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CONSOI,IDA'|ED BANK OIT KtrNYA I,IMII'ED

S]'ATI]MIIN'f O I,- COzu)OITATE GOV I iRNANCE

Corporate goveprance defines the process ancl structure used to ciircct ancl managc thc business aff'airs of the bank

with the aim of enhancing 
"o.porut. 

accounting and shareholclcrs' long teun value while taking into account the

interests of other stakeholders.

The Boarci o[ Directors is responsible for the govornarlce of the bank and is cornntitted to cnsuring that its business

operations are conducted with integrity and in compliance with the law, internationally accepted principles and best

piactices of corporate gor..no,1."ind business ethics. To this end the bank has put in place processes, systelns,

practices ancl prlcedurJs which are fiequently reviewed ancl updated embracing the changing colporate environment

and worlcl trends

Business ethics

The Ba6k conducts its business in compliance with high ethical standards of business practice. In this respect,

transactions with its clients, intennediaries, insiders, employees and other stakeholders are conducted at arm's

iength, with integrity and transparency. The business is conducted with high levels of transparency and

accountability.

Board off)irectors

The names of the Directors as at the date of this report are set out on page 2.

The Board fulfils its fiduciary responsibility to the shareholders by maintaining conlrol over the strategic, financial,

operational and complian"" irtu"i of the bank. Whilst the Board provides direction and guidance on strategic and

glneral policy manirs and remains responsible for establishing and maintaining overall internal controls over

f nancial, opeiational and compliance issues, it has delegated authority to the Chief Executive Ofhcer to conduct the

day-to-day business ofthe bank.

The board consists of ten 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 ftnancial

management, atl of which are applied in the overall management of the bank. The Board meets at least once evety

fwo rionths, and has a formal i.n"aut. of matters reserved for it. 'Ihe directors are given appropriate and timely

information so that they can perform their fiduciary responsibilities effectively.

a) Directors' Emoluments and Loans

fhe remuneration of all directors is subjcct 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 participate in any of the bank's bonus schemes. Infonnation on the compensation received

and the dealings of the dirictors with the bank are inclucied in notes 11 and 37 to the financial statements.

b) Related PartY Transactions

There have been no materially significant related parly transactions, pecuniary transactions or relationships

between the bank and its Directors or Management except those discloscd in Note 37 to the financial

statetnetrts.

'Ihe Board ha-s set up workilg commiltees to assist in discharging its duties ar.rd responsibilities as follows:

Audit Committee

The boarcl is mandated to raise the standards of corpolate goventance by reviewing the quality and effectivcness of

tl-re inter.al control systems, the internal an<i extcrnal audit firnctions and tlic cluality ol financial rellolling. In

additio, to advising ihe Board on best practice, the conirnittee also monitors managerrlent's cotnpliancc with

relevant lcgislation, regulatiols and guidclines as well as thc bank's laid clolvn policies and procedures' 'fhe

conurriltec has clir.ect iccess to tlie tnternal Auclit lunction and thc Con.rpany Secretary. During the year the

committee r.eceived and reviewed the finclings of tho intenial and extcrnal audit rcports aud uranagemcllt's action to

address thetn.

J



CONSOLIDA'|EI) I]NNI( OI,' KENYA T,iMI'I'F]t)

s'fA'fEMEN'f oF cottpot{ATE GOVEI{NANCE (co,ri,ued)
Risk Cornmittec

l'he comtnittec is responsible for overseeing the iniplerncntation of the bank,s risk rna,agement framework toersure that all existiug ancl potcntial significant risks are identified and effectivcly managecl. l.he commifteecousiders both internal ancl extcrnal .or..", of inlorrnation ..gu,aing risks to kcep abrcast with new developmentsand their poterltial irnpact to thc business. The cornurittee,eJcives periodic reports fr.orn the risk ancl cornpliancefunction relating to tlie bank's strategic risk, creclit r,.k,,ru,k"i1irk 1in,.."rt rate risk, price risk, a.d foreignexchange risk), operationar lisk, reguratory risk, reputatio,.,ul .irk, and Iiquidrry risk.

F-inance and Credit Conrmittee

I'he committee is mandated to review and makc recomrnendations on the bank's crcclit, financial and accountingpolicies, and rcvicw and make recommendations on the bank's Annual Budget, oversiglrt of the overall lendingpolicy of the bank and dclibcrate and considcr loan applications u"yona the cr.eclrt discretion limits set for.managelnent' The committee also reviews and considerc uil-irru., that may materially impact the present and futurequaliry of the bank's cleclit lisk management function as well as tnc lualityof the loan po,irolio ancl ensure adequatebad debt provisions are uraiutained in line with the central llank oi Kenya prudential guidelines. .lhe 
committeealso reviews, approves and monitors the management's compliance with applicable statutory provisions, bankpolicies and guidelines relating to the monitoring of puce, Iiquidity, exchange rate and interest rate risks.

Staff Committee

rhe committee is mandated to formulate staff policies and procedures and ensur.c an adequately staffed andprofessionally managed humau resource. The committee assists the Board in discharging its corporate governancerole by reviewing staffing needs of the bank, appoints ,.nio. *unugement staff, reviews training needs andundertake disciplinary measur.es as per the staff poliiies.
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CONSOI,IDATED BANI( OI.- KENYA LIMITED

S'IATEMIINT OF CORPORA'| E GO VERNANCE (Continued)

Board performance evaluation

The chairman conducts evaluations of the perforrlance of the Board, individual Directors and Board Committee's
annuaily. In addition the Board and its Committees undertake an amrual evaluation of their performance and report
theil findings and any resulting recommendations to the Boarcl. The Board also undertakes an evaluation of the
performance of the Chairman. The Board discusses the results of its evaluations and uses the process to
constructively improve the effectiveness of the Board.

Sha reholders

The list of the shareholders and their individual holdings at the year ended 3 I December 20l5was as follows:

No. of
Ordinary

Shares
3s,000,000
2,225,000
1,094,481

835,513
120,000
695,000
660,000
620,000
590,000
486,000

o//o
No. of

Preference
Shares

%

22.3%
fi.0%
8.4%
7.3%
7.0%
6.7%
6.2%
5.9%
4.9%

Cabinet Secretary/The National Treasury
National Social Security Fund
Kenya National Assurance (2001)
Kenya National Assurance Company Limited
Kenya Pipeline Company Limited
Kenya National Examination Council
Public Trustees
Telkom Kenya Limited
National Hospital Insurance Fund
LAPTRUST Retirement Services Limited

Total of l0 above
Other Shareholders

TOTAL SHAREHOLDING

Dilector

44,920,000 t00oh 36,056,500 l00oh

11.9%
s.0%
2.4%
1.9%
t.6%
t.s%
1.5%
1.4%
1.3%
r.t%

8,050,000
3,95 9,300
3,021,700
2,631,500
2,520,000
2,420,000
2,250,000
2,120,000
1,756,000

42,926,000
1,994,000

95.60/0

4.4Vo
28,727,500
7,329,000

79.7%
20.30

Compliance

The Bank is governed by.the Banki!8 Act, among other legal requirements, and adopts ceftain universally accepted
principles in the areas of human rights, labour standards in its commitment to best practice. Additionally, tn. dunl
prepares its financial statements in accordance with Intemational Financial Reporting Standards (IFRS).

6
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CONSOI,IDATED BANK OF KENYA i,IMITED

REPORT OF'THE DiRECTORS

'I'he directors have pleasure in presenting their repo( together witli the audited financial statements of Consolidated
Ilank of Kenya limited ("the bank") for the year ended 31 December2O15, which show the state of affairs of the

bank.

ACTIVITIES

The principal activities of the bank, which is governed by the BankingAct, are the provision of banking, financial
and related services.

RESULTS sh'000

Profit before taxation
Taxation charge

Secretary

Nairobi

L\ t\tntuL

48,189
(4,361)

Profit for the year transferred to accumulated deficit _11:y

DIVIDEND

The directors do not recomrnend the payment of a dividend for the year (2014: nil).

DIRECTORS

The current members of the board of directors are shown on page 2. The following changes took place in the

directorship during the year.

- Thomas Kiyai was appointed as Chief Executive Officer on 10 April 2015.
- Dr. Rayrnond Omollo was appointed as director on 23 December 2015.
- Joseph Kosgey was appointed as director on 26 February 2016.
- Bertha Dena resigned from the board with effect from 2 October 2015.
- Methuselah Rono's term as director ended on 1l March 2015.

AUDITORS

The Auditor General is responsible for the statutory audit of the bank's books of account in accordance with section

14 and section 39(i) of the Pubiic Audit Act, 2004 which empowers the Auditor General to nominate other auditors

to cany out the audit on his behalf and subject to the approval by the Central Bank of Kenya in accordance with the

requirements of Section 24( 1) of the Banking Act.

Deloitte & Touche, who were nominated by the Auditor General, carried out the audit of the f,rrancial statements for
the year ended 3 I December 2015.

BY ORDER OF THE BOARD

.?'

'7

20t6



CONSOLIDAT'ED BANK OF KENYA I,IMITED

STATEMENT OIT DIRECTORS' RESPONSIBILITIES

The Kenyan Companies Act requires the directors to prepare financial statements for each f,rnancial year which give
a h'ue and fair view of the state of affairs of the bank as at the end of the financial year and of its operating reiults
for that year' It also requires the directors to ensure that the bank keeps proper aciounting records which disclose
with reasonable accuracy at any time the financial position of the bank. They are also responsible for safeguarding
the assets ofthe bank.

The directors are responsible for the preparation of financial statements that give a true and fair view in accordance
with lnternational Financial Reporting Standards and the requirements of the-Kenyan Companies Act, and for such
internal controls as directors detetmine are necessary to enatle the preparation of financiai statements that are fi.ee
from material misstatement, whether due to fi-aud or eiror.

The directors accept responsibility for the annual financial statements, which have been prepared using appropriate
accounting policies supported by reasonable and prudent judgements and estimates, in conformiry with Intemaiional
Financial Reporting Standards and in the mann.i required by the Kenyan Companies Act. The directors are of the
opinion that the furancial statements give a true and iair view of the siate of the financial affairs of the bank and of
its operating results- The directors further accept responsibility for the maintenance of accounting records which
may be relied upon in the preparation of financial siatements, as well as adequate systems of internal financial
conlrol.

The directors have considered the bank's non-compliance with the minimum capital requirements of the Central
Bank of Kenya Prudential Guidelines as discussed in note 3 to the frrancial statements which indicates that, at 3l
December 2015, the bank's total regulatory capital to risk weighted assets ratio was g.4yowhich is below the CBK
minimum prudential ratio of l4.5Yo.The directors are takingfh. n.""rsury measures to ensure compliance. As a
result, the National Treasury, as one of the principal shareholders, have so iar injected Shs 500 million in additional
cap.ital to help reverse the situation. The bank is in.theprocess of iaising additional capital of Shs l.g billion tkougha rights issue which was approved by the sharehold-ers during the Extra ordinary General Meeting held on 15
December 2015. The rights issue process is expected to be cbnclided on 4April 2016.

Nothing else has come to the attention of the directors to indicate that the bank will not remain a going concem for
at least the next twelve months from the date of this statement.

Director

21 $r,'rrcl zoro

Director

8
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REPORT OF THE P.UDITOR.GENERAL ON CONSOTIDATEE BANK OF KENYA
LIMITED FOR TI.IE YEAR ENDED 31 DECEMBER 2015

REPORT ON THE FINANCIAL STATEIVIENTS

The accompanying financial statements of Consolidated Bank of Kenyra Limited set out
on pages 11 to 67, which comprise the statement of financial position as at 31

December 2015, and the statement of profit or loss and other comprehensive income,
statenrent of changes in equity and statement of cash flows for the year then ended,
and a sumnrary of significant accounting policies and other explanatory inforrnation
have been audited on my behalf by Deloitte & Touche, auditors appointed under
Section 39 of the Public Audit Act, 2003. The auditors have duly reported to me the
results of their audit and on the basis of their report, I arn satisfied that all the
information and explanations which, to the best of my knowledge and belief, were
necessary for the purpose of the audit were obtained.

Management's Responsibility for the Financial Statements

The Directors are responsible for the preparation of financial statements that give a true
and fair view in accordance with lnternational Financial Reporting Standards and the
requirements of Kenya Companies Act, and for such internal controls as Directors
determine are necessary to enable the preparation of financial statements that are free
from material misstatements, whether due to fraud or error.

The Directors are also responsible for the submission of the financial statements to the
Auditor-General in accordance with the provisions of Section 13 of the Public Audit Act,
2003.

Aud itor-General's Respons ibi I ity

It/y responsibility is to express an opinion on these financial statements based on the
audit and report in accordance with the provisions of Section 15(2) and (3) of the Public
Audit Act, 2003 and submit the audit report in compliance with Article 229(7j of the
Constitution of Kenya. The audit was conducted in accordance with lnternational
Standards on Auditing. Those standards require compliance with ethical requirements
and that the audit be planned and performed to obtain reasonable assurance about
whether the financial statements are free from material misstatement.

An audit involves performing procedures to obtain evidence about the amounts and
disclosures in the financial statements. l-he procedures selected depend on the
auditor's judgement, including the assessment of the risks of material misstatement of
the financial statements, whether due to fraud or error. ln making those risk
assessments, the auditor considers internal control relevant to the entity's preparation

Consolidcttecl Bank of'Kenlta .Annuctl Report ctncl l;it'tuncictl Slatementsfor the ys61.c,nclecl -i I l)ecembet'2015

l' t i t i t t o I i t t,: .1 r' c o t r tt t a lt i I i it i t t t I t e l' t r lt I i t,le c' t tt t



and fair pt'esentation of the financial staterrrents in order to rJesig,., ar-rdit procedures thatare appropriate tn the circumstances, but not for the purpose of expressrng an opinionon the effectiveness of the bank's internal corrtrol. An audrt also'rncludes evaluatingthe appropriateness of accounting policies used and the reasonableness of accountingestimates made by the directors, as well as evaluating the overall presentation of thefinancial statements.
I believe that the audit evidence obtained is suflrcient and appropriate to provide a basisfor my audit opiniorr.

Opinion

ln my opinion, the financial statements present fairly, in all material respects, thefinancial position of consolidated Bank of 
'Kenya 

as at 31 December 2015, and of itsprofit and cash flows for the year then ended in accordance with lnternational FinancialReporting standards and comply with the Kenyan Corprnies Act, cap 4g6 of the Lawsof Kenya, and the Banking Act. 
'

Emphasis of Matter

I draw your attention to note 3 to these financial statements which indicates the bankhad not been issued with a banking 
lic^e1s_e 

ror ftre year 2016 as a result of not havingmet the capital adequacy ratios as at 31 Decem oei zol5. The issuance of the licensedepends on conclusion of measures taken by directors to ensure compliance with thecapital adequacy ratios. lViy opinion is not qrrtiri"o in ruspe"t of this matter.

REPORT ON OTHER LEGAL REQUIREMENTS

As required by the Kenyan companies Act, r report based on the audit, that:

i' I have obtained all the information and explanations which, to the best of myknowredge and berief, were necessary for ihe purpose of the audit;

ii' in my opinion, proper books of account have been kept by the Bank, so faras appears from the examination of those books; and

iii' the bank's statement of financial position and statement of profit or loss andother comprehensive income are in agreement with the books of account.

FCPA Edward R. O. Ouko , CBS
AUDITOR-GE NERAL

Nairobi

07 June 2016

Con.solidaterl
.\!atenTents fot. lhe yeor enclad -l I December 20l :t

llank of Kenl,cr - ,4nnrrul Report uncl l,incutcicrl
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CONSOI,IDA't].]I) T]ANK OF KENYA I,IMt'fF]I)

STATEMEN'| OIr PROFIT OR I-OSS AND Olllllll COMPREI-IIINSIVII INCOME
ITOR THE YI'AI{ I]NDED 31 DI]CI.JM}]III{ 2015

2-0t5 20t4
Note Sh'000 Sh'000

INTEREST INCOM]] 6 1,957,414 2,054,531

INTEREST IIXPIINS}I 1 (938,585) (1,141,396)

NET INTEREST INCJOME 1,018,829 9t3,141

Fes and commission income
Foreign exchange trading income
Other operating incorne

OPERATING INCOMI]

Operating expenscs
Impairment charge on loans and advances

8

9
0

3 16,865
36,628

642,113

(1,311,562)
(588,684)

48,189

(4,36'7)

..0 1'

32t,886
43,796

t02,298

(1,201 ,539)
(441,1't2)

(214,190)

(7,44?-)

2,015,035 1,381,121

1l
t9

PROFIT(LOSS) BIIFORE'TAXATION

TAXATION CI{ARGE I 3(a)

PROFTT(LOSS) FOR THE YEAR

OTHER COMPREHENSIVE INCOME

Items that may be reclassified subsequently to proJit or loss:

Net fair value gains on available-for-sale frnancial assets 2l

Itents that will nol be reclassified subsequently to profit or loss

Surplus on revaluation of property and equipment
Deferred tax on revaluation

22
21

Total other cornprchenstve lncome

'f OTAL COMPr{r rr IIINS IVE INCOME/(I.OSS) FOR'f r{E YEAR

EARNINGS(r.OSS) PIIII SHARE

Ilasic and drlutcd

44,422 (281,63?-)

2,973 1,84.5

r51,293
(4s,3 8 8)

105,905

2,913 107 ,1s0

41,395 ( 173,8 82)

Sh Sh

ll

t4 (14. r4)



CONSOI-IDATED BANI( OF KENYA LIMITED
STATEMENT OF FINANCIAL POSiTION
AS AT 31 DECEMBER 2015

ASSETS Note

Cash and balances with Centr.al Bank of I(enya
Balances due fi.om banking institutions
Government securities
Loans and receivables
Other assets

Quoted equiry shares
Taxation recoverable
Properfy and equipment
Intangible assets
Prepaid operating lease rentals

3l December
2015

sh'000

3l December
2014

sh'000

i5
1 6(a)
17

l8
20
2t
l3(c)
22
23
24

7 59,117
104,709

2,699,034
9,221,256

250,486
6,879

12,165
844,439
240,695

l,l4g

1,406,3 1g

162,099
2,923,524
9,212,591

235,315
3,906
6,300

937,706
2gl,gg4

7,319

TOTAL ASSETS

LIABTLITIES AND SHAREHOLDERS' FUNDS
LIABILITIES
Deposits and balances due to banking institutions
Customer deposits
Other Iiabilities
Defen ed tax liability
Borrowings

TOTAL LIABILITIES

SHAREHOLDERS' FUNDS

Share capital
Capital awaiting allotment
Revaluation surplus
Accumulated deficit
Statutory reserve
Fair value reserve

TOTAL SHAREHOLDERS' FLNDS

TOTAL LIABILITIES AND
SHAREHOLDERS' FUNDS

14,135,529 15,017,051

16(b)
25
26
21
28,

2e(b)
29(c)
30
31

3Z

)J

275,463
9,996,059

240,921
39,677

1,969,294

533,502
10,641,959

23g,gl5
40,7 52

2,054,143

12,520,313 13,509,23 I

1,619,530 l,l 19,530
500,000
405,ggg

(53 1,528)
70,791

3,03 g

1,615,215 1,561,920

14,135,529 15,077,051

396,372
(53 3,84 l)
127,143

6,011

The financial statements on pages 11 to 67 wel'e appl'oved and authorised for issue by the Board of Directorson Lq t\Or<-g\. 2016 and were signed on its behatf by:

Director
Directo

Chief Executive Officer

t2
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CONSOLIDA't'ttD BANK OF KITNyA LtMIlEn

S1'A'I EM}]NT OI,- CASF{ I]I,OWS
FOIi T'I{F] YEAR ENDED 3I DECEMI]]r]R 2015

CAS}I FI-OWS FI(OM OPEIT.ATING AC'fIVI]]]]S

Cash generatcd fi.om operations
Tax paid

Net cash generated fi.orn operating activities

CASH FLOWS FROM INVESTING AC]IVITIES

Acquisition olproperly and equipment
Acquisition of intangible assets

Net cash used in investing activities

CASFI ITLOWS FROM FINANCING ACTIVII-IES

Procecds Ilom capital injection
Repayrnent of borrowin o"

Net cash (used in)/generated from financing activities

NE't'(DF.CRFIASE)iINCREASE rN CASH AND CASH
EQUIVALENTS DURING THE YEAI(

CASTI NND CASH EQUIVAI,trNTS AT' 1 JANUARY

Notc
2015

sh'000
2014

sh'000

1 ,0s t ,192

500,000
(297,428)

1,216,723

(750,09 I )

3a@)

I 3(c)
t53,418
(12,301)

22 (t 1,33 l)
(19,482)

?-9(c)
ao (3 30,878)

(220,520)

466,632

141,171 |,051,192

(9,665)
(21,916)

(30,813) (31,641)

(330,878) 202,572

CASII AND CASH EQUIVALENTS AT 3I DECEMBEI{ 34(b) 246,112 466,632

l4
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2 (a)

CONSOI,II)ATE,D IIANK OF' K}jNYA LIMII'IiD

NOI'ES'I'O'|FIE, FINANCIAI, S'I'ATEMEN'I'S

I{IJPOIUING EN'II'fY

Consolidated Rank of Kenya I-imited (1'he"bank") provides cornmercial banking services. 'l'he bank is

incorporated in Kenya under the I(enyan Companies Act and is domiciled il Kenya.

'l-he address of its registered office is as follows:
Consolidated Bank l{ouse, Koinauge Street
P O Box 51 l33
Nairobi- 00200

ACCOUNTING POT,ICIT,]S

Acloption of new and revisecl international financial reporting standards (IFRS's)

i) New standards and antendments to published stanclards effective for the year ended 3 I December

20t5

'I'he following new and revised IFRSs were effective in the current year and had no material
impact on tlte amounts reported in these financial staternents.

IAS 19 Definecl Ilenefit Plans: Employee Contributions

'Ihe amendments to IAS i9 clarify the accounting h'eatment for contributions fi-om employees or
third parties to a defined benefit plan.
According to the amendments, discretionary contributions made by employees or third pafties reduce

service cost upon payment of these contributions to the plan. When the formal terms of the plan

specify contributions fi'om ernployees or third parties, the accounting depends on whether the

contributions are linked to service, as follows:

. Ifthe contributions are not linked to services (e.g. contributions are required to reduce a deficit
arising from losses on plan assets or from actuarial losses), they affect the remeasut'ement of the

net defincd benefit liability (asset).

. If contributions are linked to services, they reduce service costs. If the amount of contribution is

dependent on the number of years of scrvice, the entity should reduce service cost by attributing it
to the contributions to periods of service using the attribution method required by IAS l9
paragraph 70 (for thc gross benefrts). If the amount of contribution is independent of the number

of years of service, the entity is permittcd to either reduce service cost in the period in which the

related service is rendered, or reduce service cost by attributing the contributions to the

employecs' periods of service in accordance with IAS 1 9 paragraph 70 'Ihe amendment requires
retrospective application

The directors of the Company do not anticipate tliat the application of the standard will have a

significant impact on the group's financial statements since the group doesn't have a defined

benefit plan.

Annual Improvernents 2010-2012 Cycle

The Annual Improvements to IFRSs 2010-2012 Cycle include a number of amendments to

various IFI{Ss, which are sutntnarised bclow:

The amendment to IF-l{S 2 is to clarily thc definition of vesting condition and market condition
to ensure tlie consistent classification of conditions attached to a sharc-based payment. It also

adds definitions for'perfortlance condition' and 'servicc condition' wliich were previously

included as part of the definition of 'vesting condition'.'l'he amendment requires prospective

application.

The arnendrnent to [F'liS 3 clarifies that contingent consideration shoulcl be tneasured at fair value

at each reporting date, irrcspective of whethcr or rlot the contingent consicleration falls within the

scope of ll;ltS 9 or IAS 39. Changes in fair value (otlicr than Ineasuretront peliod adjustments as

definecl in tttl{S 3) should be recognised irr profit aud loss.'['he atnendtnent to IFRS 3 recluiles

prospectivc application.

l:)



CONSOI,IDA'I'}]I) I}.{NK OII KENYA LiMI'I'I,)I)

NO-I'ES 'fO ].HI' ITINNNCIAI, STATEMEN'I'S

2 (a) ACCOIIN'fIN(} I,OLICIES (Continued)

Adoption of new and reviscd International lrin:rncial Reporting Standards (IFRS) (Continued)
r) Newslandardsctndamenclntentstopublisheclstandardseffectwefortheyearenclecl 3lDecember

201 5 (Contirutecl)

Anntral Irnprovclnents 2010_2012 Cycle (Continued)
'l'he amenclrnent to II]RS 8(i) requiles an cntity to disclose the judgemelt.s rnade by management
in applying the aggregation criteria to opcratlng segrner)ts, inciudiig a brief clcscription of the
operating seglnents aggregated and the economic indicators assessed ilr clctcrrui.ing wliether the
operating segurents share si[rilar economic oharacteristics; and (ii) clarifics that a reconciliation of
the total of the reportable segtne-nts'assets to the entily's assets ihoulcl only be provided if
infonnation about the amount of segmerrt assets are regularly provided to ttre chief operating
decision-maker.

'lhe amendmcnt to IFRS 13 clarifies that thc issuance of II,'RS 13 and consequential amendments
to IAS 39 ancl II'-RS 9 did not remove the ability to measure short- term rcceivables and payables
with no statcd interest rate at their invoice amounts without discounting, if the effect of
discounting is immateria[. This amendurent does not include any effecive date because this is just
to clarify the intended meaning i, the basis for conclusio,s.

The amendlnent to IAS 16 and iAs 38 relnove perceived incousistencics in the accounting for
accumulated dcpreciation/amortisation when an item of properly, plant and equipment or an
intangible asset is revalued. Tlte amended standards clarify tnrtiir. gror. .u..ying amount is
adjusted in a manner consisteut with the revaluation of the carrying-amount oithe asset and that
accumulated depreciation/ amortisation is the diffelence between tI" gro., canying amount and
the carrying amount after taking iuto account accumulated impairmenf los.ses

The amendment to IAS 24 clarifies that a management entity providing kcy rnanagement
personnel.services to the reporting entify or to the parent of ihi reportiig .ntity is i related party of
the reporting entity. Consequently,-the reporting .ntity should disclose as retaiea party
transactions the amounts incurred for the service paid or payable to the management entity for the
provision of key management personnel scrvices. However, disclosure of thelomponents of
compensatiou to key managelllent persouncl that is paid by the managernent eltity to the
management entity,s employees or directors is ,ot required

Annual Improvements 201 1_2013 Cycle

The Annual Improvements to IFRSs 2011-2013 Cycle include a numbor of amendments to var-ious
IFRSs, which are summarised below:

The amendtnents to IFILS 3 clarify that thc stanclard does not apply to the accounting for the
formation of all types ofjoint arrangemcnt in the financial statements otthe joint arrangement
itself.

I'he ar.nendmetlts to IIrRS l3 clarifo tliat the scope of the pofilolio exception fbr measuring the fair
value of a group of financial assets and financiai liabilities on anet basis includes ail contracts that
ate within thc scope of, and accouutecl flor in accorclance with, IAS 39 or II,'RS 9, even if tliose
contracts clo not tneet tlte defirtitions of financial assets or fhrancial tiabilities wiitrin tes:z
'l-he atlrendrnents to IAS 40 claLify that IAS 40 and IFITS 3 are not mLrtrrally exclusive and
application ol^ both stanclarcls may be reclrrirccl. Consequently, an cntrty acqiriring investrrent
property rnirsI determrne whether:

(a) thc ptoPcrty meets the definition of investment propcrty in torrns ollAS 40; and(b) the transactiot-t rnects the clcfinition of a businesi cornbination Lrnclcr IIfRS 3

Thc dircctors of the Cornpany clo not anttcipate that the applrcation ol'thcse aurendrnepts will Save
a sigrtrficarrt irnpact o. the group,s fi,auoial statolrents

l6



CONSOLIDATED BANK OIi KIiNYA LIMIl'l1l)

NO'I'},]S'IO -I'TIE F'INANCIAI- STATEMENI'S

2 (a) ACCOLTNTING POI.ICIIiS (Continued)

Adoption of new and revised International Financial lleporting Standarcls (It{'ll.S) (Contintted)

i, Releyant neyv and amencled standards ancl intet'pretations in is.sue but not yet effective in the year
ended 3 l December 201 5

Effective for annual periods

New and Atnencltnents to standards beginning on or after

IFRS 15

Amendrnents to IAS l6 and IAS 38
IFRS 9
Amendrnents to IITR.S 11

I January 20 18

I January 2016
1 January 2018
I January 2016

iif; Impact of new and antended stanclards and interpretations on the financial statements for the year

ended 3 I December 201 5 andfuture annual periods

IFRS 15 Revenue frorn Contracts with Customers

In May 2015, IFITS 15 was issued which establishes a single comprehensive model for entities to use

in accounting for revenue arising flom contlacts with customers. IFI{S 15 will supersede the curent
revenue recognition guidance including IAS l8 Revenue, IAS I I Construction Contracts and the

related Interpretations when it becomes effective. 'fhe core principle of IFRS 15 is that an entity

should recognise revenue to depict the transfer of promised goods or services to customers in an

amount that reflects the consicleration to which the entity expects to be entitled in exchange for those

goods or services. Specifically, the Standard introduces a 5-step approach to revenue recognition:

Step 1: Identifo the contract(s) with a customer

Step 2: Identify the performance obligations in the contract
Step 3: Determine the transaction price
Step 4: Allocate the transaction price to thc performance obligations in the contract

Step 5: Recognise revenue when (or as) the entity satisfies a performance obligation

Under IFRS i5, an entity recognises revenue when (or as) a perfonnance obligation is satisfied, i.e.

when 'control' of the goods or services underlying the particular performance obligation is transfetred

to the customer. Irar more prescriptive guidance has been added in IFRS 15 to deal with specific

scenarios. Furthermore, extensive disclosurcs are required by IFRS 15.'fhe standard is not likely to
have any rnaterial impact on the bank's fiuancial statements.

Amendments to IAS l6 and IAS 38 Clarificatiorr of Acceptable Methods of Depreciation and

Amortisation

The amendments to IAS 16 prohibit entities frorn using a revenue-based depreciation method for

items of property, plant and equipment. l'he arnendrnents to IAS 38 introduce a rebuttable

presumption that revenue is not an appropliate basis for amortisation of an intangible asset. This
presumption can only be rebutted in the lollowing two limited circutnstances:

a) when thc intangible asset is expressed as a measure of revenue; or

b) when it can bo demonstrated that revenue and consumption of the ecotromic benefits of the

intangiblc asset arc highly corrclated.

The arnonclmcnts apply prospectively for annual periods beginning otr or aftet' 1 January 2-0i6.

Cunently, thc bank uses the reducing balance method lor dcpreciation and arnortisatior.r for its

propelty, and equiltrr.rcnt, ancl intangiblc assets respectively.'l-he atnetrdnrents are not likely to havo

any rnaterial irnpact on tlte bank's financial statements.

t7



CONSOLII)ATIII) T]NNK OF KENYA I,IMi'I'IiI)

NO'I'ES TO'Illlr I?INANCIAL S'fA'ftiMIiN,l.S

2 (a) ACCOUNT'iNG I)OLICIES (Continued)

Adoption of new and reviserl Intcrnational [.inancial Ii.eporting S(anciards (IFI{Ss) (continuecl)

ii, Intpact of new and antendetl stanclctrcls ancl interprerarions on thefncrncial ,statentent.sfor the year
enclecl 3 r r)ecentber 20r 5 andfittttre annttar periods (Contirutecr)

If'lfs 9 Firrancial Instrumcnts

IFIts 9, issued in Novetnber 2009, introduced new lequirerncnts for the classification andmcasllrelnent of financial assets. Irlts 9 was amended in bctobcr 20 10 to include requir.ernents
for thc classification and measurement of financial liabilities and {br a"-r..og,iition
Key requircrnents of IFRS 9:

' All recogniscd financial assets that are within the scope of IAS 39 Financial Instruments:
l{ecognition and Measurement are required to be subiequently rneasured at amoftised cost
or fair.value. Specifically, debt investments that are held within a business model whose
objective is to collect the contractual cash flows, and that have contractual cash flows tl.rat
are solely payments of principal and interest on the principal outstanding are generally
measured at amortised cost at the end ofsubsequent accounting periodsL+ll other debt

fl :',H,"ffi :fll:x'ir#ff :i:].fi :::itr$:T.1ilill:rm:":*r.tr:**r,
present subsequent changcs in the fair value of an equity investment (that is not held for
trading) in other compt'ehensive income, with only a-iviiena incorne generally recognised i,profit or loss.

' with regard to the mcasurement of financial liabilities designated as at fair value tkough
proht or loss, IFRS 9 requires that the amount of change in-the fair value of the financialliabiliry that is attributable to changes in the credit risk-of that liabiliry is presented in other
comprehensive income, utiless the recognition of the effects of changes i" rrr" ii"uirif;i"-'
credit risk in other compreheusive income would create or enlarge an accounting mismatcS
in profit or ldss- Changes in fair value athibutable to a financialiability,s credit risk are
not subsequently reclassified to proht or Ioss. Under IAS 39, the entireimount of the
cl.range in the fair valuc of the financiaI liability designated as fair value through profit or
loss is presented in profit or loss.

o 'I'he directors of the bank anticipate that the application of IFRS 9 in the future may have asignificant impact on amottnts reported in resplct of tlie bank's filancial assets and
financial liabilities (e.g. thc bank will ctassiSfinancial assets as subsequently measurccl at
cither amoftised cost or fair value). Howevei, it is not practicable to provide a reasonable
estiurate of the effect of IIrRS 9 until a detailedreview has b..n 

"orlfl.t.a.Attttuol lrttprovemettls 2012_201 4 Cycte
'l'lle atnendme.nt:.to II'-RS 5 adds spccific guiclance in IFRS 5 for cases in which an entity reclassifiesall assct from held for sale to held for distribution or vice versa ancl cases in which held-for-
distrrbution accounting is discontinuecl

Thc atuendrnents to IrrRS 7 aclcls additional guidance to clari[y whethcr a servicing contract iscontintring involvctnent irl a transfer led asset for the pul'pose of dcterrnini.g the di"sclosures rec*rrrcdClarifles the applicability otthe arncndurents to IFRd 7 on offsettipg discloiures to conclensed
rutct inr flnanciaI staterncnts.

'l llc arttendrrlcnts to IAS 19 cla|ifics that thc Iiigh quality corporatc bonds used in estimating thc
dtscouttt rate fot post-employrnent bcnofits snoutaie denonrinated rn [he samc currency as the
bcrrefits to be pard (thus, thc deptli ol'thc nrarket fbr high quality corporate bonds should be asscssedat cut.rency level)

t(,



CONSOLIDA'|Irl) IIANK OF KIINYA LtMI'flll)

NOTES't'O Tflll iTINANCIAL SI'A1'I1MI:lN'l'S

2 (a) ACCOUN'flNG POI-ICIES (Continued)

Adoption of new and revised Internatiorral Financial Reporting Standards (IFRS) (Continued)

iii) Intpact ctf new and amenclecl stanclctrd.s and interpretations on the financial statentents for the year

enclecl 3I December 2015 andfutttre annual periods (Contirutecl)

"I-he arnendrnent to IAS 34 clarifies tfie rneaning of 'clsewhere in the interirn report'and requil'es a

cross-re fercncc

The directors of the Company do not anticipate that the application of these amendments will have a

significant irnpact on the Company's financial statements

IFRS ll Accounting for Acquisitions of Interests in Joint Operations

The amendrnents to IIiRS 1i provicle guiclance on how to account tbr the acquisition of an

interest in a joint operation in which the activities constitute a business as defined in IFRS 3

Business Combinaiions Specifically, the amendments state that the relevant principles on

accounting for business combinations in IFRS 3 and other standards (e.g. IAS 12 Income Taxes

regardilgiecognition of deferred taxes at the tirne of acquisition and IAS 36 Impairment of

Assets regarding impairment testing of a cash-generating unit to which goodwill on acquisition

of a joint operation has been allocated) should be applied. The same requirements should be

applied to the formation of a joint operation if and only if an existing business is contributed to

ttreloint operation by one of the parties that participate in the joint operation. A joint operator is

also requiied to disclose the relevant information required by IFIIS 3 and other standards for

business combinations.

Entities should apply the amendments prospectively to acquisitions of interests in joint

operations 1in wtrlcfr the activities of the joint operations constitute businesses as defined in

IFRS 3) ociurring from the beginning of annual periods begiming on or after 1 January 20 16

The directors of the Cornpany do not anticipate that the application of the standard will have a

significant impact on the Company's {lnancial statements

ir) Early adoption of standards

The bank did not early adopt new or amended standards in 2015

Statement of conrpliance

'llie financial statements have been preparecl in accordance with lnternational Financial l{eporting

Standards. Additional infonnation required by regulatory bodies is inclucled where appropriate.

For the Kenyan Companies Act reportin.g purposes, in these frnancial statements the balance sheet is

representecl by/equivaient to the statement of financial position and thc profit and loss account is presented

in the staternerrt of profit or loss and other comprehensive income.

Ilasis of preparatiott

'll.re financial staternepts have been prcparcd on the histolical cost basis of accountitlg except for certain

properties tliat are measured at revaluecl alnounts and ccrtain finanoial instrulnents, measured at lair valt.re:

C-ortsolidation

'lhe financial staterncnts ol the clorrnant subsidiarics listed in note i.5 have tiot bcett consolidatccl as the

atltoLltts involvecl are llot matcrial and wciu[d, tl.rerefore, be of no rcal valtlc

l9



CONSOT,IDA'I'ED BANK OlI KI,NYN I,IMI'I'ED

No'l-l tsTo rl lD FINANCIAI, s1'ATEMEN-t's (conti,uecl)

2 (a) ACICOUNt'tNG POLICIIJS (Conrinued)

Itrvestmcnts in subsirtiary companies

Invcstrnents iI subsidiary comllanrcs ale stated at cost less impairment loss where applioable.

Interest incorne and expcnse

Interest incotne and expcnse for all interest bearing financial rnstrurnents are recognisccl in the profit or lossott accrlral basis usitlg the effective interest method. The effective interest method is a nicthod ofcalculating the amottised cost of a financial asset or a financial liability and of allocating thc interestilcorne or interest expensc over the relevant period. The effectivc interest rate is the rate" that exactly
discounts the estimated future cash payrnents and receipts through thc expectecl life of thc financial asset orliabrlity (or when appropriate, a shorter period) to the net carrying u,',.,ount of the financial asset or liability.

'lhe calculation of the effectivc interest rate includes all fees and cornmissions paid or rcceived, transaction
costs, and discounts or premiums that are an integral part of the effective interest rate.'l'ransactiou costs areincremental costs that are ciirectly attributable to the acquisition, issue or disposal of a financial asset orliability.

Once a financial. asset or group of similar financial assets has been written down as a result of animpairment loss, interest income is recognised using tirc rate of interest that was used to discou.t the future
cash flows for the purpose of rneasuring the impair;ent loss.

F-ees and commission inconre

In the normal course of business, the bank earns fees and conmission income fi.om a diverse range ofservices to its customers. Irecs and commission incorne and expenses that are integral to the effective
interest rate on a hnancial assct or liabiliry are included in thc measurement of the effective interest rate.

Other fees and cornmission income, including account servicing fees, irvestment management fees,placement fees and syndication fees, are recognised as the relateJservices are performe6. when a loancommitment is not expected to result in the draw-down of a loan, loan cornmitm"nt f.", are recognised on
a straight-line basis over the cornrnitment period.

other fees and commissitltt cxpense relates mainly to transaction and service fees, whicl.r are
expensed as the services are rcceived.

I'roperty and equipment

Property and equipment are stated at cost or as professionally re-valued fronr time to tirnc Icss accumulateddcpreciation and any acculnulated impairment losses. Cost includes expenditurcs tSat are dircctlyattributable to the acquisitron oI the asset. The bank's policy is to professionally revalrrc property at least
once cvery tlrree years

Any increasc arising on the levaluation is recognised in other comprehensive incorne ap6 accumulated inthe revaluation surplus. Dccrcascs that offset pr:evious incrcases of thc sarle asset are rccoqnisccl in otherconiprehensive income arrd charged against the revaluatron surplus; all othel decreascs ar.e char.gecl to profltol loss

I)cprcciation

I)epreciation is calculated on a stratght-line basis at annual rates estinratcd to wr.rte ,f f the cost of'eacli
assct or the revalued alllounts, to lts resrdual values over rts cstrnrated useful lrfe as follows

20



CONSOLII)A'l't,l) IIANK OIr I(ENYA LtM[l'EI)

NOTES'l'O 1'lIII ITINANCIAL STATEMEN'fS (Continued)

2 (a) ACCOLTNTING POI.ICIES (Continued)

Depreciation (Continued)

F'ixtures, fittings, cquipment & A'l'Ms
l,easeho ld improvements
Cornputers
Motor vehicles
Buildings

5 ycars
8 years or lease periocl if sl-rorter

3 years
zl years

40 years or land lease period if shorter

Irrecholcl land is not depreciated as it is deemecl to have an indefinite life.

'lhe deprcciation rates on fixtures,fittings,equiprnent & ATMs was changed during the year from tire

previous uscful life of8 years to 5 years.

'l'he depreciation charge to profit and loss is based on the carrying arnounts of the propelty and equipment'

T'he excess of this charge over that based on the historical cost of the propelty and equipment is released

each year from the revaluation surplus to retaiued earnings.

Intangible assets - computer softrvare costs

Costs incuned on computer software are initiatly accounted for at cost and subsequently at cost less any

accumulated amortisation and accumulated impairment losses. Amortisation is calculated on a straight line

basis over the estimated useful lives not exceeding a period of 5 years'

The amortisation of intangible assets was changed during the year from the previous useful life of l0 years

to 5 years.

f,eases

Leases are classified as finance leases whenever the terms ofthe lease transfer substantially all the risks and

rewards of ownership to the bank as a lessee. Alt other leases are classihed as operating leases.

When a lease includes land and buildings elements, the bank assesses the classification of each element as

either a finalce lease or an operating lease. In determining classification of the land element, an important

consideration is that land normally has an indefinite economic life. Therefore the finance lease or operating

lease classification of the land is consiclerecl a critical area of judgrnent. See note 2(b) to these financial

statements.

The bank as lessor

Assets held under flnance leases are recognised as assets of the bank at their fair value at the datc of

acquisition. 'fhe coresponding liability to the lessor is included in the statement of financial position as a

finance lease obligation. Finance costs, which represent the difference between the total leasing

cornmitments and the fair value of thc assets acquired, are charged to the statelnent of comprehensive

income over the term of the relevant lease so as to produce a constant periodic rate of charge on the

rcrlaining balance of the obligations fol each accounting peLiod'

7'he bank a.s lessee

Rc,tals payable under operating leases are charged to incourc on a straight-line basis over the terrn of the

relcvant lease.

I rn pairment of non-fi nancial assets

At the reporting date, the bar.rk reviews thc carrying alnoultt of its tangible and intangible assets to

deterrnile whcther tliere is any indioation that tliese assets have suffered an itnpaitnlent loss.

1'.bjective evidence on irnpainnent losses exists, thc rccovcrablc anlount of the asset is estirnated in order

to cleterprinc t5e cxtent of the irnpairntent loss. 'fhe carrying arnount of thc asset is reduced tluough the use

ol an allowallce account and the alnoLlut of the loss is recogniscd irr the profit or [oss. In cases wltet'e tlto

assct is carricd at revalr-red amount, the irrpairment loss is trcated as a rcvaltration clect'ease.
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CONSOT,IDA'I'trD I]ANK OF IC]NYA I,IMI'I'TJI)

No'l'ES 'l'o rllli F'INANCIAL s'fA]'trMt NTS (conti,ucd)

2 (a) ACCOUNTING POLICIES (Continue<t)

Irnpairment of non-financial assets (Contiuued)

In determining the recovcrablc atnount, the bank considcrs thc higher of the fair value ol.the asset less coststo sell, and value in use ln estirnatrng value in use, thc bank is cognisant of thc estimated future cash flowsdiscounted to the presetit value using a pre-tax cliscount rate that is reflective of the current marketassessment of tin-rc value of motley and the risks sllecific to tlie asset itself,.

Intangible assets with indeflnite useful IiG are Lcsted fbl impairmcnt annually, ancl whe. there is indicationthat the asset may be impau.ed.

where impairtrrent ioss subsequently reverses, the canying amount of the asset (or casS-generating unit) isincreased to the revised estimate of its recoverable amount, but so that the increased carrying arnount doesnot exceed the carrying amount that would have been detcrmined had no irrpainnent loss been recognised,unless such asset is carried at revalued amount, in which case the reversal oi tt," i-pui,-ment loss is h.eatedas revaluation incorne.

Foreign currencies

i) lrunctional and presentation cturency

The financial statements of the bank are measured using the currency of the primary eco,omicenvironment in which the bank operates ('the functional currency'). rrr" financial statements arepresented in Kenya Shillings, which is the bank's functional and presentation currency. Except asindicated, financial information presented in Kcnya Shillings has been rounded to the nearest thousand(sh,000).

ii) Transactions and balances

I'-oreign cull'ency transactions that are transactions clenominated, or that requires settlement, in aforeign currency are translated into the fuuctional currency using the exchange rates prevailing at thedates of the transactions. At the reporting.datc, monetary iterns JenominatedL foreign currencies areretranslated at the rates prevailing at that date.

Non-monetaty items canied at fair value that are denominated in foreign curr.encies are retranslated atthe rates prevailing at the date when fair value was determined. Non-mlnetar.y items that are measuredin terms of historicaI cost in a foreign currency are,ot retranslated.
F'oreign exchange gains and losses resulting lrorn the scttlement of such transactions and from thetranslation at yea1 end exchange rates of monetary assets and liabilities denominated in foreigncurrencies are recognised tluough profit or loss.

'I'axation

Income tax expense represetlts tlie sum of the current tax payable and the defen-ed taxation.

Current taxation is provided on the basis of tlie lesLrlts lbr the year, as shown i, the fina'cial statelnents,adjusted itr accordatrce witli tax legislation Def'errecl taxation is provided using the liability method for alltcmporary differences arising bctween thc tax bascs o1'assets and liabilities a-ncl theiL carrying values forfinancial rcporting I)urposes. cuu'ently enacted tax rzrtes arc uscd to deter.rnine clcforrccl taxation.

A dcfcrrcd tax assct is rccognisccl to the extent that it is plobablc that future taxablc profits wrll be availableagainst which the unused tax cr.cdits can be utiltsccl

Financial instruments

A financial asset or liabilrty ts tecogltised whcn thc bank becomcs party to tlic contr.actual provisions of therrlstt untenI
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CONSOt,I]]A'fED I]ANK O}"' KI'NYA I,IMI]'EI)

NOTES "fO 'flll'l F-INANCIAL S'|ATEMENTS (Oontinuod)

2 (a) A(ICOUNTING POI-ICIES (Continued)

F'inancial instruments (Contintted)

Fiuancial assets

a) Classification attd nreasttrement

The bank classifies its financial assets into the following IAS 39 categories: l"inancial assets at fair value

tlrrough profit or loss; loans and receivables; lreld- to- Inaturity investments; and available-for-sale

fir-rancial assets. Management determines the appropriate classiftcation of its financial instrumetlts at

initial recognition, depending on the purpose and inter.rtion for which the financial instrument was

acquired and tlreir characteristics.

i) Financial assets atfair value through proJit or loss

This category has two sub-categories: Financial assets held for trading and those designated at fair
value through profit or loss at inception. A Ilnancial asset is classified in this category if acquired

principatly for the purpose of selling in the short tenn or if so designated by management.

Derivatives are also categorised as held for trading.

ii) Duefrom banks and loans and receivable's

Due from banks and loans and receivables include non-derivative financial assets with fixed or

determinable payments that are not quoted in an active market. Loans and receivables are recognised

when cash is advanced to borrowers.

After initial recognition, amounts 'Due fiom banks' and 'Loans and advances to customers' are

subsequently measured at amortised cost using the effective interest rates, less allowance for
irnpairment. Amortised cost is calculated by taking into account any discount or premium on

acquisition and fees and costs that are an integral part ofthe effective interest rate. The amortisation

is included in 'Interest and similar income' in the profit and loss. The losses arising from impairment

are recognised in profit or loss.

iii) Held-to-maturityfinancial assets

Ifeld-to-maturify financial assets are non-derivative ltnancial assets with fixed or determinable
payments and fixed maturities that the bank has the positive intention and ability to hold to mafurify.

Held to maturity fi,nancial assets al'e initially recognised at fair value includilg direct and

ilcremental transaction costs and measured subsequently at amortised cost using the effective

interest method less any impairment, with revenue recognised on an effective yield basis. Arnorlised

cost is calculated by taking into account any discount or prernium on acquisition and fees that are an

integral part ofthe effective interest rate and recognised in the profit or loss.

Where a sale occurs other than an insignificant amount of held-to-maturity assets, the entire category

would be tainted and classified as available fol sale. Fufthermore, the bank would be prohibited from

classifying any financial asset as held to maturity during the following two years.

vi) Available-fc;t'-sale financial assets

Avaitable for sale investments are tltose that are intcnded to bc held for an indefinite period of tilne,

w[ich r.r.ray be sold in response to needs for liqLridity or chatrges in Lrtcrest ratas or equity pl'ices <-ll

that are not classified as loans and receivables, helcl-to-tnaturity investmettts or financial asscts at

fail value through plofit or ioss.

Available-for'-sale investntents are initially recognised at fair value, wltich is thc cash consideration

including any tlansaction costs, and rneasured subsequently at fair valtre. (iains and losses arising

fi'om changes in fair value are rccognised in othcr cornprehensive incotle artd accutnulated in the

ilvestrnents revaluation reserve with the cxception of impailmcrtt losses, interest calculated using

tlie eflective intcrest rnethocl, and forcign exchangc gains and losses ou tnonetary assets whicl'r are

recognised in profit or loss.
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CONSOI,IDAI'I,]I) BANK OI, KIINYN I,IMII'III)
NOTES 'fo l'l It'l r"rNn NCIAL STAl'r1MEN'r's (conrinuecl)

2 (a) ACCOTJNTING POLICIES (Continued)

Financial instrurnents (Continued)

F'inancia I asscts (Co ntin uecl)

a) Cla.ssi['ication ancl measurement (Continuerl)

vi) Avatlable_for-salefinancial a.tsets (Contintted)

where thc investnrent is disposed of or is determined to be imparred, Lhe cunrulative gain or losspreviously accutntllated in the investmcnts levaluation reserve is reclassified to profit or loss.
Dividends on available for sale equtty instruments are recognised in profit ancl loss when the bank,sright to receive the dividends rs establishecl.

b) Derecognition of financial assets

A financial assct (or, where applicable a part ofa financial asset or part ofa group ofsirnilar financialassets) is derecognised when:

o the rights to receive cash flows 1}om the asset have expired.
' the bank has transferred its nghts to receive cash flowi fi-om the asset or has assumed an obligationto pay the received cash flows in full without material delay to a third party *0", u ,pass-tl,ough,

arrangement; and either:

' thc bank has transfemed substantially all the risks and rewards of the asset, or
' the bank has neither transferred nor retained substantially all the risks ancl rewards ofthe asset, buthas transferred conhol ofthe asset.

when thc bank has transferred its rights to receive cash flows fi'om an asset or has entered into a pass,through arrangement, and has neithcr transferred nor retained substantially all the r.isks and rewards ofthe asset nor transferred control of thc asset, the assei is recognised to the extent of the ba.k,scontinuing involvement in the asset. In that case, the bank also reJognises an associated liability. Thetransfcrred asset and the associatecl liability aie measured on a liasis tlrat reflects the rights andobligations that the bank has retained.

continuing involvement that takes the form of a guarantee over the transferred asset is rneasur.ed at thelower of the original carrying amount of the assel and the maximum allourlt of consideration that thebank could be required to repay.

c) Impairrnent and uucollectability o[ financial assets

Iiinancial assets, other than those at irvl'Pl., arc assessed for indicators of inrpairment at each reportingdate' 'l'he bank assesses at cach rcporting date whethcr there is objective evidence that a financial assetor grolu) of financial assets is irupairecl. A financial a.sset or group of financial assets is impairecl andirnpairrncnt lo.sses are incurl'ed only if there is objective evidinco of inrpairrne.tls a resutt of one orInore evcnts that occun'ed after initial recognition of the ass-et.(a'loss,event) anJ that loss event (orevents) has an inrpact on the estituatcrl future cash flows of the financial asset or group of fi.ancialassets that can be reliably estirnatecl

It it is p.obable that the bank lvill rtot be ablc to collcct all anrounts clrro (prilcipal and intcrcst)accorclinq to the contractual ternis of loans aud rcceivablcs, or herd-to-maturity'irwestrnents carriccl atarnol'tisc<l cost, zrtr impainncnt ol bacl tlcbt loss has occurred '['he amount of t-he toss is the diffcrcnccbetr'vecn tlre asset's carrying auroLurt and thc present valuc of expectecl lutur.c cash flows cliscountccl atthe flnallcial instrutnent's or iginal ellbctive interest rate (recovelablc arnounL), The carrying amo,,t ofthe assct is reclucecl to its cstttnaterl lccovelable amount tlrrough use ol tt.," pror,sio,r for. bacl a.ddoubtful debts account' The at.nount of tlrc loss incurred is includcd in profit or lo.ss tbr.t6c pcriocl
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CONSOLIDA'|ED BANK OF I(]:)NYA LtMI'l'IiD

NO1'llS 1'O THE FINANCIAL STATllMlrN'lS (Continued)

2 (a) ACCOUNTING POI.ICIES (Continueci)

Financial instruments (Continued)

Irinancial assets (Continued)

c) [mpairment and uncollectability of linancial assets (continued)

'lhe bank assesses whet6er objective evidence o[ impairment exist individually for assets that are

individually significant and individually or collectively for assets tl.rat are uot individually significant.

If the bank determines tSat no objective evidence of impairment exists for an individually assessed

financial asset, whether significant or not, it includes the asset in a group of financiai assets witl1

similar credit risk charactcristics and collectively assesses them for irnpairment. Assets that are

individually assessecl fbr impairment and for which an impairment loss is or continues to be recognised

are not included in a collcctive assessment of impairment.

i) Assets carried at amortised cost

If there is objective evidence that an irnpairment loss on financial assets carried at amortised cost

has been incurred, the amount of the loss is measured as the ditference between the asset's

carrying amount and the present value of the estimated future cash flows (excluding future credit

losses that have not beerrincured) discounted atthe financial instruments effective interest rate.

The carrying amount of the asset is recluced through the use of an allowance account and the

amount of the loss is recognised in profit or loss.

iil Loans and receivables

Loans and receivables are recognised initially at fair value and subsequently measured at

amortised cost using the effectivelnterest method, Iess provision for impairment. A provision for

impairment of loani and advances is established when there is objective evidence that the bank

wiil not be able to collect all amounts due according to the original terms of the loans. The

amount of provision is the difference between the asset's carrying amount and the present value

of estimated future cash flows, discounted at the original effective interest rate. The carrying

amount o[ the asset is reduceci through the use of an allowance account, and the amount of the

loss is recognised in the profit or loss as'impairment loss on loans and receivablcs'. When a loan

or advance is uncollectitle, it is written off against the related allowance account. Subsequent

recoverics gf amounts previously written off are credited tlrrough profit or loss.

Objective evidence that loans and receivables are impaired can include significant financial

difficultics of the clebtor, probability that the debtor will enter bankruptcy or financial

reorganisation, and default or delinquency in payrnents (more than 30 days overdue), the

disafpearalce of an active market for a security, or otller observable data relating to a group of
assets such as adverse changes in the payment status of borrowers or issuers in the group, or

econornic conclitions that con'elate with defaults in the group are considered indicators that the

loans or receivable is irnPaired.

In assessilg impairrnent losses, the bank considers the following factors, in each category:

a) IndividuallY assessed loans

. '['l.re aggregatc exposlll'e to the bank'

. '['he viabitity of the custorner's business model and its caltacity to trade successfully out

of fir.raucial difficulties and genelate sufficient cash flows to meet its debt obligations.

. 'l'he realisable value ol the security (or otirer rnitigants) and likelihood of sr'rccessful

repossession net of any costs involvecl in recovery of amounts.

n '[he amour.rt and timing of expectcd receipts anci, in cascs of Iicluidiition or bankluptcy,

dividend available.

" '[.he cxtcnt and cornplcxity of otltel crcditor's cotntnitlttcttt rarlking paripasstr witlt the

bar-rk an6 thc likcliliood of othci crcditors continuitig to suppol.t tltc cttstomer.
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CONSOLII )A't't1t) IIANt( Ol.' KIlNy,/\ r,tM l.t.t,)t)

NOl'Es'fo't'IIE I.'TNANCIAL STATEMIiN'fs (co.rinued)

2 (a) ACCOtJNt'tNG POLICIES (Continued)

Financial instru ments (Continued)

Financial assets (Continuecl)

i, Loan.s ancl receivables (continttecl)

b) Collectivelyassessed

' Iiol' loans not subject to incliviclual assessment, to cover losses whrch have been incurrecl buthave not yet been identified.

' For homogeneous groups of loans that are not consiclered individually significant, where thercis objective evidence of impair.rnent.

I-Iomogeneous groups of loans

For homogen.eous Sroups of loans that are not considerecl inclividuaily significant, or in othercases' whcn the portfolio size is small or when inforrnation is insufficieirt oi not reliable enough,the bank adopts a formulaic approach which allocates progressively higher percentage loss rates inline with the period of time for which a customer's loan is overdr". lJrr.ut", ur. calculated fi.ornthe discounted expected fuhrre cash flows fiom u ponfotio. These rates anJ ,h" expected timing offuture recoveries are regularly benchmarked 
"*"*r, actual outcomes to ensure they remainappropriatc.

Loan write _ offs

An uncollectible loan is wriften off against the relevant provision for impairment, either partiallyor in full, when there is no rcalistic-prospect of..cor..y and the proie"ds fi'om realising thesecurity have been substantially or fully rectvered.

l{estructured loans

Restructured loans, whose tertns have been renegotiated are no longer considered to be past ducbut are treated as new loaus after the minirnufr r.quirea nr.b".-uf prv,r"rt, under the newarrangemcnt have been received.

iii) Available-for_sale financial assets

In the case of investment classified as.available for sale, siguiilcant or prolonged decline in the fairvaluc of the securily below its cost is considered in cletermining whether ih" urr.t is inrpaired.lmpait',rent losses on available-for-sale invcstrnent secu.itics are- recogni;.;'Ly ffansf-e*ing thedilfercnce between the antortised accluisitton cost and cull'ent fair varue out of equity to profit or loss.when a subscquent event causes tlie atnount of impairrnent loss on an avarlable-fo.-sal" clebt securityto dccrcase, the impairme,t loss is revcrscd through pr.ofit or loss.

Ilowcver' any subsequent recovery irr the tarl value of an impaired available-for-sale equity securrty isrccognised diLectly. in equity. changes irt impairrncnt p.ouiriom attributable to tirne value are reflectcclas a colnponent of interest incorne.
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CONSOI,IDA'|ED I}ANK OIT KENYA I,IMI'I'EI)

NO'|ES 1'O'fHE, FINANCIAI. STATIIMENI'S (Continucd)

2 (a) ACCOUN'|ING POLICIES (Continued)

Financial instruntents (Continued)

Financial liabilities ancl equity instruments issued by the bank

a) Classification and measttrement

Debt ald equity instruments are classified as either fiuancial liabilities or as equity in accordance with

the substance ofthe contractual arrangement.

i) Eqttilyinstrttntents

An ecluify instrument is any contract that evidences a residual interest in the assets of an entity

after deducting all of its liabilities. Ilquity instruments issued by the bank are recorded at the

proceeds received, net ofdirect issue costs-

i, Other financial liabilities

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

Other hnancial liabilities are subsequently measured at amofiised cost using the effective interest

method, with interest expense recognised on an effective yield basis. The effective interest method

is a method of calculating the amortised cost of a financial liability and of allocating interest

expense over the relevanl period. The effective interest rate is the rate that exactly discounts

esiimated future cash payments through the expected tife of the financial liability, or (where

appropriate) a shorter period, to tlte net carrying amount on initial recognition.

b) Derecognition of financial Iiabilities

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 tlte same lender on

substantially diff'erent terrns, or the terrns of an existing liability are substantially modified, such an

exchange or modification is treated as a clerecognition of the original liability and lhe recognition of a

new lifiility. The difference between the canying value of the original f,urancial liability and the

consideration paid is recognised in profit or loss.l'he bank derecognises financial liabilities when, ancl

only when, the bank's obligations are discharged, cancelled or they expire.

Offsetting

Financial asscts and liabilities are offset ancl stated at net amount in the statement of financial position

when there is a legally enforceable right to set off, ancl thele is an intention to settle on a net basis or realise

thc asset and settle the liability simultancously.

Provisions

A provision is recogniseci if, as a r.esult of a past event, the bank has a present lcgal or constructivc

obiigation that can be estimated reliably, ancl it is probable that an outflow of econortic benefits will bc

.ecirfred to settle the obligation. Provisions arc cletertnined by discounting thc expectecl fttture cash flows at

o pr"-tu* rate t|at reflects currclrt market asscssments of the tinie value of lnoney au<1, where appropliate,

the lisks spccifrc to tlie liability.
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CONSOt,II )A1'IiJ) I}ANK OI,- Ki'NYA I,IMI'I'EI)

NoTfls'l'o'rutti ITTNANCIAL s'r'A'r'EMr,N'fs (continuecr)

Z (a) ACCOTJNTING pOI_ICIIjS (Conrrnuect)

Stzrtutory t.cserve

IAS 39 recluircs.the bank to recognise an irnpair-rnent loss when there is objcctive eviclence that l.ans an4rcceivables arc impaired However, centrai bank of Kcnya pluclcntial guicleliues requir.e tle bank to setastdo amouuts for impairlnent losses oti loans ancl aduan"es in arldrtion to those losses that have bee,recosntsed under IAS 39' Any sttch amoutrts sct asicle repleseut appropriations of r.etalred ear.,ings andnot cxpenses in determining profit or loss. 'lhesc arnounts are dealt *ittl ,n the stahltory reserve.
Cash and cash equivalents

cash anci oash equivalents incluclc cash in hand, uurestricted balances held with the centr.al Bank of Keuyaattd highly liquid furancial assets with original rnaturities of less.tlian tlu-ee months, which are subject toinsignificant risk of changes in their fair value, and are used by the bank in the management of rts short-term commitlnents. Cash and casli cquivalents are cau'ied at amortised cost i, the statement of fi.a,cialposition.

C.ontingcnt lia bilities

Letters of credit, acceptances, gtrarantees and perforrnance boncls are gencrally written by the bank tosuppoft performance by a custorner to third parties. The bank will"onlj # ..quo"a to meet rheseobligations itl the event of the customer'-s default. These obligations are accounted for as off balancc sheettransactions and disclosed as contingent liabilities.

Fiduciary activities

Asscts and income.arising thereon togetirer with related undertakings to retum such assets to customersare cxcluded fi'om these financial staternents where the bank acts in a fiduciary capacity such as nomiree,trustce or agent.

Sale and repurchase agreemerrts

Securities sold to Central bank of'Kenya subiect to repurchase agreements (,repos,) are retainecl in thefinancial statements under government seculities and the counterparty liability is included in advances fi.omcer.rtral Bank of Kenya' l'he diflcrence between the sale ancl repurchase price is treated as intcrest a,daccrued over the life of the agreerlcrlts using the effective interest method.

Ernployee benefit costs

The bank operates a defincd contributron retirement benefit sclicme for all its employees. l1c scheme isadrninistered by an independent investrneut uranagement company and is funded by coutributio,s fi.ourboth the bank and employees.

'l'he bank also contributes to the statutory National Social Security Fund. lhis is a defi,ed contr.ibutionscheme rcgistered under the Natronal Social Securify Fund Act. 'l'he obtigations under the scher,e arelirnitcd to specific contributions legislated fr.om time to time.

Thc lrank's contributions iu lespcct of rctrrement benelit costs ale char.ged to the profit and loss in the year.to which they relate.

l}nployee elltitlenrent to leave not tal<cn is cliargcd [o profit or loss as it accrues.

Co rn lta rzrtives

whcrc llecessaly, compalatlvc fi.v,trrcs lrave bcen adjustecl to conlbrnr wrth changes in pt.esentatiun in thccrrnent ycar.
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CONSOI-lDATllD IIANK OF KHNYA LIMI't'l1l)

NOTUS',[O TIIE ITINANCIAL S'fA'l'EMlrN'l's (continucd)

2(b) cl{l'flcAl. JLjI)GEMENTS AND KEY SOTJI(CES OF ESTIMATION TJNCERTAIN'IY

In the application of the bank's accounting policies, which are desclibed in note 2, manageurent is required

to make judgernents, estirnates un,l urr,,,r,ptions abottt the carryillg amouuts of assets and liabilities that are

not readily appareut from other sources. i'he estimates and associated assr-rrl.rptions are based on historical

experie,ce ani other factors that are consiclcrecl to be relevant inciuding expectations o[ future events that

are believed to be reasonable under the circumstances. Actual results may differ fi'our tliese estin.rates'

.I.he estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to accottllting

estimates are recog.ised inth;period in which the estirnate is revised if the revision affects only that period,

or in the periocl of"the revision and furure periods if the revision affects both current and future periods'

(D Critical judgements in applying the bank's accounting policies

The following are the critical judgernents, apart fi'om those involving estimations (see (ii) ovcrlea$,

that managerient have macle in th"e process of applying the bank's accounting policies and that have

the rnost slgnificant effect on the amounts recognised in the fltnallcial statements'

Intpairment losses on loans and advances

The bank reviews its loan portfolios to assess impairment regularly. In determining whether an

irnpairment loss should be recorded in the profit und lor., the bank makes judgements as to whether

there is arry observable data inclicating that ihere is a measurable decrease in the estimated future casll

flows from a portfolio of loans, befo-re a decrease can be identified with an individual loan in that

portfolio. This evidence may in"lude observable data indicating that there has been an adverse change

in the payment status of borrowers in a group, or national or local economic conditions that con'elate

with defaults on assets in the group. Management uses estimates based on historical loss experience for

assets with credit risk characteristics anJ objective evidence of irnpairment similar to those in the

portfolio when scheduling its future cash flowi. The methodology and assumptions used for estimating

both the amount and timing of future cash flows are reviewed regularly to reduce any differences

between loss estimates and actual loss experience'

Classification of leases of land as finance or operating leases

At the inception of each lease of land, the bank considers the substance rather than the form of the

lease contract. Examplcs of situations that individually or in contbination would nonnally lead to a

lease being classified as a finance lease are:

" The lease transfers ownership of thc asset to the lessee by the end of the Iease term,

. ,lhe 
lessee has the option to purchase the asset at a price thatis expected to be sufficiently lower

than the fair value at the dato the option becomes exlrcisable for it to be reasonably certain, at the

inception of the lease, that the option will be exercised;

" The lease term is for the major part of the econornic life of the asset even if title is not transferred,

o At the inception of the lease the present value of the minirnum lease payments amounts to at least

substantialiy all ofthe fair value ofthe leased asset; and

e -[he leased assets are of such a specialised nature that only the lessee can use thern witliout major

modifications.

The bari.k also considers indicators of situations tliat individually or in cornbination could also lcad to a

lease being classified as a finance lease. Iixarnples of sucli indicators inch-rde:

n If the lessee can cancel the leasc, thc lessor's losses associatcd with the cancellatiotr are bornc by

tlie lessee;
o gains or losses ficlrn thc fluctLration in the lair value of tlie residual acclue to the lessee ({br

exarnple, in the {brpr of a renl rebate equalling most of the sales proceeds at the end ol the leasc);

and
. t5e lessee lias the ability to coutinue the lease for a secotldar y poriod at a rent tliat is sutrstantially

Iower than tnarket rcnt.
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No'l'ES l-o 't'HU TTINANCIAL S'rA'r ilMIiN'r's (co.ri.,ecr)
2(b) (IRITI.AL JUDGEMEN'f' AND I(Ey s..JRCES oF rjsl'TMATION ,NCERTAIN.T.y (conrinuccr)

(i) Criticar juagerncnts i, appryi.g thc ba,r<s accounti,g poricics

I ntp a i r rn e n t of av a i t a b t e_fo r _.s a I e i nv e s I m e nt s

'l'he bank reviews its clebt securitics classifiecl as available-ror salc investrnents at each repclrtingdate to assess whethel they are irnpailed rnis ."q,,i,.s srmilal judgment as appliecl to the rndividuaiassessment of loans and advances.

f'he bank also recorcls intpai.rne.t charges o, available-,for-sale cquiry investrnents when there hasbeen asigntficant or prolonged clecline-iI the fair uur,,. u.ro* their cost. i't.," a"t".-ination of whatis 'significant' or'prolonged' requires judgment. In rnaking this judgment, tne uant evaluates,anlong other factors, liistorical share price r'novements anct Juration aId extent to which the fair.value of an investmcnt is less tltan its cost.

H e I d _t o _ ma tur ity inv es tm e nts

The bank follows the g,idance of IAS 3.9 on classifying non-derivative financial assets with fixed ordete.ninable paymetlts and fixecl maturity ur rr"iJ-tl-r-uturity. This 
"tassin.atio,r 

requiressignificant judgement' In rnakinq. this judgement, trr" il^"t evaluatcs it. i*rii"" and abiliry ro lroldsuch inve-stments to maturity. Ifihe bank ilirr t" i.lpi'n"se i.rvestrnents to maturity other than forthe specific circumstances - for example, selling un inrignin.u.t arnount .l;r" ;; maturity - it willbe required to reclassify the entire clais as avaitlute-ror-'sale. 'l'he investments would therefore bemeasured at fair value not amortised cost.

(iD Key sources of estilnation uncertainty

The followin9.3t" th: key assumptions concerning the future, ancr other key sources of esti,.rationuncertainty at the end of the reporting period, tha;ha;e;significanr.irt oi.urrlng a materialadjustment to the carryiug amounts of issets and liabilities within the next frnancial year.

Property, equipment and intangible a;;sefs

|;:J[lfiff:::il: made bv managernent in determi'ing depreciatiorl r.ates ror property, equipment

Fair value of tracle receivables and payables

1'he carrying value less impairment provision of trade reccivables and payables are assurned toapproxirnate their fai. values. 'fhe fair value of financial liabirities for disclosure pur-poses iscstimated by discounting the fuhrrc contractual cash flows at the cun.ent market interc.st rate that isavailable to the bank for similar financial instr.uments.

Taxatton

The ba..k is subjected to llul,)eloLls taxes ancl levies by various govcl.nnlcnt a,d quasi- gove*rnontregulato.y bodies' As a rule of thu.b, th-e bank.".ngl,,r"r't,ubititir:s lor the anticipated tax /levicspayablc'"vith utmost calc and dilrgencc. I{owever, si-.",nificant.lrdgrncnt rs usually required i, thei.terp.ctation and applicability of those taxes /levics.'srrorrcr ii.,rnr. to ure atte,ii.n ot.ma.ageure.t,ln one way or the otlier, that the initially recor<ied liabrlity was c.o.eoLls, such difibr.c,ces willirnpact on the itrcottle ancl Iiabilities in ihe period in *ni.1r r,,.n clillcr.ences are deter.uiined.
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CONSOLIDATED BANK OIT KENYA I,IMI'|RI)

NOI F)S'1'O'fHE FINANCIAL S'fAT'EMtrNTS (Contintrccl)

3 GOING CONCERN

As at 3l December 2015, the bank ha<l a total regulatory capitaVrisk weighted assets ratio of 9.4ok (2014'

lO.gj%) against a minimum required ratio of 14.5%. 'I'he bank therefore had not met the capital adequacy ratios

and a r.suJt, it was not issuecl with a banking licence. The issuance of the licence depends on conclusion of

rneasures taken by clirectors to ensur.e cornpliance with the core capital requiretneuts. f'he directors are taking

the necessary measures to ensure cornpliance. As a result of the measures being taken by the dircctors, the

National Treasury as o1e of the principal shareholders have so far injected Shs 500 m]t]1on in additional capital

to help reverse the situation. fne Uant is in the process of raising additional capital of Shs I .8 billion ttu'ough a

rights issue which was approved by the shareholders dLrring the Extra ordinary General Meetirg held on I5

December 2015. The righis issue process is expected to be concluded on 4 April 2016'

4 RISK MANAGEMENT OBJEC.i.IVES AND POLICIIIS

A. F'INANCIAL RTSK

The bank defures risk as the possibility of losses or profits foregone, which may be caused by intemal or

external factors. The bank aims to achieve an appropriate balance between risk and retutn and rninirnise the

potential adverse effects of ttre bank's furancial perlormance'

Ris k management framew ork

lhe board of directors has overall responsibility for the establishment and oversight of the bank's risk

management framework. The board has established a risk management committee comprising of three non-

Executives Directors to assist in the discharge of this responsibiliry. The board has also established the

bank Asset and Liability (ALCO), Creclit and Operational fusk committees, which are responsible for

developing and monitoring risk management policies in their specihed areas' Thesc commiftees comprise

of executive metnbers ald-report regularly to the board of directors on their activities'

The board provides written pr:inciples for overall risk matragement as well as written policies covering

specific risk areas. The bank;s risli management policies are established to identify and analyse the risks

faced by the bank, to set appropriate risk Iimits ana controls, and to monitor risks and adherence to limits.

Risk management policies and systems are reviewed regularly to reflect changes in market conditions'

products ana Uest'market practices. 1'he bank, through its training and managemcnt standards and

p.ocedu.es, aims to develop a disciplined and constructive control environment, in which all employees

understand their roles and obligations.

The Audit and I{isk Management Committee is responsible for monitoring cornpliance with the bank's risk

management policies and"procedures, and for reviiwing the aclequacy of the risk lnanagement framework

in relation to the risks fa."i by the bank. This committee is assisted in these functions by the Intemal Audit

Function. 'lhe Internai Audit iunction undertakes rcviews of risk management coutrols and procedures, the

results of which are reported to the committee.

The most important type of risks to which the bank is exposed to are fnancial risks whicli include:

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

(a) Credit risl<
credit risk is the risk of financial loss to the bank if a customer or courlterparty to a financial

instrumelt fails to meet its contractual obligations. Credit risk arises principally frorn the bank's

loans and advances to customel.s and other binks and investment securities but can also arise frotll

credit enliancement provided such as financial guarantees, letters of credit and acceptances. The

bank is also exposecl to other creclit risks arising fi'om its trading activities including derivatives.

Credit risk is the single largcst risk for thc bank's busincss and tnanagetuont carefully Inanages its

exposure to crcclit risk. For iirk,rlo,lug"rrent lcpolting ptlrposes, the bank considers ancl consolidates

all elentents ofcrcdit risk exposure

For risk mapagelrent purposcs, credit risk arising on tradilg seculities is managed independently,

but reported as a colnponent o1'ntalket risk exposure'

3l



C]ONSOI,IDA'I'[JI) I]N NK ()]t KI,NYA I,IMI'I'I.]I)

Nol'us'1'o'fFIFt r;rNz\NCIA r, sr-A'frIMIiNTS (c.nti,Lrcct)

'l I{lsK MANACiTTMEN'I' oBJl.)c'r'rvBS AND por.rcilis (conrr'trcd)

A. FINANCIAI- ti.tSK (C_.ontinued)

(a) Credir risk (continucd)

Managenrent of credit risl<

'lhe board of director.s has deleg^ated responsibilrty fbr the oversight of credit,sk to its Fi,a^ce a,clcredit cornniittee. cornprising oi four non-cxc"utivc Jirectors. 'lhe implerne'tation of the cr.edit riskpolicies a,cl uronitoring of the credit portfolio to ensure that nsks are managed within acceptablestandards is the resporrsibilily of the credrt co,nnirtt"e comprising of exccutive managcment. .l.he
comtnittec assistecl by the credit clepartrnent is responsible for the rnanagernc,t of the bank,s creditrisk including:

' Fonnulating credit policies in consultatron wrth business units, covering collateral requirements,credit assesslnent, risk grading aud rcportrug, documentary ancl legal procedur.es, andcourpliance with regulatory and statutory requirerirents.
' Establishing the authorisation structuic fbr the approval and renewal ot' credit facilities.Authorisation lirnits are delegated to the head of credit and the credit cornmittee while largerfacilities requir.e approval by the board of clirectors.t Limiting concentrations of exposure to oounterparties, geographies and ipdustries for loans andadvances.
t Developing and rnaintaining the.bank's risk gradrng in order to catego.se exposures accordingto the tiegree of risk of financial loss facecl uria to io.r, management on thc attendant risks. Therisk grading system is used in cletern.rini,',g *1r... impair.rient ;.;iri;;, .ray be requiredagainst specific credit exposur=: th: .u.r"n't risk grading framework consists of eight gradesreflecting varying degrees of risk of default and the availability of collatcral or other credit riskmitigation Risk grades are subject to regular..,ri.*, by creditiep"n,-,"ri.-
' Reviewing contpliance of b.usinett unit, with agreed exposure lirnits, including those forselected industries, couutry risk and procluct rypes.-Regular reports are provicled to bank creditcomnrittee on the credit quality of local portfolios and appropriate comective action is taken.o Providing advice, guidance ancl specialiit skrlls to brancrres to promote best practice throughoutthe barrk in the rnanagement of credrt risk.

Credit risk lneasurement

In measuring credit risk of loans and
following factors:

advances to customers, the bank lakes into account the

a

a

The probabilrty of default: this is thc possibility of the customer failure to pay over thestipulatecl period in tlie contract.
current expostlre on the borrower and thc likely future developrnent tiorll which thc bankdeuvcs the exposurc at default

' 
}tff:"ji,::::Jt', 

ratio shotrld rlcfault occur, rliis is rrrc arnount rhar can t>e rccovercct ttuough

TIie bank assesses the probability of defaLrlt o{'indivrclual borrowers usilrg ,)tc,ral rating rnethodstailored to the va|ious categories olthc bolrorv.er In assessing the creAit quairty oI'thc cLrstorner thebanl< takes ittto account Ihe customcrs financial.Pos.itron, pori.*p..o,rcc and otlicr i,dustr.y specificfactor's' Thc c'cdrt l'isk tttcasttre,rents are crntrcdilcd in thc bank's au,ty op.,ot,u,al ,ranagcrnent andclosely aligncd to thc centra.l Ba.k of'Kcnya l.an classifications 'ihi: rnipair,errt allowanoes onIoarls and advattces conlptrted thr.ough thc barrk's rntcrnal rncasures and the Ccntral Bank of I(enyapt'udential gutriclincs arc colltlastccl wrth the rrrrr,rsrrrcnrent of impairmcnL unrler tlrc IAS j9
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CONSOLIDATED BANK OF' KENYA LIMITED

NOTES TO THE FINANCIAL STATEMENTS (Continued)

4 zuSI( MANAGEMENT OBJECTIVES AND POLICIES (Continued)

A. FINANCIAL RISK (Continued)

(a) Credit risk (Continued)

Risk limit control and mitigation policies

The bank structures the levei of credit risk it underlakes by placing limits on amounts of risk
acceptecl in relation to one borrower or a group of botrowers. Such risks are monitored on a

revolving basis and are subject to annual or more fi'equent review

Exposure to credit risk is managed through regular analysis of the ability of borrowers and potential

bonowers to meet interest and capital repayment obligations and by changing limits where

appropriate.

The bank takes securify for funds advances and implements guidelines on the acceptability of
specific classes of collateral. To minimise credit loss the bank will seek additional collateral from the

counterparly as soon as impairment indicators are identified for the relevant individual loans and

advances. Collateral held for other financial assets other than loans and advances depends on the

nature of the instrument.

The primary purpose of acceptances, lefters of credit and guarantees is to ensure funds are available

to a customer as required. Guarantees and standby letters of credit carry the same risk as loans.

Documentary and commercial letters of credit which are written undertakings by the bank on behalf
of a customer authorising a third parfy to draw drafts on the bank up to a stipulated amount under

specific terms and conditions are collateralised by the underlying goods to which they relate and

therefore carry less risk than a direct loan.

Commitments to extend credit represent unused portions of authorisation to extend credit in the form
of loans, guarantees or letters of credit. With respect to credit risk on commitments to extend credit,

the bank is potentially exposed to loss in an amount equal to the total unused commitments.

However, the likely amount of loss is less than the total unused commitments as most commitments

to extend credit are contingent upon customers maintaining specific credit standards.

The bank has no significant concentration of credit risk, with exposure spread over a diversity of
personal and commercial customers.

J)
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No'fI1s'l'o'l'HE ITtNANCInI- S'r'zY|r.)MLiN'fs (co,ri,irccr)

4 I{lsK MANA(;FTMITNT oilJric'frvHS AND POLICTES (contrnucd)

A. FINANCIAL IUSI( (Continuett)

(^) Cjredit risl< (Continued)

Nlaxirnur'cxpos.re to cretrit ris* rrcfore colratcral herrl

2015

Sh'000

7 s9,1 tl
2,689,0:14

104,709
9,221,?,56

39,620
761,209

o/
2014

Sh'000 /oCrcdit Ilxposures
On - balarrce sheet iterns
Cash and balances ',vith the CBK
(lovernrncnt secur.i ties
Balances duc fi.om banking institutions
Loans and advances to customers

O ff-balancc sheet items
Acceptances and Ietters of cr.cclit
Guarantees
Undrawn for.mal stand-by facilities, crcdit
lines and other commitments to lend

At 31 Decembcr

5

18

I
OZ

9

l8
1

60

12,773,716 86 13,604,521

1,406,3 r 8

2,823,524
t62,0gg

9,212,581

99,302
707,884

I
5

6

I

5

81,252,551 916,946

2,053,379 14 1,724,132 12

14,827,095 100 15,328,653 100

l'he above represents the wolst case scenario of credit cxposure for- 3l Decemb er ZOl5 and20l4,without taking into account any oollateral held or other cicdit enhancements attached. For on-balancesheet assets, the exposures, set out above ale based on net carr.y.ing alnount as reported on thestatemcnt of financial position.

Loans and advauces to customcrs comprise of 62%o (2014 - 60%) of thc total maximurn exposure. .l'he
fairvalueofcollateral heldinrespectofassetssubjccttocreditriskasat3l December.s20l5wa-ssh 16,268,384,000 (2014_ Sh 15, 7l 1,s36,r2s).

wliilc collatcral is an importatrt niitigant to credrt risk, the bank's policy is to cstablish that loans ar.ewithin the capacity of the customer to repay, as the primaly way out. 1-he bank holds collateral againstloans and advances to custolllers in thc form of nro_rtgage interests ovcr pl.opcrty, ot6er.registcrcdsecurities ovel'assets, and guat'antces. Estimates of fair value are basecl n,., ih" ,alr" of collateralassessed at the tilne of borrowing, and generally arc.not up<lated e,rcept whcn a loan is indivicluallyassessed as irnparrcd' collateral gcncrally is noi held ou.,i lonn, and uiuan."s to banks, except whe ,sccrr.ties arc hcld as part olrevc.sc.epir.chase a.d sccurities bor.r.owing actrvity.

'l'he barrk is co'fiderlt that its.policics ancl procedures p'ovrclc sulficrent saleguarcls against cxposule oncr-edit risk as shown on thc tablc ovcr leaf.

l4



CONSOLIDA'|ED tsANK OF KENYA I,IMI'I'EI)

NOTES TO'rflE FINANCIAL STATEMENTS (Continued)

4 RISK MANAGEMENT OBJECTIVES AND POI,ICIES (CONTINUED)

A. FINANCIAL RISI( (Continued)

(a) Credit risl< (Continued)

Classification of loans and receivables

Carrying amount
Individually impaired

Grade 6: Impaired (substandard)

Grade 7: Impaired (doubtful)

Grade 8: Impaired (loss)

Gross amount
Allowance for impairment
Interest in suspense

Carrying amount

Collectively impaired (pasi due but not impaired)

Grade 4-5: Watch list
Allowance for impairment

Loans and advances
to customers

20ts 2014
sh'000 sh'000

312,857
1,4gg,3oo

745,704

1,957,861
(479,550)
(398,739)

47 s,014
2,316,799

18,687

2,810,500
(1,074,002)

(479,5t5)

1,079,572 1,256,983

l,o2l,97o
(30,659)

904,685
(27,14t)

Carrying amount 99 1,3 1 1 877 ,544

Neither past due nor impaired
Grade 1-3: Normal 7,t50,373 7,078,054

Total carrying amount 9,221,256 9,212,581

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

impaired.

Loans and receivables neither past due nor impaired

The bank classifies loans and advances under this category for those exposures that are up to date and

in tine with contractual agreements. These exposures will normally be maintained within approved

product programs and wf,h no signs of impairment or distress. These exposures are categorised

internally aslrade 1-3, that is, normal accounts in line with CBK prudential guidelines and a provision

of 1 % is made and appropriated from revenue resel'ves to statutory reserves.

Loans and reccivables past due but not impaired loans

Loans where the contractual intelest or principal payments are past due but the bank believes that

impairment is not appropriate on the basis of the level of security/collateral available and/or the stage

ofcollection ofanrounts owed to tfie ba6k are classitled as past due but not impaired. These exposures

are graded ilternally as categol'y 4-5 that is r,vatch accounts ilt the bank's internal credit Lisk grading

system, in line r.vith CBI( guidelines'

l5



CONSOLII)A'fIrD IIANt( OF KI.)NyA LIMI.illD

No1"i1s'T'o'i'tJE ITTNANCIn L s'i'A'fEMLTNT'S (continued)

4 Itlsl( MANAGEMEN, o'.rlic,rvrr.s ANI) poLICIES (coN.frNLJriD)

A. I,'INANCIAL RISI( (Continuert)

(a) Credit risk (Continuetl)

Loans with renegotiatcd (crrns

I-oans with lenegotiatcd tcl'111s are loans that have been restr-uctured due to deter.ior.ation in tlreborrower's financial llosition and where the bank hus n]r,l" concessions that it would not otherwiseconsider' Loans rvhose tcrrns have been renegoti;;i ;;; no longer tr.cated as past cruc but are

ff:fi'.',t[l ;:,5;J,'J:1i5"]:;T;,iiiJt"q'.;;t;;;;l tt"',"n"gotiut",r t..*, uppry rn derermining

Allorvauces for irn pairnrerrt

l'he bank establishcs an allowance for impairment losses that represe*ts its estimate of.incur.red lossesin its loan portfolio ltre nlain components of this allowance are a specific loss component that rclatesto individually significant 
"*porrr.., a.cl a collective roan Ioss allowance establisheci forhomogeneotts. assets in respect oilo.r., that have becn incuffed but have not been identified on loanssubject to individual asses-smcnt for impairment.

The internal credit lisk grading system which is in line wiih CBI( prudential guidelines focus onexpccted credit losscs - that is ta[ing into account the risk of future events giving rise to losses. Incontrast' impai.ment allowances are recognised for financial .eporting purposes only for losses thathave been incurred at the date of the statement of financial position based on objective evidence ofimpairment' Due to the different rnethodologies 
"ppli.J,;;rmount of incurred credit losses providedfor in the statement of comprehensive incoirc ir'rr,,.iry lo*er than the amount determined from the

;ffi::: 
loss model that is used for inte'nal 

"p.rii""ri n.,unug",n"nt-r"a-i""ti"g regulation

when a loan is uncollectible it is written off against the related pr.ovisions for loan inrpairmcnt. Suchloans are written off aiter al.l the.necessa,y,L"8r",y procedures irave been completed and the arnount
:l;:ilri:',ffH"t[|il::: Subsequent r"o"'i., 

"r ","",',t' ,,.",r",'i, writren orr are recognised

'I'he bank holds collater-al against loans and advances to customers in the forrn of mortgagc interestsover property' other registered securities over assets, aud guarantees. Estimates offair value are basedon the value ofcollate.al assessed at the time ofborrowing, una g"n.ruttf a.e not updated except whena loan is individually assessed as impaired. coitut"ral gerie.rariy i', not iJrJorer loans and advances robanks' except when securities are heid.t prri oir.r.r'se repurchase and securities borrowi,g activity.

ffi*Ttfi:f 
the fair value of collateral and other security cnhancements helcl against flna.cial assers

Write-off policy

Against individuai ly impair.ed
Propelty
Against col lcctivcly irnpair.cd
l)r'opcrty

I.oans ancl advances
to customers

2015 2014
sh'000 sh,000

1,695,050 t,998,295

2, I 85,002t,995,622

3,690,672 4,183.297
'[ ota]
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NOTIIS't'O TI,IE I.'INANCIAt. S',l'ATI'lMriN'fs (continr-red)

4 lltsK MANAGEMEN'I OBJEC'fIVIlS AND POLICIES (Continued)

A. t'INANCIAL I{ISK (Continued)

(a) Credit risk (Continueci)

Settlement risk

2015
sh'000

The bank,s activities may give rise to risk at the tirne of scttlernent of transactions and trades.

Settlement risk is the risk of loss due to the failure ol a company to honour its obligations to deliver

cash, securities or other assets as contractr'rally agreed'

Settlement limits form part of tlie credit approval/[imit nlonitoring process described earlier'

Acceptance of settlernent risk on free settlement trades rcquires transaction specific or counterparty

specific approvals flom bank fusk.

Concentration of risk

Details of significant concentrations of the bank's assets, liabilities and off balance sheet items by

industry groups are as detailed below:

(r) Advances to customers- gross

Manufacturing
Wholesale and retail
Transpoft and communication
Agricultural
Business services
Real estate

Other

(ii) Customer deposits

Central and local Government
Non-financial Public enterPrises

Co-operative socicties
Insurance comPanies
Private enterprises and indivrduals
Non-profit institutions

(iii) Off balance sheet itcrns
(Letters of credit ancl gtrarantees)

Manufacturing
Wholesale and retail
'fransport and cotn tnutrtcat iotr

Business services
Other

10,528,944 t00 10,313,724

353,236
3,',I88,579
1,288,804

110,120
135,367

4,215,151
637,087

499,403
I 5 5,862

l,l82,ll8
400,843

6,946,413
211,419

800,828

3 86,390
3,290,986

735,348
161,t90
304,388

4,338,699
1,090,'723

2014
sh'000

592,480
245,231

2,009,231
432,212

7,203,805
I 5 8,940

%

4

36
l2

I
I

40
6

%

4
JZ

7

2
J

42
IO

100

5

2
l8
4

69
2

6
2

l8
4

68
)

9,996,0s 8 t00 10,641,959 100

1 0,1 50

516,081
3 8,018

234,31?.

2,201

3,742
354,561

I i,304
4t4,937
22,642

I
65

5

29

44
2

5l
)

807, I 86

31
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No'l'ES't'o'fitli IrINANCInL S'i'ATtiMLN'fs (co,ri,uccr)

4 lilsK MANAGEiv,UN'r o,JIi.'r'rvES ANr) polICIIis (oo.trnucri)

A. FINANCIAL RISK (C.orrtinued)

(b) Liquidity risl<

Liquidity risk is thc risk that the bank wrll cncountcr dilficulty in rnceting obligations fi.om itsfinancial liabilitics when they Iall due as a rcsrrlt of custorncr dcpo.sits being withcrrarv', caslrrcquircr-.ents fi'orn contractual co,rmitrnents or othcr cash or-rtflows

Mauagerncnt of liquitlity rislr

Thc bank's irquirlity Iisk Inanagemerrt is carried out,,vithin the bank ancl rnonitor.ed by the AssctI_iabiliry comrnirtcc (AI.CO).

l'he bank's approach to managing liquidity is to ensurc, as far.as possible, that it will always havesufficic.t Iiquidit'y to nleet its tiauititics whln due, ,-,"i.,:totn .orrnal a.d str.essecl conditions, withoutincu.r ing unacceptable losses or riski.g damage t" trr" u"*,, r.eputation.

Liquidrty risk is addr.esscd through the following measur.es:

' 
,:i"r["fl::l 

dcpartment monitors liquiditv ratios on a daily basis againsr interna] and rcgulatory
o Day to day lunding is managcd by monitoring futurc cash flows to ensur.e that r.ccluirernents canbe met These include replenishment of funds l's they ,natrre or are borr.owed by custorners.
' 

*l,t1l:::tttu 
in short term liquid instruments *t,i.h .rn easily be sold in the markct when the

' 'fhe bank entcrs into rending contracts subject to availability offunds.
' 'l'he bank has an aggressive strategy aimei at increasing the customer deposit base.' The bank borrows from the market through interbarik tr.ansactions with other banks and TheCentral Bank of Kcnya for short term liquidi-ty ,"qrir"*"nts.o Investments in property and equipm"ni u.. proplrty uuag"t.a for and done when thc bank hassufficient cash flows

. 't'he daily Iiquidity position is *onitored and rcgular liquidity stress testing is conclucted under avariety of scenarios cove'irtg both normal and mJre seuere ma,ket conclitions. AII tiquiclity policiesand procedures are subject to review and approvar uy tr-,. uuu,.f.'?;ril;:li:;i:li:, the riquicrityposition of the bank are rcgularry submittedio Assct and t,iauiiity committec.

Exposure to liquirlity risk

The key measule Lrsed by the bank for managing tiquidity risk is the r.atio of net liquid assets todeposits fl'om custorners' For this purpose net liquid ,iscts are consider.ed as including cash and cashequivalcnts and invcsttnent glade d'ebt securities ior which there is.an active ancl liquid mar.ket lcss anycleposits f.om banks, clebt securities issued, other borrowings una commitments maturing within thenexl mo,th''lhe Ccntral Bank of Kenya minimum tlquiaitiatio is2l%,.Details oitire r"po,tea bank
f:i::lHi,i}:id 

assets to deposits anil customers 
",'n",]"i",*i"g 

date and d,ri,g thc r.eporting per.iod

At 3l Dccember
Avclagc lor the period
Maximr-rm [or thc pcr iod
Minirnum for.thc pcr rod

201s

32%
34%
36%

3?-%

7.014

36%
'\ tYo

36%'

23V"
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CONSOLIDATED BANK OF KENYA LIMITED

NOTES TO THE FINANCTAI- S'I'ATEMEN'|S (Continuod)

4 RISK MANAGEMENT OBJECTIVES AND POLICIES (Continued)

A. FINANCIAL RISK (Continued)

(b) Liquidity risk (continued)

Liquidity risk based on undiscounted cash flows

The table below analyses the cash flows payable by the bank under non-det'ivative llnancial liabilities by remaining

contractual maturities and non-derivative financial assets by expected maturity dates as at the date of the statement

of financial position.

AT 31 DECEMBER 2015

FINANCIAL ASSETS
Cash and balances with the CBK
Balances due from banking
institutions
Government securities
Loans and advances to customers

Total financial assets

FINANCIAL LIABILITIES
Deposits and balances due to banking
institutions
Customer deposits
Borrowed funds

Total financial liabilities

Net liquidity gap

AT 31 DECEMBER 2014

Total financial assets

Total financial liabil ities

2,598,492 759,934 2,409,739 8,791,032 14,621,633

Up to
I month
sh'000

603,035

104,709_

1,890,748

275,463
5,739,236

99,12r

2,246,340
4,7s6,038

1-3
months
sh'000

4-t2
months
sh'000

1-5
Years

sh'000

2,763,180
6,090,288

Total
sh'000

76 1,3 s0

104,709
2,902,155

10,853,419

133,011 25,304

I 3 8,97s
487,948 2,384,435

763,292

- 27s,463
- 10,694,368

2,061,s63 2,t99,984
4,1 9 1,840

39,300

6,113,820 4,231,140 763,292 2,061,563 13,169,815

(3,515,328) (3,471,206) 1,646,447 6,729,469 1,451,818

s65,01 8
246,st9

2,354,935
7,145,258

10,3 84,541
2,892,797

I 5,550,834
15,040,606

Net liquidity gap (2,509,698) 318,499 (4,790,323) ? ,491,7 50 510,228

The previous table shows the undiscounted cash flows on the bank's financial liabilities and unrecognised loan

commitments on the basis of their earliest possible contractual maturity. The bank's expected cash flows on these

instruments vary significantly from this analysis. For example, demand deposits from customels are expected to

maintail a stable or increasing balance; and unrecognised loan comrnitments are not all expected to be drawn down

irnmediately.
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UONSOLII)A'l'lrt) ilz\Nt( OIr KIINYA l_ilvil.t.tit)

No'fES 'fo'l FII') ITtNAN(irn L S'rA'r'r,lMENl's (conrinLrccl)

4 t(lsK MAN^(]ljMr,N'r' or]Jr-rcTIVIrs ANr) por.rcilrs (CON-I.TNUED)

A. l.'INANCIAL RISI( (Continuctl)

(c) Mar.l<ct ri.sl<s

Markct rrsk is thc risk that fbir valuc or lirLu.c cash flows of a financial instr.ument will fluctuatcbccause of changes ilt rna.ket pliccs. Market risk arise frorn ope. posrtions in intcrest ratcs, cuuencyand cquity ll.oducts, all of which are cxposed to gene'al and speciiic,iarkct morcments and changesin thc lc'el of volatility of rna.ket tates or p'ices such as interest r.ates, cquity prrces, foreign exchangerates and credit sprcads' The objectivc of rnalkct risk managerncnt is to managc apd contr.ol rnar.ketrisk cxposures witl.rrn acceptable paranrel.els, whilc optirnising the return on risk.

'l'he bank scparates expostlres to market lisk into cithel trading or non-trading portfolios. Tradingllortfolios include those positions alising fiom rnarket-muking t,rnr""tions whcre thc bank acts asprincipal with clierlts o. with the markcl Non-t'acling porirorio, rnainly ar.isc fi.om the interest ratenranagement olthe entity's retail ancl commcrcial banklng assets apd liabilitics.

Managernent of marl<et risks

overall responsibility of managing malket Iisk rests with the Asset and l,iability committee (ALCO).'l'he 1'reasury departmcnt is responsiblc_.for the development of detailcd r.isk managcment policies(subjcct to teview and approval by ALCO) ana ror tne o-a'fio-auy r"ui"* 
"rth;i,';;;l.menration..fheboard of dircctors sets limits on the level of mismatch orirt"rert r.ate repricing that niay be undertakenr.vhich is monitored daily.

Ilxposure to interest ratc risl<

'l'he principal risk to which non-tlading poltfolios are exposed is the risk of loss fr.orn fluctuations inthe future cash flows or fair valucs of financial instrumenis bccause of a changc in market intercstrates' '['he AI-co is the monitoring b.ody for compliance with these limits and is assisted by .l.reasury
Dcpartrrent in its day-to_day moni[oring activities.
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CONSOLIDATED I]ANK OF I(]NYA LIMITED

NOTES TO THE FINANCIAL STATEMENTS (Continued)

4 zuSK MANAGEMENT OIIJECTIVES AND POLICIES (CONTINUED)

A. FINANCIAL RISK (Continued)

(c) Market risks (continuetl)

The tabte below summar.ises the bank's exposures to interest rate risks. Included in the table are the bank's

assets and liabilities at can-ying amounts, categorised by the earlier of the contractual repricing or maturity

dates. The bank does not beat'an interest rate risk on offbalance sheet items.

AS AT 31 DECEMBER 2015

F'INANCIAL ASSETS
Cash and balat'rces with the CBK
Balances due from other banking
institutions
Government securities
Loans and advances to customers

Total financial assets

FINANCIAL LIABILITIES
Deposits and balances due to
banking institutions
Customer deposits
Borrowed funds

Total financiat liabilities

Interest rate sensitivitY gaP

AS AT 31 DECEMBER 2014

Total financial assets

Total financial liabilities

104,709

9,221,256
138,975

9,325,965 13 8,975

7 59,717 7 59,717

2,549,059
t04,709

2,698,034
9,221,256

2,549,059 759,717 12,773,716

- 21s,463
2,525,913 9,996,058

- 1,969,294

Up to

I month
sh'000

27s,463
l,t1 I ,694

99,t21

9,37 4,679
1,7 58,228

1-3
months
sh'000

4-12
months
sh'000

1-5
Years

sh'000

Non-
interest
bearing
sh'000

Total
sh'000

4,526,392 1,772,059
39,300 - 1,830,873

1,546,278 4,565,692 1,772,059 1,830,873 2,525,913 12'240,815

7,779,687 (4,426,717) (1,772,059) 718,186 (1,766,196) 532,901

143,5 r 5

370,302

- 2,680,009
6,348,097 l,782,lll

1,406,318
2,970,866

13,604,521
13,229,604

Interest rate sensitivitY gaP 7,616,45t (226,787) (6,348,097) 897,898 (1,564'548) 374,911

Currency Risl<

The bank takes on exposure to the effects of fluctuations in the prevailing foreign currency exchange rates on

its financial position and cash flows. The board sets limits on the level of exposure by currency and in total

for both over:night and intra-day positions which are monitored daily'
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CONSOLIDA'|ED tsANK OF KENYA I,IMI'| [IT)

NOTES TO TIIE FINANCIAL STATEMT1NTS (Continued)

4 IUSK MANAGEMENT OBJECTIVES AND POLICIES (Continued)

A. F'INANCIAL RISK (Continued)

(c) Market risks (continued)

Market risks - sensitivity analysis

A principal part of the banl<'s management of market risk is to monitor the sensitivity of projected

net interest incom" under varying inier.rt rate scenarios (sirrulation modelling) and the sensitivity of

future earnings a.d capital to uu,]ri,',g foreign exchange rates. Stress tests provide an indication of tl-re

potential size of losses that could arise in extreme conditions. Consolidated bank airns, tluough 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 modeliing, the bank uses a combination of scenarios relevant to local businesses and

locai markets. These scenarios ale used to illustrate the effect on the bank's earnings and capital'

Interest rate rishs - increase/clecrease of 10% in net interest rnargin

The Interest rate risks sensitivity analysis is based on the following assumptions.

. Changes in the market interest rates affect the interest incoue or expenses of variable interest

financial instruments.
. Changes in Market interest rates only affect interest income or expenses in relation to financial

irrstrulments 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 maturiiies move by the sanre amount and, therefore, do not reflect the

potential impact on net interest incorne of some rates changing while others remain unchanged'

. The projections make other assumptions including that all positions run to maturity'

The table below sets out the impact on future net interest income of an incremental l07o parallel fall

or rise in all yield curves at the teginning of each quatler during the 12 months fi'om 1 January 20 1 5 '

Scenario 2

10% Depreciation
sh'000

Profit Before Tax
Adjusted Core CaPital

Adjusted Total Capitai
Risk Weighted Assets (RWA)
Adlusted Core Capital to RWA
Adjusted total Capital to RWA

Amount
31December2015

sh'000

48,189
1,090,056
r,376,292

13,913,956
'1.8%

9A%

Scenario I
100/o appreciation

sh'000

750,612
1,919,939
1,418,175

13,913,956
8.5%

t0.1%

(53,094)
988,1 73

1,214,409
t3,973,956

1.1%
8.7%

Assuming no lrranagement actions, a series of such appreciation.would increase net interest income

for20t5bysht0t;882,900 (zol4-sh91,314,000),whileaseriesof sucl-rfallswoulddecreasenet

interest income for 2015 by Sh 101,882-,900 (2014 -Sh 107, 506,300).
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CONSOI,IDNI'BD BANK OF KE}\YA I,IMITED

NOT'DS 1'o THB ,TTNANCIAL ST-A'I'EMIINTS (continuecr)

4 I{ISI( MANACiEIVIDNT oBIEC'I'IVI1S AND POLICIES (continued)

A. FINANCIAL I{ISK (Continuetl)

(c) Marltet risl<s (continuecl)

Mar.lie t risl<s _ sensitivity analysis (Continued)

Arnount
3 I December 2015

sh'000

Profit Refore Tax
Adjusted Core Capital
Adjusted Total Capital
I{isk Weighted Assets (t{WA)
Adjusted Core Capitalto RWA
Adjusted totai Capital to RWA

Also a se.ies of such rises would increar. 
11"^..9lir_,gd 

co.e capital to RWA and Adjustecl totalcapttal to RWA by 0'7% (2014: 1'3Y") and 0.7%-Q014:1.3%) respectively, while a series of suchfalls would decrease 
'lt.:^o+,.t,.d 

core'capital to RWA and adjustei total capital to RWA by 0.7%(2014. 0.1 %o) and 0.1% (ZOt+:0.2%) respectively..

Forcign exchange risl<s - appreciation/clepreciation of Kshs against other currencies by l0%
The Foreign Exchange Risks sensitivily analysis is basecl on the followi,g assumptions;

' 
m:H[.:xchange 

exposules represent net cufrency positions of all currencies other than Kenya

' 
}l]tr:rT,;}ffilil: 

t*sitivirv analvsis is based on the assurnption that au net cu*ency positions

' The Base cu*ency in which the bank,s business is rransacted is I(enya Shiilings.

l'he table below sets out the impact on future earnings of an incremcntal 10% parallel fall or rise inall foreign currencies at the beginning of each quarterduring the i2 rnonths from 1 Janua ry zol5.
Assuming no management actions, a series of such rise and falt would impact the future earningsand capital as illustrated in the table below,

Scenario I
10oZ appreciation

sh,000

Scenario 2
l07o Depreciation

sh,000

48,189
1,090,056
1,3t6,292

13,913,956
1.8%
9.4%

52,452
1,093 ,7 lg
1,3t9,9s5

13,913,956
1.8%
9.4%

45,126
1,086,393
t,312,629

13,913,956
7.8%
9.4%

Assuming no managelllent actions, a series of such appreciation would iucrease earnings for 20 l-5 bySlr'3' 662'800 (2014 - Sh zl, 379,600), while ase.iei of such falls wourd decrease earning fbr 2015by Sh.3, 662,800 (20t4 - Sh4, 379,660).

Also a series of such rises would tncrear. ,h."^ 
.r9]!:,ed core capitar to RwA and Adjustcd totalcapital to RWA by,0'o % (2014 0.oYo) ando o%Q014 - 0.1%)r.espectively, while a series .f suchfhlls would decrease the.aclirrsted.or.iupitui ro RwA ancr Adjustiiotal capital ro RWA by 00%(2014 - 0.1%) and 0.0% (ZOt4 OZ; ,.rp".tiu.ty.
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CONSOI.IDA'I'EI) LIANK OIr KLINYA LiMI'fEi)

NO'|ES'1'O'l'l-lE ItINANCIAL S]'A'fFlMtrN'lS (Continued)

4 RISK MANAGIIMIINT OBJECTIVES ANI) POI,ICIES (Continued)

B. OTHTTR IUSKS

Non-l'ittalrcial risk m anagetnent disclosu res :

a) Strategic risk

Strategic IUsk is the curent ancl prospective impact on eamings or capital arisilg fi'om adverse

busine--ss decisions, improper intplementation of decisions, or lack of responsiveness to hdustry

changes. This risk is a function of the compatibility of organization's strategic goals, the business

stratfiies developed to achieve those goals, the resources cleptoyed against these goals, and the quality

of implementation.

'l'he bank faces several strategic risks from its environment which include:

. Macro-economicchanges.

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

.'lechnologicalchanges.

. Key legislative and regulatory changes.

. Major political events.

. [{uman capitai or social/dernographic trends and changes.

T5e Board of Directors is ultimately responsible for the overall generation and implementation of the

bank's strategy for purposes ofenlancing shareholders' valuc. It has however delegated the

implementation aspects to the Chief Executive Officer and the Senior Management team. The Board of
Diiectors, with support of the Chief Executive Officer Senior Managernent, develops and implements a

new strategic cycle every 5 years to cater for the next growth phase ofthe bank.

'l'he Chief Executive Officer supported by the (Executive Committee) EXCOM is responsible for the

execution of the approved strategic objectives on aday to day basis and actively monitors business

perforrnance againit these olrjectives through periodic reviews. The business carries out busilless

perlormance .*i"*t periodically but at a minimum on a monthly basis against pre-determined

inilestoles and key performance indicators. The reviews are reported to the Board of Directors for

information and advice, or action where significant deviations occur. 'l'hese reports include identifying

the key risks faced by the bank and how they are being managed.

Each business head is resltonsible for ensr"rring that strategic initiatives are aligned to thc overall

strategy of the bank and supportect by tlie relevant and appropriate operating policies and progran.rs that

direct behaviour. They are al.so responsible for monitoring, managing and reporting on the

effectivepess a6d risks oftheir business' strategic objectives, and the progress they have made towarcls

achieving these. They oversee the direction and trends of signifrcant current and emerging risks related

to their business units and that rnitigating actions are taken where appropriate.

'fhe Chief Ilxecutive Olficel co-orclinates an annual strategic planning process intended to align

individual business strategies to overall enterprise level strategies as approved by the Iloarcl ol'

Directors. They ipclude aiomprehensive review and evaluation olthe business strategies, cornpetitive

positionipg, financiat perfonnance, initiatives ofstLategic cxecutions, and key business risks.

'[-hc bank's financial aucl non-financial performance, including its kcy risks, is reported to the l]oard of

[)ir.ectors on a bi rnonthly basis for rcview and action, wherc tlecessary.
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CONSOI-II)A'|T.]D I]ANK OI.' I(I,NYA I-IMI'I,IiI )

Nol]rs 1'o'l'tjB ITINANCIAL s't'AT'riMIlN't's (conri.uccr)

4 RiSI( IVIANAGEMEN]'OBJ]jC]'IVES AND POL,ICII:)S (CONIirrtrCCl)

B. O'l'ItER RISI(S (Continucd)

Non-I'irra ncial risl< mana gcm en t c.lisclosu res :

b) Operational ri.sl<

operational l{isk is "the risk that tlie bar* will incur direct or indirect loss dLre to an event or actioncausing the failure of technology, processes, infi'astructure, personnel, and other risks havi,g anoperational irnpact"' rhe impact of thesc'isks can result in significant financial loss, reputational harrnor regulatory censure and penalties.

'l-he major operational risks facecl by the bank includc.

t Peolrle and relatcd issues such as staff retention, fi.auds, amongst others.
' Systetns and processes changes related to t5e drive to meet our clients,neecls.

l'he board of directors takes the lead in cstablishing the "tone at the top,,which promotes a strong riskmanagelnent culture' The bank has also put in placc a colporate culture that is guided by strong riskmanagement and that supports and provides appropriatc stanclards and incentives-for professional andresponsible behaviour.

All mernbers of staff are responsible for the managemcnt and mitigation of operational risks. This isreflected in the contrnuous control environment, rifk awareness and management style. Specific rolesor responsibilities are assigned for leading and rnanaging the internal contr"ol envirorunent tlu.ougS thefollowing people:

. Board and CEO;

. Audit Committee;
o Internal Audit Department,
. Board fusk Management Cornmittee;
. Risk Managcurent Con-rmittee;
. fusk & Cornpliancc Department,
. Business Operational Risk fu.ctions in corporate, l(etail and SME. Inforrnation Technology (IT) Steering Comrnittee,. Business Heads and Opcrations Flead

Internal Audit is responsiblefor assessins compliance with operationa[ fusk policy and for reportingsignificant issues to the Roard Audit cominittee and the Boarcr of Directors.

The Bank seeks to minimize actual ol potcntial losscs arisin.g fi'om operational l{isk failures..I.heseinclude inadequately ctefi13d proc"<lt,rcs or policies, systems ru'itur",'i,rt"mal conh.ol flaws or breaches,insufficiently skilled staff,, unmanageablc events or custorner actions.'l.o achieve this, the Ba.kensLlres:

llobtrst operational l(isk Policy and procedulcs tl)at rcflects industry pr.actice are put in place andoperationalized' 'fhese i,clucle tooLkits to help rdentify, assess, .orr,oi, lnanalle a,d report on keyoperational Ilisks 'l'oolkits 
ir.r thc opcrationai Risl< i,roccclures nranual include iutcr alia

r) Irrartlework fol the iJank' brrsinesscs, ancl srrpPort lunctions to identify thcir niajor.o,cr.atro.alItisks ancl urrtrgatron plans,
rr) I(ey control standar.d-s,

o
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NOTES'fO TIIE FINANCIAL S't'A'fliMIlN'fS (Coirtinucd)

4 llrsK MANAGEMEN',f OIIJECTIVIIS AND POLICIES (CONI'INUIlD)

B. OTIIER IIISKS (Continued)

Non-l-i na n cia I ltislt Ma n agement d isclos u res :

b) Operational risk (Continued)

iiD Indicators to identif, Operational llisk; and

iv) Incident and issues tracking mechanisrns to identi$r causal factors and operational losses

' All staff in business and support functions, are aware of their responsibilities for

Operational Risk Management.

c Potential Operational Risk irnpact of bank activities and products are considered at their

outset with a view to minimizing these as far as possible.

o There are structured processes to report control failures to designated individuals and

escalate material issues to Risk Management Comminee, Executivc Commiftee (EXCOM)

and Board lUsk Management Committee as appropriate.

. Employees are given Operational Risk training appropriate to their roles.

. Employee and Bank assets are adequately protected.

. Workable Business Continuity Plans are established (including Disaster Recovery and

Crisis Management procedures) to minimize the impact of unplanned events on business

operations and customer service.

o The financial impact of operational losses is mitigated through the utilisation of insurance

or other risk transfer mechanisms where appropriate.

c) Compliance(policy/legal/regulatory) risl<:

Cornpliance risk is the current or prospective risk to earnings and capital arising fiom violations or

non-iomplialce with laws, rules, regulations, agreements, prescribed practices, or ethical standards,

as well as frorn the possibility of incorrect interpretation of effective laws or rcgulations'

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

(;iogrpliance laws, rules and standards"). The bank has established appropriate policies, procedures

and coltrols that lvill ensure effective compliance with laws, regulations and codes relevant to its
businesses, custottters and staff.

Business ulit ]1eads 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 fi'om Legal and

Compliancc Departrnent. 'I'lie Risk and Cornpliance Department identifies aud monitors the key risks

ancl ls 1"rponribl" lor elsuring that the ciay to day busiress controls cornply with applicable

Iegislatiop and a;e i1 line with best practice. Interr.ral anci extemal legal counsel work closely with

business units to identify areas of existing and potential regulatory/legal risks arrd actively manage

thern tcl reduce tlte bank's exposures.

Senior Malagentent ancl the Board Risk Managenient Clotnrnittcc rcceivc thc Ilisk Management

Department's oltinions / r'eports on the strength olthc banks Compliance llisk lrratnewotk to cnable

them to deterntine whether it is under control and whcre nrlt, Lracks significant cotrective actions to

finality. Adclitionally, significant exllosLrres Lrnder "for or against" litigation are reviewed pcrioclically.
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4 ltlsK MANAGI,MIINT' oBJIlcrrvES AND poLICII]S (conrr,uerr)

B. O'fHftt{ RISKS (Continrred)

d) I{eputatiorralr.isk

I{eputatronal risk is tlie potential that rtcgatrve stakcliolder,npresslo.s or.pcr.ceptions, whctlier true ornot, regarding l.he bank's business practiccs, actions or inactions, will or nrny.u,,r" a decli,e incustomcr base, IiqLriclrty, ancl overall brand vahrr: It is a rcsultanL effect o{'all other.rrsl<s highlightcdin this report and thcrefore cannot be managecl in isolation. 'l'herefore, whcn all the other risks ar.ernanagcd well, this risk i.s substantially rninrnrised.
'I'he bank's reptttattot] is an invaluable ancl liagile asset that is broad and lar.reachi,g and i,cluclesimage, goodwill anrl brand equily. Reputational"risk rnanagement supports value creatio, ancl seeks todeal elfectivery with pote,tiai future events that crcatc rrncertainty.
Ultimate responsibility fbr this risk rests with the Board of l)irectors ancl Senior Management whoexamine thc bank's reputational risk as part of their regular mandatc. rrr.f a,= ossrstccl in this aspectby the corporatc comtntttlications Departrncnt. 'fheir 

liurpose is to ensure that alt proclucts, services,and activitics lneet the bank's reputational ri.sk objlctives in rine with the l]oarcl of Director,sapproved appetite lhe bank's reputational risk strategy however cascades into thc other bank,spolicies procedures each level of m.anagement rs responsible rbr the appropriatcness of policies,processes and conh.ols within its purview.

Senior Managetneut and the Board of Dircctors receive periodic reports on the asscssment of thebank's reputatiortal risk exposures that arise from its business activities so as to form a view onassociated risks and implement comective actions.

FAIR VALUE OIT FINANCIAL ASSETS AND LTABII,ITIES

'rhe following table provides an analysis of financial inshurnents that are measured subsequent to initialrecognition at fair value, grouped into levels I to 3 based on the degree to which the fair. value isobservable.

r Level l: fair valuc measurements are those derived frorn quoted prices (unacljustcd) in active marketsfor identical assets or liabilrties.
t Level 2: fair value measurements are those derived from inputs other than quoted prices includedwithin level I that are obselvable for thc asset or liability, eitirer dircctty (i.e. as prices) or indirectly(i.c. derived li-orn priccs).
t Level 3: fair val-re nleasurements are those derived fi'om valuation techniques that i^clr"rde inputs forthe asset or liability that are not based on observable market data (unobse.r.rrr. irfr,rl'"'

C

3l Decembcr 2015

Irinancial asscts held
for trading.

Quotccl investlrrents

3l Decerrrber 201,t

Quoted rnvesIrtrents

Note

Levcl
I

Shs'000

6,879

6,879

3,906

j,906

Level
2

Slrs'000

Lcvel
-)

Shs'000

'I'otal

Shs'000

6,879

6,979

3,906

,lfl

3,906



CONSOi-IDATED BANK OlI KIJNYA LIMI'|tJI)

NO'fES TO THE ITINANCIAL STAI'EMENTS (Continuecl)

4 RISI( MANAGEMENT OtsJECTIVES AND POI-ICIllS (Continued)

C. I,'AIR VALUE OF FINANCIAI, ASSETS AND LIABILITIES (Continued)

'lhe above were valuccl at quoted bicl prices in an active niarket (Nairobi Securities Exchange)

Ilxcept as detailed above, the directors consider that the canying alnounts of financial assets and financial

liabilities recognised in the statement of financial position approximate their fair values.

'lhis note provides irlforrnation about how the banl< determines fair values of various financial assets and

f-rnancial liabilities.

Irair value of the bank's financial assets and liabilities that are measured at fail value oll a reculrent basis

Sorne of the bank's financial assets and hnancial liabilitics are measured at fair value at the end of each

reporling period. The following table gives inforrnation about how the fair values of these financial assets

and financial liabilities are determined (in particular, the valuation technique(s) and inputs used):

Financial liair yahrc as at Fair value Valuotion Significant Relationship of
as.sets/liabilities hierarchy techniqtte @ unobservable ttnobservable

and key inputs inputs inputs to fair
value

3t/t2/ls 31112/14

Shs'000 Shs'000
Quoted bid

Quoted investments 6,0 1i 3,906 Level 1 prices ir an N/A N/A
active market

There were no transfers between levels l, 2 and3 in the period (20 14: none).

Reconciliation of level j fair valtte nxeasurements

There were no financial assets or financial liabilities measured at fair value on level 3 fair value

measurements (20 i4: none)

CAPITAL MANAGEMENT

Regulatory capital

The banks objectives whcn managing capital are:

. To safeguard the banks' ability to continue as a going concern so that it can continue to provide retutns for
the shareholders ancl benefits for the other stakeholders.

r To maintain a strong capital base to support the cument and future development needs of the business.

o To comply with the capital requirements set by the Central Bank of Kenya.

Capital adequacy and usc of regulatory capital are rnonitored by rnanagement employing techniques based on

the guiclelines developed by the CJentral Bank of I(enya for supervisol'y pulposes. The requiled inforrnation is
filed with the Central Bank of Kenya on a monthly basis.

The Cenh'aI Bank of I(cnya recluires each bank to:

a) IIold the minimurn level of legulatory capital of Sh l bitlion.
b) Maintain a ratio of t<ttal regulatory capital; to risk r,veightcd assets plus risk weightecl off balance assets at

above the recluired mininrutu of 10.5%o;

c) Maintain a core capital of not lcss than 10.5%o o1'total deposit liabilities and

d) Maintain total capital of not less than 14.5o/o o1'risk weighted assets plus ris[< weighted of[ balance sheet

itcrns.

5
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NOTES'fo Trlr'l FINANCIAJ- S1'ATTiMLN'r's (oonrinLrcci)

5 CAPII'AL MANAGIIMEN.l.(Continued)

Itrstitutions that met the previous rnurimum capital ratros o[ 8% and l2o/o butremai, below the buffer-enhanced rattos of 10 5% and 14.5%oha<t until jI J)ecember 2014 to cornply.'t'hc llank 5ad 
^ot 

compliedwith tlirs requirernent as at 3 I Decernbcr 2015 and 3l Dcccmber.?-014.

'Ihe bank's regulatory capital is analysecl into two trcr.s;

t 'liet' I capital, which includes orclinary slrare capital, non-curnulative irrecieemable norr-convertibieprefercnce shares, disclosed reserves such as shaie premiums, retained .r.ningr, and.5oyou.-auditedafter tax profit less investment in subsidiaLies conducting banking business, ir"westments ur ecluity ofother instittltions, intangible assets (excluding colnputeruift*u,. ) ancl goodwilL

o Tier 2 capital, which inclucl es 25o/o revaluation sur?lus which have receivecl prior cBI( approval,subordinated debt, hybricl capital instrurnents or. uny oth.. capital insh-urnents approvcd by CBK.

The bank's regulatory capital position at 3 l Decembcr 20 15 and 3 l Dccernber 20l4 was as follows:

Tier I capital
Ordinary share capital
Capital awaiting allocafion
Non-cumulative irredeemable shares

Share capital
Accumulated deficit

Total

fotal

'fotal regrrlatory callital

Risk-weiglrtod assets

2015
sh'000

898,400

721,130

1,619,530

(533,841)

99,093
l2l,l43

2014
sh'000

399,400
s00,000

121,130

1,619,530

(53 1,528)

1,085,689 1,099,002

'lier 2 capital
Ilevaluation rcserves (25o2)
Ge.nelal loan [oss provision (statutory reservc)
Subordinated debt

17,034
10,181

201,838

1,311,925 1,443,655

t3,973,9s6 13,138,981

226,236 3 55,653

9.tl1ok 10.91%

Capital latios:

'l'otal regulatory capital exltressed as a percentage ol
total risk-weighted asscts (CRI( rninimurn lrl .5%)
'l'otal l.ier I capital exprcssed as a percentage of
lisk-weighted assets (C13I( urrnrnrtrm g%o)

s0

7 t8% 8 21%



CONSOLIDATED BANK OF KENYA LIMITED

NOTES TO THE FINANCIAi. STATEMENTS (Continued)

6 INTEREST INCOME

Interest on loans and advances

Interest on bank placements

Interest on government securities - Held to maturity

20t5
Sh'000

1,129,428
6,470

22t,516

2014

sh'000

I ,809, I 67

12,515
232,855

860,254
29,595

251,547

58,618
123,209
140,059

2014

sh'000

1,951,414 2,054,537

't INTEREST EXPENSE

Interest on customer dePosits

Interest on inter-bank borrowings
Interest on borrowed funds

8 FEE AND COMMISSION INCOME

Ledger related fees and commissions
Credit related fees and commissions
Transaction related fees

1O OTHER OPERATiNG INCOME

Gain on bond tlading
Rental income
Loss on written off software
Recoveries on loans and advances

Sundry income

938,585 1,141,396

634,'718
57,838

246,029

55,060
130,433
131,372

3 16,865 321,886

9 FOREIGN EXCHANGE INCOME _NET

Foreign exchange net income iacludes gains and losses from spot and forward contracts and translated

foreign currency assets and liabilities.

2015
sh'000

ll,72l
65,63'l

564,220
l, I35

26,889
60,535

(7 re)
2,3t5

13,278

5l

642,713 102,298



CONSOI,IDA'I'IJD }}ANK OF I(F,NYN I,IMt'i'BI)
NOT'tlsi ro't't itr ITTNANCIAL s'fA1't.MItN-ts (conrin*ect)

11 OPEI<ATING JiXP}INSI]S

Stzrlf costs (note l2)
i)irectors' crtrolurnents - liees

- Other
Dcpreciation Qtote 22)
Arnortisation of intangible assets (note 23)
Arnortisation of operating lease (note 24)
Contribution to Kenya Deposit Insur.ancc Corporation
Auditors' rcmnneration
Other opcrating expcnses

12 S'|AI.'F COSTS

Salarics and wages
'lraining, recruitment and staff welflare costs
Pension contributions
Medical expenses
Leave pay provision
Staff insurance
Gratuity provision
NSSF contributions

13 TAXATION

a) 'faxation charge

Curr.ent tax based on the taxable profit for the year at30%o
Defcrred rax charge/(credit) (notc 27)
Prior year (over)/under provision_ cuLrent taxation
Prior year (over)/under provision_ deferrecl taxatiou

b) lteconciliation ofexpected tax based on accounting profit/(loss)
to tax charge

Profit/(loss) before taxation

'['ax calculated at a tax rate ol'30%
'l ax efi'ect of expenses not clcrluctible fbr tax purposcs
Non-taxable incomc
I'rror ycar' (ovcr)/under pr.ovr.siorr crr,.t.cnt taxzrtion
[)rror year (ovcr.)/undcr provisrorr clel.crrerl taxation

2,0t5

sh'000
2014

sh'000

644,383
11 ,401

t09,159
3 t,913

110
19,879
3,960

380,614

1t1,921
t3,197
t s,t24

t04,s99
60,11 1

t70
17,115
4,1 58

449,847

578,2?,3

44,160
35,131
37,534
5,598
6,938
3,042

69s

I ,371 ,562 1,20-l ,539

526,860
36,531
34,326
32,437

8,503
5,01s

1tt,92t 644,393

ltl

11,696
(14,620)
55,949
8,411

7,442

'7,300

15,601
(858)

(t7,682)

4,361

47,189 (274,t90)

t4,637
10,070
( r,800)

(85 8)
(t'/,682)

(82,2s7)
27,133
( 1,800)
55,949
8,4 t1

\?,

4,367 I,44',?.



CONSOLIDATED BANK OF KENYA LIMITEI)

NOTES 1'O THE FINANCIAL STATEMENI'S (Continued)

13 TAXATION (CONTINUED)

c)'faxationrecovet'able

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

L4

Profit/(loss) for the year (Sh'000)

Number of ordinary shares (number in thousands)

Earnings/(loss) per share

Basic and diluted (Sh)

15 CASH AND BALANCES WITH CENTRAL BANK OF KENYA

Cash in hand
Balances with Central Bank of Kenya:
- Cash ratio reserve
- Other balances (available for use by the bank)

2015
sh'000

2015

44,422

44,920

2015
sh'000

342,851
55,933

z0l4
sh'000

20t4

(281,632)

19,920

6,300
(7,300)

8s8
12,30'l

19,945
(17,696)
(ss,949)

At 31 December 12,165 6,300

EARNINGS(LOSS) PER SHARE

Earnings/(loss) per share is calculated by dividing the net profit/(loss) attributable to shareholders by the

number of ordinary shares in issue during the year.

There were no potentially dilutive shares outstanding as at 3 I December 20 I 5 and 3 I December 20 14,

respectively. Diluted earnings per share are therefore the same as basic earnings per share.

0.99 (14. 14)

20t4
sh'000

568,282
36 r,00s

360,933 477,031

159,717 1,406,3 18

Cash in hand and balances with Central Bank of Kenya are non-interest bealing. The cash ratio reserve is

based op the vaftte of customer deposits as adjusted by tlie Central Bank of I(enya requiretneuts. As at

3l DecembeL 20 15 the cash ratio reserve requiremer-rt was 5.25oh(2014 - 5.25%) of all custorner deposits

held by the bank. These funds are not available to finance the bank's day to day operations.
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20t5
sh'000

20t4
sh'000

t6 DTJPOSITS AND BALANCES DU]] ITROM
BANKING INSTITUI'IONS

a) Balances clue h'or, ba.king iustitutions,atur.ing witriin 90 days

Ilalances with correspondcnt banks
Balances with local banks

b) Ilalances due to banking institutions rnaturing within 90 days

Deposits from local banks

GOVERNMENT SECUzuTIES

a) HELD TO MATURITY

1)'easury bonds -at arnortised cost

'I'he maturity profile of gove*ment securities is as follows

[,css than I year
3 years to 5 years
Over 5 years

Deposits with/fi'om local banks as at 3l Decernber 20 15 represent overnight lending. The effective interestrate on deposits due from and due to local banking institutions at 1l December z0Is *u, li.zqy" (zot4 -6'24%) and nil (20r4..o.3gi%o) for balances witrr c6,.esponaent uanks-

54,109
50,000

t62,098

104,109 162,098

215,463 533,50?-

215,463 533,s02

2015
sh'000

2014
sh'000

t1

2,698,034 2,823,524

139,97 5

92,114
2,456,945

143,515
I00,093

2,s]9,916

2,688,034 2,823,524

'l'hc weighted ave'age efrective intcrest rate on tleas.ry boncrs was g.4% (2014 _g 3%).

54



CONSOLIDATED BANK OF KENYA LIMI'|ED

NOTIIS TO TIIE I'-INANCIAL S'|ATIiMENTS (Continued)

18 LOANS AND RECEIVABLES

(a) Cornmercial loans
Overdrafts
Mortgages
Asset finance loans
Staff loans

Gross loans and receivables
Less:
Impairment losses on loans and receivables (note i9)

(b) Analysis of gross loans and receivables by maturity

Maturing:
Within I year

Betweenland3years
After 3 years

At 1 January
Increase in irnpairrnent allowances
Write offs
Recoveries

3,93 8,8 5 3

t,434,106
2,632,163
1,122,914

602,829

4,394,940
r,459,407
2,900,564

827,332
73t,481

20t5
sh'000

9,131,465

(5 10,209)

2015
sh'000

4,295,461
1,564,129
3,81 1,87 5

2015
sh'000

20t4
sh'000

t0,313,'724

( 1,1 0 1,143)

2014
sh'000

3,224,518
2,273,209
4,915,997

2014
sh'000

7 43,990
447,'172
(90,619)

Net loans and receivables 9,221,256 9,212,581

The weighted average effective interest rate on loans and receivables as at 3l December 20 15 was

17.9%(2014 - r8.3%).

Included in gross loans and receivables of Sh 9,731,465,000 (2014 - Sh 10,313,724,000) are non-

performing loans amounting to Sh 1,558,664,000 (2014 - Sh 2,330,985,000). These are included

in the statement of financial position net of specific provisions of Sh 479,550,000 (2014 -
sh 1,074,002,000).

Loans and receivables to customers 9,731,465 10,313,724

The related party transactions and balances are covered under note 3l and concentration of
advances to customers is covered under note 4.

19 IMPAIRMENT LOSSES ON LOANS AND RECEIVABLES

1,101,143
s88,684

(6 17,83 8)

(s6 r,780)

At 31 December'
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No'flis'l'o l'tIE IitNn NC.IAt, ST'AT'EMltNl's (c.nrinucct)

?_0 O'fI]T]R ASSF]I'S

Un-clearcd iter.ns in the course of collection
Prepayrneuts
Rent receivable
Deposits for serviccs
Others

?-t QUOTED EQUITY SHAnES AVAIi.AIII.E rroR sAlrl
At begrming of the year
Gain in market valuc of investrnent

At end of the ycar

22

20]l5
sh'000

24,638
39,214
8,599

i 5,015
162,960

?-014

Sh'000

34,695
31,384
7,063

13,955
148,228

250,486 235,3ts

3,906
2,973

6,819

Fixtures,
fittings,

equipment
& ATMs

sh'000

303,336
4,207

(3,949)

303,s94
6,313

2,061
1 ,845

3,906

The investmetrt consists of 21 ,699 shares of Kakuzi Liuiited which are in the narne of Jirnba creditCorporation Limitecl, a dormant subsidiary company.
In accordatlce with IIrRS 13, the fair value ranking of the available for sale equify investment is at level l.
PROPERTY AND EQUII'MENT

Freehold
land and

buildings
Sh'000

COST/VALUA'TION
At 1 January 2014
Additions
Reclassification
Surplus on revaluation

647,000

72,000

At 3 1 December ?-014 719,000

At I January 20 I 5

Additions
Reclassification-
intangiblc assets

719,000

At3lDecember20 I5 7 19,000

Cornprisir.rg

At cost

At valuatron 20 lzl 1 19,000

Leasehold
improvcrnents

sh,000

Motor
vehicles

sh'000

17,988

17,988

Computers
sh'000

tzs,882
s,011
3,949

134,902

4,6s0

l'otal
sh'000

| ,499,3'l 1

9,665

12,000

405, I 65

381

405,552 17,988 303,594 t34,go2 1,581,036

405,552.

308

405,860

405,860

r 7,988 )09,961 131,002

(2,s.50) (2,5 50)

810,817

7 19,000

1,581,036

I 1,331

40.5,860 17,988 309,967 131,002 1,589,817

r7,988 309,961 131 ,002 r ,5 89,8 l7

-) ()

7 i 9,000



CONSOI-IDATED IIANK OF KIINYA LIMI'flll)

NO't'llS TO THE FINANCIAL STAI'EMENTS (Continued)

22 PROPERTY AND EQUIPMENI- (Continued)

ACCUMULATEI)
DEPRE,CIATION
At I January 2014

Charge for the year

Reclassification
Eliminated on
revaluation

At 31 December 2014

At I January 2015

Charge for the year

Transfered on

reclassification

At 31 December 2015

NET BOOK VALUE
At3l December20l5

At 1 January
Depreciation charge

14,424

1,3 l6
59,631

28,445
36,t79

63,868

15,425

('19,293)

17,225

254,765

40,635

295,400
41,678

I,-reehold
land and

buildings
Sh'000

Leasehold
improveme

nts

sh'000

Motor
vehicles

Sh'000

15,740

999

Fixtures,
fittings,

equiprnent &
ATMs
Sh'000

220,770
23,338

(36,r19)

207,929
31,798

140,160
(4,52t)

Computers

sh'000

124,261

12,899

Total
sh'000

613,464

109, I 59

643,330
104,s99

(79,293)

295,400 15,140 207,929 12-4,261 643,330

17,225 337,078 16,'139 239,',721 134,610 745,379

(2,5s0) (2,5s0)

1,249 70,240 2,392 844,43870t,715 68,182

At3lDecember2014 719,000 110,152 2,248 95,665 10,641 931,706

Freehold land and buildings were last revalued as at 31 December 2014,by Vidrnelok Limited, independent

Valuers. Valuations were made on the basis of the open market value using the highest and best use valuation

model resulting in a total valuation surplus of Sh 15 1,293,000. The book values of the propefties were adjusted

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

Motor vehicles, fixtures fittings and equipment with a cost of Sh 419, 038,164 (2014- Sh 405, 012,633) were

frrlly depreciated as at 31 December 2015. The notional annual depreciation charge on these assets would

lrave been Sh 84, 61 3,625 (20 | 4 - Sh 1 4, 064,546).

In accordance with IFITS 13, the fair value ranking of the land and buildings is at Level 2 as the fair value

rneasurerlent is derived from inputs other than quoted prices included within l,evel 1 that are observable for

the asset or liability, either directly as prices or indirectly as delived fi'orn prices.

If the land and buildings wele stated on the historical cost basis, their carrying arnounts would be as follows:

201s 2014
sh'000 sh'000

144,681
(4,s21)

At 3l December
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CONSOI,IDN ]'EI) I]ANK OIr I(ENYA I,IMI'II,I)

NOTITS'fo't't IE ITTNANCIAL SI'z\T'EMIiN't's (continLrecl)

Z) IN'I-ANGIRLE ASSIT.T'S -- COMptJt.ER SOFI.WARE

COSI'
At I January
Additions
Reclassification
Impaired

At 31 December

A CC UN4IJLA'f JJD AMORl'IS A1'ION
At I January
Charge for the year
Reclassifi cation/(eliminated) on iurpairmen t

At 3l December

NET BOOK VALUE

At 3l Dccember

24 PI{EPAID OPEIIATTNG LEASE RIINTALS (LEASEHOI_D LAND)

COST

20t5
sh'000

332,9t16

19,482
2,550

50,96?"

60,17 1

2,550

2014
sh'000

3 09,906
21,916
(4,e36)
(4,936)

23,206
3t,913
(4,2t7)

3s4,918 332,946

It4,?.83 50,962

240,695 28r,984

45,298 45,298
At I January ancl 3l December

ACCUMULATED AMOIT'IISA'I'ION

At I January
Charge for the year

At 31 December

NT]'f BOOK VA[,U]]

At 31 December

CTISTOMTJI( DEPOSI'I'S

Cr-rrrent and denrand accounts
Savings accounts
Fixed deposit accounts
Mar gins

37,979
110

37,809
t70

38,149 31,919

7,149 7 ,319
25

2,490,424
1 ,17 1,694
6,298,451

4s,489

3,239,t30
1,30?,,249
6,0s0,484

s0,096

9,996,058 10,64t,959
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CONSOLIDATED BANI( OIT KENYA LIMITED

NOTES TO TFIE FINANCIAL STATEMEN'I'S (Continued)

LJ CUSTOMER DEPOSITS (Continued)

MATUR]TY ANALYSIS OF CUSTOMER DtsPOSITS

Repayable:
On demand
Within one year

Accrued expenses

Graruity
Leave pay provision
Tenants deposits
Cheques for collection
Sundry payables

21

Deferred tqx assets:

General bad debts provision
Provision for leave PaY
Provision for gratuitY

Provision for fraud
Accelerated depreciation allowances
Tax losses

D eferred tax liabilities :

Revaluation surplus
Accelerated capital allowances

9,996,058 10,641,959

2015
sh'000

3,697 ,601
6,298,451

2015
sh'000

5,824
3,042

10,892
| 5,'141

329
204,993

20t4
sh'000

4,541,379
6,1 00,580

The weighted average effective interest rate on interest bearing customer deposits at 3i December 2015

was.l .2{/o (2014 - b.lX1. The related parly transactions and balances are covered under note 3'/ ar,d

concenhation of cttstomers' deposits is covered under note 4'

2014
sh'000

26 OTHER LIABILITIES
3,513

8,503
14,867
2,633

209,359

::::::y: ::::::y:
DEFERRED TAX LIABILITY

The defened tax liability computed at the enacted rate of 307o is attributed to the following items:

2015 2014
sh'000 sh'000

( 1,573)
(3,268)

(e12)
(5,521)
( i ,575)

(t 16,569)

(17,252)
(2,551)

(1 17,018)

(129,423) (136,821)

1 68,1 00 r72,226
5,347

168,100 171,5't3

40,152Net deferred tax liabilitY

s9

38,6'77



CONSOt.U)z\T'ED IIANI( OF KF.NYA t.lMt.fEI)

NOTES 1'o T'till F'rNz\NCIAi. s'r'A'['EMEN'fs (continucd)

27 DEITIIRREI)TAXLiAlltl-ll.y(CJonrrnucd)

Movemcrrt in dcferred tax liabilrty rs as fbllows

At I January
Credit to profit or loss (note 13)
Charged to other cornprehensive income
Prior year (over)/under provision (note 13)

2015
sh'000

40,152
ts,607

(17,682)

38,671

1,969,294

2014
sh'000

6t,567
(t 4,620)
45,3 8 8

8,417

40,152
At ll 1 Dccember

BORI{OWINGS

As 1 January
Accruecl ilterest
Repayments during the year

At the end of the year

Analysis by cto.renry;
Borrowings in Euros
Borrowmgs in Kenya Shillings (Sh)

Analysis by lender.
European Investment Bank (IllB)
Corporate bond - rnedium term notcs

F acility terrns:

As at 31 Decetnber 20 15, the bank hacl accurnulated tax losses amounting to Sh 3gg,564,039(2014 -sh 449'087,000) available to be oflset against rutr." tu*ut t. fronr. una.. Kenyan legislation, raxlosses can only be carried forwarcl to a maxirnurn of four years.

28

2015
sh'000

2,0s4,143
246,029

(33 0,878)

239,142
1,129,ss2

2014
sh'000

2,099,497
252,074

(297,428)

2g1,4gl
l,'/72,656

281,481
1,112,656

1,969,294 2,054,143

t,969,294 2,054,143

239,142
1,729,552

2,054,14 3

a) EIII Loan facility: The facility fi'otn Ettropean invest.re,t ban[< r,vas credit rine of Eur 6,500,000reccived by the bank as part of its partLcipation in the global Ioon ruutity extendcd by EIB to a gro.pof fina,cial i.stitutions in Ke,ya r,r,l., tlrl cotonou egi."rr",,i.lihe facilrty terms are as fblows
o 'l'enure' The teno. of thc financi,g wlitch shall be bctwccn 4 to l0 year.s save in respect of-sr-rb.Ioatls for slltall p|ojects whet'e the sub loan^is t.rs ttru,., tt.,"^equivalent of EUR 50,000 and fiuanceIeases, wl.rich shall have a mulntunt tenor.of 3 yearso Iuterest tate Fot' a t.anclte rjenotntnated in I-:UR or t]sd ?ls rnar.gur ol'Z.gg%per a'rrln and lor

:t,il;:::,,r"::.I;iiij:"i:1,1" 
Ke.ya shiil,,gs r,vrll artract adctrric,nal cirrcncy.irr. p.",],,|-,,n ctepencting

o Security: a ne.gative llledgc oli Prc'sent and futule bLrsrr.rcss undcrtal<rngs togethcr witl all t,e assetsor r.evealles ortrre bank lvsvL',ur vyrLrr (
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CONSOLIDA'IED BANK OF KENYA I.IMITED

NOTES TO TIJE FINANCIAL STATEMENTS (Continued)

28 BORROWINGS (Continued)

Facility terlns: (Continued)

b) Medium term notes: this refers to a series of senior and subordinated notes issued by the bank and

tr.aded on the Nairobi Securities Exchange. The issued and currently traded notes have a face value

sh 1,578,200,000.

. Tenor: the notes mature on22 luly 2019

. Interest rate: the notes attl'act a fixed interest rate of 13.5 % for the senior notes an'd 13.25o/o for the

subordinated notes

29 SHARE CAPITAL

a) Authorised:
55,000,000 ordinary shares of Sh 20 each

8 0,000,000 4oZ non-cumulative irredeemable

non-convertible preference shares ofSh 20 each

o) Issued and fully paid:

44,920,000 ordinary shares of Sh20 each (2014- 19,920,000)

3 6,056,500 4olo non-cumulative irredeemable

Non-convertible preference shares of Sh 20 each

c) Capital awaiting allotment:
As at I JanuarY

Received in the year
Allotted in the Year

2015
sh'000

I , 100,000

1,600,000

898,400

121,130

2014
sh'000

400,000

1,600,000

398,400

721,130

2,700,000 2,000,000

1,619,530 1,1 19,530

500,000

(s00,000)
500,000

500,000

Non-convertible non-participating preference shares are entitled to receive a discretionary dividend before

a,y dividend is declaied to ihe ordinary shareholders. 'lhe preference shares have no right to share in any

surplus assets or profits and no voting rights.

on 15 Decernber 2015, the additional capital of Ksh.500 million received fi'orn the National Treasury on l1

Decernber 2014 and. previously held as capital awaiting allotmcnt was allotted as 25,000,000 additional

sliares during the extra ordinary tneeting of the shareholders.
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No'l'l ts 1'o Tr IIi FTNANCTAI, s'r'AT'EN4EI{.1.S (coN.frNrjl,r))

:10

At 31 Decernber.

3 i ACCUMUI.ATED DI]FICII-

At 31 December

32 STATUTORYRESERVE

At I January
Transfer fi'om/(to) accumulatecl defi cit

At 3l i)eceniber

33 L'NIR VALUT] RESI]RVII

At i January
(iain in markct valuc of quoted equity shares

At 3l Dcccurlter

R BVAI-UA'|ION SUII.PLIJS

At 1 January
-lr'ansfer 

of excess depreciation
Def'erred tax on tr.ansf'cr of excess deprecial.ion
Gains on revaluatron of lease holct land builctitr.gs
Defcrred tax on revaluation -- --''

201 5

sh'000

40s,999
(13,7 53)

4,t26

2015
sh'000

2014
Sh'000

308, l:t5
(tr,481)

3,446
ts t,293
(45,3 8 8)

396,372 40s,999

llic revaluation surplus arises on the revaluation of fi'cehold land and burldings. v/here revalued lancl or.buildi,gs are sold' the portion of the revaluation surplus that relates to that asseiuna i, .rr".iively realised,ts transferred dL'ectly to reventle resel'ves.'l-he revaluation surpluses ar.e non-distributablc.

At I January
Profit/(loss) for the year
'lransf,er of exce.ss deprcciation
Deferred tax on transfer of excess depreciation'l)'ansfer (to)/fi.om statutory resel.ve

(53 1,528)
44,422
t3,7 53
(4,126)

(s6,362)

(216,t43)
(281,632)

I t,487
(3,446)
18,206

2014
Sh'000

8 8,987
( l 8,206)

70,781

j,03 8

(533,841) (s3 1,528)

10,181
56,362

121,143

6,01 i

3,03 8

2,973
1,193
1,845

l'he farl valtle clcficit sltoi'vs tllc effccts fronr the larr val,c nrcas.reuie.t of avarlatrlc-tbr.-salc quoterl
i:;;t;l;;"' 

Anv gains and Iosses at'e trot rcoognised i, the p'ofir o,l to.,,,til rhc asser has becn sold or

6?,



CONSOLIDA"|ED BANI( OF KENYA LIMITED

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

34 NOTES TO TFIE STATEMENT OF CASH FLOWS

(a) Reconciliation of profit/(loss) before taxation to cash

used in operations

Profit/(loss) before taxation

Adjustments for:
Depreciation of property and equiprnent (note 22)
Amorlisation of intangible assets (note 23)
Amortisation of leasehold land (note 24)
Loss on written off software

Profit/(loss) before working capital changes

Decrease/(increase) in cash ratio balance
(Increase)/decrease in other assets

(Increase)/decrease in loans and receivables

Decrease ir customer deposits
Increase in other liabilities
Decrease in treasury bonds
Accrued interest on borrowings (note 28)

Cash generated from operations

(b) Analysis of the balances of cash and cash equivalents
as shown in the statement of financial position and notes

Cash in hand
Balances with Cenhal Bank of Kenya -other
Balances with other banking institutions
Deposits and balances from other banking institutions

48,189 (214,190)

20ts
sh'000

I04,599
60,7'7 |

170

225,431
( 15,171)

(8,675)
(645,901)

1,946
13 5,490
246,029

360,933
55,933

104,709
(275,463)

2014
sh'000

1 09,159
31,973

170
't 19

2t4,329 (132,169)

153,478 1,051,792

(14,065)
19,816

1,642,911
( 1,069,13 8)

(159,690)
512,053
252,074

471,031
3 61,005
162,098

(533,502)

246,12 466,632

For the purpose of the cash flow statement, cash and cash equivalents comprise balances with less

than three months' maturity from the date of acquisition, including cash in hand, deposits held at

call with banks and other short term highly liquid investments with original maturities of three

months or below, less advances fi'orn banks repayable within three months fi'om the dates of the

advances.
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35 INVIISI'MENTS IN STJI]SIDIAIUES

'lhc subsidiary cornpa,ics ol'Consolrcratecl Bank of Kenya l.ruritcd ar.e:

Jirnba Crcdit Corporation Lirnrtecl
I(enya Savings & Ivlortgagcs Lirnitecl
Crtizen Iluilding Socrc{.y
ilstate Building Society
Ilstate Irinance Cornpany of Kenya Limrfed
Business Irinance Cornpany Linrited
i{ome Savings and Mortgagcs Lirnited
Union Rauk of Kenya Lirnited
Nationwide liinancc Cornpany I_imitecl

All the subsidiaries are cro.rnant and are whoily owned by tlic ba,k.

T'he operations of the abovc cotnpanies were vested in the bank in July 2002. I)ecatrse of the insignificance ofthe amounts invoived, the clirectors are of the opinion that consolidation of thesc subsidiaries would be of noreal valuc.

36 CONTINGENCIES AND COMMITMENI'S INCLUDING O}-IT BALANCE SITEI]I'I]'I]MS

a) Contingent Iiabilities

Itt cotntuon with other financial institu{.ions, thc bank conducts business involving acceptances, letters ofcredit, guarantees, perfbrnrance bonds and indemnities. lhe majority of these raJitities ar.e offset bycorresponding obligations of thir.d parties.

Acceptances and letters of credit
Guarantees
Forwards and spot contingents

Litigations against the bank

2015
Sh'000

39,620
161,209
104,36s

2014
sh'000

99,302
701,884
194,313

905, t93 1,001,559

41,17 5 2,019

Nature of contingent liabilities:

An acccptance ls an undertaking by a bank to pay a bill of exchange drawn on a customer. -I.he ba.kexpects most acccptatlces to be presented, but reimbulsement by the customer is nonnally iprmediate
Lettcrs of crcdit corlrmit.tlic bank to make paymcnts to third pa(ies on production olclocuments, which aresubsequcntly reiurburscd by customer.s

Gltat'autces are eenc|ally writtetl by a bank to srrpport pcrlonnance by custorncrs to third parties .l.ho 
lrankwill onll' be requirecl to Ireet these obligations inihe event of the.urio,.,.,.r,, clclatrlt

(loace,tratio.s of coutirrgent lrabrlitrcs are c,verecl u.cler note 4.

Lttr'"-ations agattrst the bank telate to civrl surts lodged against the ba,k by custorrcrs ancl cnrployccs rn thctlormal cotlrsc of bustness.'l'hc hkely outcollrc o{'these suits cannot be determrnc<l as at the date of sig.ingthcse frnancial statclllents '['lre directors, howevcr', clo not anticipatc that any lrability will accrue {iorn thepcnciitrg srrrts
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NO'fFlS TO THtl FINANCIAL STAllllMEN'fS (CON'flNtJlrl))

36 CONTINGENCIES ANI) COMMII'MEN'|S INCT,UDING OFF I]ALANCE STIEL]T I'|I]MS (CONTINUIID)

Cornmitments to extcld credit are agreements to lend to a customer itr future subject to certairi conditions.

Such cornmitments are nolmally rnade for a fixed period. The bank may withdraw from its contractual

obligation to extend credit by giving reasonable notice to the custourer.

2014
sh'000

c) Capital committneuts

Authorised but not contracted for 481,092 121,610

b) Cournritrnents to extend credit

[Jndrawn formal stancl-by facilrties, crcdit lines and

other cornmitments to lend

The bank as a lessor.

Within one year
In the second to fifth year inclusive
After five years

Within one year
In the second to flfth year inclusive
Aftcr five years

1,252,551 916,946

20 t5
sh'000

2015
sh'000

2015
sh'000

60,830
168,628

420

41,813
t83,062

18,364

2014
sh'000

2014
sh'000

51,936
t49,3tl

1,166

Capital commitments relate to, construction of five new branches, data storage upgrade, core banking

enhancement and tlu'ee branch renovations.

d) Operating lease commitments

Rental incone earne4 during the year was Sh 65,636,988 (2014 - Sh 60,434,555). Atthe reporting date,

the bank had contracted with tenants for the following minimum fufure lease receivables:

229,878 208,4t3

Leases are negotiated for an average tenn of 6 years and rentals are reviewed cvery two years. The leases

are cancellable with a penalty when the tenants do not give tlu'ee months' notice to vacate the premises.

The bank as a lessee

At the reporting date, the bank had outstar.rding comtnittnents uuder operating leases which fall due as

follows:

20t5 2014
Sh'000 sh'000

52,969
190,283
36,824

243,?-39

Opcrating leasc pa1,n1e.nts rcprescnt rentals payablc by thc bartk for its ofhce prenriscs
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CONSOLII)AT.lil) UANK OF, KliNyl\ LIMI,t.EI)

NOI'ES,I'O'I'FII' ITINANCIAI, S1'A'I'EMIJN'I
31 RI]I,A'I.IJI) PARTY TRANSACTIONS

s (CON1'rNurrD)

Il##f,,:;Hi:::xJ:,,'..J;311,[ :J;]?ijl ;fi":i:,:?,:x..1?,"llil,ixi,,Ji:,,:u,, pa.y o excrcise

Placings arc tnadc rn th9 bank by di.ectors, thcir associatcs and cornpanies associated to dircctors.
Advauccs to custonlers at 3l Decernur. )oii'iu.rm" rarrr.., 

^,ro'i"rn, to com,anics associatcd with thclii:'"',:i:r?",1i'i,ff:l,l::?;it;';;;;;;J;ii",. ro,, i.tr,a" e,^,,n,.., nna rcrets orcrejiiib..o,,,puni.s

AII transactio's with reratcd pa.tles are at afln,s rengtrr i, the no'rarcouditions similarto those applicable to other crrstoners. cout'se of busiuess, and on tcrms a,d

Dircctors

Movemc,t in related parly barances was as {briows

1,300
11

(s2s)

At 3l December

==e:Y=.As at 31 December 20 15 Ioans and aclvances to staff arnou,ted to sh 602,9g4,650 (2014_sh 7gi,0i0,350).
The loans and acrvances to rerated parties are performi,g and are adequately secured.

Directors

2015
sh'000

2014
sh'000

Loans ancl advances;
At I January
Advanced during the ycar
lnterest ear.ned
Repaid during l.he year

Cuslomer deposit.s.

At I January
Placed dur.ing the year
Nct inrerest applici
Witlrdrawals

At 3l Decernber

Key marragenrent compensation
-l'hc 

lernuner.atron of clirectors and otltcr tnenibers of.key managernent during tlie year wer.c as follows

Salaries and other benefits
Fccs flor ser.vices as clir.ectors

20ts
sh,000

2,300

2,300

2014
sh'000

92,140
13,t97

86,884
17,401
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CONSOI-IDA1'TiD BANK OI, KI'NYA I,IMITIJI)

NO'tt S TO l'HI-l F-INANCIAI- S'|ATI]MIjNTS (Conrinuccl)

INCORPORATION

'I-he barrk is domicilecl and incorporatcd in Kenya under the Kenyan cornpanies Act

CURIIENCY

'lhese fiuancial statetnents are prepared in Kenya shillings thousands (Sh'000) which is the bank,s
Iunctional and presentation currency.

40 I-]VENTS AITI'ER THE REPOI{TING DA'|E

No materiaI events or circumstances have arisen between the reporting date ancl the date of this report that
require disclosure.
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