
tvt 4I.
'rTHE-

{

, 7 RP:ugLIc oF KENYA

OFFICE OF THE AUDITOR.GENERAL

Enhanc ing A c c ountab i I i ty

,

rHS
Cr.Fr.A. [., ASSBMBLY

i)A ;;. Y, ! i . i..,i li :\!'f'
(i i; , .' l: Fj ','.1
t,i.rf i/riiY i

rr); r ",gLi , ,.
I .-I.

THE NPrr
t-.r\r' ERS I,AID T

DATE: 10 sFP ?020

THE AUDITOR.GENERAL

ON

CONSOLIDATED BANKOF KENYA LIMITED

FORTHE YEARENDED
31 DECEMBER,20t9

t



a

a. t I

t /1.'
a



t

T

CONSOLIDATED BANK OF KENYA LIMITED AND ITS SUBSIDIARIES

ANNUAL REPORT

AND

FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 DECEMBER 2019



!

CONSOLID TED BANK OF KENYA LIMITED AND ITS SUBSIDIARIES
ANNUAL PORT AND FINANCIAL STATEMENTS
FOR THE AR ENDED 31 DECEMBER 2019

CONTE

Corporate nformation

Stateme corporate governance

Report of directors

Stateme of directors' responsibilities

Directors' muneration

Report of he independent auditors

Financial tements

Statement of profit or loss and other comprehensive income

Bank ment of profit or loss and other comprehensive income

Consoli Statement of financial position

Bank ment of financial position

Consoli Statement of changes in equity

Bank S ent of changes in equity

Consoli Statement of cash flows

Bank ent of cash flows

Notes to financial statements

PAGES

1

2-6

7 -8

9

10 - 11

t2-t4

15

76

77

18

19

20

21

22

23-92



a

CONSOL ATED BANK OF KENYA LIMITED AND ITS SUBSIDIARIES
CORPO TE INFORMATION
FOR THE AR ENDED 31 DECEMBER 2079

DIRECT
Current
Dr. lyay
Thomas
Cabinet

Wanjala -Chairman
yai - Chief Executive Officer

ecretary, National Treasury
Managi Trustee - NSSF
Hon uf Chanzu
Dr. Ken
Miriam

y Otiso
erogony

Dr. Nat an Psiwa
Hardly Lusui (Appointed on 21 December 2018)

AUDIT OMMITTEE RISK COMMITTEE

ST COMMITTEE

Dr nnedy Otiso-Chairman
Mi Cherogony
Ha yne Lusui

et Secretary, National Treasury
T.K

CO PANY SECRETARY

W onyo lgeriaa

f ied Public Secretary (Kenya)
Box 51133 - 00200, Nairobi

AU ITORS

cipal auditor:
Auditor General
iversary Towers
. Box 30084 - 00100, Nairobi

leqated auditor
E & Young LLP

rtif ied Public Accountants
nya-Re Towers, Upper Hill,
f Ragati Road
O. Box 44286 - 00100, Nairobi

EGAL ADVISERS

amilton Harrison &Mathews
a Suites, Waiyaki Way

Nathan Psiwa-Chairman
T. Kiyai
Hardlyne Lusui
Dr. Kennedy Otiso
Managing Trustee - NSSF
Hon. Yusuf Chanzu

FINANCE AND CREDIT COMMITTEE

Miriam Cherogony-Chairman
Hon. Yusuf Chanzu
Dr. Nathan Psiwa
T. Kiyai
Managing Trustee - NSSF

REGISTERED OFFICE:
Consolidated Bank House
23 Koinange Street
P. O. Box 51133 - 00200, Nairobi

CORRESPONDENT BANKS:
ABSA Bank Limited
Vostro Department
P.O. Box 585 Johannesburg 2000

BMCE Bank lnterenational
Serrano 59 - 280006
Madrid
Ita ly

ODDO BHF AktiengesellShaft
Bockenheiner Landstr.l0-60323Frankfurt
am Main
Germany

LEGAL ADVISERS :

Ndungu, Njoroge &Kwach Advocates
12th Floor, lnternational House
Mama Ngina Street
P. O. Box 41546 - 00100, Nairobi, Kenya

C

C

P

T

A
P

1

O. Box 30333 - 00100 Nairobi, Kenya



a t

CONSOLIDATED BANK OF KENYA LIMITED AND ITS SUBSIDIARIES
STATEMENT OF CORPORATE GOVERNANCE
FOR THE YEAR ENDED 31 DECEMBER 2019

Corporate governance defines the process and structure used to direct and manage the business affairs of
Consolidated Bank of Kenya Limited ("the Bank") with the aim of enhancing corporate accounting and
shareholders'long term value while taking into account the interests of other stakeholders.

The Board of Directors is responsible for the governance of the Bank and is committed to ensuring that its
business operations are conducted with integrity and in compliance with the law, internationally accepted
principles and best practices of corporate governance and business ethics. To this end the Bank has put in
place processes, systems, practices and procedures which are frequently reviewed and updated embracing the
changing corporate environment and world trends.

Business ethics

The Bank conducts its business in compliance with high ethical standards of business practice. ln this respect,
transactions with its clients, intermediaries, insiders, employees and other stakeholders are conducted at arm's
length, with inteqrity and transparency. The business is conducted with high levels of transparency and
accounta bility.

Board of Directors

The names of the Directors as at the date of this report are set out on page 1.

The Board fulfils its fiduciary responsibility to the shareholders by maintaining control over the strategic,
f inancial, operational and compliance issues of the Bank. Whilst the Board provides direction and guidance on
strategic and general policy matters and remains responsible for establishing and maintaining overall internal
controls over financial, operational and compliance issues, it has delegated authority to the Chief Executive
Officer to conduct the day-to-day business of the Bank.

The Board consists of eight non-executive directors (including the Chairman) and the Chief Executive Officer.
The Board members possess extensive experience in a variety of disciplines in banking, business and financial
management, all of which are applied in the overall management of the Bank. The Board meets at least once
every two months, and has a formal schedule of matters reserved for it. The Directors are given appropriate
and timely information so that they can perform their f iduciary responsibilities effectively.

a) Directors' Emoluments and Loans

The remuneration of all Directors is subject to the guidelines issued by the Office of the President on terms
and conditions of service for State Corporations. The Directors are not eligible for membership of the
pension scheme and do not particrpate in any of the Bank's bonus schemes. lnformation on the
compensation received and the dealings of the Directors with the Bank are included in notes 17 and 44to
the f inancial statements.

b) Related Party Transactions

There have been no materially significant related party transactions, pecuniary transactions or
relationships between the Bank and its Directors or Management except those disclosed in Note 44 to the
financial statements.

The Board has set upworking committees to assist in discharging its duties and responsibilities as follows:

Audit Committee

The Committee reviews the integrity of the f inancial statements of the bank and recommends the statements
f or approval to the Board. The Committee considers management's recommendations in respect of impairment
on loans and advances as well as other disclosure requirements. The Committee is also mandated to raise the
standards of corporate governance by reviewing the quality and effectiveness of the internal control systems,
the internal and external audit f unctions and the quality of financial reportinq. ln addition to advising the Board
on best practice, the committee also monitors management's compliance with relevant legislation, regulations
and guidelines as well as the Bank's laid down policies and procedures. The committee has direct contact with
the lnternal Audit function, the Company Secretary and the external auditors. During the year, the bank did
not have a f unctional Board Audit Committee. According to the CBK prudential guidelines at least one of the
members of the Audit Committee should be a Finance professionalwho is a member of the lnstitute of Certif ied
Public Accountants of Kenya - ICPAK or an equivalent institute recognised by the by the East African
Community States. During the period under review the Board did not have a member who met this criterion
and hence the Board Audit Committee was not constituted. Some of the critical functions of the Board Audit
Committee were performed by the Credit Finance Committee and the main Board. The matter has been raised
with the National Treasury the appointing authority.

2
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CONSOLID TED BANK OF KENYA LIMITED AND ITS SUBSIDIARIES

STATEMEN OF CORPORATE GOVERNANCE (Continued)
FOR THE Y AR ENDED 31 DECEMBER 2019

is responsible for overseeing the implementation of the Bank's risk management f ramework
t all existing and potential significant risks are identified and effectively managed. The

nsiders both internal and external sources of information regarding risks to keep abreast with

Risk Comm tee

to ensure
committee

ents and their potential impact to the business. The committee receives periodic reports
from the r
rate risk,

k and compliance f unction relating to the Bank's strategic risk, credit risk, market risk (interest
risk, and foreign exchange risk), operational risk, regulatory risk, reputational risk, and

Finance a Credit Committee

ittee is mandated to review and make recommendations on the Bank's credit, financial and
accou ntin policies, and review and make recommendations on the Bank's Annual Budget, oversight of the

ing policy of the Bank and deliberate and consider loan applications beyond the credit discretion
limits set r manaqement. The committee also reviews and considers all issues that may materially impact
the prese and future quality of the Bank's credit risk management function as well as the quality of the
loan port o and ensure adequate bad debt provisions are maintained in line with the Central Bank of
Kenya p udential guidelines and IFRS. The committee also reviews, approves and monitors the

t's compliance with applicable statutory provisions, Bank policies and guidelines relating to the
of price, liquidity, exchange rate and interest rate risks

mittee

ittee is mandated to formulate staff policies and procedures and ensure an adequately staffed
sionally managed human resource. The committee assists the Board in discharging its corporate

ce role by reviewing staffing needs of the Bank, appoints senior management staff, reviews
and undertake disciplinary measures as per the staff policies.

3



CONSOLIDATED BANK OF
STATEMENT OF CORPORA

FOR THE YEAR ENDED 31

Board meeting attendance

During the year under

Name

Thomas Kiyai. (Chief
Exsutive Oflicer)
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Treasury
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Managing Trustee'NSSF
Dr. lyaya Wanjala-
(Chairman)

Hon. Yusuf Chanzu

Miriam Cherogony

Dr. Kennedy Otiso
Dr. Nathan Psiwa

Hardlyne Lusui

A LIMITED AND ITS SUBSIDIARIES
GOVERNANCE (Continued)

BER 2019

the Board held main board and working committee meetings. The Board members attendance for 2019 is as follows

Risk I Compliance Committee Credit & Finance CommitteeBoard Meeting

Meetings
attended

1l

Meetings
required

l( to attend

Audit Committee

Meetings
attended

Meetings
required

to attend

5

Meetings
attended

Metings
required

X to attend

1009( 4

Slafl Committee

Meetings
attended

4

red
Meetings
required Meetings

* to attend attended X

3 3 r00*
attend

II
!(

100!(

ll

1l

1I

1I

1I

11

l1
4

100x

lo 9t!(

5

ll

1l

I
lt
9
4

LOOt{

1001(

67*
100%

| 25!r

I 50%

2 5OYt

4 100%

4

45\

100!(

100%

73X

100%

azu,a

1O0r/6

60'(

loo%

100%

60%

3 100* 5 3

4

4

2

5

55

3

3

3

2
2
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CONSOLIDATED BANK OF

STATEMENT OF CORPORA
FOR THE YEAR ENDED 31

The Board members atten

Name

Thomas Xiyai - (Chief Executive
Officer)
ceorge Omino - Representing
Cabinet Secretary National
Treasury
Moses Che*to' Alternate to
Managing Trustee - NSSF

Dr. Raymond Omollo

Joseph Koskey

Dr. lyaya Waniala '(Chairman)
Hon. Yusuf Chanzu
Miriam Cherogony

Or. Kennedy Otiso
Dr. Nathan Psiwa

A LIMITED AND ITS SUBSIDIARIES
TE NANCE (Continued)

BER 2019

for 2018 is as follows:

Board Meetinq Risk & Compliance Committee Credit & Finance committeeAudit Committee Stall Committee

attend
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Meetings
attended
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*
lo0*

*
toox

Meetings
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Meetings
required
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3
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Meetings
required
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Meetings
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Meetings
required
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CONSOLID ED BANK OF KENYA LIMITED AND ITS SUBSIDIARIES
STATEME OF CORPORATE GOVERNANCE (Continued)
FOR THE AR ENDED 31 DECEMBER 2019

Board perf rmance evaluation

The Chair conducts evaluations of the performance of the Board, individual Directors and Board
Committ annually. ln addition, the Board and its Committees undertake an annual evaluation of their

and report their findings and any resulting recommendations to the Board. The Board also
undertake an evaluation of the performance of the Chairman. The Board discusses the results of its
evaluation and uses the process to constructively improve the effectiveness of the Board

Sharehold

The list of he shareholders and their individual holdings at the year ended 31 December 2019 was as follows

Ordinary Shares Preference shares

perform

Cabinet retary/The
National T ury
National
Fund
Kenya Assurance
(2001)
Kenya onal Assurance
Company ed
Kenya line Company
Limited
Kenya onal

n CouncilExam

Public T

Telkom

National pital
I nsur Fund

T RetirementLAPTR
Service Limited

Total of 0 above

Other s lders

TOTAL AREHOLDING

2019

No of shares
140,000,000

2,225,OOO

L,O94,487

835,513

720,000

695,000

660,000

620.000

s90,000

483,000

747,923,O00

1,997,000

r49.920.O00

2018

No of shares

60,000,000

2,225,OOO

1,094,487

835,513

720,000

695,000

660,000

620,000

590,000

_483,000

67,923,OOO

1_9e7,000

2019 2018

ial Security

enya Limited

Yo

93.4%

L.5Yo

0.7%

o.6%

o.5%

o.5%

O.4Yo

o.4%

O.4o/o

o//o

85.8%

3.20/o

t.6Yo

l.2o/o

lYo

7Yo

O.9Yo

o.9%

0.8%

O.lVo

97.L0/o

2.9%

8,0so,000

3,9s8,300

3,021,700

2,631,500

2,520,000

2,420,OOO

2,250,000

2,120,000

l-7s_6pQQ

28,727,500

t;2e_a9e

36,05.6.500

22.3O0/o

11.00%

8.40%

7.3OYo

7.OOYo

6.7O0/o

6.20%

5.90%

4.90%

79.70%

20.3OYo

_1_00%

22.3OVo

1 1.00%

8.4O0/o

7.3OVo

7.OOYo

6.7OYo

6.ZOYo

5.9OYo

4.90%

79.70%

20.30%

_1!O%

0.3%

98.7Y0

t.3%

100% 69924p00 t00vo

Compl nce

The rd provides oversight to ensure that management adheres to all applicable laws, regulations,
gover nce codes, policies, procedures and systems to monitor and control compliance across the bank
Addit lly, the Bank prepares its financial statements in accordance with lnternational Financial Reporting
Stand rds (IFRS), requirements of the Banking Act and the Companies Act

6

ya Wanlala
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CONSOLID TED BANK OF KENYA LIMITED AND ITS SUBSIDIARIES
REPORT O THE DIRECTORS
FOR THE AR ENDED 31 DECEMBER 2019

The dire rs submit their report together with the audited financial statements for the year ended 31
Decem 2019

INCOPO TION

The Ban
Kenyan

domiciled in Kenya where it is incorporated as a private company limited by Shares under the
anies Act, 2015. The address of the registered off ice is set out on page 1

DIREC ATE

The Di rs who held office during the year and to the date of this report are set out on page 1. The
followin changes took place in the directorship during the year

a H rdlyne Lusui was appointed as a director on 21 December 2018

PRINCI AL ACTIVITIES

The pri cipal activities of the Bank, which is governed by the Banking Act, are the provision of banking,
f inanci I and related services.

RESU

Loss

S

2079
Kshs'000

(518,001)
(13,291)

(537,292\

2018
Kshs'000

(3 s 1, s67)

QBB_467)

(540,034)

T

ta xation

(charqe)/ credit

W

Loss r the year transferred to accumulated def icit

DIVI D

The rectors do not recommend the payment of a dividend for the year (2018: nil)

STA EMENT AS TO DISCLOSURE TO THE BANK'S AUDITOR

respect to each of the persons who is a Director at the date of approval of this report conf irms that:

here ls, so far as the Director is aware, no relevant audit information of which the Bank's auditor is
naware; and
he Director has taken all the steps that he/she ought to have taken as a Director so as to be aware of
ny relevant audit information and to establish that the Bank's auditor is aware of that information

B INESS REVIEW

Th Kenyan economy is estimated to have grown by 5.70/oin2OL9, a slight decrease from the growth of
% the previous year. This performance is against backdrop of difficult operating environment

ch racterised by reduced agricultural output and considerably weak private sector investment. The
ng sector remained resilient in the face of increased regulation focusing in the areas such as; Anti

ey Laundering and implementation of the new IFRS 9

ln ovember 2019 the Finance Act 2019 amended the banking act by repealing section 33b of the Banking
to remove the caps on interest charged on loans. lt also amended section 56 of the Banking Act to

hibit banks from increasing interest rates on credit facilities entered into while the interest rate caps
re in force. Under the circumstance unless revised down wards, the interest rates on such loans will

in fixed for the entire duration of the loans. This is expected to boost lending to the private sector

6

pecially SMEs and spur economic growth
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TED BANK OF KENYA LIMITED AND ITS SUBSIDIARIES
THE DIRECTORS (continued)

ENDED 31 DECEMBER 2019

ber 2079 the bank received Kshs 1.6 billion as capital injection from the National Treasury.
lised towards settlement of the bank's Medium Term Note of Kshs 1.52 billion which matured

on 22 Jul 2019 and the maturity was extended to 22 October 2019. An Extraordinary General Meeting
held on 30 January 2020 and approved the allotment of the additional shares to the National(EGM)

Treasury
the bank
year stra

the new capital injection. Following the capital injection of Kshs 1.5 billion in October 2019,
meets all the capital ratios except one- the total capital to risk weighted assets. The three-

c plan however envisages this position will be corrected by the year 2O2l

The Boa and management have developed a three year strategic plan for the period 2O2O-2O22 which
will see t bank turnaround from a loss making position to profitability in the next twelve months.

AUD

The Au General is responsible for the statutory audit of the Bank's books of account in accordance
with on 14 and section 39(i) of the Public Audit Act, 2004 which empowers the Auditor General to

other auditors to carry out the audit on his behalf and subject to the approval by the Central
enya in accordance with the requirements of Section 24(1) of the Banking Act of Kenya.

oung LLP, who were nominated by the Auditor General, carried out the audit of the financial
ts for the year ended 31 December 2019.

BY OR OF THE BOARD

Secre ry
lgeria

Nairo

2020
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CONSOLIDATED BANK OF KENYA LIMITED AND ITS SUBSIDIARIES
STATEMENT OF DIRECTORS' RESPONSIBILITIES
FOR THE YEAR ENDED 31 DECEMBER 2019

The Kenyan Companies Act,2o15, requires the oirictors to prepare financial statements for each
f inancial year that give a true and fair view of the financiat pJtion of the company as at the end of thefinancial year and of its profit or loss for that year. it .rrl-r.qulr.s the Directors to ensure that thecompany maintains proper accounting records that are sufficient to show and explain the transactionsof the company and disclose, with reasonable accur".Vl in.-iinancial position of the company. TheDirectors are also responsible for safeguarding the assets of the company, and for taking reasonablesteps for the prevention and detection of trauO anO error. 

- - - '

The Directors accept r.esponsibility for the preparation and presentation of these f inancial statements inaccordance with the lnternational Financial Reporting stanoaros and in the manner required by theKenyan companies Act, 2015 and the Banking Act of (."vi. in"v also accept responsibility for:

i) designing' implementing and maintaining such internal contror as they determine necessary toenable the presentation of financial statements that are free from material misstatement, whetherdue to fraud or error;
ii) selecting suitabre accounting poricies and apprying lhem consistenily; andiii) making accounting estimates and judgements thai are reasonable in the circumstances.
The Directors have considered the matters djs^c-uss_e_d in note 9 to the f inancial statements, which indicatethat the bank made an after tax loss of Kshs 53_1 million during in. v..1- ended 31 Decembe r 2ot9(201g:536 million) with accumulated losses of Kshs 2.6 billion (2oie: i.r oittion ) as at that date. Further thebank's total capital to risk weighted assets was 13.5% against a cax regulatory minimum of 14.5%.

?.\* Z \...1.....,r....... 2020 and signed on its

on 22 october 2019 the bank received a fresh capitai injection of Kshs 1.6 biilion from the NationalTreasury the majority shareholder. This enableo the'oarik to t"iir. the Medium Term Note of Kshs 1.520billion which matured on 22 July 2019 and maturity was extended to 22 october 2otg.As a result ofthis capitalinjection the bank's core capitat improved toxrnr-i.is3 biilion in December z0L9 from Kshs58 million in December 2018. The bank's capital r.uiioi irnp.ved significanUy with core capitat todeposits increasing to 13.5% trom o.7o/o in 2018, .or. .Jpit.iiJ rist weighted assets to tt.4o/ofrom o.5zoin 2018 and total capitalto risk weighted assets ratio tol'risk wliqnteo assets to 13.5% from 1% in 2018.The bank is therefore compliant with capital ralios except in. toiur capital to risk weighted assets whichis 13.5% against the regulatory minimum of t4.50/0. i 
-

The Board and manaqement have put in place a three fear strategic plan which targets to reduce theoperating losses by 640/oin2o2o and turn around to proiitaoitity in 2021. The improved capitatpositionis sufficient to enable the bank implement its business btan toi 2020 as it works with the privatisationcommission and the National rreasury to finalise tne piilaiisaiion pro..r, which is expected to bring onboard a strategic investor and enable the bank to susiainaOiyll."r, capitat for future growth.

Based on the foregoing the Board has made an assessment of the bank,s ability to continue as a goingconcern and is satisfied that it has the resources to continue in business for the foreseeable future.Furthermore, management is not aware of any materiai ,ni"ituinti.s that may cast significant doubt onthe Bank's ability to continue as a going concern. Therefore, the financial statements continue to beprepared on the going concern basis. 
i

The Directors acknowledge that the independent audit oi ,n. ,,n.n.ial statements does not relieve themof their responsibilities.

A

Dr. lyaya Wanjata
Chairman

the board of directors on

Miriam Cheroqony
Director

9
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CONSOLI
DIRECTO
FOR THE

TED BANK OF KENYA LIMITED AND ITS SUBSIDIARIES
,REMUNERATION

R ENDED 31 DECEMBER 2019

The Board establishes and approves formal and transparent remuneration polices to attract and retain both
Executive nd Non-Executive Directors. The remuneration of all Directors is subject to the guidelines issued
by the S te Corporations Advisory Committee (SCAC) on terms and conditions of service for State
Corporati NS

ln accor
and

Executi
term of

provi by

Geo
Cabine

Mana
Hardl

13 No

13N

Kiyai
Omino - Representing
Secretary National

Trustee - NSSF

Lusui-(Appointed on 21
20 1B)

nedy Otiso-( Appointed on
ember 2018)
Cherogony (Appointed on
ember 2018)

Category

Chairman Non-
Executive
Chief Executive Of ficer

Non-Executive

Non-Executive

Non-Executive

Non-Executive

Non-Executive

Non-Executive

Non-Executive

nce with the guidelines provided by the State Corporations Advisory Committee (SCAC), Salaries
neration Commission (SRC) as well as the National Treasury and other shareholders' approval

during t Annual General Meetings, the Directors are paid a sitting allowance of Kshs.20,000 for every
meeting ttended. The Directors and the Chairman are also paid a monthly retainer of Kshs. 5O,OO0 and
Kshs.1 ,000, respectively. The Directors are not eligible for membership of the pension scheme and do
not ipate in any of the Bank's bonus schemes.

Contract f Service
ln acco nce with the Kenyan Companies Act,2015 and the Capital Market Regulations of Kenya on Non-

Directors, a third of the Board is elected at every Annual General Meeting by shareholders for a

years, on rotational basis

The Ch Executive Off icer has a three-year renewable contract of service with Consolidated Bank of Kenya
Limited tarting 9 March 2015. The contract was renewed for a f urther term of three years with effect f rom
1Oth Ap ir2018

Chan to Directors' Remuneration
period, there were no changes in Directors'remuneration which is set as per the guidelines
the State Corporation Advisory Committee and the Salaries and Remuneration Commission.

During

Stat t on approval of Directors' Remuneration during the Annual General Meeting
During he Annual General Meeting held on 27 June 2Ot9, the shareholders approved the payment of
Directo 'fees for the year ended 31 December 2018 in accordance with the guidelines provided by the
State C rporations Advisory Committee and the Salaries and Remuneration Commission

The fol ing tables shows a single f igure remuneration for the CEO and Non-Executive Directors in respect of
services for the year ended 31 December 20t9 together with the comparative f igures for 2018.Thequalif yi

agg te Directors emoluments are shown in note 17

For the
2019

ended 31 December

Dr. lya Wanjala - (Appointed on
9 Nove ber 20 18)
Thoma

Gross
payments
Kshs' 000

21,580

Honorarium
Kshs' 000

1,800

550

600

265

600

600

600

627
5.535

Allowances
Kshs'OOO

627

Total
Kshs'000

2,427
21,580

852

858

1,424

2,289

1,108

2,328

1,191
34,O57

Treas
Moses heseto- Alternate to

302

258

1,r59

r,689

s08

r,728

570
6,84t

Hon usuf Chanzu (Appointed on
14N ember 2018)

han Psiwa (Appointed on

Total
cember 2018)

10

21,580
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CONSOLID
DIRECTOR
FOR THE

For the year

Dr. lyaya W
November

Thomas Kiy
George Omi
Secretary Na

Moses
Trustee - N
Dr. Raymond
October 20
Joseph Kos
October 20
Dr. Kennedy
November 2
Miriam Che

Hon. Yusuf

Dr. Nathan
December 20
Total

TED BANK OF KENYA LIMITED AND ITS SUBSIDIARIES

' REMUNERATION (Continued)
AR ENDED 31 DECEMBER 2019

November 20 8)

November 20 8)

31 December 2018

ala - (Appointed on 9
18)

- Representing Cabinet
onal Treasury

Alternate to Managing

mollo-(Term ended on 2

erm ended on 2

so-( Appointed on 13
8)
ny (Appointed on 13

anzu (Appointed on 14

iwa (Appointed on 19

F

Category

Chairman Non-
Executive
Chief Executive
Of f icer

Non-Executive

Non-Executive

Non-Executive

Non-Executive

Non-Executive

Non-Executive

Non-Executive

Non-Executive

Gross
payments
Kshs' OO0

21,980

Honorarium
Kshs'000

408

600

600

451

45L

80

80

78

Allowances Total
Kshs'000 Kshs'000

81 489

- 21,980

470 1,070

552 L,152

455 906

426 877

L92 272

62 L42

62 140

21,980 2,748 2,300 27,O28
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OF THE AUDITOR-GENERAL ON CONSOLIDATED BANK OF KENYA
FOR THE YEAR ENDED 31 DECEMBER, 2019

REPO ON THE FINANCIAL STATEMENTS

Opin

The panying financial statements of Consolidated Bank of Kenya Limited set out
15 to 92, which comprise the Group and the Bank statements of financial

as at 31 December, 2019, statements of profit or loss and other
com ensive income, statements of changes in equity and the statements of cash

on
positio

flows
other

and
acco

which
Kshs.

r the year then ended, and a summary of significant accounting policies and
anatory information, have been audited on my behalf by Ernst & Young LLP,

aud appointed under Section 23 of the Public Audit Act, 2015. The auditors have
duly rted to me the results of their audit and on the basis of their report, I am

that al! the information and explanations which, to the best of my knowledge
and be , were necessary for the purpose of the audit were obtained.

ln my ion, the financial statements present fairly, in all material respects, the
I position of Consolidated Bank of Kenya Limited as at 31 December, 2019,
its financial performance and its cash flows for the year then ended, in
nce with International Financial Reporting Standards (IFRS) and comply with

the Companies Act, 2015.

Basis Opinion

The a it was conducted in accordance with lnternational Standards of Supreme Audit
(lSSAls). I am independent of Consolidated Bank of Kenya Limited

in accordance with ISSAI 130 on Code of Ethics. I have fulfilled other
ethical responsibilities in accordance with the lSSAls and in accordance with other
ethical requirements applicable to performing audits of financial statements in Kenya.

that the audit evidence I have obtained is sufficient and appropriate to provide
a bas for my opinion.

is of Matter

Ma Uncertainty Related to Going Concern

As usly reported, I again draw attention to Note 9 to the financial statements,
indicates that the Bank incurred a net loss for the year of
,548,000;(2018-loss Kshs.540,446,000), resulting into a reported

a ulated deficit of Kshs.2,562,072,000 (2018- Kshs.2,061 ,222,000) and, as of that

Report the Auditor-General on Consolidated Bank of Kenya Limited for the year ended 3 I December, 201 9



date, the Bank had a total regulatory capital to risk weighted assets ratio of 13.5o/o
(2018: 1.00o/o) against a regulatory minimum required ratio of 14.5%. The bank
received Kshs.1.6 billion from the National Treasury, the majority shareholder on22
October, 2019. This amount was applied to settle the Medium Term Note of Kshs.1.52
billion that matured on 22 July, 2019 but extended to 22 October, 2019. The receipt
pushed the shareholding of National Treasury to 93.4 %. These conditions alongside
other matters as disclosed under the same Note are indicative of the Bank's inability
to continue as a going concern.

My opinion is not modified in respect of this matter.

Key Audit Matters

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

Other lnformation

The Directors are responsible for the other information. The other information
comprises the Bank information, corporate governance and the report of the Directors
as required by the Kenya Companies Act, 2015. The other information does not include
the financial statements and the auditor's report thereon.

My opinion on the financial statement does not cover the other information and I do not
express an audit opinion or any form of assurance conclusion thereon.

REPORT ON LAWFULNESS AND EFFECTIVENESS !N 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 resources have not been applied lawfully and in an effective way.

Basis for Conclusion

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

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 of the Audilor-General on Consolidated Bank of Kenya Limited for the year ended 3 I December, 201 9
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REPORT ON EFFECT]VENESS OF INTERNAL CONTROLS, RISK MANAGEMENT
AND OVERALL GOVERNANCE.

Concluslon

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

Basis for Conclusion

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

REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS

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

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;

ln my opinion, adequate accounting records have been kept by the Bank, so far
as appears from the examination of those records; and,

The Bank 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 financial
statements in accordance with lnternational Financial Reporting Standards and for
maintaining effective internal control as management determines is necessary to
enable the preparation of 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 management and overall governance.

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

Report of the Auditor-General on Consolidated Bank of Kenya Limitedfor the year ended 3l December, 2019
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Management is also responsible for the submission of the financial statements to the
Auditor-General in accordance with the provisions of Section 47 of the Public Audit
Act, 2015.

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 way.

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

Auditor-General's Responsibilities for the Audit

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

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

Further, in planning and performing the audit of the financial statements and audit of
compliance, I consider internal control in order to give an assurance on the
effectiveness of internal controls, risk management and overall governance processes
and systems in accordance with the provisions of Section 7(1)(a) of the Public Audit
Act, 2015 and submit the audit report in compliance with Article 229(7) of the
Constitution. My consideration of the internal control would not necessarily disclose all
matters in the internal control that might be material weaknesses under the lSSAls. A
material weakness is a condition in which the design or operation of one or more of the

ReportoftheAuditor-GeneralonConsolidatedBankof KenyaLimitedfortheyearended3l December,20l9
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internal control components does not reduce to a relatively low level the risk that
misstaternents 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:

a 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 higherthan 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, ! am required to draw attention in the auditor's report to the
related disclosures in the financial statements or, if such disclosures are
inadequate, to modify my opinion. My conclusions are based on the audit evidence
obtained up to the date of my audit report. However, future events or conditions
may cause the Bank to cease to continue as a going concern.

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

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

Perform such other procedures as I consider necessary in the circumstances

I 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.

Report of the Auditor-General on Consolidated Bank of Kenya Limitedfor the year ended 3l December, 2019
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I also provide management with a statement that I have complied with relevant ethical
requirements regarding independence, and to communicate with them all relationships
and other matters that may reasonably be thought to bear on my independence, and
where applicable, related safeguards.

AUDITOR.GENERAL

Nairobi

14 Augusl,2020

ReportoftheAuditor-GeneralonConsolidatedBankof KenyaLimitedfortheyearended3l December,20l9
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Kshs'OOO

1,276,404

2018
Kshs'000

1,401,466

13 G74,955) (758,458)
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298,292
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442,044
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XPENSE

ST INCOME
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exc nge trading income

rng rncome

INCOME

penses t7
25pense on loans and advances

pense on balances due from banking institutions 22(a)

TAXATION

CHARGE

E YEAR

EHENSIVE INCOME/(LOSS)

not be reclassified subsequent/y to profit or

on equity instruments designated at fair value
comprehensive income 27

prehensive loss that may not be reclassified to
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541,449 643,008

2079
Kshs'000

7,276,404

344,079
27,775

313 579

2018
Kshs'000

1,407,466

298,292
21,436

442,044

7,404,780

( 1,388, 179)
(368,162)
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_1549A44
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__a-t2)

220 7021

(27) (6)
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19(a) O3ED 088,467)
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(416,00s)
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Kshs

(3.57)
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CONSOLIDATED BANK OF KENYA LIMITED AND SUBSIDIARIES
GROUP STATEMENT OF FINANCIAL POSITION
AS AT 31 DECEMBER 2019

ASSETS Notes

31 December
20L9

Kshs'000

906,420
L7g,O32

2,082,370
7,369,033

271,,469

31 December
2018

Kshs'000

9tB,70g
719,420

2,t90,093
8,429,659

306,950

6,727
2,809

720,7L5
186,211

6,639

235,757
1,120,000
8,598,544

285,362
1.73 2.320

Cash and balances with Central Bank of Kenya
Balances due from banking institutions
Financial assets at amortised cost
Loans and advances to customers
Other assets
Equity instruments at fair value through other
comprehensive income
Taxation recoverable
Property and equipment and Right of Use Assets
lntangible assets
Prepaid operating lease rentals

TOTAL ASSETS

LIABILITIES AND SHAREHOLDERS' FUNDS
LIABILITIES

Deposits and balances due to banking institutions
Balances due to Central Bank of Kenya
Customer deposits
Other liabilities
Borrowings

Share capital
Revaluation surplus
Accumulated deficit
Statutory reserve
Fair value reserve

rla l.651 12,88f3i2

27
22(a)

23
24
26

27
r9(c)
2B(a)
29(a)

30

22(b)
22(c)

31
32
33

34(b)
35
36
37
38

7,378
6,204

815,734
217,542

6,469

23,874
720,000

8,77L,960
351,263

3,719,530
361,888

(2,s67,139)
473,925

6.510

TOTAL LIABILITIES 9. 937 11.95 7,977

SHAREHOLDERS' FUNDS

2,119,530
370,509

(2,067,222)
490,679

5,859

TOTAL SHAREHOLDERS' FUNDS 7,994,774 925,355

TOTAL LIABILITIES AND
SHAREHOLDERS' FUNDS rL86f.651 l.aS€ZJ3Z

The financial stat ts pages 15 to 92 were approved and authorised for issue by the Board of
Dir ..................2020 and were signed on its behalf by:

rector - Dr. lyaya Wanjala Di r - Miriam Cher ny

\, )>

CExecutive Officer - Thomas Kiyai

17

ompany Secretary -Wakonyo lgeria



CONSOLIDATED BANK OF KENYA LIMITED AND ITS SUBSIDIARIES
BANK STATEMENT OF FINANCIAL POSITION
AS AT 31 DECEMBER 2019

ASSETS

Cash and balances with Central Bank of Kenya
Balances due from banking institutions
Financial assets at amortised cost
Loans and advances to customers
Other assets
Due from subsidiary
Equity instruments at fair value through other
comprehensive income
Taxation recoverable
Property and equipment and Right of Use Assets
lntangible assets
Prepaid operating lease rentals

TOTAL ASSETS

LIABILITIES AND SHAREHOLDERS' FUNDS
LIABILITIES

TOTAL LIABILITIES

SHAREHOLDERS' FUNDS

Share capital
Revaluation surplus
Accumulated deficit
Statutory reserve
Fair value reserve

TOTAL SHAREHOLDERS' FUNDS

TOTAL LIABILITIES AND
SHAREHOLDERS'FUNDS

Deposits and balances due to banking institutions
Balances due to Central Bank of Xenya
Customer deposits
Other liabilities
Borrowings

Notes

2t
22(a)

23
24

26(a)
26(b)

27
19(c)
28(b)
2e(b)

30

22(b)
22(c)

31
32
33

34(b)
35
36
37
38

31 December
2019

Kshs'000

906,420
773,909

2,O92,370
7,369,033

277,469
77,079

7,378
6,204

810,437
21,4,942

6.469

23,814
720,000

8,777,860
350,155

3,719,530
361,888

(2,562,O72)
473,92s

5.510

1.9 .781

31 December
20LB

Kshs'000

918,709
7L9,420

2,lgo,0g3
8,429,659

306,950

6,727
2,809

720,tt5
186,217

6.639

235,757
1,120,000
8,588,s44

285,362
L,732.320

2,119,530
370,s09

(2,067,222)
490,679
5.859

9 .355

9.86 .829 77,967,977

The financial

Directors On.

LL865-6IO L2=@ZJ3a

tt*tTfil.t)ol pages 77 to 92 were approved and authorised for issue by the Board of
.....;..V...\..Y...:...\..................2020 and were signed on its behatf by:

irector - Dr. lyaya Wanjala Director - Miriam Cherogony

c
lgeria

utive Officer - Thomas Kiyai

1R

Company Secretary a nyo



'd-/_'

CONSOLIDATED BANK KENYA LIMITED AND ITS SUBSIDIARIES
GROUP STATEMENT OF NGES IN EOUITY
FOR THE YEAR ENDED DECEMBER 2019

Note

At 1 January 2018

Capital in,iection
Loss for the year Other
comprehensive loss

Transfer of excess
Deferred tax on excess iation

Transfer to stage 1

Transfer to statutory
At 31 December 2018

At 1 January 2019

Capital injection
Loss for the year
Other comprehensive

Transfer of excess
Deferred tax on excess iation

Transfer to statutory

At 31 December 2019

Share
capital

Kshs'0O0

1,619,530

s00,000

ella$0
2.1 19,530

1,600,000

3Ja9.530

19

Reval uation
surplus

Accumulated
def icit

Kshs'000

Statutory
reserve

Kshs'OO0

22s.O!

_Eeg1
490,679

Fair value
re5erve

Kshs'0O0
Total

Kshs'O00

902,295

s00,000

(s40,034)
(4t2)

63,506

Kshs'0O0

379,130 (1,368,298) 265,662 6,27r

(s40,o34)
(4L2)

12,316
(3,695)
63,506

(225,Ot7)

36

36
37
37

35
36
38

(12,316)

3,69s

.@
370,s09

(12,3 16)

3,695

36t88e

Q.9h7222)

<2,O6L,222)

:sAE
5,859

<53L,292)

12,3t6
(3,59s)
16.754

Q5il-139)

__925 45

925,3ss

651

r,600,000
(531,292)

651

(16,754\

_473 25 __ 6-510 L*29A,IA



CONSOLIDATEO BANK
BANK STATEMENT OF IN EOUITY
FOR THE YEAR ENDED 3 DECEMBER 2019

Note

At 1 January 2O18

Capital iniection
Loss for the year

Other comprehensive

Transfer of excess
Deferred tax on excess
Transfer to stage I
Transfer to statutory
At 31 December 2018

At 1 January 2019
Elimination of subsidiary
accumulated losses
Capital in,ection
Loss for the year
Other comprehensive

Transfer of excess
Deferred tax on excess

Transfer to statutory

At 31 December 2019

KENYA LIMITED AND ITS SUBSIDIARIES

1,619,530 379,130 (1,368,298) 26s,662 6,271 902,295

500,000 s00,000

(540,034) (540,034)
(412)(412)

Share
capital

Kshs'0O0

Revaluation
surplus

Kshs'0O0

(12,3 16)
3,695

Accumulated
def icit

Kshs'O00

12,3t6
(3,59s)
63,506

_ Q2s,OL7)

Q-0il222)

<z.otL222)

3,97 4

(s30,199)

12,316
(3,69s)
16.754

Statutory
reserve

Kshs'OOO

225.Ot7

_A99-fr9

490,679

Fair value
reserve

Kshs'OO0

Total
Kshs'OO0

63,506

35
36
37
37

2.l.l9.Lt0

2,1 19.530

1,600,000

_3l0to9

370,509

(12,3t6)
3,695

925.355

925,355

651

3,974
1,600,o00
(s30,199)

551

( 15.754)

+7)-925 -:6t1! LE2IEJ

5.859

5,859

36
36
37

3219,53A 36r-888 Q,562,4?)

20
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CONSOLID TED BANK OF KENYA LIMITED AND ITS SUBSIDIARIES
GROUP ST TEMENT OF CASH FLOWS

AR ENDED 31 DECEMBER 2019

Note

CASH GENERATED FROM OPERATIIONS

nerated f rom operationsCashf lows
Tax paid

Net cas s from operating activities

CASH FLOW FROM INVESTING ACTIVITIES

40(a)
19(c)

28

29

068 9201

2079
Kshs'000

1,085,606
(16,686)

2018
Kshs'000

238,380
(11,9s5)

226 425

(24,t90)
112

(36-619

500,000
(294,233)

Purchase of
Proceeds on
Purchase of

Repayment
Repayment
Repayment

Net cash u in investing activities

CASH FLOW FROM FINANCING ACTIVITIES

Proceeds f

roperty and equipment
le of property and equipment

tangible assets

issuance of shares
principal and interest on borrowings
principal portion of lease liability
interest portion on lease liability

(163,220) (60,697)

(23,689)
225

(739,757)

1,600,000
(t,835,279)
(61,20s)
(t3,797)

34
28(b)
28(b)

Net cash ( in)/from f inancing activities

NET DECREA E IN CASH AND CASH

EQUIVALENT DURING THE YEAR

CASH AND H EOUIVALENTS AT 1 JANUARY

CASH AND H EQUIVALENTS AT 31 DECEMBER

(310,281) 205,767

595,418

(853,219)

371,495

1 224 714

40(b) _(z5z-80CI (853.219)

21



CONSOLID
BANK STA

CASH

Cashf lows
Tax paid

Net c

CASH

Net cash

NET DEC

FOR THE Y

TED BANK OF KENYA LIMITED AND ITS SUBSIDIARIES
EMENT OF CASH FLOWS
AR ENDED 31 DECEMBER 2019

Note

S FROM OPERATING ACTIVITIES

ated form/ (used in operations)

s f rom/ (used in) operating activities

FROM INVESTING ACTIVITIES

Purchase of roperty and equipment
Proceeds o sale of property and equipment
Purchase of ntangible assets

Net cash us in investing activities

CASH FLOW FROM FINANCING ACTIVITIES

40(a)
19(c)

28

29

1-Q56-3Q9 226A2s

2019
Kshs'OOO

7,O72,995
(16,686)

(17,700)
226

(138.2s9)

1,600,000
(7,835,279)

(67,205)
(13.797)

2018
Kshs'000

238,380
(11,955)

(24,r90)
tL2

L36,619)

500,000
(294,233)

371,495

(7 ,224,714)

(853.219)

(155.733) (69-@l)

Proceeds fr
Repayment
Repayment
Repayment

issuance of shares
principal and interest on borrowings
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CONSOLIDATED BANK OF KENYA LIMITED AND ITS SUBSIDIARIES
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 3i DECEMBER 2019

5

5.1

REPORTING ENTITY

Consolidated Bank of Kenya Limited (The "Bank") together with its subsidiaries provides retail and
corporate banking services and insurance agency services in Kenya. Consolidated Bank of Kenya
Limited is the ultimate parent of the group.

The address of its registered office is as follows:
Consolidated Bank House, Koinange Street
P O Box 51133
Nairobi- 00200.

The consolidated financial statements for the year ended 31 December 2Ol9 were authorised for
issue in accordance with a resolution of the directors on 28 February2)Z).

BASIS OF PREPARATION

The consolidated and separate financial statements have been prepared in accordance with the
historical cost basis except f or equity instruments measured at f air value through other
comprehensive income. For Kenyan Companies Act,2015 reporting purposes, the balance sheet is

represented by the statement of financial position and the prof it and loss account by the statement
of profit or loss and other comprehensive income in these financial statements. The financial
statements are presented in Kenya Shillings (Kshs) and all values are shown in Thousands Kenya
Shillings (Kshs'000) except where otherwise indicated.

Statement of Compliance

The group financial statements of the Bank have been prepared in accordance with lnternational
Financial Reporting Standards (IFRS) as issued by the lnternational Accounting Standards Board
(IASB), the Kenyan Companies Act 2015 and the Banking Act. The preparation of f inancialstatements
in conformity with IFRS requires use of certain critical accounting estimates. lt also requires
management to exercise its judgement in the process of applying bank policies. The areas involving a

higher degree of judgement or complexity or where assumptions and estimates are signif icant are
disclosed in note B.

Presentation of Financial Statements

The Bank presents its statement of financial position in order of liquidity based on the Bank's intention
and perceived ability to recover/settle the majority of assets/liabilities of the corresponding financial
statement line item. An analysis of the expected cash flows of financial assets and liabilities and
contractual maturities as at the date of reporting is presented in note 10.8.2. Financial assets and
financial liabilities are generally reported gross in the consolidated statement of financial position
except when IFRS netting criteria are met.

Positions that are managed on a settle-to-market basis are transactions that are settled in cash before
the close of the business day and therefore the balances are no longer recognised on the statement
of financial position as an asset or a liability. The carrying amounts represent the called but not yet
settled balances. Products that the Bank manages on a Settle-to-market basis include: exchange
traded futures and options and over-the-counter interest rate and foreign currency swaps cleared
through the bank.

Changes in accounting policies and disclosures

New and amended Standards lnterpretation

ln these f inancial statements the bank has applied IFRS 16 for the first time. The nature and effect of
the changes are described in note 5.1.1 below. IFRS 16'Leases'replaces IAS 17'Leases'along with
three lnterpretations (IFRIC 4'Determining whether an Arrangement contains a Lease', SIC 15
'Operating Leases-lncentives' and SIC 27'Evaluating the Substance of Transactions lnvolving the
Legal Form of a Lease').

Several other amendments and interpretations apply for the first time in 2019, but do not have an
impact on the Bank's consolidated financial statements. The new and amended standards and
interpretations are effective for annual periods beginning on or after 1 January 2079, unless
otherwise stated. The Bank has not early adopted any standards, interpretations or amendments that
have been issued but are not yet effective.

2

3

tl
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CONSOLIDATED BANK OF KENYA LIMITED AND ITS SUBSIDIARIES
NOTES TO THE FINANCIAL STATEMENTS (continued)
FOR THE YEAR ENDED 31 DECEMBER 2019

5. Changes in accounting policies and disclosures (continued)

5.1.1 IFRS 16 - Leases

IFRS 16 supersedes IAS 17 Leases, IFRIC 4 Determining whether an Arrangement contains a Lease,
SIC-15 Operating Leases-lncentives and SIC-27 Evaluating the Substance of Transactions lnvolving
the Legal Form of a Lease. The standard sets out the principles for the recognition, measurement,
presentation and disclosure of leases and requires lessees to recognise most leases on the statement
of financial position.

The Bank adopted IFRS 16 using the modif ied retrospective method of adoption with the date of initial
application of l January 2019. Under this method, the standard is applied retrospectively with the
cumulative effect of initially applying the standard recognised at the date of initial application. The
Bank elected to use the transition practical expedient to not reassess whether a contract is or
contains a lease at 1 January 2OI9.lnstead, the Bank applied the standard only to contracts that
were previously identified as leases applying IAS 17 and IFRIC 4 at the date of initialapplication. The
bank also elected to set right of use asset equal to the lease liability as result there is no impact of
retained earnings

The Eank has lease contracts for various branches. Before the adoption of IFRS 16, the Bank
classified each of its leases (as lessee) at the inception date as either a finance lease or an operating
lease. Refer to Note 7.3.4 f or the accounting policy prior to 1 January 2019.
Upon adoption of IFRS 16, the Bank applied a single recognition and measurement approach for all
leases except for short-term leases and leases of low-value assets. Refer to Note 7.3.5 for the
accounting policy beginning 1 January 2019. The standard provides specif ic transition requirements
and practical expedients, which have been applied by the Bank.

Leases previously accounted for as operating leases
The Bank recognised right-of-use assets and lease liabilities for those leases previously classified as

operating leases, except for short-term leases and leases of low-value assets. The right-of-use assets
for most leases were recognised based on the carrying amount as if the standard had always been
applied, apart from the use of incremental borrowing rate at the date of initial application. ln some
leases, the right-of-use assets were recognised based on the amount equal to the lease liabilities,
adjusted for any related prepaid and accrued lease payments previously recognised. Lease liabilities
were recognised based on the present value of the remaining lease payments, discounted using the
incremental borrowing rate at the date of initial application.

The Bank also applied the available practical expedients wherein it:
. Used a single discount rate to a portfolio of leases with reasonably similar characteristics
. Relied on its assessment of whether leases are onerous immediately before the date of initial

a pplication
. Excluded the initial direct costs from the measurement of the right-of-use asset at the date of

initialapplication

Based on the above, as at 1 January 2Ol9:
. Right-of-use assets of Kshs 166, million were recognised and presented in the statement of

f inancial position within "Property, Equipment and Right-of-use assets".
. Additional lease liabilities of Kshs 166 million (included in "Other liabilities") were recognised.

The adoption of IFRS 16 had no impact on the Bank's retained earnings and no material impact on its
Common Equity Tier I (CET1) ratio.

The lease liabilities as at 1 January 2019 can be reconciled to the operating lease commitments as
of 31 December 2018, as follows:

Operating lease commitments as at 31 December 2018 267,9O4
Weighted Average incremental Borrowing rate 1 January 2019 13%

Discounted operating lease commitments 1 January 2019 171,150
Less
Commitments relating to short term leases 1,903
Commitments relating to leases of low value assets 1,411
Add
Lease payments relating to renewal periods not included in the operating lease as at
31 December 2Ol8
Lease liabilities as at 1 January 2019 167,836
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CONSOLIDATED BANK OF KENYA LIMITED AND ITS SUBSIDIARIES
NOTES TO THE FINANCIAL STATEMENTS (continued)
FOR THE YEAR ENDED 31 DECEMBER 2019

5. Changes in accounting policies and disclosures (continued)

5.1.2 IFRIC lnterpretation 23 Uncertainty over lncome Tax Treatment. The lnterpretation addresses the
accounting for income taxes when tax treatments involve uncertainty that affects the application of
IAS 12 lncome Taxes. lt does not apply to taxes or levies outside the scope of IAS 12, nor does it
specifically include requirements relating to interest and penalties associated with uncertain tax
treatments. The lnterpretation specif ical ly addresses the following:
. Whether an entity considers uncertain tax treatments separately
. The assumptions an entity makes about the examination of tax treatments by taxation authorities
. How an entity determines taxable profit (tax loss), tax bases, unused tax losses, unused tax

credits and tax rates
. How an entity considers changes in facts and circumstances

The Bank applies signif icant judgement in identifying uncertainties over income tax treatments. Since
the Bank operates in a complex environment, it assessed whether the lnterpretation had an impact
on its consolidated financial statements. Upon adoption of the lnterpretation, the Bank considered
whether it has any uncertain tax positions, particularly those relating to transfer pricing. The Bank
determined, based on its tax compliance and transfer pricing study, that it is probable that its tax
treatments (including those for the subsidiaries) will be accepted by the taxation authorities. The
lnterpretation did not have an impact on the consolidated f inancial statements of the Bank.

5.1.3 Amendments to IFRS 9: Prepayment Features with Negative Compensation
Under IFRS 9, a debt instrument can be measured at amortised cost or at fair value through other
comprehensive income, provided that the contractual cash f lows are'solely payments of principal and
interest on the principal amount outstanding'(the'SPPI'criterion) and the instrument is held within
the appropriate business model for that classification. The amendments to IFRS 9 clarify that a

f inancial asset passes the SPPI criterion regardless of the event or circumstance that causes the early
termination of the contract and irrespective of which party pays or receives reasonable compensation
for the early termination of the contract. Early termination can result from a contractual term or f rom
an event outside the control of the parties to the contract, such as a change in law or regulation
leading to the early termination of the contract. Where the prepayment is made at current fair value
or at an amount that includes the fair value of the cost to terminate an associated hedging
instrument(s), the Bank assesses the specif ic contractual cash f lows for the relevant debt instruments
in order to determine whether they meet the SPPI criterion. These amendments had no impact on the
consolidated financial statements of the Bank.

5.1.4 Amendments to IFRS 9: Prepayment Features with Negative Compensation

lnterest Rate Benchmark Reform: Amendments to IFRS 9, IAS 39 and IFRS 7 lnterest Rate Benchmark
Relorm Amendments to IFRS 9, IAS 39 and IFRS 7 includes a few reliefs, which apply to all hedging
relationships that are directly affected by interest rate benchmark reform. A hedging relationship is

affected if the reform gives rise to uncertainties about the timing and or amount of benchmark based
cash flows of the hedged item or the hedging instrument.
As indicated in the accountlng policies, the Bank elected, as a policy choice permitted under IFRS 9,
to continue to apply hedge accounting in accordance with IAS 39. IAS 39 requires that for cash flow
hedges, a f orecast transaction must be highly
probable. IAS 39 also requires that a hedging relationship only qualifies for hedge accounting if the
hedging relationship is highly effective in achieving offsetting changes in fair value or cash flows
attributable to the hedged risk. The assessment of hedge effectiveness is made prospectively and
retros pectivel y.
As a result of interest rate benchmark reform, there may be uncertainties about the timing and or
amount of benchmark-based cash flows of the hedged item or the hedging instrument during the
period before the replacement of an existing interest rate benchmark with an alternative nearly risk-
free interest rate (an RFR). This may lead to uncertainty whether a forecast transaction is highly
probable and whether prospectively the hedging relationship is expected to be highly effective.

Early adoption of standards

The Bank did not early-adopt any new or amended standards in 2079

The principal accounting policies applied in the preparation of the financial statements are set out
below. These policies have been applied consistently, except the adoption of the new standards (IFRS
16).
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CONSOLIDATED BANK OF KENYA LIMITED AND ITS SUBSIDIARIES
NOTES TO THE FINANCIAL STATEMENTS (continued)
FOR THE YEAR ENDED 31 DECEMBER 2019

6.O Basis of Consolidation

The consolidated financial statements comprise the financial statements of the Bank and its
subsidiaries as at 31 December 201,9. Consolidated bank consolidates a subsidiary when it controls
it. Control is achieved when the Bank is exposed, or has rights, to variable returns from its
involvement with the investee and has the ability to affect those returns through its power over the
investee. When assessing whether it has power over an investee and therefore controls the
variability of its returns, the Bank considers all relevant facts and circumstances, including; the
purpose and design of the investee, the relevant activities and how decisions about those activities
are made and whether the Bank can direct those activities, contractual arrangements such as call
rights. put rights and liquidation rights, whether the Bank is exposed, or has rights, to variable returns
from its involvement with the investee, and has the power to affect the variability of such returns

When necessary, adjustments are made to the financial statements of subsidiaries to bring their
accounting policies in line with the Bank's accounting policies. All intra-group assets, liabilities, equity,
incom€, expenses and cash flows relating to transactions between members of the Bank are
eliminated in full on consolidation. Disclosures for investment in subsidiaries, structured entities,
securitisations and asset management activities are provided in Note 41.

lnvestments in subsidiary companies

lnvestments in subsidiary companies are stated at cost less impairment loss where applicable. The
dormant subsidiaries listed in note 41 have no assets and liabilities and are at nil value. Details of the
subsidiaries and how they are related to the bank are separately disclosed in note 36.

7 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

7.t lnterest income and expense

lnterest income is recorded using the effective interest rate (ElR) method f or all f inancial instruments
measured at amortised cost. lnterest expense is also calculated using the EIR method for all financial
liabilities held at amortised cost. The EIR is the rate that exactly discounts estimated future cash
receipt$ through the expected life of the f inancial instrument or, when appropriate, a shorter period,
to the net carrying amount of the financial asset.

The EIR (and therefore, the amortised cost of the asset) is calculated by taking into account any
discount or premium on acquisition, fees and costs that are an integral part of the ElR. The Bank
recognises interest income using a rate of return that represents the best estimate of a constant rate
of return over the expected life of the loan. Hence, it recognises the ef fect of potentially dif ferent
interest rates charged at various stages, and other characteristics of the product life cycle (including
prepayments, penalty interest and charges).

lf expectations regarding the cash flows on the financial asset are revised for reasons other than
credit risk, the adjustment is booked as a positive or negative adjustment to the carrying amount of
the asset in the Statement of financial position with an increase or reduction in interest income. The
adjustment is subsequently amortised through lnterest and similar income in the income statement.

The Bank calculates interest income by applying the EIR to the gross carrying amount of financial
assets other than credit-impaired assets. When a financial asset becomes credit-impaired and is,
therefore, regarded as 'Stage 3', the Bank calculates interest income by applying the effective
interest rate to the net amortised cost of the financial asset. lf the financial assets cures and is no
longer credit-impaired, the Bank reverts to calculating interest income on a gross basis. Previously
unrecognised interest revenue of a cured previously credit impaired f inancial asset are recognised as
a reversal of an impairment loss.

The average effective interest on financial assets held at amortised cost and loans and advances to
customers are disclosed under notes 23 and 24 respectively.

7.2 Fees and commissions income and other fees and commissions expense

The Bank earns fee and commission income f rom a diverse range of financial services it provides to
its customers. Fee and commission income is recognised at an amount that ref lects the consideration
to which the Bank expects to be entitled in exchange for providing the services. The performance
obligationrs, as wellas the timing of their satisfaction, are identified, and determined, at the inception
of the contract.

When the Bank provides a service to its customers, consideration is recovered immediately upon
satisfaction of a service provided at a point in time or at the end of the contract period for a service
provided over time
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CONSOLIDATED BANK OF KENYA LIMITED AND ITS SUBSIDIARIES
NOTES TO THE FINANCIAL STATEMENTS (continued)
FOR THE YEAR ENDED 31 DECEMBER 2019

7 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONtiNued)

7.2 Fees and commissions income and other fees and commissions expense (continued)

Services provided where the Bank's performance obligations are satisfied at a point in time are
recoqnised once control of the services is transferred to the customer. This is typically on completion
of the underlvinq transaction or service or, for fees or components of fees that are linked to a certain
oerformance. atter fulfillino the corresoondino oerformance criteria. These include fees and
bommissions arisino from neootiatino or participatiho in the neootiation of a transaction for a third
oartv, such as the-arranoem-ent/oarticipation or neqotiation of the acquisition of shares or other
becurities, or the purchase or sale of businesses, brolierage and underwriting fees The Bank typically
has a single performance obligation with respect to these services, which is to successfully complete
the transaction specified in the contract.

7.3 Property, Equipment and Right of use Assets

Property and equipment are stated at cost or as professionally re-valued from time to time less
accumulated depreciation and any accumulated impairment losses respectively. Cost comprises
expenditure initially incurred to bring the asset to its location and condition ready for its intended use
and directly attributable to the acquisition of the asset. The Bank's policy is to regularly revalue
property and equipment at least every five years to ensure that the carrying amount is not materially
different f rom its fair value.

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 Group and the cost can be reliably measured. The carrying amount of the replaced part is
derecognised. All other repairs and maintenance are recognised in prof it or loss during the f inancial
year in which they are incurred.

Any increase arising on the revaluation is recognised in other comprehensive income and accumulated
in the revaluation surplus. Decreases that offset previous increases of the same asset are recognised
in other comprehensive income and charged against the revaluation surplus; all other decreases are
charged to profit or loss.

Addition and disposal

The addition and disposal or decommissioning of property and equipment and intangible assets is done
on the date of the acquisition and the date otthe disposal respectively.

7.3.2 Depreciation

Depreciation is calculated on a straioht-line basis at annual rates estimated to write off the cost of each
asset or the revalued amounts, to it-s residual values over its estimated useful life as follows:

yea rs
years or lease period if shorter
yea rs
VEA TS
0 years or land lease period if shorter

5
o

3
4
4

7.3.3

7 .3.4

Fixtures, fittings, equipment & ATMs
Leasehold improvements
Computers
Motor vehicles
Buildings

Land is not depreciated as it is deemed to have an indefinite life.

The depreciation charge to profit and loss is based on the carrying amounts of lhe property and
equipment. The excesi of this charge over that based on the historical cost of the property and
equipment is released each year frornthe revaluation surplus to retained earnings.

lntangible assets - computer software costs

Costs incurred on computer software are initially accounted for at cost and subsequently at cost less
anv accumulated amortisation and accumulated impairment losses. Amortisation is calculated on a
straight-line basis over the estimated useful lives nol exceeding a period of 5 years.

Leases (Policy applicable before 1 January 2Ol9)
The determination of whether an arrangement is a lease, or contains a lease, is based on the substance
of the arranoement and reouires an -assessment of whether the fulfilment of the arranqement is
dependent on'tne use of a spe'cif ic asset or assets or whether the arrangement conveys a right to use the
a sset.

Bank as Lessee
Leases that do not transfer to the Bank substantiallv all the risks and benefits incidental to ownership of
the leased items are operatinq leases. Operating lease payments are recognised as an expense in the
income statement on a straiqht-line basis over the lease term. Contingent rental payable is recognised as
an expense in the period in which they it is incurred.

The Bank as /essor

Leases where the Bank does not transfer substantially all of the risk and benefits of ownership of the
asset are classified as operatinq leases. Rental income is recorded as earned based on the contractual
terms of the lease in othbr operating income. lnitialdirect costs incurred in negotiating operating leases
are added to the carrvino amount of the leased asset and recoonised over the lease term on the same
basis as rental incom'e. Contingent rents are recognised as reivenue in the period in which they are
ea rned.
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CONSOLIDATED BANK OF KENYA LIMITED AND ITS SUBSIDIARIES
NOTES TO THE FINANCIAL STATEMENTS (continued)
FOR THE YEAR ENDED 31 DECEMBER 2019

7

7.3.5

7.3.6

7.3.7

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Leases (Policv aoplicable af ter 1 Januarv 2Ol9)
The Bank assessbs at contract inception whether a contract is, or contains, a lease. That is, if the
contract conveys the right to control the use of an identified asset for a period of time in exchange
for consideration.

The Bank as /essee

The Bank applies a single recognition and measurement approach f or all leases, except for short-term
leases and leases of low-value assets. The Bank recognises lease liabilities to make lease payments
and right-of-use assets representing the right to use the underlyinq assets.

Riqht-of-use assets
Th-e Bank recoqnises riqht-of-use assets at the commencement date of the lease (i.e., the date the
underlvino assdt is avail-able for use). Rioht-of-use assets are measured at cost, less anv accumulated
deoreciation and impairment losses, andadiusted f or anv remeasurement of lease liabi[ities. The cost
of 'rioht-of -use assets includes the amount of lease liabilities recoqnised, initial direct costs incurred,
and lease payments made at or before the commencement date ]ess any lease incentives received.
Right-of-use assets are depreciated on a straight-line basis over the lease term.

Lease liabilities
At the commencement date of the lease, the Bank recognises lease liabilities measured at the present
value of lease payments to be made over the lease terrh. The lease payments include f ixed payments
(less anv lease incentives receivable), variable lease payments that depend on an index or a rate, and
amounts expected to be paid under residual value guarantees. The lease payments also include the
exercise price of a purchase option reasonably certaln to be exercised by the Bank and payments of
penalties for terminating the lease, if the lease term ref lects exercising the option to terminate.

Variable lease payments that do not depend on an index or a rate are recognised as expenses in the
period in which the event or condition that triggers the payment occurs.

Bank as a lessor
Leases in which the Bank does not transfer substantially all the risks and rewards incidental to
ownership of an asset are classified as operating leases. Rental income arising is accounted for on a
straioht-line basis over the lease terms and is iricluded in revenue in the statement of profit or loss
due fo its ooeratino nature. lnitial direct costs incurred in neootiatino and arranoino an operatine
lease are added to the carrvino amount of the leased asset and iecooniSed over the-lease term on the
same basis as rental incom'e. Contingent rents are recognised as revenue in the period in which they
are earned.

Estimatino the incremental borrowinq rate
The Bank-cannot readilv determine-the interest rate implicit in the lease, therefore, it uses its
incremental borrowinq rate ('lBR') to measure lease liabilities. The IBR is the rate of interest that the
Eank would have to pay to borrow over a similar term, and with a similar security, the funds necessary
to obtain an asset of a similar value to the riqht-of-use asset in a similar economic environment. The
IBR therefore reflects what the Bank 'wodld have to pay', which requires estimation when no
observable rates are available (such as for subsidiaries that do not enter into financinq transactions)
or when thev need to be adiusted to ref lect the terms and conditions of the lease, The 6ank estimates
the lBR using observable inbuts (such as market interest rates) when available and is required to make
certain entity-specific adjustments (such as the subsidiary's stand-alone credit rating, or to reflect
the terms and conditions of the lease).
IFRS

lmpairment of non-f inancial assets

At the reportinq date, the Bank reviews the carryinq amount of its tangible and intangible assets to
determinb whether th'ere is any indication that th'ese assets have suffered an impairment loss.

lf obiective evidence on impairment losses exists, the recoverable amount of the asset is estimated
in order to determine the extent of the impairment loss. The carrvinq amount of the asset is reduced
throuqh the use of an allowance account and the amount of the loss iS recognised in the prof it or loss.
ln cases where the asset is carried at revalued amount, the impairment loss is treated as a revaluation
decrease. ln determining the recoverable amount, the Bank considers the higher of the fair value of
the asset less costs to sett, and value in use. ln estimatinq value in use, the 6ank is cognisant of the
estimated future cash flows discounted to the present value using a pre-tax discount rate that is
reflective of the current market assessment of time value of money and the risks specif ic to the asset
itself .

lntangible assets with indefinite useful life are tested for impairment annually, and when there is
indication that the asset may be impaired.

Where impairment loss subsequently reverses, the carrying amount of the asset (or cash-generating
unit) is increased to the revised estimate of its recoverable amount, but so that the increased carrying
amount does not exceed the carryinq amount that would have been determined had no impairment
loss been recognised, unless such asSet is carried at revalued amount, in which case the reversal of
the impairment loss is treated as revaluation income.
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CONSOLIDATED BANK OF KENYA LIMITED AND ITS SUBSIDIARIES
NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

FOR THE YEAR ENDED 31 DECEMBER 2019

7 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

7 .4 Foreign currencies

7.4.1 Functional and presentation currency

The financial statements of the Bank are measured using the currency of the primary economic
environment in which the Bank operates ('the functional currency'). The financial statements are
presented in Kenya shillings, which is the Bank's functional and presentation currency. Except as
indicated, financial information presented in Kenya shillings has been rounded to the nearest thousand
(Kshs'000).

7.4.2 f ransactions and balances
Foreign currency transactions that are transactions denominated, or that requires settlement, in a
foreign currency are translated into the functional currency using the exchange rates prevailing at the
dates of the transactions. At the reporting date, monetary items denominated in foreign currencies are
retranslated at the rates prevailing at that date. Non-monetary items carried at fair value that are
denominated in foreign currencies are retranslated at the rates prevailing at the date when fair value
was determined. Non-monetary items that are measured in terms of historical cost in a foreign currency
are not retranslated.
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 through prof it or loss.

7.4.3 Foreign exchange contracts

Foreign exchange contracts include open spot contracts and foreign exchange forward contracts.
These instruments are valued by either observable foreign exchange rates and observable or calculated
forward points. These forwards and spot contracts are in foreign exchange deals carried out in the
interbank markets. These are held for risk management purposes and therefore include hedges that
are economic hedges, but do not meet the hedge accounting requirements. Most of the trading portf olio
is within the Bank's investment banking division (Treasury Department) and is treated as trading risk
for risk management purposes.

7.5 Taxation

7.5.1 Current tax
Current income tax assets and liabilities are measured at the amounts expected to be recovered from
or paid to the taxation authorities. The tax rates and tax laws used to compute the amount are those
that are enacted or substantively enacted at the reporting date. Current income tax relating to items
recognised outside profit or loss is recognised outside profit or loss. Current income tax items are
recognised in correlation to the underlying transaction either in profit or loss, other comprehensive
income or directly in equity.

7.5.2 Deferred income tax

Deferred income tax is provided using the liability method on temporary differences between the tax
bases of assets and liabilities and their carrying amounts for financial reporting purposes at the
reporting date. Deferred tax liabilities are recognised for alltaxable temporary differences, except:

(i) where the deferred tax liability arises f rom the initial recognition of goodwill or of an asset or liability
in a transaction that is not a business combination and, at the time of the transaction, af f ects neither
the accounting prof it nor taxable prof it or loss; and

(ii) in respect of taxable temporary differences associated with investments in subsidiaries, associates
and interests in joint ventures, where the timing of the reversalof the temporary differences can be
controlled and it is probable that the temporary differences will not reverse in the foreseeable
future.
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7

7.5

7.5.2

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Taxation (Continued)

Deferred income tax (continued)

Deferred income tax assets are recognised for all deductible temporary differences, carry forward
of unused tax credits and unused tax losses, to the extent that it is probable that taxable profit will
be available against which the deductible temporary differences, and the carry forward of unused
tax credits and unused tax losses can be utilised except:

(i) where the deferred tax asset relating to the deductible temporary difference arises from the
initial recognition of an asset or liability in a transaction that is not a business combination and,
at the time of the transaction, affects neither the accounting profit nor taxable profit or loss;
and

(iii) in respect of deductible temporary differences associated with investments in subsidiaries,
associates and interests in joint ventures, deferred tax assets are recognised only to the extent
that it is probable that the temporary differences will reverse in the foreseeable future and
taxable prof it will be available against which the temporary dif ferences can be utilised.

The carrying amount of deferred tax assets is reviewed at each reporting date and reduced to the
extent that it is no longer probable that sufficient taxable profit will be available to allow all or part
of the deferred tax asset to be utilised. Unrecognised deferred tax assets are reassessed at each
reporting date and are recognised to the extent that it has become probable that future taxable
prof it will allow the deferred tax asset to be recovered.

Deferred tax assets and liabilities are measured at the tax rates that are expected to apply to the
year when the asset is realised or the liability is settled, based on tax rates (and tax laws) that have
been enacted or substantively enacted at the end of reporting period. Deferred income tax relating
to items recognised outside prof it or loss is recognised outside profit or loss. Deferred tax items are
recognised in correlation to the underlying transaction either in prof it or loss, other comprehensive
income or directly in equity.

Deferred tax assets and deferred tax liabilities are offset if a legally enforceable right exists to set
off current tax assets against current tax liabilities and the deferred taxes relate to the same taxable
entity and the same taxation authority. The Finance Act 2015 varied the period to carry forward
the tax losses from 5 years to 1O years.

Value Added Tax
Revenues, expenses and assets are recognised net of the amount of value added tax except where
the value added tax incurred on a purchase of assets or services is not recoverable from the Kenya
Revenue Authority (KRA), in which case the value added tax is recognised as part of the cost of
acquisition of the asset or as part of the expense item as applicable; and receivables and payables
that are stated with the amount of value added tax included.

The net amount of value added tax recoverable f rom, or payable to tax authorities is included as
part of receivables or payables in the statement of financial position.
Financial instruments

A f inancial asset or liability is recognised when the Bank becomes party to the contractual provisions
of the instrument.

Financial instruments

Date of initial recognition

Financial assets and liabilities, with the exception of loans and advances to customers and balances
due to customers, are initially recognised on the trade date, i.e., the date that the Bank becomes a
party to the contractual provisions of the instrument. This includes regular way trades: purchases
or sales of f inancial assets that require delivery of assets within the time f rame generally established
by regulation or convention in the market place. Loans and advances to customers are recognised
when funds are disbursed to the customers'accounts. The Bank recognises balances due to
customers when funds are transferred to the Bank.

lnitial measurement of financial instruments
The classification of financial instruments at initial recognition depends on their contractual terms
and the business modelfor managing the instruments, as described in Notes 7.6.4to7.6.9
The classification of financial instruments at initial recognition depends on their contractual terms
and the business model for managing the instruments. Financial instruments are initially measured
at their fair value except in the case of financial assets and financial liabilities recorded at FVPL,
transaction costs are added to, or subtracte-d f rom, this amount.

JO
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7.6.4

7.6.5

7.6.6

7.6.7

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONtiNuEd)

Financial instruments (continued)

Day 1 prof it or loss
When the transaction price of the instrument differs from the fair value at origination and the fair
value is based on a valuation technique using only inputs observable in market transactions, the
Bank recognises the difference between the transaction price and fair value in net trading income.
ln those cases where fair value is based on models for which some of the inputs are not observable,
the difference between the transaction price and the fair value is deferred and is only recognised in
profit or loss when the inputs become observable, or when the instrument is derecognised

Classif ication and measurement

The Bank classifies allof its financialassets based on the business model for managing the assets
and the asset's contractual terms, measured at either:
. Amortised cost, as explained in Note 7.6.5
. FVOCI, as explained in Note 7.6.8

Financial liabilities, other than loan commitments and financial guarantees, are measured at
amortised cost or at FVPL when they are held for trading.

Due from banks,loans and advances to customers, financial investments at amortised cost

The Bank measures Due from banks, Loans and advances to customers and other financial
invesfments at amortised cost only if both of the following conditions are met:

. The financialasset is held within a business modelwith the objective to hold financial assets in

order to collect contractual cash f lows
. The contractual terms of the financial asset give rise on specif ied dates to cash f lows that are

solely payments of principal and interest (SPPI) on the principal amount outstanding

An analysis of the gross carrying amount, maximum exposure to credit risk based on the bank's
internal credit grading system and year end classif ication and the corresponding ECLs for the loans
and advances to customers and balances due f rom other banking institutions is shown in note 10.6.

Business model assessment
The Bank determines its business model at the level that best reflects how it manages groups of
f inancial assets to achieve its business objective:
. fhe risks that affect the performance of the business model (and the financial assets held

within that business model) and, in particular, the way those risks are managed
. How managers of the business are compensated (for example, whether the compensation is

based on the fair value of the assets managed or on the contractual cash flows collected)

The expected frequency, value and timing of sales are also important aspects of the Bank's
assessment. The business model assessment is based on reasonably expected scenarios without
taking'worst case' or'stress case'scenarios into account. lf cash flows after initial recognition are
realised in a way that is different from the Bank's originalexpectations, the Bank does not change
the classification of the remaining financial assets held in that business model, but incorporates
such information when assessing newly originated or newly purchased financial assets going
f orward.

SPPI Test
As a second step of its classification process the Bank assesses the contractual terms of financial
assets to identify whether they meet the SPPI test. Principal'for the purpose of this test is def ined
as the fair value of the financial asset at initial recognition and may change over the life of the
financial asset (for example, if there are repayments of principal or amortisation of the
premium/discount). The most significant elements of interest within a lending arrangement are
typically the consideration for the time value of money and credit risk. To make the SPPI

assessment, the Bank applies judgement and considers relevant factors such as the currency in

which the financialasset is denominated, and the period for which the interest rate is set.
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7.6.9

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Financial instruments (continued)

Equity instruments at FVOCI

The bank holds quoted equity shares and has elected to classify this as equity instruments at
FVOCI. Gains and losses on these equity instruments are recognised through other comprehensive
income. Dividends are recognised in prof it or loss as other operating income when the right of the
payment has been established. Equity instruments at FVOCI are not subject to an impairment
assessment.

Debt issued and other borrowed funds
After initial measurement, debt issued and other borrowed funds are subsequently measured at
amortised cost. Amortised cost is calculated by taking into account any discount or premium on
issue f unds, and costs that are an integral part of the ElR. A compound f inancial instrument which
contains both a liability and an equity component is separated at the issue date.

The bank issued a medium term note of seven years in July 2072. The medium-term notes issued
by the bank do not have a conversion, write down or call option. The details of the of the medium-
term notes are disclosed in note 33

Financial assets and financial liabilities at fair value through profit or loss
Financialassets and financial liabilities in this category are those that are not held for trading and
have been either designated by management upon initial recognition orare mandatorily required
to be measured at fair value under IFRS 9. Management only designates an instrument at FVPL
upon initial recognition when one of the following criteria are met. Such designation is determined
on an instrument-by-instrument basis:

. The designation eliminates, or significantly reduces, the inconsistent treatment that would
otherwise arise from measuring the assets or liabilities or recognising gains or losses on them
on a dif ferent basis or

. The liabilities (and assets until 1 January 2018 under IAS 39) are part of a group of financial
liabilities (or f inancial assets, or both under IAS 39), which are managed and their performance
evaluated on a fair value basis, in accordance with a documented risk management or
investment strategy or

. The liabilities (and assets until l January 2018 under IAS 39) containing one or more
embedded derivatives, unless they do not significantly modify the cash flows that would
otherwise be required by the contract, or it is clear with little or no analysis when a similar
instrument is first considered that separation of the embedded derivative(s) is prohibited

lmpairment of Financial assets

Over view of the expected credit loss - ECL principle
The adoption of IFRS t has fundamentally changed the Bank's loan loss impairment method by
replacing IAS 39's incurred loss approach with a forward-looking ECL approach. From l January
20i8, the Bank has been recording the allowance for expected credit losses for all loans and other
debt f inancial assets not held at FVPL, together with loan commitments and f inancial guarantee
and letters of credit contracts, in this section all referred to as'financial instruments'. Equity
instruments are not subject to impairment under IFRS 9.

The ECL allowance is based on the credit losses expected to arise over the life of the asset (the
lifetime expected credit loss or LTECL), unless there has been no significant increase in credit risk
since origination, in which case, the allowance is based on the 12 months'expected credit loss
(12mECL). The Bank's policies for determining if there has been a significant increase in credit risk
are set out in note 10.6.

7.7.1
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7.7 lmpairment of Financial assets (continued)

7.7.2 ECLs

The Bank has established a policy to perform an assessment, at the end of each reporting period,
of whether a financial instrument's credit risk has increased significantly since initial recognition,
by considering the change in the risk of default occurring over the remaining life of the financial
inst rument.

Based on the above process, the Bank groups its loans into Stage 1, Stage 2, Stage 3 as described
below:

Staging lnternal Rating Description

Stage 1

Stage 2

Stage 3

Performing

Significant increase in credit risk

Non-performing

12 Months Basel lll
PD range

0.00% - 0.s0%

0.50% ' 17.7Yo

17.7Yo' 100.00%

External Rating
Equivalent
Very Good

Good

Bad

Stage 1: These are f inancial instruments that are perf orming in accordance with contractual terms
and are expected to continue to do so since there are no signs or deterioration in credit risk or
circumstances of the borrower f rom initial recognition. The bank recognises impairment allowance
based on 12 months ECL.

Stage 2: These are financial instruments that have exhibited potential weaknesses which may if
not corrected weaken the asset. The financial instruments have shown significant increase in
credit risk and hence the bank recognises impairment allowance on the life time ECL

Stage 3: These financial instruments that are credit impaired. The bank considers financial
instruments credit impaired when the borrower becomes 90 days past due on its contractual
payments. Other qualitative considerations include existence of events and circumstances that
indicates that the borrower is unlikely to pay.

Calculation of ECL

The key components and the mechanics behind the computation of the ECL are outlined below

PD: The probability of default is an estimate of the likelihood of default over a given time horizon.
A default may only happen at a certain time over the assessed period, if the facility has not been
previously derecognised and is still in the portfolio. The bank models its PDs at sector level using
survival analysis over a def ined period.

EAD: Exposure at Default is an estimate of the exposure at a future default date, taking into
account expected changes in the exposure after the reporting date, including repayments of
principal and interest, whether scheduled by contract or otherwise, expected drawdowns on
committed facilities, and accrued interest from missed payments.

LGD: The Loss Given Default is an estimate of the loss arising in the case where a default occurs
at a given time. lt is based on the dif ference between the contractual cash f lows due and those
that the lender would expect to receive, including from the realisation of any collateral. lt is usually
expressed as a percentage of the EAD.

The PD and LGD investment in government securities and bonds are considered negligible,
approximatinq O%. These are risk free instruments and there is no historical loss situation.

Undrawn Loan commitments guarantees and letters of credit
When estimating LTECLS for undrawn loan commitments, the Bank estimates the expected portion
of the loan commitment that will be drawn down over its expected life. Details of the gross carrying
exposure and the corresponding ECL are disclosed in note 5(a).
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7.7.3

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

lmpairment of Financial assets (continued)

Forward looking information

The bank has included a forward looking macro-economic overlay in its ECL model. The bank relies
on the following economic indicators to develop. The bank adopts the following data sets for analysis
of macroeconomic over lay;

Historical industry and Bank's non-performing loans
Historical macroeconomic statistics. The adopted macroeconomic factors include;
. Gross Domestic Product - GDP
. lnflation - consumer price index
. Exports
. Lending rates
. Exchange rates - effective

Forecast macroeconomic data
This is then regressed against Banks Non-performing loans in order to determine a relationship with
the Macro economic variables.

To eliminate biasness and ensure there is probability weighting, the bank adopts base, worst and
best-case forecasts adjustment factors to obtain a probability weighted PD. The weights are
determined based on coef ficient of determination (R2). R2 provides the Base while an even split of
1-R2 provides the weights for best and worst-case scenarios.

Collateral valuation
To rnitigate its credit risks on financialassets, the Bank seeks to use collateral, where possible. The
collateral comes in various forms, such as cash, securities, letters of credit/guarantees, real estate,
receivables, inventories, other non-financial assets and credit enhancements such as netting
agreements. The Bank's accounting policy for collateral assigned to it through its lending
arrangements under IFRS 9 is the same is it was under IAS 39. The fair value of collateral affects
the calculation of ECLs. The fair value of collateral values is disclosed in note 10.6.

Write off
The Bank's accounting policy under IFRS 9 remains the same as it was under IAS 39. Financial assets
are written off either partially or in their entirety only when the Bank has stopped pursuing the
recovery i.e. after exhausting all recovery efforts. lf the amount to be written off is greater than the
accumulated loss allowance, the difference is charged to the profit and loss account. Any
subsequent recoveries are recognised as income through the profit and loss account.

Financial liabilities and equity instruments issued by the Bank

a) Classif ication and measurement

Debt and equity instruments are classified as either f inancial liabilities or as equity in accordance
with the substance of the contractual arrangement.

i) Equity instrumenfs

An equity instrument is any contract that evidences a residual interest in the assets of an
entity af ter deducting all of its liabilities. Equity instruments issued by the Bank are recorded
at the proceeds received, net of direct issue costs.

ii) Other financial liabilities

Other financial liabilities, including borrowings, are initially measured at fair value, net of
transaction costs.

Other financial liabilities are subsequently measured at amortised cost using the effective
interest method, with interest expense recognised on an ef fective yield basis. The effective
interest method is a method of calculating the amortised cost of a f inancial liability and of
allocating interest expense over the relevant period. The effective interest rate is the rate
that exactly discounts estimated future cash payments through the expected life of the
financial liability. or (where appropriate) a shorter period, to the net carrying amount on
initial recognition.

7.7.4

7.8
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SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Financial liabilities and equity instruments issued by the Bank

b) Derecognition of f inancial liabilities

A financial liability is derecognised when the obligation under the liability is discharged or
cancelled or expires. Where an existing financial liability is replaced by another from the same
lender on substantially different terms, or the terms of an existing liability are substantially
modif ied, such an exchange or modification is treated as a derecognition of the original liability
and the recognition of a new liability. The difference between the carrying value of the original
financial liability and the consideration paid is recognised in profit or loss. The Bank
derecognises financial liabilities when, and only when, the Bank's obligations are discharged,
cancelled or they expire.

c) Of f setting

Financial assets and liabilities are offset and stated at net amount in the statement of financial
position when there is a legally enforceable right to set off, and there is an intention to settle
on a net basis or realise the asset and settle the liability simultaneously.

d) Provisions

A provision is recognised if, as a result of a past event, the Bank has a present legal or
constructive obligation that can be estimated reliably, and it is probable that an outflow of
economic benefits will be required to settle the obligation. Provisions are determined by
discounting the expected future cash flows at a pre-tax rate that reflects current market
assessments of the time value of money and, where appropriate, the risks specific to the
liability.

Revolving credit facil ities

The Bank's product offering includes a variety of corporate and retail overdraft and revolving loan
facilities, in which the Bank has the right to canceland/or reduce the facilities with one day's notice.
The Bank does not limit its exposure to credit losses to the contractual notice period, but, instead
calculates ECL over a period that reflects the Bank's expectations of the customer behaviour, its
likelihood of default and the Bank's future risk mitigation procedures, which could include reducing
or cancelling the facilities. Based on past experience and the Bank's expectations, the period over
which the Bank calculates ECLs for these products, is five years for corporate and seven years for
retail products. The interest rate used to discount the ECL for credit cards and overdrafts is based
on the average effective interest rate that is expected to be charged over the expected period of
exposure to the facilities. This estimation considers that many facilities are repaid in fulleach month
and are consequently not charged interest.

Statutory reserve

IFRS 9 requires the Bank to record an allowance for ECLs for all loans and other debt financial assets
not held at FVTPL together with loan commitments and financial guarantee contracts. The
allowance is based on the ECLs associated with the probability of default in the next twelve months
unless there has been a significant increase in credit risk since origination. However, Central Bank
of Kenya prudential guidelines require the Bank to set aside amounts for impairment losses on loans
and advances in addition to those losses that have been recognised under IFRS 9. Any such amounts
set aside represent appropriations of retained earnings and not expenses in determining profit or
loss. These amounts are dealt with in the statutory reserve.

Cash and cash equivalents

Cash and cash equivalents include cash in hand, unrestricted balances held with the Central Bank of
Kenya and highly liquid f inancial assets with original maturities of less than three months, which are
subject to insignificant risk of changes in their fair value, and are used by the Bank in the
management of its short-term commitments. Cash and cash equivalents are carried at amortised
cost in the statement of financial position.
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7.72 Contingentliabilities

Letters of credit, acceptances, guarantees and performance bonds 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 customer's default. These obligations are accounted for as of f-
balance sheet transactions and disclosed as contingent liabilities. Uncertainty about these
assumptions and estimates could result in outcomes that require a material adjustment to the
carrying amounts of assets or liabilities af fected in future periods. ln calculating ECL the three-stage
impairment approach is extended to apply to cover the off balance sheet items. The bank considers
the nominal contractual values of financial guarantees and letters of credit net of collateral in

determining the loss given default LGDs. The nominal values for the undrawn loan commitments
and overdrafts is determined using a credit conversion f actor calculated using the monthly average
utilization over the history of the available data. The nominal values of these instruments together
with the corresponding ECL are disclosed in Note 10.6.3.4

Employee benefit costs

The Bank operates a defined contribution retirement benefit scheme for all its employees. The
scheme is administered by an independent investment management company and is funded by
contributions f rom both the Bank and employees.

The Bank also contributes to the statutory National Social Security Fund. This is a defined
contribution scheme registered under the National Social Security Fund Act. The obligations under
the scheme are limited to specific contributions legislated f rom time to time.

The Bank's contributions in respect of retirement benef it costs are charged to the profit and loss in
the year to which they relate.

Employee entitlement to leave not taken is charged to profit or loss as it accrues.

CR ICAL JUDGEMENTS AND KEY SOURCES OF ESTIMATION UNCERTAINTY

8.1

The preparation of the Bank's consolidated financial statements requires management to make
judgements, estimates and assumptions that affect the reported amount of revenues, expenses,
assets and liabilities, and the accompanying disclosures, as well as the disclosure of contingent
liabilities. Uncertainty about these assumptions and estimates could result in outcomes that require
a material adjustment to the carrying amount of assets or liabilities affected in future periods. ln the
process of applying the Bank's accounting policies, management has made the following judgements
and assumptions concerning the future and other key sources of estimation uncertainty at the
reporting date, that have a signif icant risk of causing a material adjustment to the carrying amounts
of assets and liabilities within the next financialyear. The estimates and associated assumptions are
based on historical experience and other factors that are considered to be relevant includlng
expectations of future events that are believed to be reasonable under the circumstances. Actual
results may differ f rom these estimates.

Items with the most significant effect on the amounts recognised in the consolidated financial
statements with substantial management judgement and/or estimates are collated below with respect
to judgements/estimates involved.

lmpairment losses on f inancial instruments

The measurement of impairment losses both under IFRS 9 across allcategories of financial assets in
scope requires judgement, in particular, the estimation of the amount and timing of future cash f lows
and collateral values when determining impairment losses and the assessment of a significant
increase in credit risk. These estimates are driven by a number of factors, changes in which can result
in different levels of allowances.
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8.2

8.3

8.4

8.s.0

CRITICAL JUDGEMENTS AND KEY SOURCES OF ESTIMATION UNCERTAINTY (continued)

lmpairment losses on financial instruments (continued)

The Bank's ECL calculations are outputs of complex models with a number of underlying assumptions
regardinq the choice of variable inputs and their interdependencies. Elements of the ECL models that
are considered accounting judgements and estimates include:
. The Bank's internal credit grading model, which assigns PDs to the individualgrades
. The Bank's criteria for assessing if there has been a significant increase in credit risk and so

allowances for financial assets should be measured on a LTECL basis and the qualitative
assessment

. The segmentation of financial assets when their ECL is assessed on a collective basis

. Development of ECL models, including the various formulas and the choice of inputs

. Determination of associations between macroeconomic scenarios and, economic inputs, such as
unemployment levels and collateral values, and the effect on PDs, EADs and LGDs

. Selection of f orward-looking macroeconomic scenarios and their probability weightings, to derive
the economic inputs into the ECL models lt has been the Bank's policy to regularly review its
models in the context of actual loss experience and adjust when necessary.

Going Concern assessment
The Bank's management has made an assessment of its ability to continue as a going concern and is
satisfied that it has the resources to continue in business for the foreseeable future. Furthermore,
management is not aware of any material uncertainties that may cast signif icant doubt on the Bank's
ability to continue as a going concern. Therefore, the financial statements continue to be prepared
on the going concern basis.

Property, equipment and intangible assets
Critical estimates are also involved in the determination of fair values of property and equipment
including the depreciation rates and residual values for property, equipment and intangible assets.

Contingent Liabilities
The Bank operates in a regulatory and legal environment that, by nature, has a heiqhtened element
of litigation risk inherent to its operations. As a result, it is involved in various litigation proceedings
in Kenya arising in the ordinary course of the Bank's business.
When the Bank can reliably measure the outflow of economic benefits in relation to a specific case
and considers such outflows to be probable, the Bank records a provision against the case. Where the
probability of outflow is considered to be remote, or probable, but a reliable estimate cannot be made,
a contingent liability is disclosed. However, when the Bank is of the opinion that disclosing these
estimates on a case-by-case basis would prejudice their outcome, then the Bank does not include
detailed, case-specific disclosers in its financialstatements. Given the subjectivity and uncertainty of
determining the probability and amount of losses, the Bank takes into account a number of factors
including legal advice, the stage of the matter and historical evidence from similar incidents.
Significant judgement is required to conclude on these estimates. The details of the cases and
resultant contingent liability are disclosed in note 43.

Taxation
The Bank is subjected to numerous taxes and levies by various government and quasi- government
regulatory bodies. As a rule of thumb, the Bank recognises liabilities for the anticipated tax /levies
payable with utmost care and diligence. However, significant.judgement is usually required in the
interpretation and applicability of those taxes /levies. Should it come to the attention of management,
in one way or the other, that the initially recorded liability was erroneous, such dif f erences will impact
on the income and liabilities in the period in which such differences are determined.

Deferred income tax
Deferred income tax is provided using the liability method on temporary differences at the end of
the reporting period between the tax bases of assets and liabilities and their carrying amounts for
financial reporting purposes. Deferred tax liabilities are recognised for all taxable temporary
differences, except:
a) where the deferred tax liability arises from the initial recognition of goodwillor of an asset or

liability in a transaction that is not a business combination and, at the time of the transaction,
affects neither the accounting profit nor taxable profit or loss; and

b) in respect of taxable temporary differences associated with investments in subsidiaries,
associates and interests in joint ventures, where the timing of the reversal of the temporary
differences can

8.5. 1
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8.5.1

CR ICAL JUDGEMENTS AND KEY SOURCES OF ESTIMATION UNCERTAINTY (continued)

Deferred income tax (continued)

be controlled and it is probable that the temporary differences will not reverse in the foreseeable
future.

Deferred income tax assets are recognised for all deductible temporary differences, carry forward of
unused tax credits and unused tax losses, to the extent that it is probable that taxable profit will be
available against which the deductible temporary differences, and the carry forward of unused tax
credits and unused tax losses can be utilised except:

a) where the deferred tax asset relating to the deductible temporary difference arises f rom the initial
recognition of an asset or liability in a transaction that is not a business combination and, at the
time of the transaction, affects neither the accounting profit nor taxable profit or loss; and,

b) in respect of deductible temporary differences associated with investments in subsidiaries,
associates and interests in joint ventures, deferred tax assets are recognised only to the extent
that it is probable that the temporary dif ferences will reverse in the foreseeable f uture and taxable
prof it will be available against which the temporary differences can be utilised.

The carrying amount of def erred tax assets is reviewed at each end of the reporting period and reduced
to the extent that it is no longer probable that sufficient taxable prof it will be available to allow all or
part of the deferred tax asset to be utilised. Unrecognised deferred tax assets are reassessed at each
end of the reporting period and are recognised to the extent that it has become probable that future
taxable profit will allow the deferred tax asset to be recovered.

The Bank offsets deferred tax assets and deferred tax liabilities if and only if it has a legally enforceable
right to set off current tax assets and current tax liabilities and the deferred tax assets and deferred
tax liabilities relate to income taxes levied by the same taxation authority on the same taxable entity.

Deferred tax assets and liabilities are measured at the tax rates that are expected to apply to the year
when the asset is realised or the liability is settled, based on tax rates (and tax laws) that have been
enacted or substantively enacted at the end of reporting period. Deferred income tax relating to items
recognised outside prof it or loss is recognised outside prof it or loss. Deferred tax items are recognised
in correlation to the underlying transaction either in profit or loss, other comprehensive income or
directly in equity.

Estimating the incremental borrowing
The Bank cannot readily determine the interest rate implicit in the lease, therefore, it uses its
incremental borrowing rate ('lBR') to measure lease liabilities. The IBR is the rate of interest that the
Bank would have to pay to borrow over a similar term, and with a similar security, the funds necessary
to obtain an asset of a similar value to the right-of-use asset in a similar economic environment. The
IBR therefore ref lects what the Bank'would have to pay', which requires estimation when no observable
rates are available or when they need to be adjusted to ref lect the terms and conditions of the lease.

Effective lnterest Rate (ElR) method
The Bank's EIR method, recognises interest income using a rate of return that represents the best
estimate of a constant rate of return over the expected behavioral life of loans and deposits and
recognises the effect of potentially different interest rates charged at various stages and other
characteristics of the product life cycle (including prepayments and penalty interest and charges). This
estimation, by nature, requires an element of judgement regarding the expected behavior and life-cycle
of the instruments, as well expected changes to the Bank's base rate and other fee income/expense
that are integral parts of the instrument.

Credit cards and other revolving facilities
The Bank's product offering includes a variety of corporate and retail overdraft and credit cards
facilities, in which the Bank has the right to cancel and/or reduce the facilities with sufficient notice.
The Bank does not limit its exposure to credit losses to the contractual notice period, but, instead
calculates ECL over an estimated time f rame that reflects its expectations of customer behaviour, the
likelihood of default and its f uture risk mitigation procedures, which could include reducing or cancelling
the facilities.

The ongoing assessment of whether a significant increase in credit risk has occurred for revolving
facilities is similar to other lending products. This is based on shifts in the customer's internal credit
grade, but greater emphasis is also given to qualitative factors such as changes in usage.

The interest rate used to discount the ECL for credit cards is based on the average effective interest
rate that is expected to be charged over the expected period of exposure to the facilities. This
estimation takes into account that many facilities are repaid in full each month and are consequently
not charged interest.

The calculation of ECL, including the estimation of the expected period of exposure and discount rate
is made, on an individual basis. 

3g

8.6

8.7

8.8



9

CONIJOLIDATED BANK OF KENYA LIMITED AND ITS SUBSIDIARIES

NoTES T0 THE FTNANCTAL STATEMENTS (CoNTTNUED)

FORTHEYEAR ENDED 31 DECEMBER 2019

GOING CONCERN

The bank incurred a loss after tax of Kshs 529 million during the year ended 31 December 2019 (2018: Kshs 540 million)

and accumulated losses stood at Kshs 2.6billion (2018: Kshs 2.lbillion) as of that date. Fufther, as at 31 December 2019,
the Bank had a total regulatory capital/risk weighted assets ratio of 13.5% (2018: 1.05%) against a regulatory minimum

ration of 14.5%.

The losses have largely been attributable to the bank's inability to implement its business plan due to severe capital and

liquidity constraints experienced over the last four years as well as adverse macroeconomic and operating conditions such as

the capping of interest rates which reduced the bank's margins by about 30%.

As disclosed in note 47, Events after the reporting period, the developments surrounding COVID-19 have a profound impact
on global society, the operational and financial performance of organisations and the assessment of the ability to continue

as a going concern. The situation changes on a daily basis giving rise to inherent unceftaing.

The bank however received a fresh capital injection of Kshs 1.6 billion on 22 October 2019 from the National Treasury, the

majority slrareholder. This amount enabled the bank to not only settle the Medium Term Note of Kshs 1.52 billion which

matured on 22 )uly 2019 and whose maturig was extended to 22 October 2019 but also significantly boosted the capital

levels and regulatory capital ratios. 0n 30 January 2020 the shareholders, through an Extraordinary General Meeting (EGM),

approved the allocation of additional 80,000,000 ordinary shares to the National Treasury in lieu of the capital injection. The

Nationa I Treasury's shareholding has conseq uently increased to 93.4ol0.

As a result of this capital injection the bank's core capital improved to Kshs 1.153 billion in December 2019 from Kshs 58
million in December 2018. The bank's prudential capital ratios also improved as follows;

Prudential Capital Ratio

Core Capital to Deposits

Core capitalto Risk weighted assets

Total Capital to Risk weighted assets

2019

13.t0y"
It.40y"
13.50%

2018

0.70/o

0.50%

1.00%

Minimum Capital Ratio

8.00%

10.50%

14.50o/o

The bank has since met all the prudential capital ratios except the total capital to risk weighted assets, which is being

addressed through a planned reorganisation ofthe balance sheet.

ln addition, the Board of Directors and management have also put in place a three year strategic plan which targets to reduce

the operating losses by 64%in2020, and turn around to profitability in202l.

The improvod capital position from the measures above, will be enough to enable the bank to implement its business plan for
2020 as it works with the Privatisation Commission and the National Treasury to finalise the privatisation process which is

expected to bring on board a strategic investor and enable the bank to sustainably access capital for future growth.

Furthermore, due to the capital injection, the bank's liquidig position has improved significantly. The additional capital

injection in the year eased pressure on the bank from interbank borrowing further reducing by 60%. The bank expects to

significantly pay off borrowing from the market within the year 2020, which in turn would minimize borrowing costs and

increase the bank's lending ability eventually leading to overall profitability.

The removal of the interest rate capping in November 2019 is also expected t0 improve the situation in the banking sector by

enabling banks to price risk while ensuring fairness and transparency.

Based on the foregoing Management and the Board has assessed the bank's ability to continue as a going concern and is
satisfied that it has the requisite resources to continue in business for the foreseeable future. Therefore, the financial
statements continue to be prepared on the going c0ncern basis. This basis of preparation presumes that the Bank will realize

its assets and discharge its liabilities in the ordinary course of business.
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CONSOLIDATED BANK OF KENYA LIMITED AND ITS SUBSIDIARIES
NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

FOR THE YEAR ENDED 31 DECEMBER 2019

10. RISK MANAGEMENT OBJECTIVES AND POLICIES

10.1 RrSK

to.2

10.3

10.4

The Bank def ines risk as the possibility that the outcome of an action or event could bring about adverse
impacts on the institution's capital or earnings. Such outcomes could either result in direct loss of
earnings/capital or may result in imposition of constraints on bank's ability to meet its business
objectives. Whilst risk is inherent in the Bank's activities, it is managed through an integrated risk
management framework, including ongoing identification, measurement and monitoring, and subject
to risk limits and other controls. This process of risk management is critical to the Bank's continuing
prolitability and each individual within the Bank is accountable for the risk exposures relating to his or
her responsibilities. The Bank is exposed to credit risk, liquidity risk and market risk, operational risk,
strategic risk, reputational and regulatory & compliance risks.

Risk management structure

The Board of Directors has overall responsibility for the establishment and oversight of the Bank's risk
management f ramework. The board has established a risk management committee comprising of three
non-Executives Directors to assist in the discharge of this responsibility. The board has also established
the Bank Asset and Liability (ALCO), Credit and Operational Risk committees, which are responsible f or
developing and monitoring risk management policies in their specified areas. These committees
comprise of executive members and report regularly to the board of Directors on their activities.

The Board provides written principles for overall risk management as well as written policies covering
specific risk areas. The Bank's risk management policies are established to identify and analyse the
risks faced by the Bank, 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 best market practices. The Bank, 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 Board Audit Committee is responsible for monitoring compliance with the Bank's risk management
policies and procedures, and for reviewing the adequacy of the risk management f ramework in relation
to the risks faced by the Bank. This committee is assisted in these functions by the lnternal Audit
Function. The lnternal Audit Function undertakes reviews of risk management controls and procedures,
the results of which are reported to the committee.

Risk Mitigation and Risk Culture
As part of its overall risk management, the Bank uses derivatives and other instruments to manage
exposures resulting from changes in interest rates, foreign currencies, equity risks, credit risks, and
exposures arising from forecast transactions. ln accordance with the Bank's policy, its risk profile is
assessed before entering into hedging transactions which are authorised by the Assets Liability
Committee (ALCO) of the bank. The effectiveness of all the hedge relationships is monitored by the
Treasury f unction on a daily basis and ALCO on a monthly basis. lt Is the Bank's policy that in situations
of ineff ectiveness, it will enter into a new hedge relationship to mitigate risk on a continuous basis. The
Bank actively uses collateral to reduce its credit risks.

Risk measurement and reporting systems

The Bank's risks are measured using a method that reflects both the expected loss likely to arise in
normal circumstances and unexpected losses, which are an estimate of the ultimate actual loss based
on statistical models. The models make use of probabilities derived f rom historical experience, adjusted
to reflect the economic environment. The Bank also runs worst-case scenarios that would arise in the
event that extreme events which are unlikely to occur do, in fact, occur.
Monitoring and controlling risks is primarily performed based on limits established by the Bank. These
limits ref lect the business strategy and market environment of the Bank as well as the level of risk that
the Bank is willing to accept, with additional emphasis on selected industries. ln addition, the Bank's
policy is to measure and monitor the overall risk-bearing capacity in relation to the aggregate risk
exposure across all risk types and activities.

lnformation compiled f rom all of the businesses is processed in order to analyse, control and identify
risks on a timely basis. This information is presented and explained to the Board of Directors, the Board
Risk Committee, and the Executive Committee EXCOM. The report includes aggregate credit exposure,
credit metric forecasts, hold limit exceptions, VaR, liquidity ratios and risk profile changes. On a
monthly basis, detailed reporting of industry, customer and geographic risks takes place. Senior
management assesses the appropriateness of the allowance for credit losses on a monthly basis. The
Board Risk Committee receives a comprehensive risk report once a quarter which is designed to provide
all the necessary information to assess and conclude on the risks of the Bank.
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CONSOLIDATED BANK OF KENYA LIMITED AND ITS SUBSIDIARIES
NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

FOR THE YEAR ENDED 31 DECEMBER 2019

10. Risk Management objectives and policies continued

10.5 Excessive Risk Concentration

Concentrations arise when a number of counterparties are engaged in similar business activities, or
activities in the same geographical region, or have similar economic features that would cause their
ability to meet contractual obligations to be similarly affected by changes in economic, political or
other conditions. Concentrations indicate the relative sensitivity of the Bank's performance to
developments affecting a particular industry or geographical location.
ln order to avoid excessive concentrations of risk, the Bank's policies and procedures include
specif ic guidelines to focus on maintaining a diversified portf olio. ldentif ied concentrations of credit
risks are controlled and managed accordingly. Selective hedging is used within the Bank to manage
risk concentrations at both the relationship and industry levels.

The most critical type of risks to which the Bank is exposed to are financial risks which include:

a) Credit risk
b) Liquidity risk
c) Market risks

10.6 Credit Risk

Credit risk is the risk of financial loss to the Bank if a customer or counterparty to a financial
instrument fails to meet its contractual obligations. Credit risk arises principally from the Bankls
loans and advances to customers and other Banks and investment securities but can also arise from
credit enhancement provided such as financial guarantees, letters of credit and acceptances. The
Bank is also exposed to other credit risks arising from its trading activities including derivatives.

The Bank enters into derivative transactions in forwards and spot contingents in the foreign
exchange deals carried out the interbank markets. The derivatives are recorded at fair value.
Derivatives held for risk management purposes include hedges that are economic hedges, but do
not rneet the hedge accounting requirements. Most of the trading portfolio is within the Bank's
investment banking division (treasury) and is treated as trading risk for risk management purposes.

Credit risk is the single largest risk for the Bank's business and management carefully manages its
exposure to credit risk. For risk management reporting purposes, the Bank considers and
consolidates all elements of credit risk exposure.

For risk management purposes, credit risk arising on trading securities is managed independently,
but reported as a component of market risk exposure.

10.6.1 Management of credit risk

The Board of Directors has delegated responsibility for the oversight of credit risk to its Credit and
Finance Committee comprising of four non-executive directors. The implementation of the credit
risk policies and monitoring of the credit portfolio to ensure that risks are managed within
acceptable standards is the responsibility of the credit committee comprising of executive
management.

The committee assisted by the credit department is responsible for the management of the Bank's
credit risk including:

. 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.

. Establishing the authorisation structure for the approval and renewal of credit facilities.
Authorisation limits are delegated to the head of credit and the credit committee while larger
facilities require approval by the Board of Directors.

. Limiting concentrations of exposure to counterparties, geographies and industries for loans
and advances.. Developing and maintaining the Bank's risk grading in order to categorise exposures according
to the degree of risk of financial loss faced and to focus management on the attendant risks.
Ihe risk grading system is used in determining where impairment provisions may be required
against specific credit exposures. The current risk grading framework consists of eight grades
reflecting varying degrees of risk of default and the availability of collateralor other credit risk
mitigation. Risk grades are subject to regular reviews by credit department.

. Reviewing compliance of business units with agreed exposure limits, including those for
selected industries, country risk and product types. Regular reports are provided to Bank credit
committee on the credit quality of local portfolios and appropriate corrective action is taken.

. Providing advice, guidance and specialist skills to branches to promote best practice
throughout the Bank in the management of credit risk.
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R k Management objectives and policies continued

C edit risk measurement

ln measuring credit risk of loans and advances to customers, the Bank takes into account the
f owing factors

The probability of default: this is the possibility of the customer failure to pay over the
stipulated period in the contract.
Exposure at default: current exposure on the borrower and the likely future development f rom
which the Bank derives the exposure at default
Estimated recovery ratio should default occur; this is the amount that can be recovered
through sale of collateral

Bank assesses the probability of default of individual borrowers using internal rating methods
ored to the various categories of the borrower. ln assessing the credit quality of the customer
Bank takes into account the customers financial position, past experience and other industry
fic factors. The credit risk measurements are embedded in the Bank's daily operational

Ri

nagement and closely aligned to the Central Bank of Kenya loan classifications

k limit control and mitigation policies

Bank structures the level of credit risk it undertakes by placing limits on amounts of risk
pted in relation to one borrower or a group of borrowers. Such risks are monitored on a
ving basis and are subject to annual or more f requent review

Ex ure to credit risk is managed through regular analysis of the ability of borrowers and
po ential borrowers to meet interest and capital repayment obligations and by changing limits

appropriate.

T Bank takes security for funds advances and implements guidelines on the acceptability of
ific classes of collateral. To minimise credit loss the Bank will seek additional collateral from

counterparty as soon as impairment indicators are identified for the relevant individual loans
advances. Collateral held for other financial assets other than loans and advances depends on
nature of the instrument.

a

r

t
a
t

n

T
a ilable to a customer as required. G
AS oans. Documenta ry and

stomerBa on behalf of a cu
commerc ial letters of credit which are

primary purpose of acceptances, letters of credit and
uarantees and standby

gua
letters

rantees is to ensure funds are
of credit carry
written undert

the same risk
akings by the
to a stipulatedauthorising a third party to

and conditions are collate
draw drafts on the Bank up

unt under specific terms
relate and therefore car

ralised by the underlying goods to which
ry less risk than a direct loan

Co mitments to extend credit represent unused portions of authorisation to extend credi t in the
rantees or letters of credit. With respect to credit risk on commitments to extend

c
H

o
it,

f loans, gua
the Bank is potentially exposed to loss in an amount equalto the total unused comm itments

the likely amount of loss is less than the total unused commitments as most
itments to exte nd credit are contingent upon customers maintaining specific credit

t
CO

sta da rds.

t risk arising from derivative financial instruments is, at any time, limited to those with
ve fair values.
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CONSOLIDATED BANK OF KENYA LIMITED AND ITS SUBSIDIARIES
NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

FOR THE YEAR ENDED 31 DECEMBER 2019

10. RISK MANAGEMENT OBJECTIVES AND POLICIES (Continued)

lmpairment assessment

The Bank considers a financial instrument defaulted and therefore Stage 3 (credit-impaired) for ECL
calculations in allcases when the borrower becomes 90 days past due on its contractual payments.
The Bank considers treasury and interbank balances defaulted and takes immediate action when the
required intraday payments are not settled by the close of business as outlined in the individual
agreements.

As a part of a qualitative assessment of whether a customer is in default, the Bank also considers a
variety of instances that may indicate unlikeliness to pay. When such events occur, the Bank
carefully considers whether the event should result in treating the customer as defaulted and
therefore assessed as Stage 3 for ECL calculations or whether Stage 2 is appropriate. Such events
include:

o A material decrease in the borrower's turnover, the loss of a major customer or cessation of
signif icant part of operationo ,{ material decrease in the underlying collateral value where the recovery of the loan is
expected f rom the sale of the collateral. The debtor (or any legal entity within the debtor's group) filing for bankruptcy
a ppl ication/protection. The borrower is deceased

It is the Bank's policy to considerer a financial instrument as'cured'and therefore re-classified out
of Stage 3 when none of the default criteria have been present for at least six consecutive months.
The decision whether to classify an asset as Stage 2 or Stage 1 once cured depends on the updated
credit grade, at the time of the cure, and whether this indicates there has been a signif icant increase
in credit risk compared to initial recognition.

10.6.3.1 Loans and advances

For loans and advances to various segments including retail and SME the borrowers are assessed
based On the historical, current and forward-looking information including the following

Historical financial information together with forecasts and budgets prepared by the client.
This financial information includes realised and expected results, solvency ratios, liquidity
ratios and any other relevant ratios to measure the client's financial performance. Some of
these indicators are captured in covenants with the clients and are, therefore, measured with
greater attention.
Any publicly available information on the clients f rom external parties. This includes external
rating grades issued by rating agencies, independent analyst reports, publicly traded bond or
CDS prices or press releases and articles. Any macro-economic or geopolitical information,
e.9., GDP growth relevant for the specific industry and geographical segments where the
client operates.
Any other objectively supportable information on the quality and abilities of the client's
management relevant for the company's performance.

a

a

a
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10. Rrs MANAGEMENT OBJECTIVES AND POLICIES (Continued)

10.6 Cr it risk (Continued)

M mum exposure to credit risk before collateral held

2019
Kshs'000

t Exposures
YoYo

C

C 906,420
2,O82,370

173,909
7.369,033

36,467
727,845

2018
Kshs'000

918,709
2,790,093

179,420
8,429,659

62,292
984,627

and balances with the CBK
rnment securities

Bala ces due from banking institutions
Loa and advances to customers

tf-
Acce nces and letters of credit
Guar ntees

Lp-531J_32 88 1i-6528&L 88

B

t7
1

62

7
76

1

64

1

7

4

1

A

5
Undr wn formal stand-by facilities, credit
lines nd other commitments to lend 678,965 531,333

7,377,277 12 7,578,246 t2

At 31 December 11.909.009 100 t3.236,727 100

The a represents the worst-case scenario of credit exposure for 31 December 2019 and 2018,
with
bala

taking into account any collateral held or other credit enhancements attached. For on-
sheet assets, the exposures, set out above are based on gross carrying amount as reported

on th statement of financial position

Loans and advances to customers comprise of 620/o (2018 - 64Yo) of the total maximum exposure.
The f r value of collateralheld in respect of assets subject to credit risk as at 31 Decembers 2019
was hs. 24,51,2,923,7 20 (20 1 8- Kshs 2 1,8 1 8, 702,t26)

While llateral is an important mitigant to credit risk, the Bank's policy is to establish that loans are
within the capacity of the customer to repay, as the primary way out. The Bank holds collateral
agar loans and advances to customers in the form of mortgage interests over property, other
regist d securities over assets, and guarantees. Estimates of fair value are based on the value of
colla al assessed at the time of borrowing, and generally are not updated except when a loan is

indivi lly 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

The Ba k is conf ident that its policies and procedures provide suff icient safeguards against exposure
onc it risk as shown on the table overleaf
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MANAGEMENT OBJECTIVES AND POLICIES (Continued)

t risk (Continued)

The table below shows the ECL charges on financial instruments for the year 2019 recorded in the
e statement

Cr it loss expense

Ca

C

and balances with
ral Bank of Kenya
cial investments at

ed cost
s due from
institutions

s and advances to
mers

lmpairment loss

and balances with
al Bank of Kenya

Stage 1

collective individual

3,818

3,818

Stage 1

collective individual

3,379

3,379

Stage 2
collective individual

2,730

2,730

Stage 2
collective individual

Stage 3 Total

Fin
am
Bal

Lo
CU

To

409,460

409,460

416,008

416,008

The ble below shows the ECL charges on financial instruments for the year 2018 recorded in the
statement

C t loss expense

Ld

Stage 3 Total

2,41.5 362,367 368,161

2,4L5 362,367 368,161

Fina al investments at
am ed cost

s due from
institutions

Bal

Loan and advances to

Cen

Apart
impai

Loans

Loans

consi

cu

Total pairment loss

rom the loans and receivables to customers all other credit exposures are neither past due nor

nd Advances to customers

nd receivables neither past due nor impaired

k classifies loans and advances under this category for those exposures that are up to date andThe
in line with contractual agreements. These exposures will normally be maintained within approved
produ programs and with no signs of impairment or distress. These exposures are categorised
inter lly as grade 1, that is, normalaccounts in line with CBK prudential guidelines and a provision of
1%is ade and appropriated from revenue reserves to statutory reserves

Loans here the contractual interest or principal payments are past due but the Eank believes that
impai is not appropriate on the basis of the level of security/collateral available and/or the stage
of coll ion of amounts owed to the Bank are classif ied as past due but not impaired. These exposures
are gr d internally as category 2 that is watch accounts in the Bank's internal credit risk grading
system in line with CBK guidelines

Loans ith renegotiated terms

Loans ith renegotiated terms are loans that have been restructured due to deterioration in the
bor s financial position and where the Bank has made concessions that it would not otherwise

Loans whose terms have been renegotiated are no longer treated as past due but are
recl as performing loans. ln subsequent years, the renegotiated terms apply in determining
whethe the asset is considered past due
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FOR THE YSAR ENDED 31 DECEMBER 2019

10. RISK MANAGEMENT OBJECTIVES AND POLICIES (CONIiNUCd)

10.6 Credit risk (Continued)

Write-off policy

When a loan is uncollectible it is written off against the related provisions for loan impairment. Such
loans are written off after all the necessary recovery procedures have been completed and the
amount of loan has been determined.

The Bank 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.

The Bank adopted the rebuttable presumption approach by bucketing performing loans as follows; 0-
30 Days - Stage 1, 30-90 Days past due - stage 2, >9O days past due - stage 3 loans. All financial
assets are rated as normal on origination. PDs are modelled by segment based on a survival analysis
by tracking points of defaults since origination to reporting date.

The table below shows the credit quality and the maximum exposure to credit risk based on the bank's
internal credit rating system and year end stage classification. The amounts presented are gross of
impairment allowances. Details of the banks internal grading system are disclosed in note 2.1. An

analrTsis of the changes in the gross carrying amount and the corresponding ECL allowance in relation
to loans and advances to customers as at 31 December 2018 was as follows

Stage 1 Stage 2 Stage 3
Kshs'000 Kshs'000 Kshs '000

Total
Kshs'000

1,099,891
(992,254)

Gross carrying amount as at 1

January 2018
New assets originated or purchased
(excluding write off)
Assets derecognised or repaid
Transfer to stage 1

Transfer to stage 2
Transfer to stage 3
Changes to contractual cash flows
due to modifications not resulting in
derecognition
Amounts written off
Foreign exchange adjustment

As at 31 December 2018

6,350,665 808,388 7,720,t7 L 8,879,224

988,745
(s38,836)
376,422

(442,323)
(368,923)

trL,t46
(tt,967)

(32t,759)
647,O72

(332,443)

(447,451)
(54,663)

(204,689)
701,366

(86) (28) (28,085) (28,200)

6,L65,664 9On;49 1,6e2,648- 8p5€,_66I
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MANAGEMENT OBJECTIVES AND POLICIES CONTINUED

it Risk (continued)

An alysis of the changes in the gross carrying arnount and the corresponding ECL allowance in
re on to loans and advances to customers as at 31 December 2079 is as follows

Stage 1 Stage 2 Stage 3
Kshs'000 Kshs'000 Kshs '000

s88,769
(993,232)
t44,366

(522,O14)
(386,399)

t11,t46
(294,585)
( 1 1 3,565)
615,880

(485,133)

(282,185)
(30,801)
(93,866)
877,532

Total
Kshs'000

699,975
(1,s70,002)

Total
Kshs'OOO

560,732

35,282

(53,s98)

Cha

G carrying amount as at 1

ry 2079Ja
New ssets originated or purchased
(excl ding write off)

derecognised or repaid
Tra to stage 1

to stage 2
to stage 3
to contractual due to

Tra
Tra

m cations not resulting in
d ition

ts written off
Fo exchange adjustment

As at 1 December 2019

ECL r loans and advances

6,365,664 900,349 L,692,648 8,958,661

(4) (1) (264,937) (264,942)

5-r_92-L5A 734-09_L 1-892391 7.823-632

Sta
Kshs

100,004

27,t24

(35,210)
17,605
(9,522)

Stage 2
Kshs'000

18,810

1,023

(15,781)
72,3L7

Stage 3
Kshs'000

433,901

( 18,388)
(t,824)
(2,789)

Off-Balance
sheet

Kshs'00O

8,017

13,135

ge1
'000

ECL a owance as at 1

Jan 2018 as per IFRS 9
New originated or
purch

Ass
repai

r to stage 1

r to stage 2
r to stage 3
of year end ECL of

transferred
be stages during the
year
Unwin of discount

Trans
Trans
Trans
impac

Chan
f lows
not
de nition
Reco
Amou
Foreig
adjust

As at

derecognised or
(excluding write off)

to contractual cash
e to modif ications
Iting to

es
written off

exchange
nt

December 2018

8.083 G,470) (4,673)

(13,414) (t3,474)

102.084 12.893 392.873 27.152 529.002
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MANAGEMENT OBJECTIVES AND POLICIES (continued)

t Risk (continued)

for loans and advances

ECL llowance as at 1

Ja 2079 as per IFRS 9
ion

derecognised or
(excluding write of f)

to stage 1
fer to stage 2

to stage 3
of year end ECL of
res transferred

ge 2 Stage 3
'000 Kshs'O0O

392,873
4,615

Off-Balance
sheet

Kshs'000

27,752
575

3,107

(17,487)

Sta
Kshs

ge1
'000

Sta
Kshs

Total
Kshs'000

529,O02

26,558

(64,977)

R
Ne assets originated or
pur ased
As

102,O84
(8,s63)

5,976

(42,O46)
1,509

(2,956)
(57,622)

12,893
3,273

17,535
s

re d
Tra
Tra
Tra

(77,444)
(1,509)

5,972
(70,000)

(2,956)
t27,622

tm
EX

n

stages during the

of discount
Cha to contractual cash

due to modifications
not Iting to
d ition

nes
written off

For exchange
adj

As 31 December 2079

65,705 74,546 12,OO9 1s2,260

(188,246) (788,246)

64.027 3_L206 3_459t7 73,447 454,597
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R MANAGEMENT OBJECTIVES AND POLICIES (ContinuEd)

it risk (Continued)

ncial investments at amortized cost

e table below summarizes the credit quality, the maximum exposures to credit risk based on the
k's internal credit risk rating system and year end stage classif ication. The amounts presented
gross of impairment allowance. Details of the bank internal grading system and policies on

r ECL allowances are calculated on an individual or collective basis are explained in note

analysis of the changes in the gross carrying amount and the corresponding ECL as at 31
ber 2018 was as follows

2

A

G

N

A (41s,806)

Stage 1

Kshs'000
2,605,899

Stage 2
Kshs'000

Stage 3
Kshs '000

Total
Kshs '000

2,605,899

(415,806)

Total
Kshs '0OO

2,t90,o93

(1o7,723)

?=-082;1e

F

carrying amount as at 1 January 2018
assets purchased

St
s derecognised or matured

1

2St
St e3
Ch nges due to modifications not derecognised
A nts written off

n exchange adjustment

Gr carrying amount as at 1 January 2018

At 1 December 2018 z79pp93 2-199-493

An analysis of the changes in the gross carrying amount and the corresponding ECL as at 31
ber 2019 is as follows

Stage 1

Kshs'OOO
2,190,o93

Stage 2
Kshs'000

Stage 3
Kshs'000

N

A
assets purchased
s derecognised or matured

St
St
St

e1
e2
e3

Ch
A nts written off

es due to modifications not derecognised

n exchange adjustment

At 1 December 2018

(r07,723)

a082il9

F
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NOTES TO THE INANCIAL STATEMENTS (CONTINUED)

FOR THE YEAR DED 31 DECEMBER 2019

RISK M NAGEMENT OBJECTIVES AND POLICIES (Continued)10,

10.6 Credit k (Continued)

1O.6.3.2 Financi I investments at amortized cost

NB. T ECL relating to government securities rounds to zero
ECL F ncialinvestment at amortized cost as at 31 December 2018 and as 31 December 2019

s off to zero hence no tabular presentation.rou

10.6.3.3 Dues

The

m other banking institutions

e below shows the credit quality and the maximum exposure to credit risk based on the bank's
tn al credit rating system and year end classification. The amounts are gross of impairment
allo nces. Details of the bank's internal credit grading system are explained in note 22
Ana alysis of the changes in the gross carrying amount and the corresponding ECL allowances is as
foll s

G Carrying amount 1 January 2018
New originated
As derecognised or repaid

ing write offs)(Exc
Tra stage
Tra er stage

er stageTra
Cha to contractual cashflows due to
m cation not resulting to
d ition

t written off
Fo currency adjustment

As at 1 December 2018

1

2
3

Stage 1

Kshs '000

707,453
17,93t

(s,904)

Stage 2
Kshs'000

Stage 3
Kshs'000

Total
Kshs '000

707,453
77,931

(5,904)

119.480119.480
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NANCIAL STATEMENTS (CONTINUED)

NDED 31 DECEMBER 2019

10, RISK NAGEMENT OBJECTIVES AND POLICIES (CONtiNUCd)

10.6 Credit isk (Continued)

10.6.3.3 Dues f other banking institutions (continued)

Stage 1

Kshs '0OO

Gross rying amount 1 January 2019 119,480
64,t95New sets originated

derecognised or repaid (Excluding
(4,5s6)s)

stage 1

stage 2
stage 3
to contractual cashflows due to
tion not resulting to derecognition
written off

Foreig currency adjustment

Chang
mod
Amou

Assets
offs)

write
Trans
Trans
Trans

Trans
Trans
Trans

Transf
Transf
Transf

1l_9,11e

Stage 2
Kshs'000

Stage 3
Kshs'000

Total
Kshs'O0O

719,480
64,195

(4,556)

t79.11.9

Total
Kshs'OO0

54

(48)

___6

Total
Kshs 'OOO

6
2l

As at December 201,89

Corres ing ECL for dues f rom banking institutions

ECL aI nce as at 1 January 2018

Stage 1

Kshs '000

54

(48)

6

Stage 1

Kshs'000

6
2t

Stage 2
Kshs '000

Stage 3
Kshs '002

lmpact
transfe

stage
stage 2
stage 3
n year end ECL of exposures

d between stages during the year
Chang
modif i

to contractual cash flows due to
ion not resulting to derecognition

Recove ES

Amoun written off
Foreign urrency adjustment
Asat3 December 2018

ECL al nce as at 1 January 2019
New as
Assets
offs)

s originated
ognised or repaid (Excluding write

nised or repaid (Excluding write

1

Stage 2
Kshs '000

Stage 3
Kshs '002

stage 1

stage 2
stage 3

lmpact year end ECL of exposures
tra ns between stages during the year
Changes
modif i

Amount
Foreign
As at 31

o contractual cash flows due to
on not resulting to derecognition

ritten off
rrency adjustment

ember 2018
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BANK OF KENYA LIMITED AND ITS SUBSIDIARIES
INANCIAL STATEMENTS (CONTINUED)

NDED 31 DECEMBER 2019

MANAGEMENT OBJECTIVES AND POLICIES (Continued)

it risk (Continued)

Fi cial guarantees

Stage 1

Kshs '000

T

An

anding exposure as at 1 January

RIS

Cr

10.6.3.4 Let ers of credit and guarantees

rs of credit and guarantees (including standby letters of credit commit the bank to make
pay in the event of a specific act generally to the import or export of goods. Guarantees and
sta by letters of credit carry a similar credit risk to loans. The nominal values of such

tments are listed below;

ters of credit
ot undrawn commitments

T 7.791.479 7,712.737

The ble below shows the credit quality and the maximum exposures to credit risk based on the
ban 's internal credit risk internal credit rating system and year end classification. Details of the
ban internal grading system and policies on whether ECL are calculated in an individual or
coll ve basis are explained in note 7.6

Pe ing

2019
Kshs'000

727,845
36,467

433,107

Stage 2
Kshs'000

2018
Kshs'000

984,621
62,292
6s_824

Total
Kshs '000

772,782

592,472_

347,483

L,712,737

Total
Kshs'000

1,112,737_

1,289,772

(1,211,090)

Stage 3
Kshs '000

347,483
(345,581)

Sta dard Grade
due but not impaired

172,782

(si nificant increase in credit risk) 592,472
No performing
lnd idually impaired 347,483

t7zL82 592,412 341,483

lysis of the outstanding exposures and the corresponding ECLs are as follows

Stage 1 Stage 2 Stage 3
Kshs'OO0 Kshs'000 Kshs '000

20 9
ssif ication

N exposures
Ex res derecognised or matured/

(excluding write off)lap
Tra fers to stage 1

fers to stage 2
fers to stage 3

Tra
Tra
Ch es due to modifications not

ng in derecognition
A nts written off

n exchange adjustments

(616,7 17) (592,471) (1,902)

172,782
938,449
657,375

592,472
(592,468)

632,397

F

LJ5J4@ 39,930AS 31 December 2019
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10.6.3.4

RI

BANK OF KENYA LIMITED AND ITS SUBSIDIARIES
INANCIAL STATEMENTS (CONTINUED)

NDED 31 DECEMBER 2019

MANAGEMENT OBJECTIVES AND POLICIES (Continued)

it risk (Continued)

Le of credit and guarantees (continued)

The orresponding ECL

EC as at 1 January 2018
exposures

Ex ures derecognised or matured
(e luding write offs)
Tra sfers to stage 1

Tra sfers to stage 2
Tra sfers to stage 3
Am unts written off
For gn exchange adjustments

As 3L December 2OlB

ECL at 1 January 2019
expos u res

__l 7-13e 14.012 21J52

Stage 1

Kshs '000

Stage J.

Kshs'0OO

1

13,203

Stage 2
Kshs'0OO

4,070
3,069

Stage 2
Kshs '000

7,139
244

Stage 3
Kshs '0O0

3,947
10,06s

Stage 3
Kshs'000

14,072

Total
Kshs'000

8,017
13,1 35

Total
Kshs'000

2t,152
t3,447

1

Ex ures derecognised or matured
(e uding write offs)
Tra fers to stage 1

Tra rs to stage 2
rs to stage 3Tra

Am ts written off
Fo gn exchange adjustments

Asa 3l December 2Ol9 13,203 _244 t3.447

Ane mate of the fair value of collateral and other security enhancements held against f inancial
is shown below:asset

Loans and advances to customers
2019 2018

Kshs'000 Kshs'000

( 1) (7 ,t39) (74,012) (21,L52)

Aga individually impaired f inancial assets
collectively impaired financial assets

2,597,304 3,778,736
3,43!,981 ?,196_826Aga

Total 6 28285 5pt5s62

Sett ris k

nk's activities may give rise to risk at the time of settlement of transactions and trades
risk is the risk of loss due to the failure of a company to honour its obligations to deliver

cash, urities or other assets as contractually agreed

limits form part of the credit approval/limit monitoring process described earlier
Acce

The
Sett

nce of settlement risk on free settlement trade requires transaction specific or
party specific approvals from the Bank's Credit Committee.cou nt
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FOR THE AR ENDED 31 DECEMBER 2019

10. Rrs MANAGEMENT OBJECTIVES AND POLICIES (COntinued)

entration of risk

ls of significant concentrations of the Bank's assets, liabilities and off-balance sheet items by

tO.7 Co

ind groups are as detailed below:

2019
Kshs'OO0

70,341
4,058,774

6t5,973
46,t47

128,133
7.700,226
7,204,638

6t7,486
37,158

152,97L
62,374

7,979,8t6
9,531

8J93i36

10,150
496,OgL

38,018
21t,856

2,207

2018
Kshs'000

179,773
4,720,984

806,279
89,587

268,760
2,239,665
r,254.273

508,903
17,558

578,19t
7,073

7,476,523
286

3.378
755,605

4,580
374,024

6,869

6

7

87

0.33
66

0.4
32.7
0.5

YoYo

(i) Advances to customers- gross

Manufacturing
Wholesale and retail
Transport and communication
Agricultural
Business services
Real estate
Other

(ii) Customer deposits

ral and local Government
f inancial public enterprises
perative societies

nsurance companies
rivate enterprises and individuals

rofit institutions

( iii) Off balance sheet items
rs of credit and guarantees)

anufacturing
holesale and retail
ransport and communication

siness services
her

7-823-632 __1OO 8-95&6_61 _f_qQ

2

46
9
1

3
25

1

52
8
1

2
22

t415

7

2
1

90

100 8.588.544 100

1

65
5

28

100

10.8 L

L
fi

7s!.312 L144,45h __rcO

idity risk

idity risk is the risk that the Bank will encounter difficulty in meeting obligations from its
ncial liabilities when they fall due as a result of customer deposits being withdrawn, cash

rements f rom contractual commitments or other cash outf lows.

M gement of liquidity risk

Th Bank's liquidity risk management is carried out within the Bank and monitored by the Asset
ity committee (ALCO).

Th
su

Bank's approach to managing liquidity is to ensure, as far as possible, that it will always have
ent liquidity to meet its liabilities when due, under both normal and stressed conditions,

out incurring unacceptable losses or risking damage to the Bank's reputation.

L

w
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K MANAGEMENT OBJECTIVES AND POLICIES (Continued)10. R

10.8 idity risk (continued)

10.8.1 M ment of liquidity risk (continued)

idity risk is addressed through the following measures:

The treasury department monitors liquidity ratios on a daily basis against internal and
regulatory requi rements
Day to day funding is managed by monitoring future cash flows to ensure that requirements
can be met. These include replenishment of funds as they mature or are borrowed by
customers.
The Bank invests in short term liquid instruments which can easily be sold in the market when
the need arises.
The Bank enters into lending contracts subject to availability of funds.
The Bank has an aggressive strategy aimed at increasing the customer deposit base.

The Bank borrows from the market through interbank transactions with other Banks and the
Central Bank of Kenya for short term liquidity requirements.
lnvestments in property and equipment are properly budgeted for and done when the Bank
has sufficient cash flows.

daily liquidity position is monitored and regular liquidity stress testing is conducted under a

VA

a procedures are subject to review and approval by the board. Daily reports covering the liquidity
of scenarios covering both normal and more severe market conditions. All liquidity policies

ion of the Bank are regularly submitted to Asset and Liability Committee.

10.8.2 Ex sure to liquidity risk

T key measure used by the Bank for managing liquidity risk is the ratio of net liquid assets to
de sits from customers. For this purpose net liquid assets are considered as including cash and

equivalents and investment grade debt securities for which there is an active and liquid market
any deposits from Banks, debt securities issued, other borrowings and commitments maturing
n the next month. The Central Bank of Kenya minimum liquidity ratio is 20%. Details of the
rted Bank ratio of net liquid assets to deposits and customers at the reporting date and during

w

the porting period were as follows

2079 2018

a

a

a

a

a

a

a

cas

At December

Ma

age for the period
mum for the period

27Yo

24%
27%

78%

22Yo

23Yo

28%
ZOYoMin m for the period
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10.8 Liqu

10.8.2 Liqui

D BANK OF KENYA LIMITED AND ITS SUBSIDIARIES
FINANCIAL STATEMENTS (CONTINUED)

ENDED 31 DECEMBER 2019

AGEMENT OBJECTIVES AND POLICIES (Continued)

risk (continued)

ty risk based on discounted cash flows

The t e below analyses the cash f lows payable by the Bank under non-derivative f inancial liabilities by remaining
con ual maturities and non-derivative financial assets by expected maturity dates as at the date of the
state t of financial position

AT3 DECEMBER 2019

FIN CIAL ASSETS
and balances with the CBK

s due from banking institutions
Eq instruments at fair value through
oth comprehensive income
Go ment securities
Loan and advances to customers

Total ancial assets

FINA IAL LIABILITIES
Bal e due to Central Bank of Kenya

and balances due to banking
i nsti ons

r deposits
funds- Lease liabilities

Total ancial liabilities

Net li tv gap

AT3 DECEMBER 2018

Up to
1 month

Kshs'000

608,742
t79,119

2,223,752

3,011,613

720,000

23,814
4,504,963

4,944

5,253,72L

Q.242.LOg)

1-3
months

Kshs'000

128,100
2 g167

4,L33,293
14,833

4,t48,t26

(3.522.501)

4-L2
months

Kshs'OO0

430,804
48t,28t

450,487
44,498

494,985

446.OL9

1-5
Years

Kshs'000

7,378
1,58s,570
5,297,4tO

103,561

103,561

6,]86-897

Total
Kshs'000

906,479
179,r79

7,378
2,244,574
8,23t,zLO

720,000

23,8L4
9,088,743

167,836

10,000,393

1.568.307

268,758 28,9t9

u

625.625 94t,OO4 6,990,458 11,558,700

Total
Total

i nstru ary

al assets
ial liabilities

sign if ica ntly
or increasing

3,097,277 539,420 475,557 9,735,009 13,847,263
5,339,385 4,06L,92L 29.538 2,848,rL2 L2,278.956

Net li ty gap (2.242.LO8) (3.522.50L) 446.Ot9 6.886.897 1.568.307

The a table shows the undiscounted cash flows on the Bank's financial liabilities and unrecognised loan
commit S o n th e ba S of hei ear iest po SSI ble on tractc U a

e
c ftmaturity

demand
The Ban K'S xpected a sh ows on thesee

rom S sis ex mpl de pos its rom stom e rS a re e xpect eh n v Fo Uc to
WN down

Total
Kshs'000

72t,845
36,467

232,L66

990.474

Total
Kshs'000

984,62t
62,292

d

maintai
immedi

Guara

a sta bl e bal an ce; a nd U rec og ised oa com mitment are not pecn n n S all ex ted to be dra

1-5
Years

Kshs'000

1-5
Years

Kshs'000

59.719

tely. The table below shows maturity analysis for the loans and commitments (off-balance sheet
commi s).

AT 31 CEMBER 2019

Acce
Undr
lines

ces and letters of credit
formal stand-by facilities, credit
other commitments to lend

Total

AT 31 CEMBER 2018

90,r27
36,467

215,803 399,238 t6,677

232,L66

3s8.760 2t5-803 399..238 t6.677

Up to
1 month

Kshs'000

Up to
1 month

Kshs'000

128,048
t5,299

1-3
months

Kshs'000

4-L2
months

Kshs'000

a

1-3
months

Kshs'000

280,190
36,252

4-12
months

Kshs'OOO

51_6,664
10,741

Guar
Acce
Undr
lines

ces and letters of credit
formal stand-by facilities, credit
other commitments to lend 597,L57 597,t57

740.504 316,442 527.405Total

pta
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R ENDED 31 DECEMBER 2019

10

10.9

nrsk vaNncEMENT oBJECTTvES AND poLrcrES (coNrNUED)

Marlket risks

Marfiet risk is the risk that f air value or f uture cash f lows of a financial instrument will fluctuate because
of changes in market prices. Market risk arise f rom open positions in interest rates, currency and equity
pro{ucts, all of which are exposed to general and specific market movements and changes in the level
of vplatility of market rates or prices such as interest rates, equity prices, foreign exchange rates and
cre(it spreads. The objective of market risk management is to manage and control market risk
exp$sures within acceptable parameters, while optimising the return on risk.

ffrelaanf separates exposures to market risk into either trading or non-trading portfolios. Trading
portfolios include those positions arising from market-making transactions where the Bank acts as
prin{ipal with clients or with the market. Non-trading portfolios mainly arise from the interest rate
manpgement of the entity's retail and commercial Banking assets and liabilities.

10.9.1 Vanhgement of market risks

Overtpll responsibility of managing market risk rests with the Asset and Liability Committee (ALCO).
The llreasury department is responsible for the development of detailed risk management policies
(subjpct to review and approval by ALCO) and for the day-to-day review of their implementation. The
BoarE of Directors sets limits on the level of mismatch of interest rate repricing that may be undertaken
which is monitored daily.

Expopure to interest rate risk

The drincipal risk to which non-trading portfolios are exposed is the risk of loss f rom f luctuations in the
f uturp cash f lows or f air values of interest bearing f inancial instruments because of a change in market
interdst rates. The ALCO is the monitoring body for compliance with these limits and is assisted by
Trealury Department in its day-to-day monitoring activities. Other assets are settled no more than 12
months after the reporting date. All the balances are interest bearing.

The tBble below summarises the Bank's exposures to interest rate risks. lncluded in the table are the
Bank'l assets and liabilities at carrying amounts, categorised by the earlier of the contractual repricing
or mdturity dates. The Bank does not bear an interest rate risk on off balance sheet items.

AS Af 31 December 2019

FINA*.ICIAL ASSETS
Cash bnd balances with the
CBK 1

Balarlces due f rom other
bankifrq institutions
Goverlnment securities
Loan{ and advances to
c ustofners

i

FTNANpTAL LTABTLTTTES
Balancb due to Central
Bank o[ Kenya
Deposifs and balances due
to banling institutions
Custorter deposits
Borrov{ed funds

I

Total fihancial liabilities

Upto 1-3 4-12 1-5 Non-interest
1 month months months Years bearing

Kshs'000 Kshs'000 Kshs'000 Kshs'000 Kshs'000

906,420

r79,O32
128,100 397,788 t,556,482

7,369,O33

7.548.065 128.100 t9l,1-8 L556AB2 906.420

Up to
1 month

Kshs'000

720,000

23,874
1,380,482

1-3
months

Kshs'000

4-t2
months

Kshs'000

1-5
Years

Kshs'000

Non-interest
bearing

Kshs'000

Total
Kshs'000

906,420

t79,O32
2,O82,370

7,369,033

10.536.855

Total
Kshs'000

_1.
I otal Itnanctal assets

720,000

' 23,8L4
3,037,01 7 8,775,r903,934,347 423,350

2 t24 96 3,e34,347 42235e 3,037,011 9.5t9,0O4

L423.769 (3.806.247\ Q5,562) 1.s56.482 (L1lA-s9! 1.017.8s1
lnte
gap

resi rate sensitivity
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NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

FOR THE YEAR ENDED 31 DECEMBER 2019

10. RISK MANAGEMENT OBJECTIVES AND POLICIES (CONTINUED)

IO.9 Market risks (continued)

ManBgement of market risks

lnterest rate/equity price volatility

Volatility measures the expected future variability of a market price. lt is generally quoted as a
percentage; a higher number represents a more volatile instrument, for which larger swings in price
(or interest rate) are expected. Volatility is a key input in option-based models and is used to estimate
the future prices for the underlying instrument (e.9., equity or interest rate). Volatility varies per
instrument and in time and therefore, it is not viable to make reliable and meaningful general
statements about volatility levels.

Certain volatilities, generally those relating to longer-term maturities are unobservable and are
estimated by the Bank.

Sensitivity analysis on interest rates

An increase of 1 percentage point in interest rates f or the period would have increased/ (decreased)
prof it or loss by the amounts shown below. This analysis assumes that all other variables, in particular
foreign currency rates, remain constant. This analysis is performed on the same basis for 2018.

Profit or loss Equity
2079 2018 2019 2018

KShs'000 KShs'000 KShs'OOO KShs'000

lnterest income

lnterest expense

83,991
(73,784)

83,991
(73,784)

58,794
(5t,649)

58,794
(st,649)

Net change in interest ::JgGpf 10,207 7.145 _7,L45

A decrease of 1 percentage point in interest rates for the period would have had an equal but opposite
effect on the prof it or loss and equity, on the basis that all other variables remain constant.

Recovery rates
Recovery rates reflect the estimated loss that the Bank will suffer given expected defaults. The
recovery rate is given as a percentage and ref lects the opposite of loss severity (i.e., 1OO% recovery
reflects 0% loss severity).

ln line with general market convention, loss severity is applied to asset-backed securities while
recovery rate is more often used as pricing input for corporate or government instruments. Higher
loss severity levels / lower recovery rates indicate lower expected cash flows upon the default of the
instruments. Recovery rates for complex, less liquid instruments are usually unobservable and are
estimated based on historical data. Currently, the Bank has no such investments.

Currency risk

The bank takes on exposure to the effects of fluctuations in the prevailing foreign currency exchange
rates on its financial position and cashflows. The board sets limits on the level of exposure by currency
and in total for both overnight and intra-day positions which are monitored daily.

5B
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10.9 Market risks

The table below
instruments

AS AT 31

FINANCIAL
Cash and bala
Balances due
Government
Loans and a

Total financial

FINANCIAL L
Balance due to
Deposits and
Customer
Borrowed fu

Total financial

NET ON

NET OFF

AT 31 OECEM
Total financial

Total financial

NET ON BALAN

NET OFF

KENYA LIMITED AND SUBSIDIARIES
STATEMENTS (CONTINUED)

1 DECEMBER 2019

OBJECTIVES AND POLICIES (Continued)

marises the Bank's exposureto foreign currency exchange rate risk at 31 December. lncluded in the tableare the Eank's financial
by currency

BER 2019
KSHS USD GBP EURO OTHERS TOTAL

Kshs'000 Kshs'000 Kshs'000 Kshs'000 Kshs'000 Kshs'000

with Central Eank of Kenya
Banking institutions

to customers

LITIES
ral Bank of Kenya

nces due to banking institutions

lities

SHEET POSITION

CE SHEET POSITION

2018
sets

lities

SHEET POSITION

CE SHEET POSITION

720,000
23,814

8.706.9t9 54,828 7,969 5,474

9.4s0.733 54.828 J969 _..5.474

881.829

2,082.370
7.284.899

10.249.O98

___79&3.65

JJ2}9-L

11.384.575

tL.4L9.527

__134-852)

__3_47.53h

16,455
159,130

84.t34

259.7L9

zo4.a9)

l9-o3f

240.O7L

106.882

Et-r.89

131-619

2,498
2,638

4,949
r6,952

20,688

r42.177

ozLA29)

_r3.La.i

906,420
r79,O32

2,O82,370
7.369.033

LO.LZ85r

15&3J2

11.557,881

L1.676.204

_(18.323)

LYArtsh

589
302

5.136 27.97L 991 10.s36.855

720,000
23,8t4

8,715,190

__857

2.389

__2-389

_35J]S

9,519.004

.J6A)fG-83f,)

_n4f,1

10,057

7,678

_J,319
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10. RISK MANAGEMENT OBJECTIVES AND POLICIES (Continued)

10.9 Market risks (continued)

Market risks - sensitivity analysis

A principal part of the Bank's management of market risk is to monitor the sensitivity of
projected net interest income under varying interest rate scenarios (simulation modelling) and
the sensitivity of future earnings and capital to varying foreign exchange rates. Stress tests
provide an indication of the potential size of losses that could arise in extreme conditions.
Consolidated Bank aims, through its management of market risk, to mitigate the impact of
prospective interest rate movements and foreign exchange fluctuations which could reduce
future earnings and capital.

For simulation modelling, the Bank uses a combination of scenarios relevant to local businesses
and local markets. These scenarios are used to illustrate the effect on the Bank's earnings and
ca pital.

lnterest rate risks - increase/decrease of 1O% in net interest margin

The lnterest rate risks sensitivity analysis is based on the following assumptions

Changes in the market interest rates affect the interest income or expenses of variable
interest f inancial instruments.
Changes in Market interest rates only affect interest income or expenses in relation to
f inancial instruments with fixed interest rates if these are recognized at their fair value.
The interest rate changes will have a significant effect on interest sensitive assets and
liabilities and hence simulation modelling is applied to Net interest margins.
The interest rates of all maturities move by the same amount and, therefore, do not reflect
the potential impact on net interest income of some rates changing while others remain
u ncha nged.
The projections make other assumptions including that all positions run to maturity.

The analysis below sets out the impact on future net interest income of an incremental 10%

parallel fallor rise in all yield curves as at 31 December 2018.

Assuming no management actions, a series of such appreciation would increase net interest
income for 2079 by Kshs 53,460,000 (2018 - Kshs 64,301,000), while a series of such falls
would decrease net interest income for 2018 by Kshs 53,460,000 (2018 - Kshs 64,301,000).

Also a series of such rises would increase the adjusted core capital to RWA and Adjusted total
capital to RWA by 0.5% (2018: 0.7%) and 0.5% (2018: 0.7%) respectively, while a series of such
lalls would decrease the adjusted core capitalto RWA and Adjusted total capital to RWA by 0.5%
(2018: 0.4%) and 0.5% (2018: 0.4%) respectively.

Foreign exchange risks - appreciation/depreciation of Kshs against other currencies by 1O%

The Foreign Exchange Risks sensitivity analysis is based on the following assumptions

Foreign exchange exposures represent net currency positions of all currencies other than
Kenya shillings.
The Currency Risk sensitivity analysis is based on the assumption that allcurrency positions
are highly effective.
The Base currency in which the Bank's business is transacted is Kenya shillings.

The table below sets out the impact on future earnings of an incremental 10% parallel fall or
rise in all foreign currencies as at 31 December 20L9.

a

a

a

a

a

a

a
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10 RISK MANAGEMENT OBJECTIVES AND POLICIES (Continued)

10.9 Market risks (continued)

Market risks - sensitivity analysis (continued)

Assuming no management actions, a series of such rise and fall would impact the future
earnings and capital as illustrated in the table below:

Amount Scenario 1 Scenario 2
31 December tOok

2079 appreciation 1O% Depreciation
Kshs'OOO Kshs'OOO Kshs'000

Loss before taxation
Adjusted Core Capital
Adjusted Total Capital
Risk Weighted Assets (RWA)
Adjusted Core Capitalto RWA
Adjusted total Capital to RWA

(518,001)
1,153,160
7,370,206

70,725,971.
t7.4Yo
13.5%

(515,830)
1, 15 5,3 31
1,372,377

10,125,91 1

l1.4Yo
13.5%

(520,172)
1,150,989
1,368,035

70,t25,977
L1.4Yo
t3.5%

10.10

1 0.10.1

Assuming no management actions, a series of such appreciation would increase earnings for
2079 by Kshs. 51,800,100 (2018 - Kshs 35,156,700), while a series of such falls would
decrease earning for 2Ol9 by Kshs. 51,800,100 (2018 - Kshs 35,156,700).

Also, a series of such rises would increase the adjusted core capital to RWA and Adjusted total
capital to RWA by,0.0 Yo(20L8 - 0.0%) and O.O% (2018 - 0.1 %) respectively, while a series of
such falls would decrease the adjusted core capital to RWA and Adjusted total capital to RWA
byO.O% (2018 - 0.0%) and 0.0% (2018 -0.0%) respectively.

The impact of the increase or decrease is not expected to impact significantly.

OTHER RISKS

Non-f inancial risk management disclosures:

Strategic risk

Strategic risk is the current and prospective impact on earnings or capital arising from
adverse business decisions, improper implementation of decisions, or lack of responsiveness
to industry changes. This risk is a function of the compatibility of organization's strategic
goals, the business strategies developed to achieve those goals, the resources deployed
against these goals, and the quality of implementation.

The Eank faces several strategic risks from its environment which include:

. Macro-economic changes.

. Competition from the financial industry and organisations providing similar services.

. Technologicalchanges.

. Key legislative and regulatory changes.

. Major political events.

. Human capital or social/demographic trends and changes.

. lnadequatecapitalisation

The Board of Directors is ultimately responsible for the overall generation and implementation
of the Bank's strategy for purposes of enhancing shareholders' value. lt has however
delegated the implementation aspects to the Chief Executive Officer and the Senior
Management team. The Board of Directors, with support of the Chief Executive Of f icer Senior
Management, develops and implements a new strategic cycle every 5 years to cater for the
next growth phase of the Bank.
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10 ISK MANAGEMENT OBJECTIVES AND POLICIES (Continued)

10.10 HER RISKS (continued)

on-f inancial risk management disclosures:(continued)

10.10.1 rategic risk (continued)

he Chief Executive Officer supported by the (Executive Committee) EXCOM is responsible for
e execution of the approved strategic objectives on a day to day basis and actively monitors
siness performance against these objectives through periodic reviews. The business carries
t business performance reviews periodically but at a minimum on a monthly basis against pre-

etermined milestones and key performance indicators. The reviews are reported to the Board
Directors for information and advice, or action where significant deviations occur. These

eports include identifying the key risks faced by the Bank and how they are being managed.

ch business head is responsible for ensuring that strategic initiatives are aligned to the overall
rategy of the Bank and supported by the relevant and appropriate operating policies and

grams that direct behaviour. They are also responsible for monitoring, managing and
ing on the effectiveness and risks of their business'strategic objectives, and the progress

ey have made towards achieving these. They oversee the direction and trends of significant
rrent and emerging risks related to their business units and that mitigating actions are taken

here appropriate

he Chief Executive Of f icer co-ordinates an annual strategic planning process intended to align
dividual business strategies to overallenterprise levelstrategies as approved by the Board of
rectors. They include a comprehensive review and evaluation of the business strategies,

petitive positioning, financial performance, initiatives of strategic executions, and key
siness risks

he Bank's financial and non-financial performance, including its key risks, is reported to the
rd of Directors on a bi monthly basis for review and action, where necessary

10.10.2

10.10.3

on-f inancial risk management disclosures:

erational risk

erational Risk is "the risk that the Bank will incur direct or indirect loss due to an event or
on causing the failure of technology, processes, infrastructure, personnel, and other risks

aving an operational impact". The impact of these risks can result in signif icant financial loss,
putational harm or regulatory censure and penalties.

e major operational risks faced by the Bank include:

People and related issues such as staff retention, f rauds, amongst others.
Systems and processes changes related to the drive to meet our clients' needs

e Board of Directors takes the lead in establishing the "tone at the top" which promotes a

trong risk management culture. The Bank has also put in place a corporate culture that is

uided by strong risk management and that supports and provides appropriate standards and
ncentives for professional and responsible behaviour
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K MANAGEMENT OBJECTIVES AND POLICIES (Continued)

operationalized. These include toolkits to help identify, assess, control, manage and
port on key Operational Risks. Toolkits in the Operational Risk Procedures manual include

r alia

10R

a

10.10.2 N n-financial risk management disclosures (continued)

10.10.3 rational risk (continued)

Ail members of staff are responsible f or the management and mitigation of Operational risks. This
is lected in the continuous control environment, risk awareness and management style. Specific
ro s or responsibilities are assigned for leading and managing the internal control environment
th gh the following people

Board and CEO;

Audit Committee;
lnternal Audit Department;
Board Risk Management Committee;
Risk Management Committee;
Risk & Compliance Department;
Business Operational Risk functions in corporate, Retail and SME ;

lnformation Technology (lT) Steering Committee; and
Business Heads and Operations Head.

lnt I Audit is responsible for assessing compliance with operational risk policy and for
rting significant issues to the Board Audit Committee and the Board of Directors

T Bank seeks to minimise actual or potential losses arising from Operational Risk failures.
e include inadequately defined procedures or policies, systems failure, internal control f lawsT

or eaches, insuff iciently skilled staff , unmanageable events or customer actions. To achieve
this the Bank ensures

st operational risk policy and procedures that reflects industry practice are put in place

a

a

a

a

a

a

a

i)

ii)

i ii)

iv)

Framework for the Bank, businesses, and support functions to identify their major
operational risks and mitigation plans;
Key control standards;

lndicators to identify Operational Risk; and

customer service.
financial impact of operational losses is mitigated through the utilisation of insurance or
r risk transfer mechanisms where appropriate

a

lncident and issues tracking mechanisms to identify causal factors and operational
losses:

A staff in business and support functions, are aware of their responsibilities for Operational
k Management
tential Operational Risk impact of Bank activities and products are considered at their

et with a view to minimising these as far as possible.
T ere are structured processes to report control failures to designated individuals and

late material issues to Risk Management Committee, Executive Committee (EXCOM) and
ard Risk Management Committee as appropriate

E ployees are given Operational Risk training appropriate to their roles.
ployee and Bank assets are adequately protected.
rkable Business Continuity Plans are established (including Disaster Recovery and Crisis
nagement procedures) to minimise the impact of unplanned events on business operations

a

a

a

a

a

o

E

a

an
T

ot
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10 RISK MANAGEMENT OBJECTIVES AND POLICIES (Continued)

10.10.2 Non-f inancial risk management disclosures (continuedO

10.10.3 Operational risk (continued)

10.10.4 Compliance (policy/legal/regulatory) risk:

Compliance risk is the current or prospective risk to earnings and capital arising f rom violations
or non-compliance with laws, rules, regulations, agreements, prescribed practices, or ethical
standards, as well as from the possibility of incorrect interpretation of effective laws or
regu lations.

The Bank is committed to ensuring that its business activities are conducted in accordance with
applicable laws and regulations, internal rules, policies and procedures, and ethical standards
("compliance laws, rules and standards"). The Bank has established appropriate policies,
procedures and controls that will ensure effective compliance with laws, regulations and codes
relevant to its businesses, customers and staf f .

Business unit heads have the responsibility and accountability of managing regulatory and legal
risks relating to their units on a day to day basis with assistance / advice and oversight from
Legal and Compliance Department. The Risk and Compliance Department identif ies and monitors
the key risks and is responsible for ensuring that the day to day business controls comply with
applicable legislation and are in line with best practice. lnternal and external legal counsel work
closely with business units to identify areas of existing and potential regulatory/legal risks and
actively manage them to reduce the Bank's exposures.

Senior Management and the Board Risk Management Committee receive the Risk Management
Department's opinions / reports on the strength of the Banks Compliance Risk Framework to
enable them to determine whether it is under control and where not. tracks signif icant corrective
actions to finality. Additionally, significant exposures under "for or against" litigation are
reviewed periodical ly.

10.10.5 Reputational risk

Reputational risk is the potentialthat negative stakeholder impressions or perceptions, whether
true or not, regarding the Bank's business practices, actions or inactions, will or may cause a
decline in customer base, liquidity, and overall brand value. lt is a resultant effect of all other
risks highlighted in this report and therefore cannot be managed in isolation. Therefore, when all
the other risks are managed well, this risk is substantially minimised.

The Bank's reputation is an invaluable and f ragile asset that is broad and far reaching and includes
imaqe, goodwill and brand equity. Reputational risk management supports value creation and
seeks to deal effectively with potential future events that create uncertainty.

Ultimate responsibility for this risk rests with the Board of Directors and Senior Management who
examine the Bank's reputational risk as part of their regular mandate. They are assisted in this
aspect by the Corporate Communications Department. Their purpose is to ensure that all
products, services, and activities meet the Bank's reputational risk objectives in line with the
Board of Director's approved appetite. The Bank's reputational risk strategy however cascades
into the other Bank's policies procedures each level of management is responsible for the
appropriateness of policies, processes and controls within its purview.

Senior Management and the Board of Directors receive periodic reports on the assessment of the
Bank's reputational risk exposures that arise from its business activities so as to form a view on
associated risks and implement corrective actions.
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10. RlSK MANAGEMENT OBJECTIVES AND POLICIES (Continued)

10.11 FINANCIAL ASSETS AT FAIR VALUE THROUGH OTHER COMPREHENSIVE INCOME

The following table provides an analysis of financial instruments that are measured subsequent
to initial recognition at fair value, grouped into levels 1 to 3 based on the degree to which the
fair value is observable.

. Level 1: fair value through OCI measurements are those derived from quoted prices
(unadjusted) in active markets for identical assets or liabilities.

. Level 2: fair value measurements are those derived from inputs other than quoted prices
included within level 1 that are observable for the asset or liability, either directly (i.e. as
prices) or indirectly (i.e. derived f rom prices).

. Level 3: fair value measurements are those derived from valuation techniques that include
inputs for the asset or liability that are not based on observable market data (unobservable
inputs).

Financial assets at FVTOCI

Level
1

Level
2

Level
3 Total

31 December 2OL9
Note Kshs'OO0 Kshs'000 Kshs'000 Kshs'000

Quoted investments

31 December 2018 6.727 6,L2t

Qucrted investments :-7=3JQ :-- __ :=j l;13
The above was valued at quoted bid prices in an active market (Nairobi Securities Exchange).
Except as detailed above, the Directors consider that the carrying amounts of f inancial assets and
financial liabilities recognised in the statement of f inancial position approximate their fair values.
This note provides information about how the Bank determines fair values of various financial
assets and financial liabilities. Fair value of the Bank's financialassets and financial liabilities are
measured at fair value on a recurrent basis. The following table gives information about how the
fair values of these financial assets and financial liabilities are determined (in, the valuation
technique(s) and inputs used):
Financial assets Fair value as at Valuation Significant Relationship

Fair value technique(s) unobservable of
hierarchy and key inputs inputs unobservabl

e inputs to
fair value

3t/Lzlt9 3tltzlt8
Kshs'000 Kshs'000

Quoted bid
prices in an

Quoted investments 7,378 6,727 Level 1 active market N/A N/A
There were no transfers between levels 1,2 and 3 in the period (2018: none).

lO.12 Price risk sensitivity
The Barnk is exposed to price risk on quoted investment securities

The table below summarizes the impact on increase in the market price on the Group's equity
investments net of tax. The analysis assumes that the market prices had increased by 5% with all
other variables held constant and all the Bank's equity instruments moved according to the historical
correlation with the price:

lmpact on prof it or loss and equity
2079 2018

KShs'000 KShs '000

Effect of increase on profit
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ITAL MANAGEMENT (Group and Bank)

ry capital

nks objectives when managing capital are

To safeguard the Banks' ability to continue as a going concern so that it can continue to provide
urns for the shareholders and benefits for the other stakeholders

o maintain a strong capital base to support the current and future development needs of the
usiness.
o comply with the capital requirements set by the Central Bank of Kenya.

I adequacy and use of regulatory capital are monitored by management employing techniques
on the guidelines developed by the Central Bank of Kenya for supervisory purposes. The

Ca
ba
req red information is f iled with the Central Bank of Kenya on a monthly basis.

11

T

a

a

a

The

a)
b)

entral Bank of Kenya requires each Bank to:

old the minimum levelof regulatory capital of Kshs 1 billion.
aintain a ratio of total regulatory capital; to risk weighted assets plus risk weighted off balance

ets at above the required minimum of 10.5%;
c)
d)

As her disclosed in note 9, the Bank had not complied with capital to risk weighted assets of not

aintain a core capital of not less than 10.5% of total deposit liabilities; and
aintain total capital of not less than L4.5Yo of risk weighted assets plus risk weighted off

sheet items

less
requi

han 14.5% in 2019. ln 2018, the Bank failed to meet all the above Key Central bank

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

1 capital, which includes ordinary share capital, non-cumulative irredeemable non-
vertible preference shares, disclosed reserves such as share premiums, retained earnings,
50% un-audited after tax profit less investment in subsidiaries conducting banking business,a

I will
ments in equity of other institutions, intangible assets (excluding computer software ) and

2 capital, which includes25% revaluation surplus which have received prior CBK approval,
inated debt, hybrid capital instruments or any other capital instruments approved by CBK

a

S
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AL MANAGEMENT (Continued)

The nk's regulatory capital position at 31 December 2019 and 31 December 2018 was as follows:

o
l capital
nary share capital

2019
Kshs'000

2,998,400
72t,130

3,719,530
(2,567.139)

7,152,391

90,472

t26,574

277,046

1,36eA37

10.725.974

13.5%

tJ-A%

1,O49,913-

766,497

1.216.404

395,O24

88,173
177,967
_13-7_97

2018
Kshs'000

1,398,400
721,,730

2,119,530
(2,067,222\

58,308

s8,308

s8,308

71.6.6t6

71.107.327

1.05%

o.52Yo

1,223,220
1,654

t76,592

1.40t.466

430,792
2,849

105,866
2t9,551

No cumulative irredeemable shares

Sh

Ac mulated deficit
capital

T

Ti 2 capital
R luation reserves (25%)

ral loan loss provision-statutory reserveGe
(M imum of t.25Vo of RWA)

Tot

Tot regulatory capital

R weighted assets

Cap I ratios

Tot regulatory capital expressed as a percentage of
total risk-weighted assets (CBK minimum 14.50/o)

Tot tier J. capital expressed as a percentage of
risk ghted assets (CBK minimum 10.5%)

ST INCOME (Group and Bank)

on loans and advances
on Bank placements
on investments at amortised cost

lnte
lnte

ST EXPENSE (Group and Bank)

on customer deposits
on inter-bank borrowinqs
on Central Bank of Kenya Repos
on borrowed funds
on leases

lnter
I nteres
ln teres
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14. FE

F

AND COMMISSION INCOME

r related fees and commissions

t related fees and commissions
Tr action related fees

344 1e 356,tZL ?98,n2 ?98292

15. FO IGN EXCHANGE TRADING INCOME (Group and Bank)

gn exchange net income includes gains and losses from spot and forward contracts and
lated foreign currency assets and liabilities.

L

20t9
Bank

Kshs'0OO
39,387

208,918
e5,714

2019
Group

Kshs'000
39,387

208,918
197,866_

2018
Bank

Kshs'000
4t,234

162,909
94,t49

2018
Group

Kshs'000
41,234

762,909
94,749

tran

Gain on foreign exchange trading
on foreign exchange trading

16. OTH R OPERATING INCOME (Group and Bank)

Re rncome
Re al recoveries
Rec es on loans and advances
Gain n disposal of property and equipment
Sund income*

* rela e to income on sale of tenders

27-715 2743-

2019
Kshs'0OO

23,889
(2,114)

7 7,028
10,823

225,469
787

6,O72

2018
Kshs'000

25,278
G,842)

69,547
tt,t22

367,273
40

t22

313ts4 442p44
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18. STA COSTS

Sala
Trai ng
Pen

TED BANK OF KENYA LIMITED AND ITS SUBSIDIARIES
HE FINANCIAL STATEMENTS (CONTINUED)

ENDED 31 DECEMBER 2019

ATING EXPENSES

2079
Bank

Kshs'000

Sta costs (note 18),
Di 'emoluments - Fees

- Other
De eciation - Current year (note 2B)

rtisation of intangible assets (note 29)
rtisation of operating lease (note 30)
ribution to Kenya Deposit lnsurance

Am

Co
Cor ation 73,266

10,536
372,643

Aud ' remuneration-Current year
oth r operating expenses

687,687
72,476
2 1,580
95,091

108,129
170

2079
Group

Kshs'0OO

696,976
12,476
2 1,580
95,870

t08,427
t70

13,266
10,797
7s,2t,1

2018
Bank

Kshs'O0O

740,346
5,048

2t,980
50,348
89,93s

170

13,612
5,577

4(..1J63

627,496
23,752
39,739
43,929

356
5,090
5,326

558

2018
Group

Kshs'0OO

740,346
5,048

27,980
50,348
89,935

170

t3,612
5,577

46L,163

627,496
23,752
39,739
43,929

356
5,090
5,326

658

2018
KShs

t5,892

t24)
U3,L99

_ 188467

(35 1,567)

(105,470)
22,063

(tt,699)
(724)

110,998

L32lE3 1;34-823 l-388;rz9 E8&129

n

al expenses
pay provision
nsurance
ity provision
contributions

571,180
2 1,188
37,870
46,229

(t62)
4,383
6,346

653

578,947
21,469
38,309
46,880

(162)
4,517
6,346

669

and wages
, recruitment and staff welfare costs
contributions

Med
L

Staf f
Gra
NSS

687.687 696.926 740,346 740,346
19. tNC E TAX (Group and Bank)

a)T ion charge/(credit)

urrent tax based on the taxable profit for the year at 30%

eferred tax credit (note 28)
rior year over provision- current taxation
erecognition of prior year deferred tax

onciliation of expected tax based on accounting loss
tax charge

b)L ss before taxation

x calculated at a tax rate of 30%
x effect of expenses not deductible for tax purposes*

2079
KShs

13,066

225

13?97

(s 18.001)

( 155,400)
7,358

( 1,800)
225

t62,908

N xable income
ior year (under)/over provision- current taxation

year's deferred tax not recognised
ior year deferred tax derecognition 173 299

13.29t 788.467

Tax effect of expenses not deductible for tax purposes relafes to expenses incurred not for
siness or qeneration of revenue e.g. donations.

e bank has not recognised deferred tax assets of Kshs 162 million (2018: Kshs 173 million)
d to uncertainty of future earnings and profits against which the deferred tax assets can be
o fset
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t9. tNc TAX (CONTINUED)

c) Taxation recoverable/(payable)

At 1 January
Charge for the year
Prior year (over)/under provision
Tax paid during the year

Loss
num

Loss

Num

Loss

Cash hand
Bala with Central Bank of Kenya

ot
ratio reserve
balances (available for use by the Bank)

Cash
ratio

E FINANCIAL STATEMENTS (CONTINUED)

R ENDED 31 DECEMBER 2019

At 3l December 6.204 2.809

20. LOS PER SHARE (Bank)

per share is calculated by dividing the net loss attributable to shareholders by the
of ordinary shares in issue during the year

20t9
Kshs'000

2,809
(13,066)

(22s)
76,686

296,290

599,439
10.691

2018
Kshs'000

6,022
(15,892)

724
1 1,955

2018
Kshs'OOO

(540.034)

69.920

2018
Kshs'000

372,065

535,597
11 47

share

Basic d diluted (Kshs) (3.54) 0.72\

were no potentially dilutive shares outstanding as at 31 December 2019 and 31
D 2018, respectively. Diluted earnings per share are therefore the same as basic
earn s per share.

20L9
Kshs'000

the year (530.523)

r of ordinary shares (number in thousands) t49.920

AND BALANCES WITH CENTRAL BANK OF KENYA (Group and Bank)

20t9
Kshs'000

21

Ken
(20
f ina

1

90ha20 9JBf,_99.

hand and balances with Central Bank of Kenya are non-interest bearing. The cash
rve is based on the value of customer deposits as adjusted by the Central Bank of

requirements. As at 31 December 2019 the cash ratio reserve requirement was 5.25%
- 5.25Y0) of allcustomer deposits held by the Bank. These funds are not available to
the Bank's day to day operations
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NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

FOR THE YEAR ENDED 31 DECEMBER 2019

22. DEPOSITS AND BALANCES DUE FROM BANKING INSTITUTIONS
2079
Bank

Kshs'000
a) Balances due f rom banking institutions

maturing within 90 days:

20t9
Group

Kshs'0O0

2018
Bank

Kshs'000

2018
Group

Kshs'OO0

Balances with correspondent banks
Balances with local banks

As at 1 January 2019
lmpact of adopting IFRS 9
lncrease in allowance for impairment

GOVERNMENT SECURITIES
Kenya Government Treasury bonds - at amortised cost
Kenya Government Treasury bonds - Held to Maturity

The maturity profile of government securities is as follows

Less than 1 year
3 years to 5 years
Over 5 years

!19_1,J9 119,480 119,.4&Q

94,330
79_666

173,996

60

_?7

87

94,330
84,79e

60

27

87

79,570
39,910

79,570
39,910

2018
Kshs'000

54 54
66

60 60Allowance for impairment as at 31
December

Net carrying value t73.909 t79,03? 719.420 1.79,420

b) Deposits from local banks ?L914 23-814 45J51-- 45J5L

c) Borrowing from Central Bank of Kenya 720poo _zo*o!o 1_12!,00!

Deposits with/f rom local banks as at 31 December 2019 represent overnight lending. The eff ective
interest rate on deposits due f rom and due to local banking institutions at 31 December 2019 was
nil (2018 - 7%) and nil (2018-nil) for balances with correspondent banks.

The borrowings from Central Bank of Kenya was a REPO:
- Tenure: The period of the borrowings was 1 month from 19 December 2019 to 16 January

2O2O-320,000,000, 24 December 2Ol9 to 21 January 2O2O'4O0,000,000.
- lnterest rate: the borrowing attracted an interest rate of 9%.
- Security: pledge of the Bank is only a portion of the Treasury Bonds whose fair value was

Kshs 900,000,000.

23. FINANCIAL ASSETS AT AMORTISED COST (Group and Bank)
201.9

Kshs'0OO

2,O82,370 2,790,O93

?.08419= 2J,9-0.0e3

525,888 203,044
799,372 579,694

__157 JLo LA9l-355

z9E37O LLeO.9e_3_

The weighted average effective interest rate on treasury bonds was 8.3% (2018 -8.5%). As at 31
December 2019 treasury bonds with a fair value of Kshs 900,000,000 (2018-1,400,000,000) had
been pledged to secure borrowings f rom Central Bank of Kenya.
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CONSOLI
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FOR THE

24. LO

2s. tMP

a) mmercial loans
rafts

rtgages
finance loans

f loans

oss loans and receivables 7,823,630 8,958,661
s:

pairment losses on loans and receivables (note 10.6 ) Q54-5fl) $29,002)

loans and receivables 7.369.033 8.429,659

weighted average ef f ective interest rate on loans and receivables as at 31 December
19 was 13% (2018 - 13%)

cluded in gross loans and receivables of Kshs 7,823,633,000 (2018 - Kshs

,958,661,000) are non-performing loans amounting to Kshs L,892,397,000 (2018 -
shs 1,830,300,000). These are included in the statement of financial position net of

fic provisions of Kshs 345,916,938 (2018 - Kshs 397,487,000).

2079
Kshs'000

b) lysis of gross loans and receivables by maturity

tu ring:
thin 1 year

BANK OF KENYA LIMITED AND ITS SUBSIDIARIES
E FINANCIAL STATEMENTS (CONTINUED)

ENDED 31 DECEMBER 2019

NS AND ADVANCES TO CUSTOMERS (Group and Bank)

1 and 3 years
A er 3 years

ns and receivables to customers 7-823-fr2 &95&661

2019
Kshs'O0O

3,868,401
994,89t

1,789,699
804,989
36s,550

t,990,825
2,435,699
3,397,108

86,660
367,937

2018
Kshs'000

4,407,379
1,002,391
2,O24,723
1,083,094

44t,074

201 8
Kshs'000

2,867,746
2,486,298
3,61t,277

concentration of advances to customers is covered under note 10.7

RMENT LOSSES ON LOANS AND RECEIVABLES (Group and Bank)

2079
Kshs'000

anua ry 529,002
Adjustment

in impairment allowances 416,005
(264,947)
(225,459)

2018
Kshs'000

458,152
LO2,579
368,162
(38,678)

(361,213)

45A_5el_ _52e_,992

At1
IFRS

Write ffs
Reve ls in impairment allowances

At 31

Col
lnd

ively assessed impairment 131,515
397,487ally assessed impairment

72
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CONSOLIDAT D BANK OF KENYA LIMITED AND ITS SUBSIDIARIES
NOTES TO TH FINANCIAL STATEMENTS (CONTINUED)

FOR THE YEA ENDED 31 DECEMBER 2019

26. (a) OTHE ASSETS

Other ssets and other receivables that have f ixed or determinable payments and that are not
quot in an active market are measured at amortised cost less any impairment loss

2079 2019 2018
Kshs'000 Kshs'000 Kshs'000

Bank Group Bank

Un-cl items in the course of collection
Prepa nts
Rent ivable
Depos for services
Others

18,051
48,762
t1,247
13,219

180,1eO

18,051
48,762
11,247
13,279

180,190

20t9
Kshs'000

Group

36,409
42,372
15,199
1 3,570

t99,400

2018
Kshs'000

Bank

2018
Kshs'000

Group

36,409
42,372
15,t99
1 3,570

te9a00

2018
Kshs'000

Group

2018
Kshs'O00

7,t39
(4t2\

271.469 27 7.469 306.950 306.950

relate to Mpesa and Kenswitch balances.

(b) DUE F M SUBSIDIARY

2079
Kshs'000

Bank

Due Subsidiary* lLlle
77.079

* fhe subsi referred to as here is CBL insurance Aqency Limited

RUMENTS AT FAIR VALUE THROUGH OTHER27. EOUITY IN

COMPREH IVE INCOME (Group and Bank)

At beginnin
Gain/(loss)

of the year
market value of investment

2019
Kshs'000

6,727
651

At end of year Z& hJ21

The invest ent consists ol 21,699 shares of Kakuzi Limited which are in the name of Jimba Credit
Corporatlon Limited but benef icially vested in the Bank

ln accorda with IFRS 13, the fair value ranking of the investment is at level 1
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CONSOLIDATED BANK OF

NOTES TO THE FINANCIAL
FOR THE YEAR ENDED 31

28(a). GROUP PROPERTY

COST/VALUATION
At 1 January
Additions
Transfer from WIP
Disposal

At 31 December

At 1 January 201
Effects of adoption
I January 201
Additions
Transfer from WIP
Disposal

At 31 December

Comprising
At cost
At valuation 2019

A LIMITED AND ITS SUBSIDIARIES
ATEMENTS (CONTINUED)

R 2019

ND EOUIPMENT AND RIGHT OF USE OF ASSETS

Land and
buildings
Kshs'00O

Right of
use of
a ssets

Kshs'OOO

Leasehold
improvements

Kshs'00O

Motor
vehicles

Kshs'00O

Fixtures,
fittings,

equipment &
ATMs

Kshs'000
Computers

Kshs'0OO

422.839 20.476 325.569

422,839 20,476 325,569

1 7,395

(1.164)

Work in
progress Total

Kshs'00O

3,019
2,t7 t

(3,019)
G0,724)

2.17t 1.638.O59

2.t7t 1,538,059

719,000

719.000

719,000

4t9,636
3,203

20,476 336,267
2,t32
1,185

( 14.015)

146,r95
L6,684

1,834
(16.709)

148.O04

148,004

1,06 r

(72;

148.993

1,644,593
24,t90

1,828,348

719,000

L.to7.B47

IFRS 15 as at
z.r) 167.836 167

23
836
at?5,233

719.000 t67.836 428,072 20.476 341,800

167.836 428.072 20.476 341.800 L48,993

74
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9 2.17 t

2.t7t
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CONSOLIDATED BANK OF

NOTES TO THE FINANCIAL
FOR THE YEAR ENDED 31

28(a). GROUP PROPERTY

ACCUMULATED

Elimination on d

Elimination on di

K A LIMITED AND ITS SUESIDIARIES
MENTS (CONTINUED)

BER 2019

EOUIPMENT AND RIGHT OF USE OF ASSETS (Continued)

ST

TION

Land and
buildings
Kshs'000

50,175
t6,725

66.900

66,900
L6,725

635.375

652-100

14,988
2,472

17,460
2,472

J4
-30t5

297,340
t6,926

(14.014)

300,252
10,879

3llt08

_E;11

Computers
Kshs'00O

139,390
5,470

G_6-632)

tza,223
8,697

t2fia
19J81

Work in
progress

2Jl)

2J11

Total
Kshs'0O0

898,247
50,348

(30,651)

9t7,944
95,870

L,e1Z6L4

8.l5tll
129-1]5

Right of use Leasehold
of assets improvements
Kshs'OOO Kshs'OOO

396,354
8,755

Fixtures,
fittings,

Motor equipment&
vehicles ATMS

Kshs'OOo Kshs'O0O

At 1 January 2018
Charge for the year

At 31 December 20

At 1 January 2019
Charge for the year

At 31 December 20

NET BOOK VALUE
At 31 December 20

At 31 December 20

405.109 t7.460 300.252 L28,223 917,944

47,408
405,109

9,689

13.274

ll-730

83.625 47,408 4t4,798 19.932 309.992 136,859

trugg
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CONSOLIDATED BANK OF

NOTES TO THE FINANCIAL
FOR THE YEAR ENDED 31

28(a). BANK PROPERTY AND

COST/VALUATION
At I January 2018
Additions
Transfer from WIP
Disposal

At 31 December 2018

LIMITED AND ITS SUBSIDIARIES
ST ENTS (CONTINUED)

2019

AND RIGHT OF USE OF ASSETS

Land and
buildings
Kshs'000

Right of use Leasehold
of assets improvements
Kshs'000 Kshs'OOO

419,636
3,203

Motor
vehicles

Kshs'0O0

Fixtures,
fittings,

equipment
& ATMS

Kshs'000
Computers

Kshs'OOO

Work in
progress Total

Kshs'O00

L,644,593
24,toz

At I January 2019
Effects of adoption of IFRS

at 1 January 20l9(Note
Additions
Transfer from WIP
Disposal

At 31 December 2019

Comprising
At cost
At valuation 2019

as

719,000

719.000

719,000 422,839 20,476 ,325,569

L57,836

719.000

719,000

16,639_

(1,164)

34L.O44

20,476 336,267
2,132
1, 18s

(14,015)

146,t95
16,s9s

1,834
(16,709)

L47.9L5

L47,915

1,061

-Jla
L48.904

3,019
2,L7L

(3,019)
{30.724)

2,L71 L,537,970

2.t7t r,637,970

167,836
17,700

(t.236\

L.822.270

719,000

t,ro3.270

L67.836 422.839 20,476 2,L7 L

167.836 422,839 20.476 341.044 L48,904 2,r7 |
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CONSOLIDATED BANK OF KEN

NOTES TO THE FINANCIAL ST
FOR THE YEAR ENDED 31

28(b). BANK PROPERTY AN

ACCUMULATED
DEPRECIATION
At 1 January 2018
Charge for the year
Elimination on di

At 31 December 201

At I January 2019
Charge for the year

Elimination on di

At 31 December 201

NET BOOK VALUE
At 31 December 2O1

At 31 December 201

Land and buildings
the open market
of the properties

Motor vehicles, fixtu
December 2019. The

ln accordance with lF

other than quoted
prices.

Work in progress rela

A LIMITED AND ITS SUBSIDIARIES
(CONTINUED)

2019

EOUIPMENT AND RIGHT OF USE OF ASSETS (ContinuEd)

Land and
buildings
Kshs'OO0

Right of use
of assets
Kshs'OOO

Leasehold
improvements

Kshs'000

396,354
8,755

:

405,109
9,010

Motor
vehicles

Kshs'000

Fixtures,
fittings,

equipment&
ATMs

Kshs'000
Computers

Kshs'000

139.390
5,468

(16.637)

r2a,22r
4,667

Ll6-827

Work in
progress Total

Kshs'000

898,247
50.348

(30.651)

9t7,942

9t7,942
95,091

(1.200)

1,Q11-813

50, I 75
t6,725

66.900

66,900
t6,725 47,408

14,988
2,472

t7,460
2,472

297,340
16,926

(t4.oL4)

300.252
10,809

405.109 L7.460 300,252 l29,22l

(1.139)

q3,6?5 41,4p8 4r4,Lr9 L9,93? 309.922

63sll5 EL-42A ,=37.?9 ::y4 jJ.J,22 :JzgJ -Z.EL -sul3f
65a_100 :17.ZfQ 3-016 _253]J ).9f9L :2J7_-t =120.115

last revalued as at 31 December 2015, by Vidmerck Limited, independent valuers. Valuations were made on the basis of
the highest and best use valuation model resulting in a total valuation surplus of Kshs 151,293,000. The book values

to the revalued amounts and the resultant surplus was credited to the revaluation surplus.

fittings and equipment with a cost of Kshs. 810,312,814 (2018- Kshs 767,740,948) were fully depreciated as at 31
depreciation charge on these assets would have been Kshs 149,99O,992 (2018- Kshs 141,229,418).

13, the fair value ranking of the land and buildings is at Level 2 as the fair value measurement is derived from inputs
included within Level I that are observable for the asset or liability, either directly as prices or indirectly as derived from

to the Euro Mastercard Visa switch migration which is at various stages of completion.



CONSOLIDATED
NOTES TO THE FI

FOR THE YEAR

28 (b).BANK

Set out
and the

At 31

K OF KENYA LIMITED AND ITS SUBSIDIARIES

ANCIAL STATEMENTS (CONTINUED)

DED 31 DECEMBER 2019

PERTY AND EQUIPMENT AND RIGHT OF USE OF ASSETS (Continued)

are the carrying amount of lease liability (included in the liabilities under note 5.1)
ent during the period

AsatlJ uary 2019 effect of adoption of IFRS 16 167,836_

73,797interest

Asat3lD ber 2019

(61,205)

129128

lf the land d buildings were stated on the historical cost basis, their carrying amounts would
be as foll

20t9 2018
Kshs'000

Additions
Accretion
Payments

At 1 Janua
Depreciati charge

ber

t22,076
@.521)

726,597
(4,s27)

1-12555 lZMb
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CONSOLIDATED B

NOTES TO THE FI

FOR THE YEAR E

29(a). GROUP INT

COST/V

At 1 Jan
Addition
Transfer

At 31

At 1 Jan

Additions
Transfer
Disposa ls

At31D

ACCUMU

At 1 Jan
Charge

At 31 D

At 1 Jan
Charge f
Eliminat

At 31 D

NET BOO

At 31

At 31

Work in pr
Security ln

completion

K OF KENYA LIMITED AND ITS SUBSIDIARIES

CIAL STATEMENTS (CONTINUED)

D 31 DECEMBER 2019

NGIBLE ASSETS

Computer
Software
Kshs'000

UATION

ry 2018
S

46t,260
24,347
42,720

528,327
777,461

5,226
(130)

182299

L1_3-9j

Work in
Progress
Kshs'000

42,720
12,272

(42,720\

t2,272
28,296
(5,226)

3s342

_QAz

Total
Kshs'000

s03,980
36,619

540,599

540,599
L39,757-

(130)

680.226

264,452
__89,93s

354.387

354,387
1O8,427

(130)

462.684

_211-542

t86.2ll

WIP

20 18

ry 2OL9

WIP

T

ber 2O19

ED AMORTISATION

20 18
e year

ber 2018

528,327 t2,272

644,884 35,342

264,452
89,935

354-3BZ

354,387
to8,427

(130)

462,684

rY

th

ry 2019
the year
on disposal

mber 2019

VALUE

mber 2019

mber 2018

ress relates to the Euro Mastercard Visa switch, Network access system and
ident Event Management system projects which were at various stages of
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CONSOLIDATED
NOTES TO THE FIN

FOR THE YEAR EN

29(b). BANK INT

COST/VALU

At 1 Janu
Additions
Transfer

At 31 Dece

At 1 Janu
Additions
Transfer
Disposals

At 31 Decem

ACCUMULA

At 1 January
Charge for t

At 31 Decem

At 1 January
Charge for t
Eliminated on

At 31 Decem

NET BOOK V

At 31 Decem

At 31 Decem

Work in
Security lnci
completion.

NK OF KENYA LIMITED AND ITS SUBSIDIARIES
NCIAL STATEMENTS (CONTINUED)

31 DECEMBER 2019

GIBLE ASSETS

Computer
Sof tware
Kshs'000

TION

2078

WIP

er 2018

2079

WIP

r 2Ol9

AMORTISATION

018
year

2018

019
year
isposal

r 2Ol9

UE

r 2Ol9

r 2018

467,260
24,347
42,720

528,327
109,963

3,726
(130)

179,a00

t_7_3_,939

Work in
Progress
Kshs'000

42,720
10,772

(42,720)

10,772
28,296
(3,726)

.35,-343

t2-272

Total
Kshs'OO0

s03,980
35,1 19

s39,099

s39,099
138,259_

(130)

L71,228

264,452
89,935

354,387

354,387
108,129

(130)

462,386

214,842

186,2rt

528,327 10,772

64t,886 35,342

264,452
_8J,9-3_5

3.54,381_

354,387
108,129

(130)

462.386

ss relates to the Euro Mastercard Visa switch, Network access system and
nt Event Management system projects which were at various stages of
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CONSOLID
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FOR THE

30. BA

31. C

32

TED BANK OF KENYA LIMITED AND ITS SUBSIDIARIES
E FINANCIAL STATEMENTS (CONTINUED)

AR ENDED 31 DECEMBER 2019

K PREPAID OPERATING LEASE RENTALS (LEASEHOLD LAND)

CO T

At January and 31 December

UMULATED AMORTISATION

At
c

Janua ry
for the year

201.9
Kshs'O0O

45,298

38,659
t70

3,207,533
1,149,370
4,4t2,619

2Jl€

20t8
Kshs'000

45,298

38,489
170

3,113,010
965,599

4,4t9 ,17 4
90,761

At

NE

At

1 December

BOOK VALUE

1 December

38.829 3€-659

6.469 6,639

OMER DEPOSITS (Group and BANK)

Cu

Sa

and demand accounts
accounts
posit accounts

ngs
Fi de

insMa

M y analysis of customer deposits:

able
On demand
W rn one year

ed expenses
G uity (note 32(a)

pay provision (note 32(b))
T nts deposits

ues for collectionC

ferred fees income
dry payables

eJfL,Sha 85e8-544

4,359,240 4,t69,370
4,4t2,620 4_419_1lA

T

3

8f,1t_-8h9 8,s88,544

weighted average effective interest rate on interest bearing customer deposits at
December 2019 was 4.4% (2OtB - 5.1%). Concentration of customers' deposits is

red under note 10.7

HER LIABILITIES
20t9

Kshs'000

Bank
19,918
9,600
7,521

16,755
1,O24

727,50t
t67,836

2019
Kshs'000

Group
79,978
9,600
7,521

t6,755
1,O24

728,609
t67,836

20 18
Kshs'0OO

2018
Kshs'000

Bank
9,244
4,t68
7,683

16,804
73

60,402
186,988

Group
9,244
4,t68
7,683

16,804
73

60,402
186,988

350,155 351263 2853h2 285362

ase liability
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32. OT

a)

b)

33. BOR

lnt

Att

An

Eur
Co

TED BANK OF KENYA LIMITED AND ITS SUBSIDIARIES
HE FINANCIAL STATEMENTS (CONTINUED)

ENDED 31 DECEMBER 2019

ER LIABILITIES (continued)

ratuity

lance as at 1 January
aid
harge for the year

lance as at 31 December

ve pay provrsron

lance as at 1 January
arge /(Credit) for the year

lance as at 31 December

WINGS (Group and Bank)

As at January
expense

Repa during the year

end of the year

by currency

20t9
Kshs'000

4,168
(974)
6,346

7,683
(162)

t,732,320
177,96t

( 1.910,281)

20 18
Kshs'000

1.1,442
(12,600)

s,326

7,327
3s5

1,807,002
279,551

(294,233)

LJ323?9

727,3t5
1,605,005

LJ3232A

t27,3t5
-r-605-005

:l@q j16g

JEL 7.683

Borro
Borro

ngs in Euros
ngs in Kenya shillings (Kshs)

by lender:
n lnvestment Bank (ElB)

ate bond - medium term notes

Analy
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CONSOLIDATED BANK OF KENYA LIMITED AND ITS SUBSIDIARIES
NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE YEAR ENDED 31 DECEMBER 2019

33. BORROWINGS (continued)

Facility terms:

a) Authorised:
80,000,000 ordinary shares of Kshs 20 each
80,000,000, 4% non-cumulative irredeemable
non-convertible preference shares of Kshs 20 each

a) EIB Loan facility: The facility from European investment Bank was a credit line of Eur
6,500,000 received by the Bank as part of its participation in the global loan facility extended
by EIB to a group of financial institutions in Kenya under the Cotonou Agreement. The facility
terms are as follows:

Tenure: The period of the financing which shall be between 4 to 10 years save in respect
of sub-loans for small projects where the sub loan is less than the equivalent of EUR

50,000 and finance leases, which shall have a minimum tenor of 3 years.
lnterest rate: For a tranche denominated in EUR or USD as margin of 2.880/o per annum
and for tranches denominated in Kenya Shillings will attract additional currency risk
premium depending on the tenor of the loan
Security: a negative pledge on present and future business undertakings together with all
the assets or revenues of the Bank.
Retirement: The bank prepaid f ully the EIB loan on 22 July 2Ol9

b) Medium term notes: this refers to a series of senior and subordinated notes issued by the Bank
and traded on the Nairobi Securities Exchange. The issued and currently traded notes have a
face value Kshs 1,678,200,000.

Tenor: the notes mature on 22 July 2Ol9
lnterest rate: the notes attract a fixed interest rate of 13.5 % for the senior notes and
t3.25Yo f or the subordinated notes.
Retirement: The notes matured on 22 July 2019 and the Bank sort an extension of the
maturity for a f urther 3 months to 22 October 2019 and the same was approved by the
noteholders. The note was f ully settled on 22 October 2019.

34. SHARE CAPITAL (BanK)

a

a

o

a

a

a

o

20t9
Kshs'000

1,600,000

L6qO-AAA

_3_,2ql_oo!

2018
Kshs'000

1,600,000

1,600,000

3200.00o

b) lssued and f ully paid:
149,92O,OO0 ordinary shares of Kshs 20 each (2018 -
69,920,000) 2,998,4OO 1,398,400
36,056, 500, 4% non-cumulative irredeemable
Non-convertible preference Shares of Kshs 20 each 721,,130 - 721,130

3-Z1j.5aq ZJf9,a3!

Nortr-convertible non-participating preference shares are entitled to receive a discretionary
dividend before any dividend is declared to the ordinary shareholders. The preference shares
hale no right to share in any surplus assets or profits and no voting rights.
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NOTES TO

37

CONSOLIDA

FOR THE YE

35. REV

ED BANK OF KENYA LIMITED AND ITS SUBSIDIARIES
E FINANCIAL STATEMENTS (CONTINUED)

R ENDED 31 DECEMBER 2019

LUATION SURPLUS (Group and Bank)

At1 anuary
Tra r of excess depreciation

d tax on transfer of excess depreciation- Buildings

2079
Kshs'000

Group

36. ACC ULATED DEFICIT

AtlJ uary

At 31 ecember 361.888 370.509

The
land r buildings are sold, the portion of the revaluation surplus that relates to that asset, and is

luation surplus arises on the revaluation of freehold land and buildings. Where revalued

ef ly realised over the period in which this is transferred, is transferred directly to revenue
The revaluation surpluses are non-distributable

De

Elimi
from

De

Trans
Trans

20t9
Kshs'000

370,509
(72,3t6)

3,695

2018
Kshs'000

Group

(102,633)
(s40,034)

t2,316

(3,69s)
(161,511)

20 18
Kshs'000

379, 1 30
(12,376)

3,695

tion of subsidiary losses
e bank

(2,06r,222) (2,061,222) (1,26s,665) (1,265,66s)

3,97 4

(53t,292)
12,316

(3,69s)
t6Js4

2079
Kshs'000

Bank

(s30,199)
12,3t6

(3,69s)
1 Js4

20t9
Kshs'000

490,679
(16,754)

2018
Kshs'000

Bank

(102,633)
(s40,034)

12,316

(3,69s)
L161,5U)

2018
Kshs'O00

329,168
225,O1.7
(63-100

IFRS 9 pening balance adjustment
Loss f r the year
Trans r of excess depreciation

d tax on transfer of excess
de tion
Trans r to statutory reserve

At 31 ecember

STAT RESERVE (Group and Bank)
AtlJa uary

f rom/(to) accumulated def icit
to IFRS stage 1 provision

Q,567.139\ (2.562,O7A (2.067,222\ Q.067.222\

At 31 ember 473,e25_ 4eO-679

38. FAIR V LUE RESERVE (Group and Bank)

AtlJ uary 5,859 6,27t
651 G72\Gai s) in market value of quoted equity shares

At 31 6.510 _5-859

The fai
at fair

value deficit shows the effects from the fair value measurement of equity instruments
lue through other comprehensive income. Any gains and losses are not recognised in

the p t or loss until the asset has been sold or impaired. Refer to note 4 (c) for additional fair
value di losures
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(b)

ED BANK OF KENYA LIMITED AND ITS SUBSIDIARIES
FINANCIAL STATEMENTS (CONTINUED)

R ENDED 31 DECEMBER 2019

TO THE GROUP STATEMENT OF CASH FLOWS

nciliation of loss before taxation to cash used in operations

s before taxation

f it before working capital changes

se in cash ratio balance
se in other assets

rease)/decrease in gross loans and receivables

tments for:
ation of property and equipment (note 28) 95,870

708,427
t70

73,797
(3872)

(187)

mortisation of intangible assets (note 29)
ortisation of leasehold land (note 30)

erest expense on leases
paid lease
n)/loss on disposal of property and equipment

terest expense on borrowings (note 34)
pairment (credit)/charge on loans and advances (note 24) 190,653

(s18,001) (3s1,567)

50,348
89,935

t70

(40)
279,557

_ 6,955

(113.188) 1s,352

2079
Kshs'000

(63,842)
35,481

870,170
183,316
6s,901

707,724

296,290
to,692

779,O32
(720,000)

2018
Kshs'000

(38,454)
(22,5t2)

(1 18,174)
(57,76t)

44,723
4 1 5,806

372,065
t1,o47

tL9,420
(1,120,000)

(i
in customer deposits

se in other liabilities
in treasury bonds

sh from/(used in) operations L085-606 _238-380

alysis of the balances of cash and cash equivalents as

own in the statement of f inancial position and notes

sh on hand (Note 21)
lances with Central Bank of Kenya -other (Note 21)

alances with other banking institutions
lance from Central Bank (Note 21 (c))

its and balances f rom other banking institutions (note
(b) Q3.8t4) (23s,751)

G57-80o) (853219

Fo the purpose of the cash flow statement, cash and cash equivalents comprise balances
less than three months' maturity from the date of acquisition, including cash in hand,
sits held at call with banks and other short term highly liquid investments with original
rities of three months or below, less advances from banks repayable within three months
the dates of the advances.

m
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E FINANCIAL STATEMENTS (CONTINUED)

FOR THE Y ENDED 31 DECEMBER 2019

40 (a) NOTE TO THE BANK STATEMENT OF CASH FLOWS

liation of loss before taxation to cash used in
operations

oss before taxation (s16,908)

djustments for:
ation of property and equipment (note 28)

mortisation of intangible assets (note 29)
mortisation of leasehold land (note 30)

expense on leases
paid lease

imination of accumulated losses for subsidiary
imination of prior year financing activity (acquisition of PPE)

n)/loss on disposal of property and equipment
expense on borrowings (note 34)

irment (credit)/charge on loans and advances (note 24) 190.653

fit before working capitalchanges

(a)

(40)
279,551

6,955

(107,s68) 15,352

95,091
t08,729

t70
73,797
G,872)

3,974
1,588
(190)

(63,842)
t8,402

870,t70
183,316
64,793

707,724

296,290
10,691

173,909
(720,O00)

(3 s 1, s67)

50,348
89,935

170

(38,454)
(22,512)

(7t8,t74)
(57,76t)

44,t23
415.806

372,065
71,O47
t19,420
(1,120,000)

b)

se in cash ratio balance
se in other assets
se)/decrease in gross loans and receivables

in customer deposits
se in other liabilities

in treasury bonds

f rom/(used in) operations

nalysis of the balances of cash and cash equivalents as

own in the statement of financial position and notes

sh on hand (Note 21)
lances with Central Bank of Kenya -other (Note 21)
lances with other banking institutions
lance due from Central Bank (Note 21 (c))

its and balances f rom other banking institutions (note
(b)

L-W2-995 _238J80

(23,814) (235,7s1)

Q62.924) (853.219)
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CONSOLIDATED BANK OF KENYA LIMITED AND ITS SUBSIDIARIES

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

FOR THE YEAR ENDED 31 DECEMBER 2019

41. INVESTMENTS IN SUBSIDIARIES

The qonsolidated financial statements include the financial statements of Consolidated Bank Ltd and
its subsidiaries. Consolidated Bank does not have any joint ventures or associates
The operations of the companies below were vested in the Bank in July 2002 and are all incorporated
in Kenya.
i) Jimba Credit Corporation Limited
ii) Kenya Savings & Mortgages Limited
iii) Citizen Building Society
iv) Estate Building Society
v) Estate Finance Company of Kenya Limited
vi) Business Finance Company Limited
vii) Home Savings and Mortgages Limited
viii) Union Bank of Kenya Limited
ix) Nationwide Finance Company Limited
Further to the above, the bank incorporated, Consolidated Bank lnsurance Agency Limited, which
commenced operations in January 2019.

All the above subsidiaries are wholly owned by the Bank. The subsidiaries except Consolidated Eank
lnsurance Agency Limited are dormant and had a nil carrying value as at 31 December 2019 (2018:
Nit).

42. OTHER SUPPLEMENTARY INFORMATION (BANK)

The bank's business comprises the following reportable units:

. Corporate Banking - This include banking services such as business current accounts, fixed
deposits, overdrafts, loans, asset f inance and other credit facilities in local and f oreign currencies

. Retails & SME (Small medium size enterprises)- incorporating banking current accounts, savings
accounts, individual fixed deposits, personal loans, retail and SME lending

. Treasury - operates the bank's f und management and investment activities.

Others comprise rental income and other incidental income f rom the rental space in the Bank's Head
Off ice building at Consolidated Bank House.

The table below summarizes the breakdown of other supplementary information I assets, liabilities,
income and expenses;

Prof it or loss for the year
ended 31 December 2019

Net interest income
Net fee and commission
Other income

Operating income
Operating expenses

Corporate
banking

Kshs'000

Retail
banking

Kshs'000

456,593
391,825

Trea su ry

Kshs'000

e9,643)
21,7 t5

Other
Kshs'000

12,t46
7 t,o2B

83,t7 4
(43,9t4)

Total
Kshs'000

54t,449
620,377

71,Q23

1,232,854
G-250-855)

184,499
t94,69t

379,190
(s€qJez)

848,418
(1.1qZJ2Q)

Q7,928)
G9,62q

Profitl(loss) before tax (2-01,0!D Q59.LQZ) L91,55A LZ?6O (51&00D
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D BANK OF KENYA LIMITED AND ITS SUBSIDIARIES
E FINANCIAL STATEMENTS (CONTINUED)

FOR THE Y ENDED 31 DECEMBER 2019

Prof i

R SUPPLEMENTARY INFORMATION (Continued)

or loss for the year ended3l December 2018
Corporate Retail

banking banking
Kshs'000 Kshs'000

Net
Net

rest income
and commission

ot tncome

ing income
ing expenses

before tax

ment of financial
n as at 31 December

201

Q26J8p _t192J1& A_fr-9_61)

75t,O94
1.77,537

64t,932
t,223,O53

Treasury
Kshs'000

(1s0,019)
642

Other
Kshs'000

69,547

69,547
Q4,t90\

45.357

Total
Kshs'000

643,OO7
7,335,232

69,547

2,O47,786
(2,399,353)

(351.567)

3,767,822
7,369,O33
t,324,793

11,861,648

8,795,674
720,000
355,544

r.995.482

11,861.648

Total

Kshs'000

3,228,202
8,429,659
1.40L.7L9

13,059,580

ope
ope

262,63r
(389,416)

t,864,985
(1,967,163\

(t49,377)
( 1 8,584)

Pro

Ass

Sta
pos

S

S

Cust
Borr

s

term funds
Loan
oth a ssets

Total ets

Lia ies and equity:

475,322
4,799,837

680,721

2,692,500
2,569,796

L559_190 s,955,28O_ 6rc,13Q

2,129,325 6,666,349_

350,492
L,995,482

9,012,323

720,000

720.000

Treasury

Kshs'000

2,736,737

644,672

610,130

Total iabilities and equity ?122;25

Stat nt of financial position as at 31 December 2018

Corporate Retail
banking banking

Kshs'000 Kshs'O0O
As

term funds

er deposits
d funds

oth liabilities
lders' funds

Sho
Loa
Othe a ssets

Total sets

Liabi ties and equity
Cus r deposits
B funds

liabilities
Sh lders'funds

abilities and equity ?,.L04.t2h

1,777,226
49t,465

6,652,433
7 49,679

7,777 ,226 7 ,893,517 2,736,737

2,764,t96 6,424,348

285,362
L,O97,6?4

7.807,334

3,088,050

Other

Kshs'000

652,rOO

652,100

oth

8,588,544
3,088,0s0

285,362
1,097.624

Total

88
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CONSOLIDA BANK OF KENYA LIMITED AND ITS SUBSIDIARIES
NOTES TO E FINANCIAL STATEMENTS (CONTINUED)

FOR THE YE ENDED 31 DECEMBER 2019

INGENCIES AND COMMITMENTS INCLUDING OFF BALANCE SHEET ITEMS (Bank)

ontingent liabilities

common with other financial institutions, the Bank conducts business involving acceptances,
ers of credit, guarantees, performance bonds and indemnities. The majority of these facilities
offset by corresponding obligations of third parties.

2079 2018
Kshs'000 Kshs'000

ceptances and letters of credit 36,467
721,845

20t9
Kshs'000

3A6J_99

433-102

20L9
Kshs'000

62,292
984.627

2018
Kshs'000

531-333

_65-8-.4

2018
Kshs'000

rantees

_t5€J12 !-9Ah-91i

2246.847s against the bank 2246-847

ature of contingent liabilities:

acceptance is an undertaking by a Bank to pay a bill of exchange drawn on a customer. The

nk expects most acceptances to be presented, but reimbursement by the customer is normally
ediate.

ers of credit commit the Bank to make payments to third parties on production of documents,
ch are subsequently reimbursed by customers

arantees are generally written by a Bank to support performance by customers to third parties
Bank will only be required to meet these obligations in the event of the customer's default

ncentrations of contingent liabilities are covered under note 10.7.

igations against the Bank relate to civil suits lodged against the Bank by customers and
ployees in the normal course of business. The likely outcome of these suits cannot be

rmined as at the date of signing these financial statements. The Directors, however, do not
cipate that any material liability will accrue f rom the pending suits

b)c mmitments to extend credit

L

d

a

o her commitments to lend

rawn formalstand-by facilities and credit lines

itments to extend credit are agreements to lend to a customer in f uture subject to certain
ditions. Such commitments are normally made for a fixed period. The Bank may withdraw

its contractual obligation to extend credit by giving reasonable notice to the customer

c) ital commitments

but not contracted for L6i2A5 __91-208

Ca ital commitments relate to; investment in ICT cyber security and replacement of computers
an equipment for the branches.
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CONSOLIDATED BANK OF KENYA LIMITED AND ITS SUBSIDIARIES
NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

FOR THE YEAR ENDED 31 DECEMBER 2019

43. CONTINGENCIES AND COMMITMENTS INCLUDING OFF BALANCE SHEET ITEMS (Continued)

d) Operating lease commitments

Rental income earned during the year was Kshs 71,027,811 (2018 - Kshs 69,546,580). At
the reporting date, the Bank had contracted with tenants for the following minimum future
lease receivables:

The Bank as a /essor

Within one year
In the second to f ifth year inclusive
Af ter f ive years

Within one year
ln the second to f if th year inclusive
After five years

?94Alb 1b?_231

Operating leases relate to the buildings and are negotiated f or an average term of 6 years, with
the rentals being reviewed every two years and hence classif ied as operating leases. The leases
are cancellable with a penalty when the tenants do not give three months'notice to vacate the
prem ises.

All operating lease contracts contain market review clauses in the event that the lessor
exercises its option to renew. The lessees do not have an option to purchase the property at
the expiry of the lease period. The operating lease contracts are cancellable.

The Bank as a /essee

At the reporting date, the Bank had outstanding commitments under operating leases which
f all due as follows:

2019 2018
Kshs'000 Kshs'000

20t9
Kshs'000

53,979
750,497

6 1,804
99,974
46,O76

2018
Kshs'000

44,829
117,408

57,332
133,336
36-779

227,447?01,1e4

Operating lease payments represent rentals payable by the Bank for its office premises.

e) Foreign exchange contracts

The Bank enters into derivatives for trading and risk management purposes, as explained in
Note 2.1 in the Summary of significant accounting policies. The Bank may take positions with
the expectation of prof iting f rom favourable movements in prices, rates or indices. The trading
portfolio is within the Bank's investment banking division (treasury) and is treated as trading
risk for risk management purposes. Derivatives held for risk management purposes include
hedges that are economic hedges, but do not meet the hedge accounting requirements. The
table below shows the fair values of derivative financial instruments recorded as assets or
liabilities together with their notional amounts.

The notional amount, recorded gross, is the quantity of the derivative contracts'underlying
instrument (being foreign currency, reference rate or index). The notional amounts indicate
the volume of transactions outstanding at the year end and are not indicative of either the
market or credit risk.

90



CONSOLIDAT
NOTES TO TH
FOR THE YEA

43. CONTT

44. RELA

D BANK OF KENYA LIMITED AND ITS SUBSIDIARIES
FINANCIAL STATEMENTS (CONTINUED)

ENDED 31 DECEMBER 2019

CIES AND COMMITMENTS INCLUDING OFF BALANCE SHEET ITEMS (CONtiNUEd)

e) For exchange contracts

At 31
Deri
Foreig

Placin
Direct
compa ES

gua

ecember 2019
ves in economic hedge relationships
exchange contracts

Carrying value
assets

KShs'000

685

Carrying value
liabilities

KShs'000

Directors
2079

Kshs'000

Notional
amount

KShs'000

2018
Kshs'000

61,860

At 31 ecember 2018
exchange contractsFo 1,083 3 97,743

Forwa and spot contingents are the foreign exchange deals carried out in the interbank
ma

PARTY TRANSACTIONS (BanK)

Parti are considered to be related if one party has the ability to control the other party or
exerc significant influence over the other party in making financial or operational decisions.

are made in the Bank by Directors, their associates and companies associated to
Advances to customers at 31 December 2019 include advances and loans to

associated with the directors. Contingent liabilities at 31 December 2019include
and letters of credit for companies associated with the Directors.

Move t in related party balances was as follows

Loans d advances:
At
Ad
lnt

1 uary 1,062
VA during the year

Repaid uring the year
28

(1,090)

ber

December 2019 loans and advances to staff amounted to Kshs 365,649,7O3 (2018-
1,073,713).

The lo s and advances to related parties are performing and are adequately secured.

Directors and employees
20t9 2018

Kshs'000 Kshs'000
deposits

AtlJ uary

earned

At 31

As at
Kshs

3

Placed
Net int
Withdr

g the year
applied

nn
36,863

1,260,033
7t7

(7,267,277\

30.330

(1,099,450)

36.863

29,1
1,106,0

1,0

82
52
79

als

At31D ber
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BANK OF KENYA LIMITED AND ITS SUBSIDIARIES
FINANCIAL STATEMENTS (CONTINUED)

ENDED 31 DECEMBER 2019

PARTY TRANSACTIONS (ContinuCd)

Key nagement compensation

uneration of Directors and other members of
nagement during the year were as follows

Sala
Fees

The
key

Staff

The t

Short benefits
and other benef its
services as Directors

ber

number of staff as at the end of the year was as follows

143.678 L32.O72

t31,202
72,476

2079

258

t27,O24
5,048

2018

267Num r of staff

TION

The nk is domiciled and incorporated in Kenya under the Kenyan Companies Act

CY

These nancial statements are prepared in Kenya shillings thousands (Kshs'000) which is
the 's functional and presentation currency.

AFTER THE REPORTING DATE

The f
few ot
the ec
The
be
ad
basis

Mana
onC lD-19 now as the effects are yet to

t assesses that it is not practicable to accura
fully material

!elY
rse.

estimate the financial impact
As of the date of approval of

this r the Bank operations were normal and uninterrupted
the post year end epidemic

The directors, in
consid ation of the above facts, assess
adj event

outbreak as a non-
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