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To be a world class reinsurer and market leader in Africa offering quality reinsurance
and ancillary services.

To provide quality reinsurance and insurance services to our clients in Kenya, the
rest of Africa, Middle East and Asia.

Be customer-focused and committed to growth, profitability and satisfactory returns
to our shareholders through professionalism and use of modern technology.

Continue to attract, develop and retain a pool of qualified and experienced staff so
as to maintain our competitive edge.

Be socially responsible and environmentally conscious by observing high ethical
standards in our business practices.
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Kenya Re pledges that all organizational activities and decisions will be based on
and guided by the following values:

Commitment to professionalism
Customer satisfaction
Quality service
Integrity
Development of human resource
Social responsibility
Concern for the environment
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Kenya Re

I have the honowr to- submit the Annual Report ands
Statementy of Kenya Reinsurance Covboration Limiteds
yeaw ended 315t December 2006 which have beew certified by
awordmwwéﬂvﬂwIWWActCap 487.

Included i the report are revenue accounty per class of business,
and losy account, balance sheet and cashflow statement as approved |
Boowd.
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The board, the management, and staff of Kenya Reinsurance Corporation Ltd, pledge to always respect the
corporation’s General Business Principles.

Responsibility

The aim of Kenya Reinsurance Corporation Ltd (Kenya Re) is to engage itself in an efficient, responsible,
dependable and reliable service to the clients. It will endeavor to demonstrate a high standard of performance with
unquestionable integrity and honestly.

The most important contribution Kenya Re can make to the social and material progress of the country is to give
protection and efficient services to its clients. It recognizes the need to take a constructive interest and participate
in the social matters that may relate directly or indirectly to the business it is engaged with e.g. in community
education, donation programs, etc.

Main areas of responsibility:

To Share Holder

To protect shareholder’s investment and provide an acceptable rate of return.

To Employees

To provide its employees with good safe working environment, competitive terms and conditions of service; to

promote the development of human talent, to encourage the participation of employees in the planning and
direction of their respective works, recognizing that success depend on the full contribution of all employees. To

encourage and use available talents and recognize performance achievements and reward on merit.

To Our Cedants & Retrocessionaries

To give full confidence and assure that risk protection is fully guaranteed, to develop and provide efficient service
relevant to Cedants and Retrocessionaries.

To Society

To carry out is operations as a responsible corporate member of the society, observing applicable law of the country
giving due regard to and participation in safety, health, and environmental standards and social aspirations.

The above four areas of responsibilities are seen as inseparable and it is the duty of the management to continuously
assess the priorities and discharge its responsibility as best as it can on the basis of that assessment.

Integrity

Kenya Re insists on honestly and integrity in all aspects of its business operations and expects same from its business
partners. All employees are required to avoid conflict of interest between their private financial activities and their
part in the conduct of the Corporation’s business. The Corporation, for both ethical and legal reasons, adheres to
the strict principles of relating to the legality of payments and to the integrity and accuracy of all its records. Staff
found indulging in improper practice relating to financial interests, collusion and malpractice are liable to severe
disciplinary measures.
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Kenya Re shall act commercially and operate within existing national laws in a social responsible manner but
avoiding participation in any political matters. However, it is its legitimate right and responsibility to speak out
publicly on matters that affect the interests of its employees, customers and shareholders, on matters of general
interest where there are useful contributions to make.

Where employees in their capacity as citizens wish to engage in activities in the community, including election to
public office, Kenya Re will give consideration to each employee’s wish to do so where it is appropriate and does not
adversely affect the corporation operations and there is no conflict with the stated business principles.

Competition

Business decisions are based essentially on commercial criteria where profitability and strong financial base are the
key drivers. Kenya Re does not make payments to political parties, organizations or their representatives.

Communication

Kenya Re subscribes to the need for communications and provides relevant information about its activities to
legitimately interested parties subject to any overriding consideration of confidentiality and cost.
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Nelius Kariuki - Chairman

“The key sectors
of the economy
showed remarkable
performance in
terms of real GDP
as exemplified by
agriculture, tourism
and financial sectors”

| have the pleasure to present the
Annual Report and Accounts of Kenya
Reinsurance Corporation Limited for the
year ended 31% December 2006. As the
Corporation marked the 36™ year of its
existence, | am delighted to note that it
has continued to maintain a track record
of profitability and a consistent upward
trend in the value of total assets.

Business Environment

Development in the different regions of
the world was diverse with fairly mixed
growth performance.

In the local scene, the economic reforms
initiated by the government in 2003
continued in 2006, thus enhancing
macro economic stability, boosting
investment climate and restoring
external competitiveness. As a result,
the economy registered an impressive
6.1% growth rate compared to 4.8% in
2005.

The key sectors of the economy showed
remarkable performance in terms of
real GDP as exemplified by agriculture,
tourism and financial sectors.

Trading Results

| am happy to report that the
Corporation continued to make profits
notwithstanding substantial charges
occasioned by the strengthening of the
Kenya Shilling.

Profits before tax were Sh.762 million
compared to Sh.681 million in 2005
representing a 11.9% growth. After
providing Sh.257 million as Corporation
Tax payable, net profit for the year was
Sh. 505 million compared to Sh.469
million previous year.

The movement in profitability is
represented by investment income and
underwriting performances. Domestic
interest rates remained relatively stable
in 2006. The gains from sale of houses
mainly South ‘C’ and Plainsview Flats
had a positive impact on the Investment
income which increased to Sh. 753
million in year 2006 from Sh.491 in the
previous year.

Investment Portfolio

Besides pursuit of profits, our other
objective is to maintain quality assets in

our balance sheet.

The investment portfolio closed at
Sh.8.9 billion compared to 7.7 billion the
previous year.

The Board’s efforts to reduce the
proportions of total investments in
property have shown good results with
the investment in property reducing
from 42% in 2005 to 36% in 2006.

The balancing of the investment
portfolio underlines the Corporation’s
commitment to continue offering a solid
and dependable security.

The Board will continue to reduce
investment in real estate and
consequently a number of attractive
properties have been put in the
market. Among these are Mombasa
Reinsurance Plaza and the Kenya Re
Sports Complex. Once these properties
are sold the investment in real estate will
reduce further while investment in fixed
income securities and quoted shares will

increase.
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Dividend, Reserves and Shareholders
Fund

The Corporation has been able to
weather the various challenges inherent
in the reinsurance business. This has
been possible because of foresight,
sound policies and sensitivity in dealing
with our cedants, reinsurers and the
shareholder.

In line with the foregoing, the Board
of Directors has recommended a
dividend of Sh.150 million to be paid
out of the 2006 profits. Consequently
the shareholder’s equity increased to
Sh. 6,161 million compared to Sh.5,441
million at the close of year 2005.

Future Prospects

Looking ahead, the potential for
continued fast growth in Kenya remains
strong. The momentum now in place to
sustain the reform agenda and maintain
the macro economic stability is all that
we need.

The impetus of liberalization in the
various economic areas will result in a
new global economic order. However,
the likely resultant policy anomalies
must be addressed to avoid encouraging
importation of reinsurance cover as
opposed to increased local retention
coupled with reasonable exportation of
these services.

Individual choices are expected to
encourage increased premium inflows
from outside the country while
retaining premium share of the business

generated from within.

We at Kenya Re will continue to
emphasize quality and profitability over

volume of business in order to enhance

returns to the shareholder.

In the midst of the challenging future, our
customers, shareholders and employees
remain central to the overall strategy.

It is our intention that we enhance the
initiatives relating to our customers’
satisfaction by emphasizing on efficiency.

We shall continue to work together with the
cedants and the office of the Commissioner
of Insurance for the benefit of the insurance
fraternity and policy holders.

Human Resources

We highly value our human resources
as we appreciate that success largely
depends on the quality and organization
of our personnel. Kenya Re is an equal

opportunity employer.

Employee Involvement and Training

Management and staff relations remain
very good. The Corporation’s employees
are not affiliated to any Industrial Union.
The Corporation maintains continuous
communications with employees through
circulars and regular departmental and
divisional meetings.

Staff training and development have been
pursued through enhanced job scope
and responsibilities as well as relevant
functional and management course and

seminars.

Staff Welfare

The Corporation maintains a panel of
doctors and hospitals from where staff and
their immediate families access health care
services.
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All our staff are covered for ‘personal
accidents’ and are members of the

; (
company’s retirement benefit scheme.

Appreciation

Let me take this opportunity to thank
most sincerely the Government, Cedants,
Brokers and Retrocessionaires for their
unwavering support. We do not take
this for granted and assure you of our
commitment to improve continuously
the quality of our service levels.

The commitment, loyalty and efficiency
exhibited by our staff in the performance
of their duties is exemplary. | thank them
all.

N7/

NELIUS KARIUKI
CHAIRMAN
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Investment Mix 1996 - 2006
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ended 31 December 2006 which disclose the state of affairs of the Corporation.

1.

Principal activities

The principal activities of the Corporation are the transaction of all classes of reinsurance business and
investment activities,

Results for the year
The results of the company for the year are set out on page 22.

Dividends

Directors

The directors of the Corporation who served since 1 January 2006 are set out on page 4.

Auditors

The Controllerand Auditor-General is responsible for the statutory audit of the Corporation’s book ofaccount
in accordance with Sections 14 and 39(i) of the Public Audit Act, 2003 which eémpowers the Controller and

Auditor-General to nominate other auditors to carry out the audit on his behalf,

KPMG Kenya were appointed by the Controller and Auditor-General to carry out the auditor for the year
ended 31 December 2006.

Approval of financial statements

The financial statements were approved at a meeting of the Directors held on 3rd April 2007.

BY ORDER OF THE BOARD

Do,

Corporation Secretary

Date: 3 April 2007
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The Kenyan Companies Act requires the directors to prepare financial statements for each financial period which
give a true and fair view of the state of affairs of the Corporation as at the end of the financial period and of its
operating results for that period. It also requires the directors to ensure the company keeps proper accounting
records which disclose with reasonable accuracy the financial position of the Corporation.They are also responsible
for designing, implementing and maintaining internal control relevant to the preparation and fair presentation of
financial statements that are free from material misstatements, whether due to fraud or error; selecting and applying
appropriate accounting policies; and making accounting estimates that are reasonable in the circumstances. They
are also responsible for safeguarding the assets of the Corporation.

The directors accept responsibility for the financial statements, which have been prepared using appropriate
accounting policies supported by reasonable and prudent judgements and estimates, in conformity with
International Financial Reporting Standards and in the manner required by the Kenyan Companies Act.The directors
are of the opinion that the financial statements give a true and fair view of the state of the financial affairs of the
Corporation 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 statements, as well as adequate systems of internal financial control.

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

(Miton -

Director

Dtr

7>

Director

Date: 3 April 2007
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Role of Non-Executive Board Directors

The non-executive members of the Board are not involved in the day to day operations of the company.They are
independent of management and free of relationships and other interests which could be perceived to interfere
materially with the exercise of judgment in the best interest of the company and are able to bring objective
judgment to the assessment of management and the merits of their initiatives. The primary role of non-executives
is to make a positive contribution to the leadership of the company as equal Board members, their distinctive role
lies in reviewing the performance of the executive and taking the lead where conflicts of interest arise.

The Board met at least once every two months during the year 2005.

Responsibilities of the Board Commi&ees

Audit Committee
The Committee reviews the compliance reports and evaluates the effectiveness of the internal control systems.

In performing its duties, the committee maintains an effective working relationship with the Board of Directors,
Management, the Risk and Compliance function and the external auditors.

The Committee assist the Board to fulfill its corporate governance responsibilities and in particular to;

- Improve the quality of financial reporting,

- Strengthen the effectiveness of the risk and compliance function,

- Strengthen the control environment,

- Increase the stakeholders’ confidence in the credibility and standing of the company.

Risk Management and Internal Controls

The Board recognizes that managing risks to ensure the optimal mix between risk and return is an integral part of
achieving corporate goals. A risk management programme is in place to assist the Board in understanding business

risk issues and key performance indicators affecting the ability of the Corporation to achieve its objectives.

The Board is satisfied that the risk management programme is adequate to effectively mitigate the significant risks
faced by the Corporation to an acceptable level.

The directors have also defined procedures and financial controls to ensure that the Corporation’s system of internal
controls proves reasonable assurance that the assets are safeguarded, transactions are authorized and recorded
properly, and that material errors and irregularities are either prevented or detected within a reasonable period of
time.

Directors’ Conflict of Interest

Directors are required to disclose all conflicts of interest to the Board and are excluded from voting on such areas.

They are all sensitized on the corporate governance issues.
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Creating and Maximising Shareholders Value
Creating shareholder value is the key function of the Board, management and staff of Kenya Re.

The Corporation recognizes that while protecting longer term interest of shareholders there should also be
consideration on an effect this has on other stakeholders such as employees, clients, creditors.

In order to assure the shareholder of the commitment to activities that create and enhance shareholder value, the
Board signed a performance contract and continue to perform an annual evaluation exercise to review and audit its
role and success or otherwise to meet the challenge committed to at the beginning of each year.
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Audit Tender Committee Staff Committee Executive
Committe Management

Committee

- Five non-Executive - Director (Property & - Four non-executive - Managing Director

directors, Investments) directors - Functional Directors

- Head of Finance - Managing Director - Managers
- Manager (Risk & - Asst. Director (Reinsurance - Manager (Human
Compliance) Operations) Resources)

- Manager (Admin. & supplies)
- Corporation Secretary

- Ag.Manager ICT

Six and as when As and when necessary As and when necessary Monthly

necessary

Everest Lenjo Michael Mbeshi Gladys Mboya Eunice Mbogo
S.Mutwiri Ikiao Jadiah Mwarania Jacob Haji Ali (See Page 7)
Iruki Kailemia Nyakundi Mogere Eunice Mbogo

Mutua Kilaka Jane Otieno Mutua Kilaka

Peter Ondieki ' Peter Wakwabubi Peter Ondieki

John Mbugua Esther Kimanzi Salome Kang'ethe
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Alexander Forbes
Actuary’s Certificate

FINANCIAL SERVICES
I, James Israel Omanyala Olubayi of Alexander Forbes Financial Services (EA)
Ltd, Nation Centre, 9th Floor, Kimathi Street, P. O. Box 52439 Nairobi, being
an Actuary duly qualified in terms of Section 2 of the Insurance Act having
conducted an investigation in terms of Sections 57 and 58 of that Act as at 31

December 2006 do hereby certify as under:-

(a) that in my opinion the value placed upon the aggregate
liabilities relating to the Statutory Funds of Kenya Reinsurance
Corporation Limited in respect of policies on the basis of
valuation adopted by me is not less than what it would have
been if the aggregate value had been calculated on the minimum

basis prescribed;

(b)  that necessary steps as required under Section 58 (5) (a) were

taken; and

(c) that T am satisfied that the valuation of assets adopted by me
are, on the basis of the Auditor’s certificates appended to the

balance sheet, fully of the value so adopted.

James I. O. Olubayi

Fellow of the Institute of Actuaries

Consultants & Actuaries
&3 P.O. Box 52439, City Square, Nairobi, 00200, Kenya

9" Floor, Nation Centre, Kimathi Street, Nairobi, Kenya
Tel:+254 (200 216 986 / 214 267 / 217 978/ 221 448
Fax:+254 (20) 221 470

Email: actuaries@aforbes.co ke

Alexander Forbes Financial Services (East Africa) Limited

Diect A Nzau (Chanmand i Olubay WW Wangamati SK Raichura® MC Bentiey™ KB Prinsioo™ TF Mashoko™  * British  ** South Atica
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REPUBLIC OF KENYA

Telephone: +254-20-342330
Fax: +254-20-311482

P.O Box 30084-00100

E-mail: cag@kenyaweb.com R - : ¢ NAIROBI
?, A, % .............................. Al
KENYA NATIONAL AUDIT OFFICE

REPORT OF THE CONTROLLER AND AUDITOR GENERAL ON THE
FINANCIAL STATEMENTS OF KENYA REINSURANCE CORPORATION
LIMITED FOR THE YEAR ENDED 31 DECEMBER 2006

The financial statements of Kenya Reinsurance Corporation Limited set out on
‘pages 6 to 37 which comprise the balance sheet as at 31 December 20086, the
income statement, statement of changes in equity and cash flow statement for
the year then ended, and a summary of significant accounting policies and other
explanatory notes have been audited on my behalf by KPMG Kenya, 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, | am
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.

Directors’ responsibilities for the financial statements

The directors are responsible for the preparation of financial statements which
give a true and fair view of the Corporation’s state of affairs and its operating
results in accordance with the International Financial Reporting Standards.

This responsibility includes: designing, implementing and maintaining internal
controls relevant to the preparation and fair presentation of financial statements
that are free from material misstatement, whether due to fraud or error: selecting
and applying appropriate accounting policies; and making accounting estimates
that are reasonable in the circumstances.

Responsibilities of the Controller and Auditor General .

My responsibility is to express an independent opinion on the financial
statements based on the audit. The audit was conducted in accordance with the
International Standards on Auditing. Those standards require compliance with
ethical requirements and that the audit be planned and performed with a view to
obtaining reasonable assurance that the financial statements are free from
material misstatement.

An audit involves performing procedures to obtain audit evidence about the
amounts and disclosures in the financial statements. The procedures selected
depend on the auditor's judgement, including the assessment of the risks of
material misstatement of the financia! statements, whether due to fraud or error.
In making those risk assessments, the auditor considers internal controls
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relevant to the entity’s preparation and fair presentation of the financial
statements in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the company’s internal controls. An audit also includes
evaluating the appropriateness of accounting policies used and the
reasonableness of accounting estimates made by directors, as well as evaluating
the overall presentation of the financial statements. | believe the audit provides a
reasonable basis for my opinion.

Opinion

In my opinion, proper books of account have been kept and the accompanying
financial statements give a true and fair view of the state of the financial affairs of
the Corporation as at 31 December 2006 and of its profit and cashflows for the
year then ended in accordance with the International Financial Reporting
Standards and the Kenya Companies Act, Cap 486 of the Laws of Kenya.

Emphasis of Matter

Without qualifying my opinion, | draw attention to the following:
Fraud and Irregularities

As disclosed in note 37 to the Financial Statements, there were allegations on
fraud covering the years 2003 to 2006 which were investigated by the
Inspectorate of State Corporations, Kenya Anti-Corruption Commission and
Forensic Investigators. The investigations have so far confirmed a loss of Kshs
36,000,000. The loss has not been accounted for in these financial statements as
the matter is currently in a court of law. However, investigations are still going
on. The extent of the loss will only be ascertained on conclusion of the
investigations.

P.N.KOMORA
CONTROLLER AND AUDITOR GENERAL

Nairobi

25 May 2007
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For the year ended 31 December 2006

2005

Restated

Income Note KShs
Insurance premium revenue 3 3,114,829,098 2,435,328,496
Insurance premium ceded to reinsuers 3 (323,205,267) (323,894,115)
Net insurance premium revenue 3 2,791,623,831 2,111,434,381
Investment income 4 753,096,379 490,928,464
Fair value gains on investment properties 20 - 244,361,010
Fair value gain on non-current asset held for sale 13 - 19,913,229
Impairment provision for inventory S = (6,141,698)
Net income 3,544,720,210 2,860,495,386
Insurance benefits 6(a) (306,588,879) (157,713,817)
Insurance claims incurred 6(b) (1,215,923,448) (765,804,262)
Commissions 7 (806,761,017) (699,998,277)
Net insurance claims and benefits (2,329,273,344) (1,623,516,356)
Management expenses 8 (453,138,689) (290,322,995)
Profit before income taxes 9 762,308,177 946,656,035
Income tax expense 10 (256,838,405) (213,323,927)
Profit for the year after income taxes 505,469,772 733,332,108
Earnings per share 1 337 4.89

The notes set out on pages 28 to 54 form an integral part of the financial statements.
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Note 2006 2005
Restated
KShs KShs
ASSETS

Property and equipment 12 52,464,515 88,054,462
Non current assets held for sale 13 316,728,875 316,728,875
Intangible asset 15 5,038,877 1,662,738
Deferred tax 16 35,391,096 19,802,810
Government securities 17 2,122,318,289 1,838,717,161
Available for sale financial assets 18 2,369,062,392 1,866,820,319
Mortgages loans 19 615,483,651 392,700,842
Investment properties 20 3,270,000,000 3,270,000,000
Cash and bank balances 45,082,626 92,243,956
Short term deposits 558,559,383 397,334,345
Inventories 21 483,552,430 808,729,694
Due from cedants and reinsurers 22(a) 2,841,385,333 2,471,074,331
Tax recoverable 3,849,907 -
Other debtors 23 89,243,121 52,601,734
TOTAL ASSETS AND LIFE FUNDS 12,808,160,495 11,616,471,267

Capital and reserves (Pages 9 & 10)
Ordinary share capital 24 1,500,000,000 1,500,000,000
Revaluation and other reserves 25 2,049,224,011 1,684,965,112
Retained earnings 2,462,051,595 2,106,581,823
Proposed dividends 26 150,000,000 150,000,000
Shareholders’ funds 6,161,275,606 5,441,546,935
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LIABILITIES

Insurance contracts:

- Long term insurance contracts
- Short term insurance contracts:

- Outstanding claims

- Unearned premiums
Due to cedants and reinsurers
Trade and sundry creditors
Defined benefit liability

Tax payable

2,122,659,358

1,961,123,730
452,593,712

1,831,879,938

246,331,151 -

32,297,000

2005
Restated
KShs

1,816,070,479

1,916,779,168
532,679,433
1,640,743,237
201,190,408
32,128,000

35,333,607

TOTAL LIABILITIES

6,646,884,889

6,174,924,332

TOTAL EQUITY AND LIABILITIES

12,808,160,495

11,616,471,267

The financial statements on pages 6 to 37 were approved by the Board of Directors on and were signed on its behalf by:

Wi - Wnkisb

Director Director

The notes set out on pages 28 to 54 form an integral part of the financial statements.
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2005
Restated
KShs

Cash flow from operating activities

Net profit before tax 762,308,177 946,656,035

Adjustment for:

Depreciation 49,021,535 50,937,245
Amortisation of software 2,382,577 1,662,738
Amortisation of prepaid operating lease - 157,894
Gain on sale of shares (51,211,712) (40,792,428)
Equipment write off - 17,727
Impairment provision on unquoted shares 25,500,000 -

- (244,361,010)
B (19,913,229)

Fair value gains on investment properties
Fair value gain on non-current assets held for sale

Movement in provisions

(Decrease)/increase in unearned premiums (80,085,722) 177,408,996
Increase/(decrease) in outstanding claims 44,344,562 (73,127,570)

Movement in funded business

Increase in life fund 306,588,881 158,731,575

Operating profit before working capital changes 1,058,848,298 957,377,973
325,177,264 390,190,238

Decrease in inventories

Movement in amounts due from/to cedants and reinsurers (179,174,301) (673,236,996)
Increase in sundry debtors (36,641,387) (23,889,981)
Increase/(decrease) in sundry creditors 45,140,744 (16,727,293)
Movement in defined benefit liability 169,000 (1,708,000)
Cash generated from operations 1,213,519,618 632,005,941

(311,610,207) (59,079,335)

Tax paid

Net cash from operating activities 901,909,411 572,926,606

Cash flows from investing activities

Purchase of equipment (13,431,588) 6,132,273
Purchase of shares (179,031,564) -
Sale of shares 66,760,102 61,404,679
Net purchase of government securities (322,304,054) (213,600,629)
Mortgage loans (222,782,809) (163,493,437)
Purchase of intangibles (5,758,716) -
Net cash flow used in investing activities (676,548,629) (309,557,114)

Cash flows from financing activities
Dividends paid on ordinary shares (150,000,000) (150,000,000)

113,369,492

Net increase in cash and cash equivalents 75,360,782

Cash and cash equivalents at the beginning of the year 1,009,476,887 896,107,395

Cash and cash equivalents at the end of the year 31 1,084,837,669 1,009,476,887

The notes set out on pages 28 to 54 form an integral part of the financial statements.
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31 December 2006

SIGNIFICANT ACCOUNTING POLICIES
(a) Basis of preparation

The financial statements of the Corporation have been prepared in accordance with International Financial Reporting
Standard, which comprise standards and interpretations approved by the International Accounting Standards Board. The
financial statements have been prepared on historical cost basis, except for investment properties and available for sale
financial assets measured at fair value. Other financial assets and liabilities and non-financial assets are stated at amortised
cost or historical cost.

All monetary figures appearing in these financial statements, unless otherwise indicated are stated in Kenya shillings (KShs).

The preparation of financial statements in conformity with International Financial Reporting Standards requires management
to make judgement, estimates and assumptions that affect the application of policies and reported amounts of assets and
liabilities and disclosures of contingent assets and liabilities at the date of the financial statements and the reported amounts
of revenues and expenses during the reported period. The estimates and assumptions are based on the Directors’ best
knowledge of current events, historical experience and various other factors that are believed to be reasonable under the
circumstances, the results of which form the basis of making the judgements about the carrying values of assets and liabilities
are not readily apparent from other sources. Actual results may differ from these estimates.

The estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting estimates are
recognised in the period in which the estimate is revised if the revision affects only that period or in the period of the revision
and future periods if the revision affects both current and future periods.

(b) Underwriting results
(i) General insurance business

Revenue is recognized to the extent that it is probable that the economic benefits will flow to the Corporation and the revenue
can be reliably measured.The underwriting results for general business are determined on an annual basis.The incurred cost
of claims, acquisition costs and expenses of management are charged against the earned proportion of premiums, net of
reinsurance as follows:

. Earned premiums are net written premium for the period after accounting for unearned premium. Unearned premiums
represent the proportion of net premiums written in the period that are attributable to future risks and are determined
on the basis of 40% of net premiums written.

. Claims incurred comprise claims paid in the period and changes in the provision for outstanding claims. Claims paid
represent all payments made during the period, whether arising from events during that or earlier years. Outstanding
claims represent the estimated ultimate cost of settling all claims arising from incidents occurring prior to the balance
sheet date, but not settled at that date. Outstanding claims are computed on the basis of the best information available
at the time the records for the period are closed and include provisions for claims incurred but not reported (“IBNR") in
respect of Motor, Fire and Accident which is calculated at 5% of gross premiums written less reinsurances.

- Acquisition costs representing commissions (net of commission recoverable) are allocated to the revenue accounts as
incurred in each class of business.

- Management expenses are allocated in the ratio of premium written in each class of business.
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(ii) Long term insurance business

. The full annual premium income is recognised in respect of both individual and group life after making provisions for
policy lapses and other terminations on policy anniversary dates.

. Claims arising are recognised on notification.

. Expenses and commission are allocated to the Life Funds as incurred in the management of long term insurance
business.

’ The Life fund is assessed annually by the Corporation’s consulting actuaries. Surpluses arising on the advice of the

actuaries are either transferred to the profit and loss or carried forward in the life fund.
(iii) Liability adequacy test
At each balance sheet date, liability adequacy tests are performed to ensure the adequacy of the contract liabilities. In
performing these tests, current best estimates of future contractual cash flows and claims handling and administration
expenses as well as investment income from assets backing such liabilities are used. Any deficiency is immediately charged
to the income statement by establishing a provision for losses arising from liability adequacy tests (the unexpired risk
provision), using an actuary.
(iv) Reinsurance contracts held
Contracts entered into by the Corporation with reinsurers which the Corporation is compensated for losses on one or
more contracts issued by the Corporation that meet the classification requirements for insurance contracts are classified as
reinsurance contracts held. Insurance contracts entered into by the Corporation under which the contract holder is another
insurer or reinsurer (inwards reinsurance) are included with insurance contracts.
The benefits to which the Corporation is entitled under its reinsurance contracts held are recognised as reinsurance assets.
The Corporation assesses its reinsurance assets for impairment on a quarterly basis. If there is objective evidence that the
reinsurance asset is impaired, the Corporation reduces the carrying amount of the reinsurance assets to its recoverable
amount and recognises the impairment loss in the income statement.
(v) Receivables and payables related to insurance contracts
Receivables and payables related to insurance contracts are recognised when due.These include amounts due to/from agents,
brokers and insurance contract holders. When the Corporation gathers objective evidence that an insurance receivable is
impaired, an impairment loss is calculated and recognised in the income statement.
(vi) Classification of insurance and investment contracts
The Corporation issues contracts that transfer insurance risks or financial risk or both.
Insurance contracts are those contracts that transfer significant risk. Such contract may also transfer financial risks.
Investment contracts are those contracts that transfer financial risk with no significant risk.

Intangible assets

Costs associated with maintaining the computer software programs are recognised as an expense as incurred. However,
expenditure that enhances or extends the benefits of computer software beyond their original specifications and lives is
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(d)

(e)

(f)

recognised as a capital improvement and added to the original cost of the software. Software development costs recognised
as assets are amortised using the straight-line method over a period of four years.

Inventories

Inventories are valued at the lower of cost and net realisable value. The cost of inventories is based on the weighted average
costand includes expenditure incurred in acquiring the inventories and bringing them to their existing location and condition.
Net realisable value is the estimated selling price in the ordinary course of business, less estimated costs of completion and
the estimated costs necessary to make the sale.

The cost of items transferred from property and equipment and investment properties is their value at the date of transfer.
Investment properties

Investment properties are treated as Long term investments and are stated at Fair value. The Directors have considered
current prices of properties in similar locations and condition of the investment property. Changes in their carrying value
between Balance Sheet dates are adjusted through the income statement for assets attributable to the General Business,
and through the Long-term revenue account for assets attributable to the Long-term business.On disposal of an investment
property, the difference between the proceeds and the carrying value is charged and credited to the income statement
for investment property held by short-term business and to the life fund for investment property held by the Long-term
Business.

Property and equipment

Property and equipment are stated at cost or revaluation less depreciation and any impairment in value. Increases in carrying
amounts arising from revaluation are credited to revaluation reserve. Decreases that offset previous increases of the same
asset are charged against revaluation reserve and all other decreases are charged to the income statement.

Depreciation is calculated on the straight-line basis, at annual rates estimated to write off carrying values of the assets over
their estimated useful lives.
The annual depreciation rates in use are:

Freehold buildings 2%
Motor vehicles 25%
Computers 25%
Office furniture, fixtures and equipment 12.5%
Household furniture and equipment 25%

Assets residual values and useful lives are reviewed at each balance sheet and adjusted if appropriate.

Equipment on Investment properties are classified as fixed assets and depreciated accordingly. The carrying value of the
equipment is reviewed for impairment when events or changes in circumstances indicate the carrying value may not be
recoverable. If any such indication exists and where the carrying amount of an asset is greater than its estimated recoverable
amount, it is written down to its recoverable amount.

Gains and losses on disposals are determined by comparing proceeds with carrying amount. These are included in the
income statement.When revalued assets are sold, the amounts included in the revaluation surplus are transferred to retained
earnings.
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Prepaid lease

Leases on assets under which all risks and benefits of ownership are effectively retained by the Lessor are classified as
.operating leases. Payments made under operating Leases are charged to the income statement on a straight-line basis over
the period of their lease.

Financial instruments

The Corporation classifies its financial assets in the following categories: financial assets at fair value through profit or loss;
loans and receivables; held-to-maturity investments; and available-for-sale financial assets. Management determines the
classification of its investments at initial recognition.

(i) Financial assets at fair value through profit or loss

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

(ii) Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or determinable payments that are not quoted in an active
market. They arise when the Corporation provides money directly to a debtor with no intention of trading the receivable.
These include mortgage advances to customers and placements with other banks.

(i) Held-to-maturity

Held-to-maturity investments are non-derivative financial assets with fixed or determinable payments and fixed maturities
that the Corporation’s management has the positive intention and ability to hold to maturity. Were the Corporation to sell
other than an insignificant amount of held-to-maturity assets, the entire category would be tainted and reclassified as
available for sale.These include treasury bills, treasury bonds and government stock.

(iv) Available-for-sale

Available-for-sale investments are those intended to be held for an indefinite period of time, which may be sold in response
to needs for liquidity or changes in interest rates or exchange rates. Purchases and sales of financial assets at fair value
through profit or loss, held to maturity and available for sale are recognised on trade-date the date on which the Corporation
commits to purchase or sell the asset. Loans are recognised when cash is advanced to the borrowers. Financial assets are
initially recognised at fair value plus transaction costs for all financial assets not carried at fair value through profit or loss.
Financial assets are derecognised when the rights to receive cash flows from the financial assets have expired or where the
Corporation has transferred substantially all risks and rewards of ownership.

Available-for-sale financial assets and financial assets at fair value through profit or loss are subsequently carried at fair value.
Loans and receivables and held-to-maturity investments are carried at amortised cost using the effective interest method.
Gains and losses arising from changes in the fair value of the ‘financial assets at fair value through profit or loss’ category are
included in the income statement in the period in which they arise. Gains and losses arising from changes in the fair value
of available-for-sale financial assets are recognised directly in equity, until the financial asset is derecognised or impaired
at which time the cumulative gain or loss previously recognised in equity should be recognised in profit or loss. However,
interest calculated using the effective interest method is recognised in the income statement.
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Identification and measurement of impairment of financial assets

The carrying amount of the Corporation’s financial assets are reviewed at each balance sheet date to determine whether
there is any indication of impairment. If any such indication exists, the asset’s recoverable amount is estimated and an
impairment loss recognised whenever the carrying amount of an asset exceeds its recoverable amount. Impairment losses
are recognised in the income statement.

The particular impairment policies for each category of financial asset are described below:
(i) Held-to-maturity

The recoverable amount of held-to-maturity financial assets carried at amortised cost is calculated as the present value
of estimated future cash flows discounted at the original effective interest rate. Receivables with a short duration are not
discounted. An impairment loss for these assets can be reversed if the subsequent increase in the recoverable amount can
be related objectively to an event occurring after the impairment loss was recognised.

(i) Loans and receivables
Loans and receivables are shown at the gross amount adjusted for any provision for impairment losses.

A provision for loan impairment is established if there is objective evidence that the Corporation will not be able to collect all
amounts due according to the original contractual terms of the loan. The amount of the provision is the difference between
the carrying amount and the estimated recoverable amount.

In addition, a portfolio impairment provision is made to cover losses that have been incurred but not reported at the balance
sheet date. The Corporation sets the portfolio impairment with reference to past experience taking into account the effect
of current conditions that did not affect the period on which the historic loss is based and to remove the effect of conditions
in the historical period that do not exist currently. These factors include, but are not limited to, the economic environment,
the shape of the portfolio with reference to a range of indicators and management actions taken to proactively manage the
portfolio.

When a loan is deemed uncollectable, it is written off against the related provision for impairment. Subsequent recoveries
are credited to the provision for loan losses in the income statement.

(iii) Available-for-sale

When a decline in the fair value for available-for-sale financial assets has been recognised directly in equity and there is
objective evidence that the asset is impaired, the cumulative loss that had been recognised directly in equity is recognised in
the income statement even though the asset has not been derecognised. The amount of cumulative loss that is recognised
in the income statement is the difference between the acquisition cost and current fair value, less any impairment loss on
that financial asset previously recognised in the income statement. If the fair value of the financial asset increases and the
increase can be objectively related to an event occurring after the impairment loss was recognised in the income statement,
the impairment loss shall be reversed with the amount of reversal being recognised in the income statement.

Impairment for non-financial assets

The carrying amounts of the Corporation’s non-financial assets, inventories and deferred tax assets, are reviewed at each
reporting date to determine whether there is any indication of impairment. If any such indication exists then the asset’s
recoverable amount is estimated.
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An impairment loss is recognised if the carrying amount of an asset or its cash-generating unit exceeds its recoverable
amount.A cash-generating unit is the smallest identifiable asset group that generates cash flows that largely are independent
from other assets and groups. Impairment losses are recognised in profit or loss. Impairment losses recognised in respect of
cash-generating units reduce the carrying amount of the other assets in the unit (group of units) on a pro rata basis.

The recoverable amount of an asset or cash-generating unit is the greater of its value in use and its fair value less costs to sell.
In assessing value in use, the estimated future cash flows are discounted to their present value using a pre-tax discount rate
that reflects current market assessments of the time value of money and the risks specific to the asset.

Impairment losses recognised in prior periods are assessed at each reporting date for any indications that the loss has
decreased or no longer exists. An impairment loss is reversed if there has been a change in the estimates used to determine
the recoverable amount. An impairment loss is reversed only to the extent that the asset’s carrying amount does not exceed
the carrying amount that would have been determined, net of depreciation or amortisation, if no impairment loss had been

recognised.

Revenue recognition

Investment income is stated net of investment expenses and comprises of profit or loss on disposal of trading investments,
interest, rents and dividends. Income on investments held by the long term business is taken up in the long term revenue
accounts. The revenue recognition criteria is as follows:

(i) Interestincome

Revenue is recognised as the interest accrues (taking into account the effective yield on the asset).

(ii) Dividend income

Dividend income for available-for-sale equities is recognised when the shareholder’s right to receive the payment is
established.

(i) Rental income

Rental income on investment properties is accounted for on a straight-line basis over the lease term on ongoing leases.
Cash and cash equivalents

Cash and cash equivalents are defined as cash on hand, demand deposits and short term highly liquid investments readily
convertible to known amounts of cash and subject to insignificant risk of changes in value and treasury bills maturing within
three months from date of acquisition.

Foreign currency transactions

The financial statements are presented in Kenya shillings (KShs) which is the Corporation’s functional and presentation

currency.

Transactions in foreign currencies during the period are converted into Kenya Shillings at rates ruling at the transaction dates.
Assets and liabilities at the balance sheet date, which are expressed in foreign currencies, are translated into Kenya Shillings at
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rates ruling at the balance sheet date. The resulting differences from conversion and translation are dealt with in the income
statement in the period in which they arise.

(n) Taxation

Tax on the income statement for the year comprises current tax and the change in deferred tax.Current taxation is provided for
on the basis of the results for the period as shown in the financial statements, adjusted in accordance with tax legislation.

Deferred taxation is provided using the liability method, for all temporary differences arising between the tax bases of assets
and liabilities and their carrying values for financial reporting purposes. Deferred tax assets are recognised for all deductible
temporary differences, carry forward of unused tax losses and unused tax credits to the extent that it is probable that future
taxable profit will be available against which the deductible temporary differences, unused tax losses and the unused tax
credits can be utilised.

Deferred tax is calculated on the basis of the tax rates currently enacted.
(0) Employee benefits
(i) Pension obligations
The Corporation operates a defined benefits pension scheme for all its employees the assets of which are held in trustee
administered funds.The retirement plans are funded by payments from both employees and the Corporation.The calculation

is performed by a qualified actuary using the projected unit credit method. The defined benefit obligation is calculated by
estimating the amount of future benefits that employees have earned in return for their service in the current and prior

periods and the benefits are discounted to determine its present value and the fair value of its plan assets are deducted.

To the extent that any cumulative unrecognised actuarial gains and losses exceeds 10% of the greater of the present value of
the defined benefit obligation and the fair value of plan assets, that portion is recognised in the income statement over the
expected average working lives of the employees participating in the plan.

The Corporation also contributes to a statutory defined contribution pension scheme, the National Social Security Fund
(NSSF). Contributions are determined by the local statute and are currently limited to KShs 200 per employee per month.

The Corporation’s contributions to the defined benefits pension scheme are charged to the income statement in the period
to which they relate.

(ii) Employee entitlements

The monetary liability for employees accrued annual leave entitlement at the balance sheet date is recognized as an accrued
expense.

(iii) Termination benefits

Termination benefits are payable when employment is terminated before the normal retirement date, or whenever an
employee accepts voluntary redundancy in exchange of these benefits. The Corporation recognises termination benefits
when it is demonstrably committed to either: terminating the employment of current employees according to a detailed
formal plan without possibility of withdrawal; or providing termination benefits as a result of an offer made to encourage
voluntary redundancy.
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Dividends

Dividends are charged to equity in the period in which they are declared. Proposed dividends are shown as a separate
component of equity until declared.

Earnings per share

Earnings per share are calculated based on the profit attributable to shareholders divided by the number of ordinary shares.
Diluted earning per share is the same as the basic earnings per share. Diluted earnings per share are computed using the
weighted average number of equity shares and dilutive potential ordinary shares outstanding during the year. During the
year there we no outstanding shares with dilutive potential.

Provisions

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

Offsetting of financial assets and liabilities

Financial assets and liabilities are offset and the net amount reported on the balance sheet when there is a legally enforceable
right to offset the recognised amount and there is an intention to settle on a net basis, or to realise the asset and settle the
liability simultaneously.

Segment reporting

A business segment is a group of assets and operations engaged in providing products or services that are subject to risks
and returns that are different from those of their business segments. A geographic segment is engaged in providing products
or services within a particular economic environment that are subject to risks and returns that are different from those of
segments operating in other economic environments.

Comparatives

Where necessary, comparative figures have been adjusted to conform with changes in presentation in the current period.
New standards and interpretations not yet adopted

IFRS 7 Financial Instruments: Disclosures and the Amendment to IAS 1 Presentation of Financial Statements Capital
Disclosure: requires extensive disclosures about the significance of financial instruments for an entity’s financial position and
performance, and qualitative and quantitative disclosures on the nature and extent of risks. IFRS 7 and amended IAS 1,which

become mandatory for the Corporation’s 2007 financial statements will require extensive additional disclosures with respect
to Corporation; financial instruments and share capital.
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SEGMENTAL REPORTING

Primary segment information

For management purposes the Corporation is organised into two business segments, general insurance and life assurance.
The general insurance segment comprises of motor, marine, aviation and accident. The life assurance segment includes

individual and group life. These segments are the basis on which the Corporation reports its primary segment information.

Investment and cash management for the Corporation’s own accounts are also reported as part of the above segments.

Transactions between segments are conducted at estimated market rates on an arm's length basis. Interest and investment

income is credited to business segments based on segmental capital employed.

General business

Life business

Total

Gross insurance premium 2,618,240,824 2,047,738,177 496,588,274 387,590,319  3,114,829,098 2,435,328,496
Insurance premium ceded

to reinsurers (250,308,913) (260,520,978) (72,896,354)  (63,373,137) (323,205,267) (323,894,115)
Net premium revenue 2,367,931,911 1,787,217,199 423,691,920 324,217,182 2,791,623,831 2,111,434,381
Investment income and gains 622,998,743 367,861,434 130,097,636 123,067,030 753,096,379 490,928,464
Fair value gain on investment - 244,361,010 = - - 244,361,010
properties

Fair value gain on non-current

asset held for sale - 19,913,229 - - - 19,913,229
Write off inventory - (6,141,698) - - - (6,141,698)
Net income 2,990,930,654 2,413,211,174 553,789,556 447,284,212 3,544,720,210 2,860,495,386
Insurance benefits - - (306,588,879) (157,713,817) (306,588,879) (157,713,817)
Insurance claims incurred (1,074,756,232) (575,671,589) (141,167,216) (190,132,673) (1,215,923,448) (765,804,262)
Commissions (733,369,295) (613,800,305) (73,391,722) (86,197,972) (806,761,017)  (699,998,277)
Net insurance claims and benefits  (1,808,125,527) (1,189,471,894) (521,147,817) (434,044,462) (2,329,273,344) (1,623,516,356)
Management expenses (430,836,712) (278,101,003) (22,301,977)  (12,221,992) (453,138,689) (290,322,995)
Profit before income taxes 751,968,415 945,638,277 10,339,762 1,017,758 762,308,177 946,656,035
Income tax expense (246,498,643) (212,306,169)  (10,339,762) (1,017,758) (256,838,405) (213,323,927)
Profit after income taxes 505,469,772 733,332,108 - - 505,469,772 733,332,108
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OTHER INFORMATION

General business Life business Total

2005

Segments assets 10,670,610,882 10,041,723,080 2,137,549,615 1,704,131,595 12,808,160,497 11,745,854,675

Capital expenditure 19,190,304 - - 19,190,304 -

Depreciation expense 51,404,112 52,599,983 - 51,404,112 52,599,983

Impaired assets wriitten

down through resrves and profit and loss 25,500,000 6,141,698 - 25,500,000 6,141,698

Segment capital expenditure is the total cost incurred during the year to acquire segment assets that are expected to be
used for more than one period.Segment revenue is based on the geographica| location of both customers and assets.

Segment assets consist primarily of investments that match insurance liabilities.

secondary segment information

Due to the nature of the business itis not possible to allocate revenues based on the regions covered.

2005
KShs

3. CNEY INSURANCE PREMIUM REVENUE

Long term insurance contracts with fixed
and guaranteed terms 496,588,274 387,590,319

Short term insurance contracts:
- premium receivables 2,538,155,1 07 2,225,147,176

80,085,717 (1 77,408,999)

-changein unearned premium provision

Premium revenue arising from insurance contracts issued 3,114,829,098 2,435,328,496

Reinsurance:
(250,308,91 3) (260,520,978)

(72,896,354) (63,373,137)

-Short term contracts

- Long term contracts

Premium revenue ceded to reinsurers on insurance contracts issued (323,205,267) (323,894,11 5)

Net insurance premium revenue 2,791 623,831 2,111 /434,381
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4. INVESTMENT INCOME

KShs

(a) Short term insurance business investment income

* Net 9ain/(loss) on sale of houses 121,335,150 (36,347,497)
Rental income 186,321,074 191,903,300
Interest income ' 168,538,499 132,155,228
Dividends 78,615,691 62,105,005
Gain on sale of quoted shares 51,734,240 40,732,430
Otherincome 30,489,585 16,503,302
Net foreign exchange loss (14,036,490) (39,190,338)

622,998,743 367,861,430

(b) Long term insurance business investment income

Rental income 35,445,069 30,799,345
Interest income 94,652,567 92,267,689

130,097,636 123,067,034

Total investment income 753,096,379 490,928,464

D PROVISION FOR IMPAIRMENT OF INVENTORY

6. INSURANCE BENEFITS AND CLAIMS

2005

(a) Insurance benefits

Long term insurance contracts
-Increase in liabilities 306,588,879 157,713,816




Yo
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(b) Insurance claims
2006 2005

Reinsurance Gross Reinsurance Net
Short term insurance KShs KShs KShs KShs
contracts:
- Claims paid 1,175,097,677 (144,686,007) 1,030,411,670 759,058,714 (188,826,472) 570,232,242
- Changes in the provision
for outstanding claims 44,344,562 44,344,562 5,439,347 5,439,347

Claims incurred 1,219,442,239 (144,686,007) 1,074,756,232 764,498,061 (188,826,472) 575,671,589
Long term insurance
contracts 195,234,346 ( 54,067,130) 141,167,216 215,799,905 (25,667,232) 190,132,673

Total claims 1,414,676,585 (198,753,137) 1,215,923,448 980,297,966 (214,493,704) 765,804,262

COMMISSIONS

Short term insurance contracts:
- Commissions payable 734,237,412 614,612,442
- Commissions receivable (868,117) (812,137)

Net commissions on short term insurance contracts 733,369,295 613,800,305

Long term insurance contracts:
- Commissions payable 122,095,277 98,076,765
- Commissions receivable (48,703,555) (11,878,793)

Net commissions on long term insurance contracts 73,391,722 86,197,972

Total commissions 806,761,017 699,998,277

MANAGEMENT EXPENSES

Total management expenses 453,138,689 290,322,995

Allocated as follows:

Life funds 22,301,977 12,221,992
Investment 133,513,096 89,062,910
General business 297,323,616 189,038,093

Total expenses 453,138,689 290,322,995
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9. PROFIT BEFORE INCOME TAXES
KShs
The profit before income tax is stated after charging:
Depreciation 49,021,535 50,937,245
Amortisation of leasehold - 157,895
Amortisation of software 2,382,577 1,662,738
Salaries and wages 237,681,723 167,223,299
Pension contribution - Defined benefits plan 18,348,139 14,877,093
Social security costs 254,600 231,600
Auditors’ remuneration 3,200,000 2,950,000
Directors’emoluments:
- As executive 11,784,000 8,541,336
- Fees 2,220,000 2,748,750
And after crediting:
Interest income 263,191,066 224,422,917
Dividends 78,615,691 62,105,005
Gain/(loss) on foreign exchange (14,036,490) (39,190,338)
Gain on sale of equity shares 51,734,240 40,732,430
10. INCOMETAX EXPENSE
Current tax at 30% on the taxable profit for the year 237,548,358 216,907,659
Prior year under provision 34,878,333 -
272,426,691 216,907,659
Deferred tax credit (Note 16) (15,588,286) (3,583,732)
256,838,405 213,323,927

The tax on the Corporation’s profit before tax differs from the theoretical amount that would arise using the basic tax rates as

follows:

2005
Restated
KShs

Profit before tax 762,308,177 946,656,035
Tax applicable rate of 30% 228,692,453 283,996,811
Prior year under provision 34,878,333 =
Net tax effects of non-deductible expenses and exempt income (6,732,381) (70,672,884)

256,838,405 213,323,927
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EARNINGS PER SHARE

Earnings per share is calculated by dividing the profit after tax by the average number of ordinary shares in issue during the
year.

PROPERTY AND EQUIPMENT
Motor Furniture

vehicles Computers & fixtures Equipment
KShs KShs KShs KShs

Cost or valuation
At 1 January 2006 18,929,247 60,229,636 36,356,687 577,055,132 692,570,702
Additions - 12,108,948 1,322,640 - 13,431,588

At 31 December 2006 18,929,247 72,338,584 37,679,327 577,055,132 706,002,290

Depreciation
At 1 January 2006 13,207,000 58,040,295 24,690,781 508,578,164 604,516,240
Charge for the year 1,907,415 4,550,525 2,241,612 40,321,983 49,021,535

At 31 December 2006 15,114,415 62,590,820 26,932,393 548,900,147 653,537,775

Net book value
At 31 December 2006 3,814,832 9,747,764 10,746,934 28,154,985 52,464,515

At 31 December 2005 5,722,247 2,189,341 11,665,906 68,476,968 88,054,462

The property and equipment other than fixtures and fitting were revalued in January 2005. The revaluation amounts have
been incorporated in these financial statements. The valuation was undertaken by independent professional valuers, Tysons
Ltd. The valuation surplus was credited to relevant reserves.The bases of valuation were:

Freehold building Open market value
Equipment Open market value
Others Depreciated replacements cost
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13. NON-CURRENT ASSETS HELD FOR SALE
2005

Restated
KShs

Cost or valuation
At 1 January - As previously stated 170,661,706 -
Transfer from inventories (Note 21) 170,000,000 -
At 1 January — As restated 340,661,706 -
Transfer from property and equipment - 135,748,477
Transfer from prepaid operating lease rentals (Note 14) - 15,000,000
Revaluation surplus - 19,913,229
At 31 December — As previously stated 340,661,706 170,661,706
Transfer from inventories (Note 21) - 170,000,000
At 31 December (2005 - Restated) 340,661706 340,661,706
Depreciation
At 1 January 23,932,831 -
Transfer from property and equipment - 21,564,410
Transfer from prepaid operating lease rentals (Note 14) - 2,368,421
At 31 December 23,932,831 23,932,831
Net book value
At 31 December (2005 - Restated) 316,728,875 316,728,875

The above assets are presented as held for sale following the decision of the Corporation to sell. The properties had been
professionally valued in January 2005.

14. PREPAID OPERATING LEASE RENTALS 2005
KShs
Cost
At 1 January and at 31 December - 15,000,000
Transfer to non-current assets held for sale (Note 13) - (15,000,000)
Accumulated amortisation
At 1 January = 2,210,527
Amortised during the year - 157,895
Transfer to non-current assets held for sale (Note 13) - (2,368,422)

At 31 December - -

Net book value
At 31 December 5
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15. INTANGIBLE ASSETS

2005
KShs KShs
Cost
At 1 January 6,650,952 6,650,952
Additions 5,758,716 -
At 31 December 12,409,668 6,650,952
Accumulated amortisation
At 1 January 4,988,214 3,325,476
Amortised during the year 2,382,577 1,662,738
At 31 December 7,370,791 4,988,214
Net book value
At 31 December 5,038,877 1,662,738
16. DEFERRED TAX Recognised
Balance at in profit and Balance at
2006 1.01.2006 loss account 31.12.2006
KShs KShs KShs
Property and equipment (5,194,314) 19,306,538 14,112,224
Leave pay provisions 3,601,623 1,686,800 5,288,423
Exchange differences 13,757,101 ( 7,546,154) 4,210,947
Defined benefit liability 9,638,400 50,700 9,689,100
Other provisions - 2,090,402 2,090,402
19,802,810 15,588,286 35,391,096
2005 As previously As restated Recognised
stated Prior year balanceat  in profit and Balance at
1.1.2005 adjustment 1.01.2005 loss account 31.12.2005
KShs KShs KShs KShs KShs
Accelerated capital allowances (9,834,568) - (9,834,568) 15,028,882 5,194,314
Leave pay provisions (4,348,695) - (4,348,695) 747,072 (3,601,623)
Other temporary differences 8,114,985 - 8,114,985 (19,872,086) (11,757,101)
Defined benefit liability - (10,150,800) (10,150,800) 512,400 ( 9,638,400)
(6,068,278) (10,150,800) (16,219,078) (3,583,732} (19,802,810)
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17. GOVERNMENT SECURITIES
2005
KShs
Held to maturity
Securities maturing:
Within 91 days 481,195,660 568,888,455
After 91 days 97,048,132 7,750,000
After one year to five years 1,544,074,497 1,262,078,706
2,122,318,289 1,838,717,161
Treasury bonds amounting to KShs 701,200,000 (2005 — KShs 433,575,000) are held under lien by the Commissioner of
Insurance.
2006 2005
18. AVAILABLE FOR SALE - FINANCIAL ASSETS KShs KShs

(i) Quoted ordinary shares

At 1 January

Fair value gain
Additions
Disposal of shares

1,716,379,731
404,156,141
179,031,564
(55,445,632)

1,252,591,109
508,138,863

(44,350,241)

At 31 December

2,244,121,804

1,716,379,731

All quoted shares are stated at market value.

(i) Investment in unquoted shares

These relate to general business and the movement during the period is as follows:

Cost
At 1 January and 31 December

161,440,588

161,440,588

Impairment provision
At 1 January

(11,000,000)

(11,000,000)

Provision made during the year (25,500,000) -
At 31 December (36,500,000) (11,000,000)
Net carrying value at 31 December 124,940,588 150,440,588
The directors are of the opinion that the above shares would, if sold, realise

not less than the amounts at which they are stated.

Total available for sale - financial instruments at 31 December 2,369,062,392 1,866,820,319
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19. MORTGAGE LOANS
2005
KShs
Mortgages maturing:
Within 1 year 91,229,520 42,227,352
In 1-5 years 364,918,080 168,909,408
After 5 years 159,481,361 181,564,082
615,628,961 392,700,842
The gross mortgages comprises of:
Staff mortgages 200,070,663 166,105,283
Commercial mortgages 462,638,176 266,707,428
662,708,839 432,812,711
Impairment provision ( 47,079,878) ( 40,111,869)
Net 615,628,961 392,700,842
20. INVESTMENT PROPERTIES
At 1 January 3,270,000,000 3,682,470,308
Transfer to inventory = ( 637,500,000)
Revaluation surplus arising in the period = 225,029,692
Fair value amount at 31 December 3,270,000,000 3,270,000,000

(i) Investment properties comprise office building held to earn rentals and capital appreciation and land acquired for
development of office property and housing projects for rental and/or capital appreciation.

(i) The valuation of investment properties was last carried out by Tysons Ltd, professional independent valuers as at
January 2005. The basis of valuation was open market value. The fair value losses arising from the revaluation were
charged to the income statement.

2005
Restated
KShs
21. INVENTORIES
Housing units for sale 192,552,430 798,668,382
Land held for sale 550,704,327 554,704,327
743,256,757 1,353,372,709
Impairment provision (259,704,327) (259,704,327)
As previously stated 483,552,430 1,093,668,382

2005
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21.  INVENTORIES (continued)
Restated
KShs
Transfer to non-current assets held for sale (Note 13) - ( 170,000,000)
Reversal of revaluation surplus - ( 114,938,688)
Total inventories at lower of cost and net realisable value (2005 - Restated) 483,552,430 808,729,694
The impairment in inventory relates to Kiambu Road and Mbagahti Road plots which have been fully provided for.
22.  BALANCES WITH CEDANTS AND REINSURERS 2005
KShs
(@) Amounts due from cedants and reinsurers
Local companies 901,129,984 280,217,784
International companies 2,099,850,425 2,350,451,623
3,000,980,409 2,630,669,407
Less: provision for bad and doubtful debts (159,595,076) (159,595,076)
2,841,385,333 2,471,074,331
(b) Amounts due to cedants and reinsurers
Due to cedants 61,461,112 1,607,085,017
Due to reinsurers 1,770,418,826 33,658,220
1,831,879,938 1,640,743,237
23. OTHER DEBTORS
Rent debtors 17,397,581 7,921,286
Staff advances 35,781,722 33,149,280
Other debtors 36,063,818 11,531,168
89,243,121 52,601,734
24, SHARE CAPITAL
Authorised share capital:
200,000,000 Ordinary shares of KShs 10 each 2,000,000,000 2,000,000,000
Issued and fully paid:
150,000,000 Ordinary shares of KShs 10 each 1,500,000,000 1,500,000,000

The holders of ordinary shares are entitled to receive dividends as declared from time to time and ar

share at meetings of the company.

e entitled to one vote per
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25. REVALUATION AND OTHER RESERVES

Revaluation reserve
The revaluation reserve relates to investment property, property and equipment.The reserve is non-distributable.

Fair value reserve
The fair value reserve includes the cumulative net change in the fair value of available-for-sale investments until the
investment is derecognised.

Contingency reserve
The contingency reserve is to cater for contingent liabilities that may arise on tax amount not yet agreed on.

26. DIVIDENDS
2005
KShs
The movement in proposed dividends is as follows:
At 1 January 150,000,000 150,000,000
Declared and paid during the period (150,000,000) (150,000,000)
Proposed dividends in the period 150,000,000 150,000,000
Transferred to dividends payable - -
At 31 December 150,000,000 150,000,000
Dividends payable at 31 December - -
Proposed dividend per share (KShs) 1.00 1.00

The proposed dividends on the ordinary shares are calculated on dividends of KShs 1.00 (2005 - KShs 1.00) and on the
number of ordinary shares in issue at the respective balance sheet dates. Payment of the dividends is subject to withholding
tax at the rate of 5%.
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27.

INSURANCE CONTRACT

(a) Long term insurance contracts

The movement in the long term insurance contracts in the year is as follows:

2005
KShs

At 1 January 1,816,070,479 1,658,356,662

Net premium written 423,691,920 324,217,182
Investment income 130,097,636 123,067,030
Less:

Total claims (141,167,216) (190,132,673)
Commission (73,391,722) (86,197,972)
Management expenses (22,301,977) (12,221,992)
Income tax (10,339,762) (1,017,758)

At 31 December 2,122,659,358 1,816,070,479

The life liabilities, which comprise Ordinary Life Fund and Superannuation Fund, were established in respect of its long-term
business as required under Section 45 of the Insurance Act. Income arising from the investment of the assets of the statutory
funds is credited to and forms part of these funds. Transfers from the statutory funds to the income statement are made
on the recommendation of the Actuary. The latest actuarial valuation of the life fund was carried out by Alexander Forbes
Financial Services Limited, consulting actuaries as at 31 December 2006 and according to the valuation, the fund had a
surplus of KShs 385,400,495 (2005 - KShs 645,381,778). No transfer has been made from Life Fund to the income statement.
The actuary recommended that no transfer should be made.

Actuarial valuation results

At 31 December 2006: KShs Assets KShs

Liabilities

Actuarial liability 1,737,258,863 Life Fund 2,122,659,358

Surplus 385,400,495 -
2,122,659,358 2,122,659,358

At 31 December 2005: KShs Assets KShs

Actuarial liability 1,170,688,701 Life Fund 1,816,070,479

Surplus 645,381,778

1,816,070,479

1,816,070,479

Valuation assumptions

The significant valuation assumptions for the actuarial valuation as at 31 December 2006 are summarised below. The same

assumptions are used in 2005.
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INSURANCE CONTRACT (Continued)

(i) Actuarial basis and method of valuation

The Corporation underwrites both treaty and some mandatory cessions business. Compulsory cessions ordinary life business
is written on a risk premium basis. Accordingly, this business can be viewed as a series of one year renewable term assurances
reinsured on guaranteed risk premium rates and valued as such.Therefore, the actuarial reserves have been have established
as a proportion of gross annual premiums written. Each type or class of ordinary live business has been valued as a different
percentage of annual office premiums written. The actuary has established actuarial reserves of 98% of the gross annual
premiums written for all types of compulsory cessions ordinary life business at the valuation date.

Treaty business and group life business actuarial reserves has been established to 98% of the annual office premiums at the
valuation date.

For supplementary benefits actuarial reserves has been established to equal to 100% of annual office premiums at the
valuation date.

In addition to establishing actuarial reserves for ordinary life business, group life business and supplementary benefits we
have established additional actuarial reserves namely AIDS reserve, claims equalisation reserve and contingency reserve.

(i) Investment returns

The actuarial valuation as at 31 December 2006 does not use an explicit technical rate of return.The weighted average rate
of return earned by the assets backing the life fund in 2006 was 5.2% per annum (2005 - 7.7% per annum).

Sensitivity analsysis

The life actuarial valuation is sensitive to the factors listed below and the assumptions on each of the key factors is as
shown:

Risk discount rate
For the calculation of appraisal value a discount rate of 20% has been used.

Investment return
This is the rate of return assumed to earned by the actuarial reserves and positive cash flows in each future year. A rate of
return of 6% per annum for both ordinary life and group life business has been assumed.

Mortality rate
Ordinary life business claims ratio =0.35

Group life business claims ratio

Commission and profit commission
Ordinary life business =0:15
Group life business

Lapse rate
Ordinary life business =10%

Group life business
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2005
KShs
(b) Outstanding claims - Short term insurance contracts
Provision for outstanding claims 1,961,123,730 1,916,779,168
(c) Unearned premiums - Short term insurance contracts
Unearned premiums 452,593,712 532,679,433
28. TRADE AND SUNDRY CREDITORS
Investment creditors 93,874,675 65,861,123
Accrued leave pay 17,628,076 12,005,410
Other creditors and accruals 134,828,400 123,323,875
246,331,151 201,190,408

29. DEFINED BENEFIT LIABILITY

The Company operates a funded defined benefit plan for substantially all employees. The Scheme is open to new entrants.
Scheme members’ contributions are a fixed percentage of pensionable pay with the Company responsible for the balance
of the cost of benefits accruing. The Scheme is established under trust. The Scheme funds are invested by the Company in a
variety of asset classes comprising Government securities, property and stocks and shares.

The actuarial valuation results at 30 September 2006 and 31 December 2005, respectively, is as follows:

At 30.09.2006
KShs

At 31.12.2005
KShs

Present value of funded obligations 348,357,000 276,435,000
Fair value of Scheme assets 254,730,000 212,912,000
Net underfunding in funded plan 93,627,000 63,523,000
Unrecognised actuarial gain/(loss) ( 61,330,000) ( 31,395,000)
Net liability in the balance sheet 32,297,000 32,128,000

Notes to the income statement

Current service cost net of employees’ contributions 9,112,000 10,588,000
Interest on obligation 23,170,000 24,074,000
Expected return on plan assets (1 18,144,000) (20,635,000)
Net actuarial losses/gains recognised in the period 348,000 -
Total included in “staff costs” in respect of Scheme 14,486,000 14,027,000
Actual return on plan assets 27,791,000 14,223,000
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Reconciliation

Net liability at start of year 32,128,000 33,836,000
Net expense recognised in the income statement 14,486,000 14,027,000
Employer contributions ( 19,075954) (15,735,000)

32,297,000 32,128,000

Net liability at end of period

Actuarial assumptions

Discount rate (% p.a) 11.0% 11.0%
Expected return on Scheme assets (% pa) 11.0% 11.0%
Future salary increases (% p-a.) 9.0% 9.0%
Future pension increases (% pa.) 0% 0%

The actuaries of the scheme carried out an valuation as at 30 September 2006.The directors aré of the opinion that there aré
no significant events between the last actuarial valuation at 30 September 2006 which would materially affect the position

as at 31 December 2006.
The Corporation alsomakes contributionstoa statutory provident fund,the National Social Security Fund (NSSF).Contributions
are determined by local statute and are shared between the employer and employee. For the year ended 31 December 2006,

the Corporation contributed KShs 18,348,139 (2005 - KShs 14,877,092) to the defined pension scheme and KShs 254,600
(2005 - KShs 231 1600) for NSSF which has been charged to the income statement.

BANK OVERDRAFT

The Corporation has an overdraft facility with Kenya Commercial Bank Limited of KShs 17,860,000.The facility is secured by
lien over fixed deposits of KShs 24 million.The weighted average interest rate during the year was 4.5 %.(2005 - 4.5%).

CASH AND CASH EQUIVALENTS

Cash and cash equivalents included in the cash flow statement comprise the following balance sheet amounts:

2005

Cash and bank balances 45,082,626 92,243,956
Treasury bills 481,195,660 519,898,586

Short term deposits 558,559,383 397,334,345

1,084,837,669 1,009,476,887

CONTINGENT LIABILITIES

The Kenya Revenue Authority raised assessments for additional tax for 1995, 1999 to 2001 years of income. The Corporation
together with its tax consultants appealed against these assessments O the Local Committee which confirmed the
assessments. As 2 result, the corporation has accrued in the financial statements the principal tax. with the advice of the
tax consultants, the directors of the Corporation are of the view that an application of the waiver of the penalties and
interest amounting to KShs 242,536,026 will be granted. On this basis, no provision/accrual has been made in the financial

statements.
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33.  RELATED PARTY TRANSACT IONS

The Corporation has various r
The other related partjes incl

elated parties,most of who areb
ude staff of the Corporation. The following transacti

(@) Transactions with directors

(ii) Loans to staff

Interest income on these loans was KShs.10,172,466 (2005 - KShs 9,612,058).

(iii) Loans to directors

Loans to ex-directors
Loans to existing directors

52

(2005 - KsShs 1,935,043)

(b) Transaction with related companies

(i) Net premium written

(i) Claims incurred

General insurance policies taken out by related parties are at ar;
conditions similar to those offered to other clients,

Amounts dye from related parties

Amounts due to related parties

Y virtue of being shar,

. Loans

eholders and partly common directorships.
ons were carried oyt with related parties:

235,852,383 196,186,161

34,421,710
13,075,928

5,844,938
35,774,938

47,497,638 41,619,876

to staff and directors are secured by

13,791,157 25,276,566

29,541,410 2,525,524

m’slength and in the ordinary

15,380,924 1,337,240

3,800,773
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FAIR VALUES OF FINANCIAL INSTRUMENTS

Financial assets include bank balances and cash, deposits, investments, receivables, payables and certain other assets and
liabilities. The fair values of the financial assets and liabilities, with the exception of unquoted investments in shares carried at

- amortized cost are not materially different from their carrying values.

RISK MANAGEMENT
Reinsurance risk

The Corporation reinsures all classes of insurance business including accident, engineering, liability, motor, fire, aviation and
life. The bulk of the business written is of a short-tail nature.

The risk under any one insurance contract is the possibility that the insured event occurs and the uncertainty of the amount
of the resulting claim. By the very nature of an insurance contract, the risk is random and therefore unpredictable.

The Corporation has developed a detailed underwriting procedures manual covering risk acceptance criteria, pricing,
accumulation control,authority levels and reinsurance protection.The procedures guide the underwriters in their acceptances,
on the principles of prudence and professionalism as well as with an overall objective of diversifying the type insurance risks
accepted.

The Corporation enters into retrocession arrangements with reputable retrocessionaires to diversify its risks and reduce the
risk catastrophic loss on reinsurance assumed. As part of its annual renewals, the financial condition of retrocessionaires
is reviewed. As a result retrocession is placed with a select group of financially secure and experienced companies in the
industry.

Currency risk

Currency risk is the risk that the value of a financial instrument will fluctuate due to changes in foreign exchange rates.
Management believes that there is minimal risk of significant losses due to exchange rates fluctuations.

Interest rate risk

Interest rate risk arises from the possibility that changes in interest rates will affect future profitability or the fair value of
financial instruments. The Corporation has deposits with banks and investments in Government Securities which are subject
to interest rate risk. Interest rate risk to the Corporation is the risk of changes in market interest rates reducing the overall
return or increasing the cost of finance to the Corporation.The Corporation limits interest rate risk by monitoring changes in
interest rates in the currencies in which its deposits and investments are denominated.

Market price risk

Market price risk is the risk that the value of financial instrument will fluctuate as a result of changes in market prices, whether
those changes are caused by factors specific to the individual security, or its issuer, or factors affecting all securities traded in
the market. The Corporation is exposed to market risk with respect to its investments.

The Corporation limits market risks by maintaining a diversified portfolio and by continuous monitoring of developments in
stock markets. In addition, the Corporation actively monitors the key factors that affect stock movements, including analysis
of the operational and financial performance of investors. Most of the Corporation’s investments are within Kenya.
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For the year ended 31 December 2006
35. RISK MANAGEMENT (Continued)
Credit risk

Credit risk is the risk that one party to a financial instrument will fail to discharge an obligation and cause the other party
to incur a financial loss. For all classes of financial assets held by the Corporation, other than those relating to reinsurance
contracts as described in reinsurance risk above, the maximum credit risk exposure to the Corporation is the carrying value
as disclosed in the balance sheet.The Corporation seeks to limit its credit risk with respect to customers by setting credit limit
for individual customers and monitoring outstanding receivables. Premiums and insurance balances receivable comprise a
large number of customers and insurance companies mainly within Kenya as well as Reinsurance companies mainly in Africa,
Asia, and Middle East.

Liquidity risk
Liquidity risk is the risk that the Corporation will not be able to meet its commitments associated with financial liabilities
when they fall due. Liquidity requirements are monitored on a weekly basis and management ensures that sufficient funds

are available to meet any commitments as they arise. Most contracts with reinsurers and ceding companies normally require
quarterly settlements of the balances.

36. INCORPORATION
The Corporation is incorporated in Kenya under the Companies Act and is wholly owned by the Government of Kenya.

37. FRAUD AND IRREGULARITIES
There were allegations on fraud and irregular transactions spurning the period 2003 to 2006 that were brought to the
attention of Directors during the year.These allegations were investigated by Inspectorate of State Corporations, Kenya Anti-
Corruption Commission and Forensic Investigators.
The fraudulent activities involved transactions where funds due to the Corporation were diverted to acquire Corporation
assets as well as other assets. The investigations revealed that the Corporation lost about Ksh. 36 million through such

activities. The services of the Corporation’s staff who are alleged to have perpetrated these activities have been terminated
and the assets in question have been preserved awaiting finalization of legal process.This matter is also currently in court.
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For the year ended 31 December 2006

Appendix Il

Ordinary Super
super annuation 2005
Note KShs KShs KShs
Gross premium 49,658,827 446,929,447 496,588,274 387,590,319
Reinsurance (7,289,635) (65,606,719) (72,896,354) (63,373,137)
Net premium 42,369,192 381,322,728 423,691,920 324,217,182
Claims incurred (11,293,377) (129,873,839) (141,167,216) (190,132,673)
Commission (2,201,752) (71,189,970) (73,391,722) (86,197,972)
Management expenses (2,230,198) (20,071,779) (22,301,977) (12,221,992)
(15,725,327) (221,135,588) (236,860,915) (88,552,637)
Underwriting surplus 26,643,865 160,187,140 186,831,005 35,664,545
Investment Income 13,009,763 117,087,873 130,097,636 123,067,030
39,653,628 277,275,013 316,928,641 158731575
Provision for taxation (1,033,976) (9,305,786) (10,339,762) (1,017,758)
Increase in life funds 38,619,652 267,969,227 306,588,879 157,713,817
Funds at the beginning of the year 526,827,328  1,289,243,151 1,816,070,479  1,658,356,662
Funds as at 31 December 2006 565,446,980 1,557,212,378 2,122,659,358  1,816,070,479
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