,396)

(98,575)

(t l)
(90,673)

1,520,552

(57,088)
10,600

(1,233)
(90,673)

179,442 254,975 947.741 1.382,158
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4. Financial risk management (Continued)

(a) Credit risk (continued)

Collateral and other credit enhancements

The Group employs a range of policies and practices to mitigate credit risk. The most

common of these is accepting collateral for funds advanced. The Group has intemal
policies on the acceptability of specific classes of collateral or credit risk mitigation. The

Group prepares a valuation of the collateral obtained as part of the loan origination process.

This assessment is reviewed periodically.

The Group holds collateral against loans and advances to customers in the form of
mortgage interests over property, other registered securities over assets, and guarantees.

Estimates of fair value are based on the value of collateral assessed at the time of
borrowing, and generally are not updated except when a loan is individually assessed as

impaired. Collateral generally is not held over loans and advances to banks, except when

securities are held as part of reverse repurchase and securities borrowing activity.
Collateral held as security for financial assets other than loans and advances depends on

the nature of the instrument. Debt securities, treasury and other eligible bills are generally

unsecured. Collateral is usually not held against investment securities, and no such

collateral was held at 3l December 2022.

The Group's policies regarding obtaining collateral have not significantly changed during
the reporting period and there has been no significant change in the overall quality of the

collateral held by the Group since the prior period. The Group closely monitors collateral
held for financial assets, as it becomes more likely that the Group will take possession of
collateral to mitigate potential credit losses. Financial assets that are credit-impaired and

related collateral held in order to mitigate potential losses are shown below:

The Group closely monitors collateral held for financial assets, as it becomes more likely
that the Group will take possession of collateral to mitigate potential credit losses.

Financial assets that are credit-impaired and related collateral held in order to mitigate
potential losses are shown below:

Loans and advances to
customers At31 December2022

Group

Fair value
of

collateral
held

KES'OOO'

Carrying amount 10,552,724 1,342,727 9,209,997 17.953.063

Gross
exposure

KES.000'

Expected
credit loss
KES'000'

Carrying
amount

KES.000'

Bank Gross
exposure

KES,000'

Expected
credit loss
KES'000'

Carrying
amount

KES'000'

Fair value
of

collateral
held

KES.000'

9209.997 17.953.063Carrying amount 10.496.832 r,286,835
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4. Financial risk management (Continued)

(a) Credit risk (continued)

Collateral and other credit enhancements - continued

Loans and advances to
customers At31 December202l

Group

Carrying amount

Bank

Carrying amount

Expected credit loss

Gross
exposure

KES,000'

Expected
credit losses

KES'OOO'

Carrying
amount

KES.000'

Fair value
of

collateral
held

KES'000'

10.269.940 1.438,290 8.83r.5s0 16.135.548

Gross
exposure

KES,000'

Expected
credit losses

KES.000'

Carrying
amount

KES'OOO'

Fair value
of

collateral
held

KES.000'

r0,2 r3,808 I ,382,158 8.83r.6s0 16.r35.548

The loss allowance recognised in the period is impacted by a variety of factors, as

described below:

o Transfers between Stage I and Stages 2 or 3 due to financial instruments experiencing
significant increases (or decreases) of credit risk or becoming credit-impaired in the
period, and the consequent "step up" (or "step down") between l2-month and Lifetime
ECL;

. Additional allowances for new financial instruments recognized during the period, as

well as releases for financial instruments de-recognized in the period;
o Impact on the measurement of ECL due to changes in PDs, Exposure At Default

(EADs) and Loss Given Default (LGDs) in the period, arising from regular refreshing

of inputs to models;
o Impacts on the measurement of ECL due to changes made to models and assumptions;
o Discount unwind within ECL due to the passage of time, as ECL is measured on a

present value basis; and
o Financial assets derecognized during the period and write-offs of allowances related

to assets that were written off during the period.

ll/rite-off policy

The Group writes off a loan balance (and any related allowances for expected credit losses)

when Group Credit determines that the loans are uncollectible. This is reached after

considering information such as the occurrence of significant changes in the

borrower/issuer's financial position such that the borrower / issuer can no longer pay the

obligation, or that proceeds from collateral will not be sufficient to pay back the entire
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4. Financial risk management (Continued)

exposure. The Group still seeks to recover amounts it is legally owed in full, but which
have been partially written off due to no reasonable expectation of full recovery.

(a) Credit risk (continued)

Collateral and other credit enhancements - continued

Modification of financial assels

The Group sometimes modifies the terms of loans provided to customers due to
commercial renegotiations, or for distressed loans, with a view to maximising recovery.
Loans with renegotiated terms are loans that have been restructured due to deterioration in
the borrower's financial position and where the Group has made concessions that it would
not otherwise consider.

Such restructuring activities include extended payment term arrangements. Restructuring
policies and practices are based on indicators or criteria which, in the judgement of
management, indicate that payment will most likely continue. These policies are kept

under continuous review. Restructuring is most commonly applied to term loans. The risk
of default of such assets after modification is assessed at the reporting date and compared
with the risk under the original terms at initial recognition, when the modification is not

substantial and so does not result in derecognition ofthe original asset. The Group monitors
the subsequent performance of modified assets. The Group may determine that the credit
risk has significantly improved after restructuring, so that the assets are moved from Stage

3 or Stage 2 (Lifetime ECL) to Stage I (12-month ECL). This is only the case for assets

which have performed in accordance with the new terms for six consecutive months or
more. This is only the case for assets which have performed in accordance with the new
terms for six consecutive months or more.

C oncentration by Sector

The Croup monitors concentrations of credit risk by sector. An analysis of concentrations
of credit risk at the reporting date is shown below:

Concentration by Sector 2022 2021
KES'OOO' KES'OOO'

Agriculture
Manufacturing
Building and construction
Trade
Tourism, restaurants, and hotels
Transport and communication
Real estate

Financial services
Personal households

r,086,493
1,872,945

235,611
3,049,065

359,687
38s,035

3,281,045

282.843

885,461
1,618,940

223.s85
3,1t7,429

375,689
346,930

3,381,267
4,246

316,393

10,552,724
10269,940
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4, Financial risk management (Continued)

(a) Credit risk (continued)

Exposure to credit risk
2022

Group
KES'OOO'

Bank
KES'000'

Group
KES.000'

Bank
KES'000'

202t

Balances with Central
Bank ofKenya

Deposits and balances due
from banking institutions
Loans and advances

Financial assets at fair
value through profit or loss

Financial assets at
amortised cost

Other assets

Financial assets at fair
through OCI

605. r 36 605. r 36 482.236

2,021,584
9,209,997

190,665

3,696,767
45,549

456,781

2,021,584
9,209,997

3,67 5,7 54
45,549

2,555,871
8,83 r,6s0

3,791,012
194,253

482,236

2,555,871
8,83 1,650

3,769,984
194,253

r90,665 104,129 104,129

456,781 614,512 614,512

16,226,479 16226,479 16,573,663 16,552,635

(b) Liquidity risk

Liquidity risk is the risk that the Group will encounter difficulty in meeting obligations from
its financial liabilities.

Management of liquidity risk

The Group strives 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 incurring
unacceptable losses or risking damage to the Group's reputation.

Treasury receives information from other departments of the bank regarding cash
requirements and integrates this information in form of projected cash flows. Treasury then
maintains a portfolio of short-term liquid assets, largely made up of short-term liquid
investment securities, loans and advances to banks and other inter-bank facilities, to ensure
that sufficient liquidity is maintained within the bank as a whole.

The daily liquidity position is monitored and regular liquidity stress testing is conducted
under a variety of scenarios covering both normal and more severe market conditions. All
liquidity policies and procedures are subject to review and approval by ALCO. A summary
report, including any exceptions and remedial action taken, is submitted regularly to ALCO.
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4. Financial risk management (Continued)

(b) Liquidity risk (continued)

Exposure to liquidity risk

At 31 December
Average for the period
Maximum for the period
Minimum for the period

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

to deposits from customers. For this purpose, net liquid assets are considered as including
cash and cash equivalents and investment grade debt securities for which there is an active

and liquid market less any deposits from banks, debt securities issued, other borrowings and

commitments maturing within the next month. Details of the reported Group ratio of net
liquid assets to deposits from customers at the reporting date and during the reporting period

were as follows:

2022

21.0%
24.2%
27.9%
21.0%

2021

25.9o/o

23.7%
27.6%
20.6%
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Notes to the financial statements (Continued)

4. Financial risk management (Continued)

(c) 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 optimising the retum on risk.

Management of market risks

Overall authority for market risk is vested in ALCO. The Group separates its exposure to
market risk between trading and non-trading portfolios. Trading portfolios mainly are held
by the Treasury Department, and include positions arising from market making and
proprietary position taking, together with financial assets and liabilities that are managed
on a fair value basis.

The Group is primarily exposed to interest rate risk and foreign exchange risk.

(t) Interest rate risk

This is the risk of loss from fluctuations in the future cash flows or fair values of
financial instruments because of a change in market interest rates. Interest rate risk is
managed principally through monitoring interest rate gaps. A summary of the Group's
interest rate gap position reflecting assets and liabilities at carrying amounts,
categorised by the earlier of contractual repricing or maturity dates is shown on the
next page.

The management of interest rate risk against interest rate gap limits is supplemented
by monitoring the sensitivity of the Group's financial assets and liabilities to various

standard and non-standard interest rate scenarios. Standard scenarios that are

considered on a regular basis include a 1 00, 50, and 25 basis point (bp) parallel fall
or rise in all yield curves. An analysis of the Group's sensitivity to an increase or
decrease in market interest rates (assuming no asymmetrical movement in yield
curves and a constant statement of financial position) is as follows:

2022
KES'OOO'

2021
KES'OOO'

100 Basis points upward parallel shift 0 r.3s8) (4.394)

50 Basis Doints upward parallel shift (s,803) (2.229\

25 Basis points upward parallel shift (2,934) (1.223)

100 Basis points downward parallel shift 2,999 1 ,139
50 Basis points downward parallel shift 6,065 2,296

25 Basis points downward parallel shift 12,407 4,662
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bevelopment Bank of Kenya Limited and Subsidiary
Annual Financial Statements
For the year ended 3 I December 2022

Notes to the financial statements (Continued)

4. Financial risk management (Continued)

(d) Capital management

The Central Bank of Kenya sets and monitors capital requirements for the Group as a whole.

In implementing current capital requirements the Central Bank of Kenya requires the bank
to maintain a prescribed ratio of total capital to total risk-weighted assets.

The bank's regulatory capital is analysed into two tiers:

Tier I capital, which includes ordinary share capital, share premium, perpetual bonds
(which are classified as innovative Tier I securities), retained eamings, translation
reserve and minority interests after deductions for goodwill and intangible assets, and
other regulatory adjustments relating to items that are included in equity but are treated
differently for capital adequacy purposes.

o Tier 2 capital, which includes qualifying subordinated liabilities, collective expected
credit losses and the element of the fair value reserve relating to unrealised gains on
equity instruments classified as financial assets through OCL

The Group's policy is to maintain a strong capital base so as to maintain investor, creditor
and market confidence and to sustain future development of the business. The impact of the

level ofcapital on shareholders' retum is also recognised and the Group recognises the need

to maintain a balance between the higher retums that might be possible with greater gearing

and the advantages and security afforded by a sound capital position.

The Group has complied with all extemally imposed capital requirements throughout the

period. There have been no material changes in the Group's management of capital during
the period.

The Bank's regulatory capital position at 3 I December was as follows:

a

Core capital (Tier l)

Paid up share capital
Retained eamings
Other reserves

Core capital

M inimum statutory capital

Excess capital

Supplementary capital (Tier 2)

Total capital

Total risk weighted assets

2022
KES'000'

1,042,500
I,18t,452

281

2021
KES'000'

r,042,500
1,240,104

281

2,224,233 2,282,885

1,000,000

I 1,282,885

255 628 30 r,096

2,479,861 l

13,231,91412,591,323
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Notes to the financial statements (Continued)

4. Financial risk management (Continued)

(d) Capitalmanagement(continued)

Capital adequacy ratios

Total assets

As at 3l December 2021

Assets

Fair value through profit or loss
Fair value through other
comprehensive income

Loans and advances

Percentage of Core Capital to Risk Weighted Asset ratio
Minimum requirement

Percentage of Total Capital to Risk Weighted Asset ratio
Minimum requirement

Percentage of Core Capital to Deposits ratio
Minimum requirement

Assets

Fair value through profit or loss
Fair value through other
comprehensive income

Loans and advances

2022

17.7%
10.5%

19.7%
14.5%

302%
8.0%

202t

17.3%
105%

19.5%
145%

31.3%
8.0%

(e) Fair value measurement

Fair value hierarchy

The table below analyses financial instruments carried at fair value, by valuation method.
The different levels have been defined as follows:

o Level I - fair value measurements are derived from quoted prices (unadjusted) in active
markets for identical assets or liabilities.

o Level 2 - fair value measurements are derived from inputs other than quoted prices
included in Level I that are observable for the assets or liability, either directly (i.e. as

prices) or indirectly (i.e. derived from prices).

o Level 3 - fair values measurements are derived from valuation techniques that include
inputs for assets or liabilities that are not based on observable market data (unobservable
inputs).

Level I Level2 Level3 Total
As at 31 December 2022 KES '000' KES'000' KES'000' KES '000'

190,665 190,665

456,781

9.209.997

456,781

9.209.997

190,665 9,666,778 9,857,443

Level I
KES'OOO

Level 2
KES'000

Level3
KES'OOO

Total
KES'000

104,129 104,129

614,512

8.831,650
614,512

8.83 1.650

9.446.t62 9.550190Total assets 104,129
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Notes to the financial statements (Continued)

4. Financial risk management (Continued)

(e) Fair value measurement (continued)

Financial instruments in level2

The fair value of these financial assets is determined by using valuation techniques which
maximize the use of observable market data where it is available and rely as little as

possible on entity specific estimates. Specifically, the directors have used the discounted
cash flow technique using quoted yields for the same or similar products.

5. Interest income

Group

Loans and advances to customers

Overdrafts
Financial assets at fair value through profit or loss

Financial assets at amortised cost

Deposits and balances due from banking institutions

Bank

Loans and advances to customers

Overdrafts
Financial assets at fair value through profit or loss

Financial assets at amortised cost

Deposits and balances due from banking institutions

Customer deposits

Deposits and balances due to banking institutions

Borrowings

2022
KES'OOO'

379,280

320,535

12,548

403,423

92,326

2021

KES,000'

398,583

3 19,045

12,202

435,606

87,958

l,2og,l12 1253,394

379,280

320,535
12,548

401.r87
o) 1)'7

398,583

3 19,045

12,202

433,371

87,958

1,205,877 r2s1.r59

Included within interest income on investment securities for the year ended 3l December 2022 is

KES 435,606 ,000 (2021: KES 433,371,000) relating to debt securities held at amortised cost.

6. Interest expense

Group
2022 2021

KES .000' KEs'000'

651,889
16,475

266,188

601,301

47,782
249,967

899,050934.552
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Notes to the financial statements (Continued)

6. Interest expense (Continued)

Bank

Customer deposits

Deposits and balances due to banking institutions

Borrowings

7. Net fees and commissions income

Group and Bank
Commissions on loans and advances
Other fees

Other fees relate to ledger fee

8. Other operating income

Group

Other operating income

Gains arising from dealing in foreign currencies

Other income

Bank

Other operating income

Gains arising from dealing in foreign currencies
Other income

9. Operating expenses

Group

Salaries and employee benefits (Note l0)
Occupancy expenses

Deposit protection fund
Depreciation
Directors' emoluments

Professional and legal services

Telecommunication
Other expenses

2022
KES.000'

2021
KES.000'

601,862

47,782
249,967

652,450

16,475

266,187

935,112 899.611

25,606
9,493

16,506
14,67 |

35,099 31,177

24.676

65,297

21,942

89,973 21,942

24,676
65,297

21942

89,973 21,942

167,446

14,522

12,142

99,039

16,419

11,677

2,665
l0l ,175

196,507

13,993

9,789
76,962
20,915

15,500

4,387

95,324

425,085 433,377
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Notes to the financial statements (Continued)

9. Operating expenses (Continued)

Bank
Salaries and employee benefits (Note l0)
Occupancy expenses

Deposit Protection Fund

Depreciation

Directors' emoluments

Professional and legal services

Telecommunication
Other expenses

10. Salaries and employee benefits

Group and Bank

Salaries

Contributions to defined contribution plans

National Social Security Fund

Other staffcosts

11. Profit before taxation

Profit before taxation is arrived at after charging

Group
Depreciation expense (Note 26)

Director's emoluments:

- Fees as non-executive

- Other*

Auditors' remuneration

Bank

Depreciation expense (Note 26)

Director's emoluments:
. Fees as non-executive
. Other*

Auditors' remuneration

167,446

14,522

12,142

99,039

16,419

I1,677
2,665

100,502

196,507

13,993

9,789
76,962
20,815

15,500

4,387

94,496

2022
KES.000'

2021
KES.000'

424.412 432,449

I 18,408

15,056

773

33,209

148,705

18,058

860

28,884

167,446 t96,507

99,039 76,962

2,200

14,319

3,000

2,200

18,915

3,000

99,039

2,100

14,319

3,000

76,962

2,100

18,715

3,000

Directors emoluments 'other' include sitting allowances, chairman's honorarium and

director's travel expenses.

,1.

Page 67



i)evelopment Bank of Kenya Limited and Subsidiary
Annual Financial Statements
For the year ended 3l December 2022

Notes to the financial statements (Continued)

12. Income tax expense

2022 2021

Group Bank
KES'OOO' KES'OOO'Group

Current income tax
Deferred income tax (Note 25)

Group
KES'OOO'

(10,t01)
25,042

Bank
KES'000'

( 10,840)

25,072
33,334

(20,545)
32,783

(20,515)

13.

14,941 14232 12,789 12,268

The tax on the Group's profit differs from the theoretical amount using the basic tax rate as

follows:
2022 2021

Group KES'000' KES'000'

Accounting profit before tax 80,933 66,623

Computed tax using the applicable corporation tax rate

of 30o/o (2021:30%)
Deferred tax at 30%o

Tax impact of expenses not deductible for tax purposes

24,280 19,987

(e ,339) (7,198 )

Income tax expense 14,941

----J2J8e
Bank
Accounting profit before tax 78,5',70 64,888

Computed tax using the applicable corporation tax rate

of 30%o (2021:30%)
Deferred tax at 3oo/o

Tax impact of expenses not deductible for tax purposes

23,571 19,466

(9,339) (7, I 98)

Income tax expense

Equity investment designated as FVOCI

Group and Bank

______11?14_ 12,268

Revaluation loss on equity investment

Related deferred tax

(157,731)

7,887

(54,733)

2,737

(149,844) (51,996)

14. Dividend per share

The Bank did not pay an interim dividend in the year (2021: Nil). The Company does not propose
payment of a final dividend (2021 : Nil).
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15. Earnings per share

The calculation of basic eamings per share is based on

Group

Net profit for the year attributable to shareholders
(KES'000)

Number of ordinary shares ('000)
Eamings per share (KES)

Bank

Net profit for the year attributable to shareholders
(KES'000)

Number of ordinary shares ('000)

Eamings per share (KES)

16. Cash and balances with Central Bank of Kenya

Group and Bank

Cash on hand
Balances with Central Bank of Kenya:

- Local curency cash reserve ratio

- Other balances (available for use by the Bank)

Treasury bonds:
Maturing within one year
Maturing after one year

Financial assets at fair value through profit or
Loss
Treasury bonds:
Maturing after one year

2022 2021

53,83465 992

52 125

1.27

52 125

1.03

64,338

There were no potentially dilutive shares outstanding at 3l December 2022 and 2021

52,620

52 125 52 125

1.23 l.0l

2022
KES'OOO'

90,907

303,786

210,443

2021
KES'000'

86,676

303,710

91,850

605,136 482,236

The cash reserve ratio is non-interest eaming and is based on the value of deposits as adjusted for
Central Bank of Kenya requirements. At 3l December 2022, the cash reserve requirement was

5.25o/o (2021: 5.25%) of all customer deposits. These funds are available to finance the bank's day-
to-day operations in a limited way provided that on any given day the balance does fall below the
3%o minimum daily requirements and provided that the overall average in the month is at least
5.25Yo.

17. Financial assets (Investment in government securities)
2022 2021

KES'OOO' KES'OOO'
Group
Financial assets at amortised cost

174,361
3,522,406

399,482
3,39 1,530

3,791,012

190,665 104,129

t4t3,887,432
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17. Financial assets (Continued)

Bank
Financial Assets at amortised cost

Treosury bonds:
Maturing within one year
Maturing after one year

Total financial assets at amortized cost

Financial assets at fair value through profit or loss

18. Deposits and balances due from banking institutions

Group and Bank

Due within 90 days
Due between 3 months and I year

Overdrafts
Loans
Staff loans

Less: Expected Credit Loss

Maturing within I year
Between land3years
Over 3 years

2022

KES'OOO'

174,361

202t
KES'000'

399,482
3,370,5023,501.393

3,675,754 J,769,984

Treasury bonds:
Maturing after one year 190.665 104,129

3,866,419 3,974,113

The weighted average effective interest rate on govemment securities at 3l December 2022 was
11.83% (2021 - 11.75%). As at 3l December 2022, treasury bonds with face value of KES
3,053,000(2021 - KES 3,351,000) had been pledged to secure borrowings from Central Bank of
Kenya.

2022
KES.000'

1,870,521
151,063

2021
KES'000'

2,352,932
202,939

2,021,594 2,555,871

The weighted average effective interest rate on placements with other banks at 3l December2022
was 4-40o/o (2021 - 3.62%).

19. Loans and advances to customers
2021

Group
KES.000o

4,432,955
5,547,492

289.493

Bank
KES,000'

4,432,955
5,491,360

289,493

10,269,940
(1,438,290)

r 0,213,808
(1,382, I 58)

8,831,650 8,831,650

3,996,489
6 r 3,700

4,221,461

3,996,489
613,700

4,221,461

9,831,6508,831,650
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19. Loans and advances (Continued)

Overdrafts
Loans
Staff loans

Less: Expected Credit Loss

Maturing within I year
Betweenland3years
Over 3 years

Bank

Increase in ECL during the year
Recoveries during the year
Direct write off

Kenya Hotel Properties Plc
2,258,017 ordinary shares of KES 20 each
At I January
Impairment loss on equity investment

4,287,217
5,949,456

260 159

10,552,724 10,496,832

1,342,727 1,296,935

9209,9979,209,997

2022
Group

KES.000'

4,287,217
6,005,348

260,159

Bank
KES'000'

3,750,864
916,483

4,542,650

9 9209,997

The weighted average effective interest rate on loans and advances to customers at 3l December
2022 was 11.63% (2021: 11.54%).

3,750,864
916,483

4,542,650

Expected credit losses on loans and advances charged to profit or loss
2022

Group KES'000'

Increase in ECL during the year 15,460

Recoveries during the year (122,981)
Direct write off 135

(107,386)

2021
KES'OOO'

42,003
(134,994)

454

(92,537)

15,460
(122,740)

t35

41.870
(134,994)

454

fi -t45) (92.6701

20. Financial assets at fair value throush other comorehensive income

Group and Bank

Unquoted shares measured at fair value throuqh other
comprehensive income - refer to note 13.

2022
KES,000'

2021
KES,000'

669,245
54.733\

614,512
(t57,731) (

614.512456,781
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20. Financial assets at fair value (continued) through other comprehensive income
(Continued)

Chemelil Sugar Company Limited
150,000 ordinary shares of KES. 20 each

Pan African Paper Mills Limited
104,000 ordinary shares at KES. 20
Kenya United Steel Company Limited
180,000 ordinary shares of KES. 5 each

East African Sugar Industries Limited
100,000 ordinary shares of KES. 20 each

Impairment allowance

Net carrying amount of unquoted shares (impaired)

Net carrying amount of equity investments

Investment in subsidiary

Bank

Shares at cost:
Freshpick Processors (EPZ) Limited

2022
KES.000'

3,000

2,080

900

2,000

2021
KES'OOO'

3,000

2,080

900

2,000

7,980
(7,980)

7,980
(7,980)

456.78t 614,512

21.

22

2022
KES'000'

202r
KES'000'

Shares at cost:
Small Enterprises Finance Company Limited (SEFCO) 32,048 32,048

SEFCO is a wholly owned subsidiary of the bank. The subsidiary company is incorporated in
Kenya. The subsidiary has the same accounting period as the parent.

Investment in Associates

Bank 2022
KES'000'

2021
KES.000'

268-490 268,490

The Bank owns 437o of Freshpick Processors (EPZ) Limited. The company made a capital call

but the Bank has no plans to participate in the capital call. This will lead to the Bank's ownership

being diluted to 34o/o.

23. Tax (payable)/recoverable

2022
Group Bank

KES'OOO' KES'OOO'

2021
Group Bank

KES.000' KES'000'

As at I January
Tax expense (Note l2)
Tax paid

(3,098)
r 0,101
3 r,884

(5,664)
10,840
31,422

29,927
(33,334)

309

27,119
(32,783)
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24. Other assets

25.

As at I lantry 2021
Credit to profit or loss
Charged to other comprehensive income

As at 3l December 2021

2022

As at I lanuary 2022
Charge to profit or loss (Note 12)

Charged to other comprehensive income

Deferred income tax liabilities
Fair value gain on equity investments
Deferred income tax assets
Property and equipment
Right of use assets

Expected credit loss on loans and advances

Tax loss
Other provisions

2022
Group Bank

KES,000' KES'000'

2021
Group Bank

KES.000' KES.000'

Rent receivable
Uncleared effects
Prepayments
Due from ICDC
Other receivables

3,447
6,388

20,803

3,447
6,389

20,803

ll 9il 3 30

I

Deferred income tax

Deferred income tax is calculated in full on all temporary differences under the liability method
using a principal tax rate of 30oh (2021:30%). The movement on the deferred tax account is as

follows:
Group Bank

2021 KES'000' KES'000'

4,196
8,1 96

20,091
l3 1,705

4,196
8,196

20,091
131,705

I I 1,378
20,545
2,737

I l1 ,197
20,5 15

2.737

134,660 134,449

134,660
(25,042)

7,887

134,449
(25,072)

7.887

As at 3l December 2022 117,505 tt7264

The deferred income tax assets and liabilities, deferred tax crediV(charge) in the statement or profit
or loss are attributable to the following items:
Group (Charge)/

credit to At 3l
2021 At I January profit or loss December

KES,000' KES'000' KES'000'

(3 1,305) 2,737 (28,568)

13,144
5,559

I16,585
2,503
4.892

16,921
9,099

133,528

3,777
3,540

16,943
(2,503)
fi.212\ 3.680

142,683 20,545 163,228

134.660I I1,378 23.282
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25. Deferred income tax (Continued)

2022

Deferred income tax liabilities
Fair value gain on equity investments

Deferred income tax assets
Property and equipment

Right of use assets

Expected credit loss on loans and advances
Other provisions

Bank

2021

Deferred income tax liabilities
Fair value gain on equity investments

Deferred income tax assets
Property and equipment
Right of use assets

Expected credit loss on loans and advances
Tax loss
Other provisions

2022

Deferred income tax liabilities
Fair value gain on equity investments

Deferred income tax assets
Property and equipment
Right of use assets

Expected credit loss on loans and advances
Other provisions

(28,568) 7,887 (20,681L

At I January
KES.000'

(Charge)/
credit to

profit or loss
KES.000'

At 31

December
KES,000'

16,921

9,099

133,528
3,680

11,253 28,174

1,493 10,592

(38,123) 95,405
335 4,015

163,228 (25 ,042) 1 38,1 86

134,660 (17.155) I17.505

(3 1,305) 2,737 (28,568)

13,144
5,559

I16,585
2,503
4,711

3,777 16,921
3,540 9,099
16,943 133,528

(2,503)
(1,242) 3,469

142,502 20,5t5 163,017

lll,l97 23.252 134,449

(28,568) 7.887 (20,681)

16,921
9,099

133,528
3,469

28,174
10j92
95,405

3,774

11,253
1,493

(38, I 23)
30s

163,017 137,945

134,449 (17.185) 117,264
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Notes to the financial statements (Continued)

27. Deposits and balances due to banking institutions

Group and Bank 2022
KES'000'

1,898,1l0
125"822

2021
KES'OOO'

2,023,932 1,672,232

The weighted average effective interest rate on deposits from other banks at 3l December 2022

was 1.50% (2021 -2.66%\

28, Customer deposits

Payable within 90 days
Due between 3 months and 12 months

2022
Group Bank

KES'OOO' KES'OOO'

From govemment and parastatals

From private sector and
individuals

571,206 571,206

Group and Bank

European Investment Bank
Central Bank of Kenya
Industrial and Commercial Development Corporation (ICDC)
China Development Bank

Group and Bank

Maturities

Less than one year
Between one and five years

Over 5 years

1,672,232

202t
Group Bank

KES.000' KES'000'

479,782 479,782

6 76,661 82 785

7 7 7 ll 7

Included in the Bank customer's deposits is KES 30,571,000 (2021 - KES 28,765,000) due to
the subsidiary company. Interest paid on these deposits during the year amounted to KES 560,000
(2021: KES 561,000).

The weighted average effective interest rate on customer deposits at 3l December 2022 was
8.98o/o(2021- 8.81%).

29. Borrowings

2022
KES,000'

3,048,644
435,3ss

2021
KES.000'

21,163
3,33 I,681

538, I 25
157,674

999 4,049,643

3,091,349
r00,376
292.274

3,609,076
220,710
218,857

3,483,999
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29, Borrowings (Continued)

The weighted average effective interest rate on loan capital at 3l December 2022 was 7.84oh
(2021:6.50%).

Loan terms

- Borrowings from the Central Bank of Kenya comprise of short term borrowings of up to 3
months at an average interest rate of 8.25%o p.a.

30. Other liabilities
2022

Group Bank
KES'OOO' KES'OOO'

2021

Group Bank
KES.000' KES,000'

6,609

18,61 8

Bills payable

Rent deposit
Deutsche Investitions-und
Entwcklungsgesel lschaftmbH
(DEG) retained funds
Payable to Govemment of Kenya
Provisions and accruals

Other liabilities

97,285
65,281
62,942

1,391

637

13,440

637

13,440

6,609

I 8,61 8

138,606
65,281
53,890

37,990

2021
KES,000'

97,285
65,281
62,942

48

138,606
65,281
53,890

39,443

240,976 239,633

31. Share capital

Authorised, issued and fully paid I January and 3l December
52,125,000 ordinary shares of KES 20 each

322,447 320,994

2022
KES.000'

1,042,500

1,042,500

1,042,500

1,042,500

Total number of shares in issue 52,125,000 (2021 - 52, I 25,000).

All ordinary shares rank equally with regard to the Banks's residual assets. The holders of
ordinary shares are entitled to receive dividend as declared from time to time and are entitled to
one vote per share at the general meeting of the company.
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32, Cash and cash equivalent

Group and Bank

Cash in hand (Note 16)

Cash at Central Bank of Kenya (Note l6)
Deposits and balances due from banks (Note l8)
Deposits and balances due to banks (Note 27)

2022

KES,000'

90,907

210,443

1,870,521

(r,898,r r0)

2021

KES'000'

86,6',76

91,850

2,352,932
(1,672,232)

273,761 859,226

33. Leases

The Bank leases a number of premises for head office and the branches. The leases typically run
for an initial period of between five and ten years with an option to renew the lease at the expiry
of the lease.

Previously, these leases were classified as operating leases under IAS 17. The Bank used a
number of practical expedients when applying IFRS 16 to leases previously classified as operating
leases under IAS 17. In particular, the Bank:

- relied on its assessment of whether leases are onerous under IAS 37 Provisions, Contingent
Liabilities and Contingent Assets immediately before the date of initial application as an

alternative to performing an impairment review;

- did not recognise right-of-use assets and liabilities for leases for which the lease term ends

within l2 months of the date of initial application;

- did not recognise right-of-use assets and liabilities for leases of low-value assets (i.e. offices);

- excluded initial direct costs from measuring the right-of-use asset at the date of initial
application;and

- used hindsight when determining the lease term

Information about leases for which the Bank is a lessee is presented below.

(a) Right-of-use assets

Right-of-use assets relate to leased head office and branch office premises that are

presented within property and equipment under Note 25

2022 2021
KES.000' KES'000'

At I January 121,850 136,353

Depreciation charge for the year (14.503) (14.503)

At 3l December 1LIS47 f2L850

As at 3l December, the future minimum lease payments under non-cancellable operating
leases were payable as follows
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33. Leases (Continued)

(b) Lease liabilities

The movement in lease liabilities during the year is as follows:

At I January
Lease interest charge
Interest paid
Lease rental payment

At 31 December

(c) Amount recognized in profit or loss

Finance cost on lease liabilities

At 3l December

(d) Amount recognized in the statement of cash flows

Total cash outflow for leases

Contingencies

Undrawn loans

Undrawn overdraft facilities

Unutilised guarantees and letters of credit

2022
KES.000'

153,316
17,905

( 17,905)

es)
t4l79t

17.905

_1L905

2021
KES'OOO'

156,018
19,032

(17,260

@.9_4)

Ltu16

19.302

_lll^3l2

34.

_):1a30 _2,LJl/1

At any time the Group has outstanding commitments to extend credit. These commitments take
the form of approved loans and overdraft facilities. At 3l December 2022, interest rates on loans

and overdrafts ranged from 3.00% to 13.00% (2021 - 3.00o/o to 13.00%). The contractual
amounts of commitments are set out below:

(a) Commitments to extend credit with respect to:

2022

KES.000'

258,220

8,500

202t
KES'OOO'

344,890

25,403

338,362

266,720 708,655

At 3l December 2022, interest rate on facilities subject to commitments ranged from
3 .00% - 13.00% (2021: 3.00% - t3 .00%).
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34. Contingencies(Continued)

(b) Commitments with respect to outstanding off-balance items

Guarantees
Acceptances
Letters of credit
Undelivered spots

At I January

Advances in the year

Repayments in the year

2022
KES.000'

2021
KES.000'

697,559
53,855

953,51 I
92

974,343
54,981
17,921

92

35.

1,047337 I t7

(c) Nature of contingent liabilities

Leffers of credit commit the Bank to make payments to third parties, on production of
documents, which are subsequently reimbursed by the customers.

Guarantees are generally written by the Bank to support performance by a customer to third
parties. The bank will only be required to meet these obligations in the event of the

customers' default.

An acceptance is an undertaking by the Bank to pay a bill of exchange drawn on a customer.
The bank expects most of the acceptances to be presented, and reimbursement by the
customer is almost immediate.

(d) Litigations against Small Enterprises Finance Company Limited (SEFCO)

Litigations against the subsidiary company, SEFCO, arising from normal cause of business

have been lodged by some customers. The likely outcome of these cases cannot be

objectively determined as at the date of signing of these financial statements. However, the

Directors do not anticipate that any liability will arise from these suits.

Related party transactions

(a) Loans and advances to employees

2022

KES'000'

289,493

15,400

(44,455)

2021

KES.000'

292,957

41,557

45,021

289,493At 3l December 260,438

Interest eamed on staffloans during the year amounted to KES 10,780,859 (2021:
KES 13,672,658).
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35. Related party transactions (Continued)

(b) Loans and advances to directors and their associates

Gross amount at I January

Interest charged

Receipts

Acquisition of assets of organic growers

Revaluation

Fees for services as a director

Other emoluments

The Group has entered into transactions with its directors and their associates as follows

2022

KES.000'

447,252

17,354

(6,226)

820

202r
KES'000'

764,575

9,778

(334,707)

7,606

Net amount at 3l December 459,200 447,252

(c) Related party deposits

Included in deposits is KES 30,571,000 (2021 - KES 26,982,000) due to a subsidiary
company. Interest paid on these deposits during the year amounted to KES 560,000 (2021

- KES 561,000).

(d) Due from Industrial and Commercial Development Corporation (ICDC)

Included in other assets is outstanding balance of payment from the sale of Finance house

due from ICDC KES 0 (2021: KES 131,978,988).

(e) Key management compensation

Compensation to senior management for the year ended 3l December 2022 amounted to
KES 55,121,429 (2021- KES 76,062,709).

(f) Directors remuneration
2022

KES,000'

2,200

14,319

202t
KES'000'

1,900

18,915

16,519 20,815

36. Financial assets that may be repledged or resold by counterparties

As at 3 I December 2022, Govemment securities amounting to KES 3,053.0 million (2021 -
KES 3,351.0 million) were pledged as security against the facility from the Central Bank of
Kenya. These transactions are conducted under terms that are usual and customary to standard
lending, and securities borrowing and lending activities.

Page 82



)
-

'development Bank of Kenya Limited and Subsidiary
Annual Financial statements
For the year ended 3 I December 2022

Notes to the financial statements (Continued)

37. Reserves

(a) Statutory reserves

The statutory reserve represents an appropriation from retained eamings to comply with
Central Bank of Kenya's prudential guidelines on impairment of loans and advances. It
represents the excess loan provisions as computed in accordance with Central Bank of
Kenya's prudential guidelines over the impairment arrived at in accordance with
Intemational Financial Reporting Standards.

(b) Other reserves

Other reserves comprise ot

(i) KES 281,000 of interest reserve established under a lending agreement between the
bank and Industrial & Commercial Development Corporation (ICDC). Under the
agreement, part of the interest payable on the loan capital balance was retained as

interest reserve and is available for furtherance of the bank's business. The interest
reserve is not available for distribution.

(ii) KES 594,785,000 (2021: KES 594,785,000) revaluation reserves on the equity
investment in Kenya Hotel Properties Plc net of related tax.

38. Comparative figures

Where necessary, comparative figures have been adjusted to conform with changes in
presentation in the current year.
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