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No IName Pasition Discipline Date of appointment /
Retirement
1_IMr. Mohammed N aoga IChairman Lawver Appointed — 199 june 2015
2_|Dr. Patrick Nioro e Governor Economist Appointed - 19% June 20158
3 {Principal Secretary/ Executive Economist Permanent (Ex-Officio)
National Treasy Officer
4 {Or. Mbui Wagacha Interim Economist Retired ~ 4% March 207 5
Chairpersan
5_[Prof. Njuguna Ndun U [Gaovernor ‘Economist Refired — 4% March 2015
8 {Prof. William Qgara Vember Professional Retired - 4% March 2075
7 [Mr. John Msafari Member

8
9 _Dr. Florence Muind; Member " iHuman Resource — |Refired — 3% May 2615

Central Bank of Kenya
Statement of corporate governance
For the year ended 30 June 2015
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1. Statement of Corporate Governance

The Cenfral Bank of Kenya (the ‘Bank”r'CBK" is wholly owned by the Government of Kenya. The Bank
is established by and derives jts authority and accountability from Article 231 of the Constitufion of
Kenya. The Bank js commitled to maintaining the highest standards of integrity, professionalism and
business ethics jn ail its operations,

1.1, Board of Directors

The Central Bank of Kenya Act (the “Act’) provides that the Board of Directors {the "Board") shall be
composed of g Chairpersan, a Governor, the Principal Secrefary to the National Treasury whe is g

hon-voting member and five Non-Executive Directors. Previously, aif the Board members were

appointed directly by the President of the Republic of Kenya, {the "President”) without an intermediate

vetting process. With effect from 2 May 2012, however, the Act was amended and now requires that
the Prasident appoints the Governor after the eonduct of 5 competitive process ang following the

approval of Parliament. The proposed procedure for appointing the Chairperson, although not yet

enacted, is intended tg be similar {0 the appeintment procedure applicable o the Governor, Other
than the Principal Secretary to the National Treasury who is an ex-officio member, ali the Non-
Executive Directors of the Board are appointed by the President with the approval of Parliament. Al
the Board members are appointed for terms of foyr years each and are eligible for reappointment
bravided that no Board Member holds office for more than two terms,

The Members of the Board (all Kenyans) in the year ended 30 June 2015 and their attendance of the
6 meefings held in the year were ag follows:

IManagement
Ms. Vivienne Apopo [Member ILawyer and Banker |Retired — 4" March 2015

eligible for staff loans.
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1. Statement of Corporate Governance (continued)

1.2, Secretary to the Board

The Board Secretary pravides fechnical, secretarial and logistical support to the Board and facilitatas
efficient interface between policy making and policy implementation. The Board Secretary also
advises the Board on corporate governance and legal matters. In conjunction with the Chairman, the
Board Secretary ensures good and timely information flow among the Board members, the Board
Committees and Management. Alf members of the Board and Management have access to the Board

Secretariat services.

1.3. Audit Committee

The members of the Audit Commitiee in the year ended 30 June 2015 were Dr William Ctiende Ogara
{Chairman), Mr John Gerin Msafari, Ms Florence Muindi and Ms Vivienne Yeda Apopo. The members -
are all Non-Executive Directors having experience in Accounting, Auditing, Economics, Banking,
Financial and Business Management, Muman Resource Management and Legal matters. The
Committee met once every two months and as necessary. The Terms of Reference of the Audit
Committee cover five major ateas, namely, Internal Control, Financial Reporting, Risk Management,

Internal Audit and External Audit.

The Audit Committes's mandate under Internal Control covers evaluation of control culture and in
parficular, the adequacy of the intermnal confrol systems and compliance with international Financial
Reporting Standards in preparaticn and reporting of financial statements; the overall effectiveness of
the internat control and risk management frameworks; and review of the effectiveness of the system
for monitoring comptiance with laws and reguiations.

The mandate relating to Financiai Reporting requires the Audit Committee to review significant
accounting and reporting issues and their impact on financial reports and ensure current financial risk
areas are being managed appropriately. The Audit Commitiee also ensures the adequacy of the
Financial Reporting process and reviews the Bank's monthly management accounts and annuzl
financial statements before approval by the Board and release.

With regard to External Audit, the Audit Committee reviews the appointed external auditor's proposed
audit scope, approach and audit deliverables; and reviews draft financial statements before
submission to the Auditor General. [n the absence of the Audit Committee, the review and approval of
the 2014/15 financial statements was carried out by the Chairman and the Governor.

The Committee’s mandate on Internal Audit covers review of the activities and resources of the
Internal Audif function including the effectiveness, standing and independence of Intemal Audit
function within the Bank. it alse covers review of the Internal Audit plan; and follow up of
implementation of Internal Auditors’ findings and recommendations. The Audit Commitiee reperis o
the Board of Directors an the standing and independence of the Internal Audit function within the
Bank; the review of the Internal Audit plan; and follow up of Implementation of Internal Auditors'
findings and recommendations. The Audit Committee also reporis to the Board of Directors on audit

scope, approach and deliverables.

The Members of the Audit Committee in the year ended 30 June 2015, and their attendance of the 10
meetings held in the year were as follows:

No|[Name Posifion Discipline Meetings
attended
1 |Prof. William Ogara __ |Chairman up to 13% March 2015  |Professional Accountant 10
2 [Mr. John Msafari Member up fo 315t May 2015 Business Management 10
3 _{Dr. Florence Muindi _ {Member up to 31% May 2015 Human Resource 10
4 |Ms, Vivienne Apopo  |Member up fo 13t% March 2015 Lawyer and Banker 5
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For the year ended 30 June 2015

1. Statement of Corporate Governance {continued)

s 1.4. Monetary Policy Committee {MPC)

Section 40 of the Central Bank Kenya {Amendment) Act 2008 establishes the Monetary Policy
Committes (MPC). The MPC is responsible for formulating monetary policy and is required to meetf at
least once in two manths. Members of the MPC are appointed by the Cahinet Secretary to the
National Treasury for an initial period of three years each and may be reappointed for another final

term of {hree years.

and stakeholders in the banking sector in the period provided a forum for moral
{ suasion and feedback. The forums have improved the understanding of monetary policy decisions and

enhanced the transmission mechanism of ronetary policy,

The Members of the MPC in the year ended 30 June 2015 (all Kenyan) and their attendance of the 7
meetings held in the Year were as follows:

lNo Narme Position Discipline Meetings altended
] 1_Dr. Patrick Njorage Chairman Economist -
LZ rof. Njuguna Ndung’u Chairman Economist 5
3_ Or. Haron Sirima Vice Chairman Economist 7
Li Principal Secretary/ National Treasury| Member Economist 7
5 _IProf, Francis Mwega Member Economist 7
Lj Ms. Sheila Mbijjews Member Finance -
7__IMrs. Farida Abdul Member Economist 7
_ 8 I. Charles Koari Internal - Member Economist B8
{ 8 Mr. John Birech [ Internal~ Member Economist | 71

1.8. Human Resources Committee of the Board {HRCB)

The HRCB performs an advisory role to the Board in fulfilment of the Board's Human Rescurce (HR)
oversight responsibitity, Consequently meets once every two months and when need arises to review
HR poiicies and make suitable recommendations to the Board. The HRCB also performs any other .

( HR related function assigned by the Board. During financial year 2014715, the HRCB recommended
fo the Board, policies on Occupation Health and Safety; Disability mainstreaming: Gender
Mainstreaming; Alcohol and Drug Abuse; HIV & AIDS; Sexual Harassment and the Qrganizational
Development Review framework,

The Members of the Human Resources Committee in the year ended 30 June 2015 and their
attendance of the 4 meelings held in the year were as follows:

i
!'?‘
4
Y
o
]
i

‘ { No | Nanme Pesition | Discipline | Meetings aftended
H [_Dr. Florence Muindi Chairperson | Human Resource
2 | Prof. William Ogara Member Professional Accountant
3 | Mr. John Msafari Member Business Management
4 | Ms. Vivienne Apopo Member Lawyer and Banker
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1. Statement of Corporate Governance (continued)

1.6. Financial Stability and lnvestment Commiftea

This committee meets regularly and as and when need arises to review financial stability issues and
foreign reserves management and investments policies and make suitable recommendations to the

Board.

Members of this committee who served during the year are as follows:

No | Name Position Discipline Meetings attended
11 Ms Vivienne Apopa Chairperson Lawyer and Banker 3
2 | Prof Witliam Ogara Member Professional 4
Accountant
Q Dr Mbui Wagacha Member Economist 4

1.7 Management Structure

The positions of Governer and Deputy Governors are set out in the CBK Act Cap 491 of the Laws of
Kenya. The Governor and the Deputy Governors make up the Central Bank's Senior Management
and meet regularly with the heads of the Bank's various departments as indicated on page 1, to

review the overall performance of the Bank.

Thefe are several other management committees, which advise the Governor on specific issues to
enable him to discharge his responsibilities efficiently as the Chief Executive Officer of the Bank.

1.8 Code of Ethics

1.9 internal Controls

The Management of the Bank has put in place a series of internal contral mechanisms to ensure the
reporting of complete and accurate accounting information. Procurement of goods and services is
strictly done in accordance with the Public Procurement & Disposal Act, 2005, In all operationat areas
of the Bank, workflows have been struclured in a manner that allows adequate segregation of dutfes,

1.18 Authorizations

All the expenditure of the Bank must be authorized in accordance with a comprehensive sef of Bank
policies and procedures. There js & budget and a procurement plan that is prepared and approved by
the Board before commencement of the financial year. The Board of Directors receives reguiar

1.11 internal Audit and Risk Management

The internal audit function is performed by Internat Audit Department. The Risk Management Unitis a
separate function under Banking Department and is responsible for monitoring and providing advice
on the Bank’s risk management framework. All reports of the Internal Audit Department and the Risk
Management Uniit are availed to the Audit Commitiee of the Board.
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Central Bank of Kenya
Statement of corporate governance
For the year ended 30 June 2015

2. Financial Performarnce

The Bank's financial performance is affected by monetary policy undertaken, meney supply, interest
rates and exchange rate. The Bank's financial performance is presented on page 12 of these financial

statements,

During the financial year ended 30 June 2018, the Bank’s net interest income after impairment charge
was Shs 4,245 million (2014; Shs 4,757 miillion} subject to the loan impairment adjustment. This is
due to reduction of monetary policy expenses atfributed fo the stance taken by the Monetary Poliey
Committee together with low interest rates on foreign currency denominated deposits.

The Bank’s unrealized foreign exchange gains went up significantly to a record fevel of Shs 40,740
miflion (2014: Shs 14,820 million) due to increased levels of foreign exchange reserves counled with

Trading income mainly generated from sale of foreign currency increased to Shs 8,198 miltion (2014:
Shs 2,125 million) due to movements in major foreign currency sales to the market ta stabilize the
weakening shilling and major gavernment repayments during the vear,

Administrative expenses reduced significantly to Shs 8,762 million (2014: Shs 11,435 miltion} as a
result of change in accounting policy for coin minting costs. The new policy requires recognition of the
cost of new coins not yet issued as inventory under “other assets”. Previously, coins minting costs

expected to significantly increase when the Bank issues new generation currency to comply with
constitutional requirements. Staff expenses were Shs 3,059 million: (2014; Shs 3,899 million).

The outcome of the Bank's operations was a net surplus of Shs 49,725 million (2014: Shs 13,073
miltion} that has been added to the general reserve fund.

The finanicial position for the year Is sef out on page 13. The Bank's assets decreased to Shs 805,369
milfien {2014: Shs 856,120 million}) attributed mainly to utilization of the U.5. Dollar 2 billion Eurobond
praceeds by the Government of Kenya partially offset by the impact of the weakening shifling on
foreign currency deposits held by the Bank,

Liabilities also decreased to Shs 883,736 million {2014: Shy 784,212 millien) attributed to lower
liquidity as evidenced by lower depasits from banks and government at Shs 331,316 million (2014:
Shs 448,800 miltion) and moderated by higher currency in circulation at Shs 222,178 million (2014
Shs 120,966 milfon). The decline in liabilities was further moderated by favarable exchange rates
gains recorded in the year under review compared {o the previaus year. The Bank refaxed excess
liguidity mop-up monetary policy measures resuiting in nil investments by banks for the second year

running.



Cenfral Bank of Kenya
Directors' report
For the year ended 30 June 2015

The Directors submit their teport together with the audited financial statements for the year ended
30 June 2015, which shows the state of affairs of Central Bank of Kenya (the “Bank"/"CBK").

Incorporation

The Bank is incorporated under Article 231 of the Constitution of Kenya, 2010.

Principal activities

The Bank is established and administered under the Constitution of Kenya, 2010 with the principal
object of formulating and implementing monetary policy directed to achieving and maintaining stability
in the general level of prices. It is also the, responsibiity of the Bank fo foster liquidity, solvency and
proper functioning of a stable markei-baset- financial system. The Bank also acts as banker, advisor

and fiscal agent of the Government of Kenya.

Results and dividend

The surplus for the year of Shs 48,131 million (2014: Shs 14,245 million) has been added to the
general reserve fund. The directors do not recomimend the payment of a dividend (2014: Nil).

Board of Directors

The Board of Directors who served during the vear and up to the date of this report are listed on page
1.

Auditor
The Bank is audited by the Auditor General in accordance with Secbon 12 d%Pﬁb!ic Audit Act and
the Central Bank of Kenya Act. . .

e - bk + - u— Wy

.ﬂ*‘

"By order % o
Kennedy o

Board Secretary

2{.{{ September 2015
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Central Bank of Kenya
Statement of directors’ responsibilities
Far the year ended 30 June 2015

The Directors are responsible’ for the preparation of financial statements for each financial year that
give a true and fair view of the state of affairs of the Bank as at the end of the financial year and of the
Bank's surplus or deficlt. The Directors also ensure that the Bank keeps proper accaounting records
that disclose, with reasonable accuracy, the financial position of the Bank. They are also responsible
for safeguarding the assets of the Bank.

The Directors accept responsibifity for the preparation and fair presentation of financial statements
that are free from material misstatements whether due to fraud or error. They also accept

responsibility for:

(i}  Designing, implementing and maintaining internal controf necessary to enable the preparation of
financial statements that are free from material misstatements, whether due to fraud or error;

(i) Selecting and applying appropriate accounting policies; and

(i) Making accounting estimates and judgments that are reasonable in the circumstances,

The Directors are of the opinion that the financiat statements give a frue and fair view of the state of
the financial position of the Bank at 30 June 2015 and of the Bank’s financial performance and cash

flows for the year then ended in accordance with International Financial Reporting Standards and the
requirements of the Central Bank of Kenya Act.

Nathing has come to the attention of the Directors to indicate that the Bank and its subsidiary will not
remain a going concern for at least twefve months from the date of this statement.

Signed on behalf of the Baard of Directors by:

Paﬂ:w, 3 L /i‘ul { {;s(fs‘: @, 2.

Chairmanwithe Board Governor, Central E&E{c of @a
£t T
2—..”) September 2015 -
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Central Bank of Kenya
Financial Statements
For the year ended 30 June 2015

Consolidated statement of comprehensive income

Year ended 30 June
Notes 2015 2014
Restated

Shs’ million Shs’ million

Interest income 4 6,230 5,828
[' Interest expense 5 (1,877) {1,089)
1 i Netinterest income 4,253 4,759
fncrease in loan impairment 186 (8) (2)
" 4,245 4757
|
Fees and commission income 2 3,000 3,000
Net trading income 8 8,198 2,125
Cther income 7 686 803
{ Operating income 16,129 10,685
QOperating expenses 8 {8,762) {11,436)
Operating surplus/(deficit) before unrealised gains 7,367 (751)
¢ Unrealized gains:
' Foreign exchange gain 2{d) 40,740 14,820
Fair value gain on financial assets held for trading 24 176
Surplus for the year 48,13 14,245
l Other comprehensive income
ltemns that will not be reclassified to profit or loss:
Actuartal loss on refirement benefit asset C 17 {4,343) (1,128)
Land and buildings revaluation gain / (adjustment) 18 6,937 (46)
t Total comprehensive income for the year 49,725 13,073

The notes on pages 17 to 56 are an Integral part of these financial statements.

12



Central Bank of Kenya
Financial Statements
At 30 June 2615

Consolidated statement of financial position

At
30 June 2015

Notes  Shs’ million

At
30 June 2014
Restated

Shs’ miilion

At
30 June 2013
Restated

Shs' million

Assets

Balances due from banking institutions 10 591,862 681,397 450,693
Advances to banks 14 75 50 351
Funds held with Infernational Monetary Fund (IMF) 13 (a) 4,385 692 2,684
Loans and advances 15 2,333 2,854 2545
Financial assets at fair value threugh profit ar loss 11 113,006 78,1580 77,929
Invesimenis securities — Available-for-sale 12 9 6 6
Other assets 16 4,531 4,882 4,894
Properly and equipment 18 20,743 13,813 12,0582
Iintangible assets 18 484 6349 a73
Retirement benefit assat 17 4,668 7,659 8,108
Due from Government of Kenya 20 83,163 66,138 35,560
Total assets : 805,368 856,120 596,305
Liabilities

Currency in circulation 21 222178 198,968 183,047
Depasits from banks and government 22 331,316 448,800 191,671
Bue ta International Monetary Fund (IMF) 13 {b) 125,775 130,064 118,568
Investments by banks - - 41,589
Other liabilities 23 4,487 5,382 2,585
Total liabilitles 683,736 784,212 537,470
Equity and reserves

Share capital 24 (a) 5,000 5,000 5,000
General reserve fund 24 {b) 101,843 58,055 44936
Revaluation reserve 24 () 14,790 8,853 8,899
Total equity 121,633 71,908 58,835
Total equity and liabilifies 805,369 855,120 596,305

The financial statements on pages 12 to 56 were authotised for jssue by the Board of Directors on

HQL%?{ LA M;f DS E,

_ Chairman W

Governor, Centra’\if}ank of Kenya

13
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Central Bank of Kenya

Financial Statements

For the year endeq 30 June 2015
—— YT B

Consolidated statement of changes in equity

Year ended 3p June 2014

Balance at 1 July 2013 as
breviously reported

Restatement on change in

accounting palicy for coin Mminting
costs .

As restated on 1 July 2013

Surplus for the year

Actuarial losses in refirement
benefit asset

Adjustment to revafuation reserve

Total comprehensive

income for the year

Restated balance at 30.June
2014

Note:

- The revajuation reserve refates to unreafized
not be recycled into Proiit ar foss

Notes Share General Revalua Total
Capital Reserve tion
Fund reserve
Shs? Shs’ Shs’ Shs?
miilion miillion million million
5,000 44,181 8,899 58,060
16 - 775 - 775
——— e e .—-*-—o--—_._,_ ———— e,
5,000 44,935 8,859 58,835
- 14,245
17 - (1,128)
- 13,119 (46) 13,073
5,600 58,055 8,853 71,908

The notes on Pages 17 to 56 are an integral part of thesa financial statements.
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Central Bank of Kenya
Financiat Statements
For the year ended 30 June 2015

Consolidated statement of changes in equity {continued)

Notes Share General Revalua
Capital Reserve tion
Fund reserve ol
Shs' Shs’ Shs’ Shs’
million million million miklion
Year ended 30 June 2015
Balance at 1 July 2014 as I[Q
+ previously reported 5,000 56,539 8,853 70,392 B
Restatement on change in accounting
policy for coin minting costs 16 - 1,616 - 1,516
As restated on 1 July 2014 5,000 58,055 8,853 71,908 ﬂf
Surplus for the year - 48,131 - 48,131
Land and buildings revaluation gain 18 - - 5,937 5,937 i
Actuarial losses in retirement benefit asset 17 - {4,343) - {4,343)
Total comprehensive income for the - 43,788 5,937 48,725
year
Balance at 30 June 2015 5,000 101,843 14,790 121,633
Note:

- The revaluation reserve relates to unrealized gains on valuafion of land and buildings that wiff
nof be recycled into profit or loss

- The share capital and proposed dividend reserve have been described in nofe 2 (n) and 2 (o) -!
respectively !

The notes on pages 17 to 56 are an integral part of these financial statements.



Central Bank of Kenya
Financial Statements
For the year ended 30 June 2015

Consolidated statement of cash flows
Year ended 30 June
Notes 2015 2014
Shs' million Shs’ million

Net cash (used in)generated from operating activities 25 (44,802) 219,937

Cash flows from investing activities

Purchase of property and equipment 18 {1,728) {2,782)
Purchase of intangible assets 19 (98) {9
Proceeds from disposal of property and equipment 17 an
Net (purchase) / sale of financial assets
- Fair value through profit or loss (38,352) 12,126
- Held to matutity (361,154) (2,251)
- Available-for-sale {(3) -
- Funds held with International Monetary Fund (I0F) " (3,693) 2,002
Net cash (used injffrom investing acfivities {405,009) 9,106

Cash flows from financing activities
(Repayments to) / proceeds from the International Monetary

Fund (IMF) (4,289) 11,496
Net cash (used in} / generated from financing activities {4,289) 11,49
(Decrease)!increase. in cash and cagh egjuivalents {454,100) 240,539
Cash and cash equivalents at start of year 648,965 408,426
Cash and cash equivalents at end of year 26 194,865 - 548,985

The notes on pages 17 to 56 are an integral part of these financial statements,

16
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Central Bank of Kenya
Financial Statements
For the year ended 30 June 2015

Notes

General information

Central Bank of Kenya (the “Bank"/"CBK") is established by and derives its authority and accountability
from the Central Bank of Kenya Act, Cap 491 of the Laws of Kenya (the “CBK Act"). The Bank is whoily

owned by the Governament of Kenya and is damiciled in Kenya. The Bank acts as banker, adviser and
agent of the Govemnment of Kenya.

Summary of significant accounting policies

The principal accounting policies adopted in the preparation of these financial statements are set out

. below. These policies have been consistently applied to all years presented, unfess otherwise stated.

Basis of preparation

The financial statements are prepared in compliance with International F‘inan_cial Reporting Standards
(IFRS). The measurement basis applied is the historical cost basis, except where otherwise stated in
the accounting policies below. The financial statements are presented in Kenya Shillings (Shs), rounded
to the nearest million. '

Changes in accounting policy and disclosures
New standards, amendments and interpretations adopted by the Bank

The following are the significant amendments td existing standards that have been adopted by the Bank
for the first time for the financial year beginning on or after 1 July 2014; .

AS 32(Amendment), Financial instruments: Presentation’ on offsetting financial assets and financiat
liabilities. This amendment clarifies that the right of set-off must not be confingent on a future event. [t
must also be legally enforceable for alf counterparties in the normal course of business, as well as in the
event of default, insolvency or bankruptcy. The amendment also considers setilement mechanisms, The
amendment did not have a significant effect on the Bank financiai statements.

Amendments to IAS 19 fitted ‘Defined benefit plans: employee contributions'; the amendments,
applicable retrospectively to annual periods beginning on or after 1 July 2014, clarify the requirements
that relate to how contributions from employees or third parties that are linked to service should be
attributed o periods of service. In particutar, contributions that are independent of the number of years of
service can be recognised as a reduction in the Service cost in the period in which the related service is
rendered (instead of attributing them to the periods of service). The amendment did not have a
significant effect on the Bank financial statements.

Other standards, amendments and interpretations which are effective for the financial year beginning on
1 July 2014 are not material to the Bank,

New and revised standards and Interpretations nof yet adopted

A number of new standards and amendments to standards and interpretations are effective for annual
periods beginning after 1 July 2014, and have not been applied in preparing these financial statements,

None of these is expected to have a significant effect on the consolidated financial statements of the
Bank, except the following:

IFRS g, ’Financ;ial instruments’, addresses the classification, measurement and recognition of financial

assets and financial lizbilities. The complete version of IFRS 9 was issued on July 2014, it replaces the
guidance in 1AS 39 that relates fo the classification and measurement of financial instruments.
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Notes (continued)

Summary of significant accounting policies {continued)

Basis of preparation {continued)

Changes in accounting policy and disclosures {continued)

New and revised standards and interpretations nof yet adopted {confinued)

IFRS 9 retains but simplifies the mixed measurements modal and establishes three primary
measurement categories for financial assets: amortised cost, fair value through other comprehensive
income (FVTOC!) and fair value through profit or loss (FVTPL). The basis of ciassification depends on
the entity’s model and the contractual cash flow characteristics of the financial asset. tnvestments in
equity instruments are required to be measured at fair value through profit or loss with the irrevocable

option at inception to changes In fair value in OCI not recycling.

There is now a new expecied credit losses model that replaces the incurred loss impairment madel used
in 1AS 39. For financial liabilities, there were no changes 1o the classification and measurement except
far the recagnition of changes in own credit rigk in other comprehensive income, for liabilities designated
at fair value through profit or loss. IFRS 9 relaxes the requirements for hedge effectiveness by replacing
the bright line hedge effectiveness tests. It requires an econamic relationship between the hedged item
and hedging instrument and for the *hedged ratio’ to be the same as the one management actually use
for risk management purposes. Contemporaneous documentation is still required but is different to that

currently prepared under 1AS 39.

The standard is effective for accounting periods beginning on or after 1 January 2018. Early adoption is
permitted. The Bank is yet to assess the full impact of IFRS 9 on the consolidated financial statements.

IFRS 15, ‘Revenue from confracts with customers’, deals with revenue recognition and establishes

principles for reporting useful infarmation to users of financial staterments about the nature, amount,’

timing and uncertainty of revenue and cash flows arising from an entity's contracts with customers.,
Revenue is recognised when a customer abtains control of a good or service and thus has the ability to
direct the use and obtain the benefits from the good or service. The new standard is effective for annual
periods beginning on or after 1 January 2018, and replaces [AS 11 and 1AS 18. The Bank is currenily
assessing the impact of IFRS 15 on the consolidated financial statements.

Accounting for currency expenses

The cost of unissued bank note stocks is recognised in the statement of financial position as deferred

currency costs under ‘other assets’. Bank note costs are charged to profit or loss in the year in which the

bank notes are issued.

The accounting policy for coin minting costs was changed in the year. Previously, coin minting costs
were charged to profit or loss on delivery of the coins te the Bank. Coin minting costs are now charged to
profit or loss when issued fo the public. The cost of new currency coins not yet issuad is now recognised
as inventory within ‘other assets’ consistent with the accounting for the cost of unissued bank note

stocks.
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Notes (continued)
Summary of significant accounting policies (continued)
Consolidation

Kenya Schoo! of Monetary Studies is a subsidiary of the Barntk. The Bank has the power to govern the
financial and operating policies generally accompanying a sharehalding of more than one half of the
voting rights. Subsidiaries are fuily consolidated from the date an which conirol Is transferred to the
Bank.

The group uses the acquisition method to account for busirtess combinations. The consideration
transferred for the acquisition of a subsidiary is the fair values of the assets transferrad, the Habilities
incurred and the equity interests issued by the group. Acquisition-related costs are expensed as
incurred. Identifiable assets acquired and liabilities and contingent liabilities assumed in a business
combination are measured initially at their fair value at the acquisition date.

The excess of the aggregate of the consideration transferred and the amount of any non-confralling
interest in the acquiree and the acquisition-date fair value of any previous equity interest in the acquiree
over the fair value of the Bank's share of the identifiable net asseis acquired is recorded as goodwill. 1§
this is less than the fair value of the net assets of the subsidiary acquired in the case of a bargain
purchase, the difference is recognised diractly in profit or loss.

fnter-company transactions, balances and unrealised gains on fransactions between group entities are
efiminated. Unrealised losses are also eliminated unless fhe transaction provides evidence of an
impairment of the asset fransfarred. Accounting policies of subsidiaries have been changed where
necessary to ensure consistency with the policies adopied by the Bank.

Functional currency and transiation of fareign currencies

i. Functional and presentation currency

Hems included in the financial are measured using the currency of the primary economic environment in
which the Bank operates (the “Functicnal Currency”). The financial statements are presented in Kenya
Shillings (“Shs”) which is the Bank's Functional Currency.

ii. Transactions and balances

Foreign currency transactions are translated into the Functional Currency using exchange rates
prevailing at the dates of the transactions or valuation where items are re-measured. All foreign
exchange gains and losses are presented in profit or loss within ‘foreign exchange gains/{losses)’.

The Bank’s exposure to foreign currency exchange rate risk is presented in note 28 {i).
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Notes (continued)

S-ummary of significant accaunting policies {continued}

Sale ang repurchase agreemenis

Pledged assets when the transferee hag the right by contract or custom to self or repiedge the collaterar:
the counterparty liabifity is Included i investments by banks,

Securitigs Purchased under agreements o fesell (‘reverse Fepos') are recorded ag advances to banks,
The differance betwean sgje and rapurchase price is treated as Interest ang accrued over the fife af the
agreements using the sffectiva interegt method. Securifieg lent to Counterparties ara aiso refained jn the
financia] statements,

The Bank fram time to time mops up money from the financial market ('repos’) or infects money into the

market (‘reverse repos'} with Maturities of 4 . 7 days. The Bank engages in these transactions with
Commercial banks only. These haye been discloseq in the financiaf statements ag ‘advances tq banks’
and ‘investmenis by banks',

Financia] assets and liabilities

i Financia| asseis

dat i i ions,
Financiat assels af fair valye throuah Lol or loss
This category Comprises fwo Sub-categories: financial assels classified gg heid for trading, ang financiai

assets designateq by the Ban as af fair valye through profi arioss upon initial recagnition,

taking, Derivativeg are ajsg categorised zs held for trading unjess they are designated and effectiva as
hedging instruments, All derivatives are caried g assets when fajr value js positive and ag liabilitiog
when fair vajye Is negativa.

*  the application of the fair vajue option redyres or eliminates an accounting mismatch that would
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Notes (continued)

Summary of significant accounting policies {(eontinued)
Financial assets and liabilities {continued)

i. Financial assets (continued)

Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or determinable payments that are
not quoted in an active market.

Loans and receivables are initially récognised at fair value - which is the cash consideration to originate
or purchase the loan including any transaction costs ~ and measured subsequently at amariised cost
using the effective inferest method.

The Bank operates a staff loans scheme for its employees for the provision of facilities such as house
and car loans. The loans are granied fo staff af an interest rate of 3% per annum which generally betow
the prevailing market interest rates. Loans issued at non market rates are initially be measured at fair
value {(by discounting the related cash flows using market rates of interest) and subsequently carried at
amortised cost. The difference between the fair value of the loans and the carrying amount at inception
is treated as a long term employee benefit and is accounted for as a deferred cost. The resuifing loan
adjustment account is released to interest income over the loan peried in line with the unwinding of the
discount, while the deferred cost is expensed to staff costs as the services are rendered to the Bank
over the period of the loan.

Available-for-sale financlal assels
Available-for-sale financial assets are non-derivatives that are either designated in this category or not

classified in any of the other categories. They are included in non-current assets unless the investment .
matures or management intends to.dispnse of it within 12 months of the end of the reporting period.

Available-for-sale financizal assets are measured at fzir value. Gains or losses arising from fair value re-
measwemenis are included in other comprehensive income.

ii. Financial liabilifies

The Bank's holding in financial liabilities represents mainly deposits from banks and government and
other liabilities. Such financial liabilities are initialty recognised at fair value and subsequently measured
at amoriised cost.

Cash Reserve Ratic are statutory deposits taken from commercial banks and non-bank financial
institutions for liquidity management as part of monetary policies in accordance with the Kenyan
Banking Act and are interest free.
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Notes (continued)
Summary of significant accounting policies {continued)
Financial assets and liabifities (confinued)

iii. Determination of fair value

For financial instruments traded in active markels, the determination of fair values of financial
instruments is based on quoted market prices or dealer price quotations. This includes listed equity
securifies and quoted debt instruments on major exchanges and broker quotes from Bloomberg.

A finaneial instrument is regarded as quoted in an active market if quoted prices are readily and regularly
available from an exchange, dealer, broker, indusfry group, pricing service or regulatory agency, and
those prices represent actual and regularly occurring market transactfons on an arm's Jength basis. If the
above criteria are not met, the market is regarded as being inactive. Indicators that a market is inactive
are when there is a wide bid-offer spread or significant increase in the bid-offer spread or there are few
recent transactions. .

Far all other financial instruments, fair value is defermined using valuation fechniques. In these
techniques, fair values are estimated from observable data in respect of similar financial instruments,
uging models to estimate the present value of expected future cash flows or ather valuation techniques,
using inputs,

in cases when the fair value of unlisted equity instruments cannoi be determined reliably, the
insfruments are carried at cost less impairment. The fair values of contingent liabilities and ievocahle
loan commitments cotrespond to their carrying amounts,

iv. De-recognition

Financial assefs are derecognised when the contractual rights to receive the cash flows from these:

assets have ceased fo exist or the assets have been transferred and substantially all the risks and
rewards of ownership of the assels are also transferred (that is, if substantially all the risks and rewards
have not been fransferred, the Bank tesis contro! to ensure that continuing invoivement on the basis of
any retained powers of confrol does not prevent derecognition). Financial liabiliies are derecognised
when they have been redeemed or otherwise extinguished.
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Centrat Bank of Kenya
Financial Statements
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Notes (continued)

Summary of significant accounting policies {confinued)

L
N

(f} Financial assets and liabilities {continued)

E v, Classes of financial instruments
Category {as defined by IAS 39) [Class {as determined by the Bank) 2015 2014
¥ Shs’ million| Shs' mitlion
E Financial Financial assels at  [Held for trading {World Bank Reserve 28,822 25,989
assets fair value thraugh Asset Management
- profit or loss Programme (RAMP)
E financial assets
Fixed income securifies 84,148 52,136
7 Dasignated at  [Gold holdings , 66 65
i initial
recagnition
= l.oans and Advances to banks 75 50
[ receivables -
Funds with IMF 4,385 692
N Net advances {o sfaff and banks under 2,333 2,654
i " Jiquidation '
} Due from Government loan 26,669 28,900
Government  [Overdraft facility to 36.484] 37,238
i Government :
! Balances due |Foreign denominated 523,189 417,199
ffram banking  [term deposits .
- insfitutions
lE Available-for-sale  Jnvestment SWIFT shares g 6
securities
Financial Financial liabilities at|Deposits frorn  |Cash reserve ratio and 183,661 137,289
I Eliabilities amortised cost banks current account depaosits
i Due to IMF 125,775 130,064
Deposits from Government institutions 136,780 311,511
: vi. Impairment of financial assets
, a. Loans and receivables
! The Bank assesses at each reporting date whether there is objective evidence that a financial asset or

group of financial assets is impaired. If there is objective evidence that an impairment toss on loans
carried at amortised cost has been incurred, the amount of the foss is measured as the difference between
the assets's camrying amount and the present value of estimated future cash flows (excluding future credit
losses that have not been incurred} discointed at the financial instrument's original effective interest rate.
The carrying amount of the asset is reduced through the use of an allowance account and the amount of
; the loss is recognised in profit or Joss. A loan is normally written off, either partially or in full, when there is
! no realistic prospect of recovery of the principal amount, and for a collateralised loan, after taking into
accaunt any value of the security which has been realised.
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Notes {continued)
Financial assets and liabilities (continued)

vi. Impairment of financial assets {confinued)
b. Available for safe financial assets

The Bank assesses at each reporting date whether there is objective evidence that a financial asset or
group of financial assets is impaired. If there is objective evidence that an impairment loss, the cumulative
loss — measured as the difference between the acquisition cost and the current fair value, less any
impaiment loss on that financial asset previousiy recognised in profit or loss — is remaved from equity and
recognised in profit or foss.

If, in a subsequent periad, the fair value of a debt instrument classified as available-for-sale increases and
the increase can be objectively related to an event occurring after the impairment loss was recognised in
profit or toss, the impairment loss is reversed through profit or loss,

if any such evidence exists for available-for-sale financial assets, impairment losses recognised in profit or
loss on equity instruments are not reversed threugh profit or loss.

vii. Offsetting financial instruments

Financial assets and liabilities are offset and the net amaunt reporied in the statement of financial
position when there is a legally enforceable right to set off the recognised amounts and there is an
intention to seftfe on a net basis, or realise the asset and settle the fiability simultanecusly.

Cash and cash equivalents

Cash and cash equivalents include cash in hand, deposits held at call with banks and other short-term
highly liquid investments with original maturities of three monthe or less.,

Property and eqﬁipment

Land and buildings comprise mainly branches and offices. All equipment used by the Bank is stated at
historical cost less depreciation. Historical cost includes expenditure that is directly afiributable o the
acquisition of the items. Land and buildings are stated at valuation less accumulated depreciation.
Valuations are carried out every three years.

Subsequent expenditures are included in the asset's carrying amount or are recognised as a separate
asset, as appropriate, only when it is probable that future economic benefits associated with the item will
flow to the Bank and the cost of the item can be measured reliably. The carrying amount of the replaced
part is .de-recognised. All other repair and maintenance costs are charged to profit or loss during the
financial period in which they are incurred.

Freehold land is not depreciated. Depreciation of other assets is caleulated using the straight-line
method to aliocate their cost or revatued amounts to their residual values over their estimated usefu

lives, as faliows:

L.easehold fand Ovaer the periad of the lease
Bulldings 20 years

Motor vehicles 4 years

Furnitizre and equipment 5-10 vears
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Notes (continued)
Summary of significant accounting policies (continued)
Intangible assets

Costs associated with maintaining computer software programmes are recognised as an expense as
Incurred. Development costs that are directly attributable to the design and testing of identifiable and
unique software products gentrolled by the Bank are recognised as intangible assets when the following
criteria are met;

i itis technically feasible to cormplete the software product so that it will be available for use;
ii. management intends fo complete the software product and use or sell it:
« there is an ability to use or sell the software produck;
» it can be demonsirated how the software product will generate probable future economic benefits;
* adequate technical, financial and other resources fo complete the development and fo use or sell the
software product are available; and
fil. the expenditure affributable to the software product during its development can be refiably measured.

Directly attributable costs that are capitalised as part of the software product include the software
development employee costs and an appropriate portion of relevant overheads.

Other development expenditures that do not meet these criteria are recognised as an EXpense as
incurred. Development costs previously recognised as an expense are not recognised as an assetin a
subsequent period.

Computer software development costs recognised as assets are amortised over their estimated useful
lives, which does not exceed three years.

Acquired computer soffware licences are capitalised on the basis of the costs incurred fo acquire and
bring to use the specific software, These costs are amortised on the basis of the expected useful lives,
Software has a maximum expected useful life of 5 years.

Impairment of non-financial assets

Assels are reviewed for impairment whenever events or changes in circumstances indicate that the
carrying amount may not be recoverable, An impairment loss is recognised for the amount by which the
asset's carrying amount exceeds its recoverable amount. The recoverable amount is the higher of an
assel's fair value less cosis to sell and value in use. Far the purposes of assessing impairment, assets
are grouped at the lowest levels for which there are separately idenfifiable cash flows (cash-generating
units). The impairment test also can be performed on a single asset when the fair value less cost to sell
or the value in use can be determined refiably, Non-financial assets that suffered impairment are
reviewed far possible reversal of the impairment at each reporting date.

Employee benefits

The Bank operates a defined henefit and defined confribution pension schemes. The schemes are
funded through payments o trustee-administered funds on a monthly basis.

On the deflned contribution scheme, the Bank pays fixed contributions to the scheme. The payments are

charged to the profit or loss in the year to which they relate. The Bank has no further payment obligation

once the confributions have been paid.

The defined benefit plan defines an amount of pension benefit that an employee will receive on
relirement, dependent on age, years of service and compensation. .
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Notes {continued)
2 Summary of significant accounting policies {continued)

{k} Employee benefits {continued)

The asset recognised in the statement of financial position in respect of defined benefit pension plans is ’
the present vaiue of the defined benefit obligation at the end of the reporting period less the fair value of

plan assets, together with adjustments for unrecognised past-service costs, The defined benefit

obligation is caloufated annuatly by independent actuaries using the projected unit credit method. The

bresent value of the defined benefit obligation is determined by discotinting the estimated fufure gash

outiows using interest yieid on government securities that are denominated in the currency in which the

The Bank’s post-employment amounts and activity are disclosed in Nofe 17,

The Bank and ajj its employees contribute to the National Social Security Fund, which is a defined
contribution scheme.

A defined contribution plan is g retirement benefit Plan under which the Bank pays fixed contributions
into a separate entity. The Bank has no legal or constructive obligations to pay further confributions if the
fund does not hold sufficient assets o bay all employees the henefits relating to employee service in the o
current and prior periods. :

The Bank’s contributions to the defined contribution scheme are charged fo the profit or loss account in _
the year in which they fail due. Ii

The estimated monetary liabifity for employees’ acorued annual leave entittement at the reporfing date jg
recognised as an expense acerual.

(I} Income tax
Section 7 of the Income Tax Act exempts the Bank from any faxation imposed by iaw in respect of : m

income or profits. This exernption includes stamp duty in respect of instruments executed by or on behalf P
of the Bank, '
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Notes (continued)
Summary of significant accounfing policies (continued)
Provisions

Provisions are recognised when: the Bank has a present legal or constructive obligation as a result of past
events; it is probable that an autflow of resources will be required to settle the obligation; and the amount has
been reliably estimated. Provisions are not recognised for future operating losses.

Where there are a number of similar obligations, the likefihood that an autflow will be required in settfement is
determined by considering the class of obligations as a whole. A provision is recognised even if the likelihaod
of an outflow with respect to any one item included in the same class of obligations may he small,

Provisions are measured at the present value of the expendifures expected to be reguired to seftle the
cbligation at a rate that reflects current market assessments of the time value of money and the risks specific
to the obligation. The increass in the provision due to passage of time is recognised as interest expense.

Dividend payable

The Centrat Bank of Kenya Act (Cap 491) allows the Bank to retain at least 10% of realized income after
taking into account expenses. In addition to this, the Board of Directors in the year 2007 set a policy that all
dividends shall be net of unrealized income and other revaluations gains in addition to the retention allowed

by the Act.

Dividends on ardinary shares are charged to equity in the period in which they are declared.
Share capital

Ordinary shares are classifted as ‘share capital' in equity.

Leases .

Bank as lesseg

The leases entered into by the Bank are primarily operating leases. Paymenis made under operating leases
(net of any incentives received from the lessor) are charged {o the income statement on a straight-line basis
over the period of the lease.

Bank as legsor

The group [eases certain property, plant and equipment where it does not transfer substantially all the risks
and benefits of ownership of the assets. The operating leases generate rental income which is recorded in the
income statement on a straight-line basis over the period of the lease.

Interest income and expense

Interest income and expense for all interest-bearing financial instruments are recognised in profit or lass using
the effective interest method.

The effective interest method is a method of calculating the amortised cost of a financial asset or liability and
of allocating the interest income or interest expense over the relevant peried. The effective inferest rate is the
rate that exaclly discounts estimated future cash payments or receipts through the expected life of the
financial instrument to the net earrying amount of the financial asset or liability on initial recognition. When
caleulating the effective interest rate, the Bank eslimates cash flows considering all contractual terms of the
financial instrument, and any revisions to these estimates are recognised in the income statement. The
calculation includes amounts paid or received that are an integral part of the effective interest rate of a
financial instrument, including transaction costs and all other premiums or discounts.
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Notes (continued)

Summary of sighificant accounting poli.cies {confinued}
Fee and conunission income

Fees and commissions are generally recognised en an accrual basis when the service has been provided.

The Bank earns from the Government of Kenya a commission of 1.5% of amounts raised through its agency
role in the issuance of Treasury bills and bonds. The annual commission income is limited to Shs 3 billion as
per the agreement between the Bank and the National Treasury effective 1 July 2007. in addiion, the Bank
earns commissions from other debt instruments issued to meet funding requirements of State Corporations.

Commitments on behalf of the Kenya Government and National Treasury

The Bank issues Treasury bills and bonds on behalf of the National Treasury. Commitments arising on such
transactions on behalf of Kenya Government and the National Treasury are nof included in these financial
statements as the Bank is involved in such transactions only as agent.

Currency in circulation

Notes and coins in circulation are measured at face value of the jssued currency. This represents the
nominal value of all bank notes and coins held by the public and commercial banks.

Inventories

The Bank’s inventory is comprised of new curency not issued. Inventories are stated at the sum of the
production costs. Cost is determined using the first-in, firsi-out (FIFO)} method.

Bank notes printing expenses and coin minting costs for each denomination which include ordering, printing,
minting, freight, insurance and handling costs are initielly deferred. Based on the curency issued info
circulation, the respective proportional actual costs incurred are released to the profit or loss from the
deferred costs account. The deferred amount is recognised as prepayment and represents un-issued bank
notes and coins stock.

Loan due from the Government of Kenya

The loan due from the Govemment of Kenya arose from overdrawn accounts which were converted fo a loan
with effect from 1 July 1997 after an amendment to the Centraf Bank of Kenya Act to limit the Bank's lending
to Government of Kenya to 5% of Government of Kenya audited revenue.

On 24 July 2007, a deed of guarantee was signed beiween the Government of Kenya and Central Bank of
Kenya in which the Government agreed to repay the loan at Shs 1.11 billion per annum over 32 years at 3%
interest per annum. The security held is lien over cash balances, stock, treasury bonds and such other
government securities as are specified in Section 46(5) of the Central Bank of Kenya Act.

The loan due from the Government of Kenya is categorised as a loan and receivables and is measured at
amortised cost.
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Notes (continued)

Summary of significant accounting poficies {continued)

(w} Funds held at/ due fo International Monetary Fund {IMF)

Kenya has been a member of the international Monetary Fund (IMF) since 1966. The Bank is the designated
depository for the IMF's haldings of Kenya's currency. [MF currency holdings are held in the No. 1 and No. 2
Accounts, which are deposit accounts of the IMF with the Bank. Borrowings from and repayments to the IMF
are denominated in Special Drawing Rights (SDRs). The SDR balances in IMF accounts are transiated into
Shillings at the prevailing exchange rates and any unreafized gains or losses are accounted for in
accordance with accounting policy on forelgn currencies.

On a custodial basis, the Bank holds a non-negotiable, non-interest bearing and en cashable on demand
security issued by the Treasury in favour of the IMF in its capacity as the IMF's depository. The security
festted is in part payment of Kenya's quota of IMF shares.

(x) Comparatives

3

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

Critical accounting estimates and judgements in applying acceunting policies

(i} Critical estimates in applying the entity's accounting policies

The Bank makes estimates and assumptions that affect the reported amounts of assets and liabilities within
the next financial year. Estimates and judgements are continually evaluated and are based on historical

experience and other factors, including expectations of fulure events that are believed to be reasonable
under the circumstances.

a. Post-retiremenf benefits
Post-refirement benefits are long term liabilities whose value can only be estimated using assumptions about
developments over a long period. The Bank has employed aciuarial advice in arriving at the figures in the

financial statements (Note 17 which includes assumptions). The Board of Directors considers the
assumptions used by the actuary in their calculations to be appropriate for this purpose.

b. Loans and advances

Critical estimates are made by the management in determining the recoverable amount of impaired loans
and receivables.

c. Fairvalue of financlal assets

The fair value of financial instruments that are not traded in an active market and off market loans are
determined by using valuation techniques.

d. Property and equipment

Land and buildings are caried at fair vaiue: representing open market value determined periodicalty hy
internal professional valuers.

(1) Critical judgements in applying the entity’s accounting policies

In the process of applying the Bank's accounting policies, management has made judgements in
determining: '
» the classification of financial assets and leases
» whether assets are impaired.
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Notes (continued)

Interast income 2018 2014
Shs'millien  Shs’ million
Financial assets - held to maturity 1,878 1,363
Loans and advances 3,860 4,116
Financial assets at fair value through profit or loss 492 359
6,230 5,828
Interest income from loans and advances comprises:
Due from Government of Kenya - loan 825 858
Due from Government of Kenya - overdraft 2,240 2,263
Staff loans and advances 260 256
Advances fo banks 204 508
Local commercial banks overnight loans 85 71
Other interest income 266 163
3,860 4,116
interest expense
Interest on monetary policy issues — investments by banks 1,894 1,028
Interest paid fo IMF 83 40
1,977 1,069
Net trading income
Net gain on sale of foreign exchange currencies 8,169 2,182
Net gain/{loss) on held for {rading financial assets 28 {587}
8,188 2,125
Other income )
Licence fees from commercial banks and foreign exchange bureaux 248 220 {
Penalties from commercial banks and foreign exchange bureaux 16 21
Rent income from Thomas De La Rue Kenya Limited 2 2
Kenya School of Menetary Studies operating income - hospitality services
and fuition fee 372 467
Gain on dispasal of property and equipment 17 30
Miscellaneous income 31 63 |
I
686 803
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Notes (continued)

Qperating expenses

Employee benefits {Note §)

Currency production expenses

Property maintenance and utifity expenses
Depreciation (Note 18)

Amortisation (Note 19)

Provision for impairment loss on other assets (Mote 18)
Auditor's remuneration

Loss on financial assets at fair value through profit or loss
Transport and travelling

Office expenses

Postal service expense

Legal and professional fees

Other administrative expenses

Currency production expenses for 2014 and 2013 have been restated as a result of the change in the
accounting policy for coin minting costs as follows (see also note 1 8):

As previously reported

Restatement on change in accounting policy for coin minting costs

As restated

Employee benefits

Wages and salaries

Medical expenses

Other staff costs

Directors’ emolurnents (Note 27)

Net credit relating to the retirement benefit asset {Mote 17)

2015 2014 2013
Restated Restated
Shs’ million Shs’ million Shs' million
3,059 3,895 3,645
1,965 3,924 1,621
1,203 1,128 903
733 585 823
243 343 345
- 21 1683
] 6 &
- - 16
185 188 178
195 195 160
126 112 138
83 42 112
980 591 501 ©
8,762 11,436 8,629
2014 2013
Shs’ miition Shs' million
4,665 2,396
(741) {775)
3,924 1,621
2015 2014
Shs' million Shs’ mitllion
3,614 3,834
200 195
424 3
52 48
(1,241} (568}
3,059 3,809
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Notes (continued)

Balances due from banking institutions

Current accounts

Foreign denominated term deposits
Accrued interest on term deposits

Special project accounts

Domestic foreign currency cheque clearing
Repos clearing and regional central banks

Cash in cash and cash equivalents (note 26}

Foreign denominated term depaosits
Accrued interest on term depasits

2014

25
Shs' million Shs' million
31,118 50,343
125,542 380,956
475 . 235
25,778 199,588
11,704 14,088
173 181
194,790 645,379
397,172 36,016
- 2
591,862 681,397

Special project accounts relate to amounts recejved by the Government of Kenya (or its ministries} for
specific projects or purposes. An equal and corresponding liability is recorded and disclosed under “Deposits
frorn banks and government {note 22)". The movement in the year is mainly attributable to the drawdown of
the proceeds of the U.S, Dollar 2 biflion Euro bond by the Government of Kenya.

Financial assets at fair value through profit or loss

. & Designated at initial recognition

Gold holdings

Movements in gold haldings are due to mark to market movements.

b. Held for trading

Fixed income securities
Fixed income securities under World Bank RAMP

2015 2014

Shs’ miflion Shs’ million
66 65

84,118 52138
28,822 25,885
112,940 78,125
113,008 78,120
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Notes {continued)

12 Investments securities - Available-for-sale 2014 2014
Shs' million Shs’ million

—

i Unlisted equity securities 9 6
. At start of year 6 -
l Additians 3 6

At end of year 9 6

—

“Unlisted equity securities” relate to the Bank’s investment in shares of the Society for Worldwide Interbank
Financial Telecommunication (SWIFT) which is a member owned co~operative with its headquariers in
Belgium. The Bank held 24 (2014 16) SWIFT shares at 30 June 2015,

[ T

13  Funds held at/ due to International Monstary Fund (IMF)

2015 2015 2014 2014

¢ SDR million Shs’ million SDR miilion Shs’ million
{a) Assets

IMF balances (SDR asset account) 3z 4,385 b 692

{b} Liahilities : .
International Monetary Fund Account No. 1 19 2,631 19 2,651

{ International Monetary Fund Account No. 2 - 2 - 2
International Monetary Fund — PRGF Account 631 87,236 683 82,308

IMF - SBR Allocation account 260 35,906 260 35,093

910 125,775 862 130,064

1 The Nafional Treasury is the Government of Kenya's Fiscal Agent. Commitments arising on transactions
between IMF, Kenya Government and the National Treasury are not included in these financial
statements as the Bank is not the Government's fiscal agent.

Kenya's quota in IMF of SDR 271.4 million (20614: SDR 271.4 miliion) and allocations of SDR 258.3
miltion (2074: 258.3 million) are not included in the financial statements of the Bank as these are booked
in the National Treasury with the Government of Kenya's Fiscal Agent.

¢ 14 Advances fo banks 2015 2014
Shs' million  Shs’ million

Treasury bonds discounted 38 38

Treasury bills discounted 36 11

Accrued interest 1 1

{ - 75 o0

All advances to banks are recoverable within one year,
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Notes (continued)

Loans and advaneges

Due from banks under liquidation
Advances o employsag

Allowancs for r'mpairment
Net advances

Movament in the loan r'mpar'rment allowance is as follows:
Al start of Year
Increase in impairment allowance

At end of Year

determined by the Bank,

Other assefs

Prepayments
Deferred CUrrency EXpenses
Sundry debtors .
ltems in the Course of Collection

Provisian for IMpairment

Mavemeng in the impairment allowance jg as follows:
At start of year
Increage in fmpairment allowance

At end of Year

as aliowed by Section a5 of the
resort” tn financiaf institutions in difﬁculiy. Commergig banks
review, The overnight lending atfracts gn interest at the Central

2015
Shs' mitlior;

3,656
2,365

—————

6,021
(3,688)

———

2,333

hm‘hzha%m

3,880
8

—————

3,688

-‘_‘"““hnn—.__,__.

Act, the Bank may
did not ufflise this facility in th
Bank of Kenya Rate ("CBR") plus g margin

2018 2014
Restateg
Shs’ million Shs’ mitfign
526 658
3,704 3,788
5,102 5,218
82 70
——— —_—_—
9,414 8,742
(4,883) (4.860}
—_— —_—
4,531 4,882
4,860 4,839
23 21
—_ —_——
4,883 4,860

act as the

lender of last
€ year under

2013
Restateq
Shs’ million

115
4,252
5,212

154

—

9,733
(4,839)

—__"“-—-—-—._______

4,894
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Notes {continued)

Other assets (continued)

Deferred currency expenses have been restated in 2014 and 2013 as a result of the change in accounting

policy for coin minting costs as below (see afso nofe 8):

Deferred currency expenses

As previausly reperted

Restaternent on change in accounting policy for coin minting costs:
- QOpening balance

- Credit to profit or loss in the year

As restated

17 Retirement benefit asset

Present value of funded obligations
Fair vaiue of plan asseis
Adjustment to retirement benefit asset related to asset ceiling®

Asset in the statement of financial position

Reconciliation of asset in the statement of financial position

At start of year

Net income recagnised in the inceme statement
Net income/(expense) recognized in other comprehensive income (QCH)
Adjustment to retirement benefit asset recognised though QCI — asset ceiling*

Employer contributions

At end of year

Movements in the plan benefit obligation are as follows:

At start of year

Current service cost nef of employees' contributions
Interest cost

Employee contributions

Actuarial {loss)/gain

Benefits paid

Atend of year

2014 2013
Restated Reastated
Shs’ million 8hs’ miflicn
2,250 3,477
775 -
741 775
3,766 4,252
2015 2014
Shs’ million Shs’ miliion
17,820 17,006
(27,156) (24,665)
4,668 -
{4,668) {7.659)
7,659 8,108
1,241 565
325 (1,126}
(4,668) -
111 1142
4,668 7,659
17,006 13,065
404 457
2,160 1,779
55 &5
(863) 2,318
(942) (668}
17,820

17,006
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17 Retirement benefit asset (continued)

Movements in the plan assets are as fallows:

At start of year

Expected return on scheme assets
Actuarial (loss)/gain
Employer contributions
Employee contfributions
Benefits expenses paid
Adjustment for previous Year values

At end of year

The amounts recagnised in profit or loss for the year are as follows:

Expected return on scheme assets

Adjustment for previous year values

Current service cost net of employees' contribufions
Interest cost

Net charge for the year included in employee benefits (Note 9)

Plan assets are distributed as follows:

Quoted shares

Investment properties

Government of Kenya freas ury hills and bonds
Commerclal paper and corporate bonds
Offshore investments

Fixed and term deposits

2015

2014
Shs’ million  Shs’ milfion

24 665 21,173
3,208 2,858
(539) 1,191
111 112
56 55
(942} (667)
600 (57)
27,156 24 665
3,205 2,858
600 (57)
(404) {457)
(2,160) (1,778)
1,241 565

2015 2014
Shs’ million %  Shs’ million %
10,770 40% 9,865 40%
4,137 18% 3,035 12%
7,543 28% 7.217 29%
1,928 7% 1,590 7%
2,438 9% 2,095 9%
342 1% 859 3%
27156  100% 246658 100%

*Amendments to the Retirement Benefits Act (Cap 187) on the treatment of the surplus in a defined benefit
schere were published in June 2015. The impact of the amendments is that the Sponsor can only recognize
-up to 50% of the surplus in a scheme. The impact has been presented in these financial statements as an

“adjustment to retirement benefit asset related {o asset ceiling”.
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Notes (continued)

Retirement benefit asset (continued)

The principal actuaria! assumptions at the reporting date were: 2015 2014

Discount rate {p.a.} 12.9% ' 12.9%
Salary increase (p.a.) 10.9% 10.9%
Expected return on plan assets (p.a.) 12.9% 12.9%
Future pension increases 3.0% 3.0%

Sensitivity analysis

The effect of certain changes to the- financial -and demographic assumptions is
analysed bhelow:

Base Discount Discount Salary rate Salary rate Demographic
rate -1%  rate+1% 1% +1% assumptions
+10% -10%

Shs million Shs million Shs million Shs million Shs millionShs million Shs million
Net asset at start of year 7,659 7,659 7,650 7,659 7,658 7,659 7,659

Net expensé recognised in profit .

or loss 1,249 1,184 1,281 1,259 1,222 1,246 1,236
Net expense recognised in Q0! 324 {1,225) 1,650 495 146 490 146
Adjustment (o retirement benefit

assel recognised through OC!

- asset ceiling {4,867} (3,870) (5,350)  (4.762)  (4,569) (4,753  (4,575)
Employer contributions 111 111 1t 111 111 it 111
Net asset at end of year 4,668 3,869 5,351 4,762 4,569 4,753 4577

The above sensitivity analyses are based on & change in an assumption while holding all other assumptions
constant. In practice, this is unlikely to oceur, and changes in some of the assumptions may be correlated.
When calculating the sensitivity of the defined benefit obligation fo significant actuarial assumplions the
same methed (present value of tha defined benefit obligation calculated with the projected unit credit method
at the end of the reporting period) has been applied as when calculating the pension liability recognised
within the statement of financial position.
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18 Property and equipment

Freehold Leasehold Work in Motor Furniture Total
land and land and progress vehicles and
Buildings buildings equipment
Shs’ Shs’ Shs’ Shs’ Shs’ Shs’
million mitlion million million million millicn
Year ended 30 June 2014
Opening net amount 2,897 4,693 2,108 136 2,296 12,052
Additions - - 2,873 71 348 2,792
Disposals - - - (35) (4) (39)
Charge for the year (77} {340) - (66) (580) {985)
Reversal of charge on
disposais - - - 35 4 39
Adjustment to revaluation
reserve (48} - - - - (46)
At end of year 2774 4,953 4,481 i1 2,064 13,813
At 30 June 2014
Cost or valuation 2,929 4,893 4,481 364 3,972 16,639
Accumulated depreciation (155) (540) - {223) {1,908) (2,826)
Net book amount ‘ 2,774 4,353 4,481 141 2,064 13,813
Year ended 30 June 2015
Opening net amount 2,774 4,353 4,481 141 2,084 13,813
Additicns - - 1,437 40 249 1,726
Revaluation gain 3,346 1,564 - - - 4,910
Disposats . - - {34} - {34)
Charge for the year (73) (259) - (93} (308) {733)
Reversal of charge on
revaluation 228 799 - - - 1,027
Reversal of charge on
disposals - - - 34 - 34
At end of year 6,278 6,457 5,918 88 2,005 20,743
At 30 June 20156
Cost or valuation 6,275 6,467 5,918 370 4,221 23,241
Accumulated depreciation - - - {282) (2,218) (2,498)
8,457 5,918 a8 2005

Net book amount 6,275

20,743
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Notes (continued)

b 18 Property ang efquipment (continued)

* The Bank's residential properties are gji owner-occupied, {n catrying out the valuation, the Bank has

| included in tand and buildings is Jang in Kisurnu angd Mombasa, valyed at Shs 627 miiion (2014: Shs 4gg
milifon), for which the Bank js in the fina( stage of registration of tiftes. The Bank is In possessijon and
accupies all the Praperties. Work in Progress at 30 June 2015 and 2014 relates to angoing development at

39

the Kenya Schoof of Monetary Studies,
19 Intangibie assets Software Work-in- Tofal &
Progress
Year ended 30 June 2014 Shs' million Shs” million Shs’ miltion
f Cost
At start of vear 1,618 - 1,618
Additions - g g
————— —_—
At end of year _ 1,618 9 1,627
Accumulated amortisation
At start of year 645 - 645
Amertisation for the year 343 - 343
—————— —_—
At end of year 988 - 988
—_— —_—
Net carrying value 630 g 63g
Year ended 30 June 2015 - " o
Cost
At start of yegr 1,618 g 1,627
Additions a8 - 98
Transfers 7 (7 -
—_— _—_
At end of year 1,723 2 1,725
Accumulated amortisation
Al start of year 088 - 888
Amortisation for the year 243 - 243
B —— —————— . -__—_"'———--—______'
At end of year 1,231 - 1,231
— —_—
Net carrying value 492 2 494
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Notes (continued)

20156 2014

Bue from Government of Kenya
Shs' million  Shs” million

Qverdraft 36,494 37,238
Gavernment loan 26,669 28,900

63,163 66,138

The Government of Kenya overdraft account is used to fund the treasury bills and interest related aceounts
that overdraw as a result of shortfalls from primary issues in the market. Whenever the previously funded
account receives funding as a result of proceeds from primary issues of call-ups, the overdraft account is
refunded the previously owed amount.

Section 46(3) of the Central Bank of Kenya Act sets the limit of the Government of Kenya’s overdraft facility
at the Bank at 5% of the Gross Recurrent Revenue as reported in the |atest Government of Kerya audited
financial statements. The limit for the year ended 30 June 2015 was Shs 39,123 miftion (2014: Shs 34,187
mitlion) based on the gross recuirent revenue for the year ended 30 June 2013 (which were the latest
audited financial statements at the start of the year), which was Shs 782,468 million, and interest js charged
at the Central Bank Rate currently at 11.5%.

The Bank has issued a loan to the Government of Kenya. Principal repayments of Shs 550 million plus
interest accruing are paid half yearly. The movement in the balance in the current year includes the
repayment of principal of Shs 1,100 million for the prior year which was not setlled at 30 June 2014,

Gurrency in circuiation 2015 2014
Shs’ million  Shs’ million
Kenya bank notes 215,190 193,640
Kenya coins ) 6,988 6,326
222,178 199,866

Movement in the account was as follows:
At start of year 199,966 183,047
Deposits by banks (489,768) (458,504)
Withdrawals by banks 512,011 475,504
Decommissioned currency (31) (81)
At end of year 222178 199,966
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22 Deposits from bariks and government 2015 2014
Shs’ million Shs’ million

Local commercial banks clearing accounts and cash ratio reserve 176,520 123,765
Local banks foreign exchange settlement accounts 17,054 13,476
External banks foreign exchange settfement accounts 37 47
Other public entities and project accounts 32,185 207,838
Government of Kenya 106,520 103,675
331,316 448,800

specific projects or purposes, An equal and corresponding asset is recorded and disclosed under "Balances
due from banking institutions (note 10)". The movement in the year is mainly attributable to the drawd own of
. the proceeds of the U8, Dellar 2 billion Euro buqd by the Government of Kenya,

23 Other liabilities 2015 2014

Shs’ million Shs' million

Impersonal accounts 3,496 1,654

i Sundry creditars 409 1,659
Bonds pending payables 109 1,331

Refundable deposits 283 5882

Leave accrual 122 118

Gratuity to staff members 48 38

4,467 5,382

Impersonal accounts includes accounts to which the Bank posts amounts from the National Treasury
temporarily pending allocation fo a Government of Kenya ministry,

24 Equity and reserves

. {a) Share capital Authorised Authorised
share capital share capitai

Shs’ miliion Shs’ miflion

Balance at 1 July 2013, 30 June 2014 and 30 June 2015 5,000 5,000

Ownership of the entire share capital is vested in the Principal Secretary to the National Treasury,
d (b) General reserve fund
The general reserve fund comprises of unrealised and realised reserve funds,

The unrealised reserve fund comprises unrealised foreign exchange gains/(losses), fajr value gains/{losses)
on financial assets held for trading and actuarial gainsi(losses) on the retirement benefit asset. Unfil such
gains are realised, they are not available for distribution. The unrealised reserve fund acls as a cushion
against any significant future exchange losses which may arise from the appreciation of the Kenyan Shilling
against other international cuirencies, :
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Equity and reserves (continued)

General reserve fund (continued)
Capital reserve account

The capital reserve account (or "CR") was established the Bank’s Board af Directors in the financial year
2011/12. On an annuat basis, the amount to be spent to finance capital projects is transferred from the
realised reserve fund to the CR. The CR is permanent in nafure and can only be available for enhancement
of share capital when need arises. At 30 June 2015, the reserve had Shs 11,268 million (2014: Shs 7,445
million).

Presently, the Bank is expected to undertake prejects to comply with constitutional requirements. These
include production of new generation currency, support to County and National Governments, and
instaliation and upgrade of robust 1T software and infrastructure hence the need to retain adequate reserves
te fund these intiatives.

2015 2014 2043

Restated Restated

Shs’ million Shs’ million Shs’ miilion

Unrealised reserve fund 81,944 45 538 31,668
Realised reserve fund 19.899 12.517 13.268
101,843 58,055 44,938

Currency production expenses for 2014 and 2013 have been restated as a result of the change in the
accounting policy for coin minting costs as expiained in note 2 (). The impact of the adjustment on the
generai reserve fund is as illustrated below. See also the ‘Consolidated statement of changes in equity’, note
8, note 16 and note 30,

2014 2013

Shs’ million Shs’ million

As previously reported 56,539 44,181
Restatement on change in acceounting policy for coin minting costs 1.516 775
As restated 58,055 44,936

Revaiuation reserve

The revaiuation reserve relates to unrealized gains on valuation of land and buildings that wilf not be
recycled into profit or [oss. See also note 18.
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25 Cash generated from operations 2015 2014
Shs' million 8hs’ million
Reconciliation of net surplus to cash flows from operations:
Surplus for the year 48,131 14,245
Adiustments for:
. Depreciation (Note 18) 733 985
Amortisation (Note 19) 243 343
Gain on disposal of Froperty and equipment (Note 7) {17) (30}
Net credit refating to the refirement benefit asset (Note 17) (1,241) (568)
Employer contributions an the defined benefit asset (Note 17) (t11) (112)
Changes in working capital:
Leans and advances 321 (9)
Other assets 351 12
Due from Government of Kenya 2,875 {30,178)
Currency in circulation 22,212 16,919
Deposits (117,484} 257 129
Other fiabilities (915) 2,787
Investments by banks - (41,589)
Net cash (used) / generated from operations (44,802) 219,937
£
26 Cash and cash equivalents
For the‘purpose of the statement of cash flows, cash and cash eqUivalents include:
( 2015 2014
Shs’ million Shs’ million
Balances due from banking institutions (Note 10) 194,790 645,379
Financial assets - held for trading (Note 28) - 3,536
Advances to banks {Note 14y - 75 50
184,865 648,965
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27 Related parly transactions

in the course of its operations, the Bank enters into transactions with refated parties, which include the
Government of Kenya (the ultimate owner of the Bank) and the Kenya Depesit insurance Corporation
(formerly, the Deposit Protection Fund Board - a corporation established by law as a deposit insurance

of faited member institution, It is managed by
a Board comprising the Governor of the Central Bank of Kenya as the Chairm an).

scheme to provide cover for depositors and act as a liquidator

The main transactions include ordinary banking facilities fo government ministries included in Note 22 and

lending to the Government of Kenya included in Note 20,
{i) Loans

The Bank extends loan facllities to the Governor and the De

Loans fo executive director
At start of the year
Loan repayments

At end of the year

Loans to key management personnel

At start of the year
Loans advanced during the year
Loan repayments -

At end of the year

(i) Directors’ emoluments:

Fees {o non-executive directors
Other remuneration to executive directors
Gratuity for the Governor, who retired in the year

puty Goaverners and other key managemnent
personnel. The advances are at preferential rates of interest determined by the Bank,

2015 2014
Shs’' million  Shs’ million
B 13
(8 (5
- 8
71 77
- 17 -
(23) (23}
48 71
20 15
20 30
22 -
62 45
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! 27 Related party transactions {continued) 2015 2014
i Shs’ miltion  Shg’ milfion
{iii} Remuneration to senior management 171 196
{iv) Post—em Ployment pension to senior management 10 10

(v) Government of Kenya

Due from Government of Kenya (Note .‘5_0} 63,163 66,138

Transactions entered info with the Government include:
i Banking services;

fi. Management of issue and redemption of securities at a commission and; i
fil.  Foreign Currency denominated debt selflement and other remittances at a fee, i
4
{vi) Kenya Deposit Insurance Corporation {KDiC) f‘;
The Bank has a cloge working relationship with the KBIC (formerly the Deposit Protection Fund Board), an !J
entity incorporated under the Banking Act, and provides it with staff and office accommodation, Certain costs J
incurred on behalf of the KDIC are fully reimbursed to the Bank.

The balance outstanding from the KDIC and included in other assets as at year end was Shs 2.5 million
{2014: Shs 18.9 mittion).

(vii) Kenya Schoof of Monetary Studies (KSMS)

The Kenya School of Monetary Studies {the "School"} js a registered iegal entity 99 % owned by the Bank
{ and 1% by the National Treasury has been consolidated in these financiaf statements.

The transactions and balances between the Bank and KSMS are as foliows:

2015 2014 |

Shs’ million Shg’ milfion Ef

Grants from CBK 460 418 3

Budgetary support 498 402 i
Receivable from KSMS 58 58

{viil) Central Bank of Kenya Pension Fund and Banki Kuu Pension Scheme 2012

The pension schemes (that is, the defined benefit and defined contribution schemes) are managad and
administered by the Secretariat appainted by the sponsor. :
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28 Financial risk management objectives and policies

The Bank's activities expose it to a variety of financial risks, including credit risk and the effects of changes

in debt and equity market prices, foreign currency exchange rates and interest rates, The Bank's overall risk :
Mmanagement programme focuses on the unpredictability of financial markets and seeks to minimise ﬂ
potential adverse effects on jts financial performance.

Risk management is carried out by the Finance depariment under policies approved by the Board of
Directors. Other argans that monitor the assessment and management of risks within the Bank include: ﬂ

Board Audit Committee, Internal Audit Department and Risk Managemernit Unit.

{a) Strategy in using financial instruments ]

Governed by the Bank's reserve management policy of safe investment, liquidity and return, respectively, 1
the Bank, with a prudent approach, subjects its foreign exchange reserves to investments in international g

markets.

The Bank is exposed to credit, market and liquidity risks due to the aforementioned operations. The
financial risks that arise during the management of foreign exchange reserves are the outcome of an
investment choice. Nevertheiess, the Bank endeavours fo minimize such risks by managing them with a

conservative approach.

Foreign exchange reserves gré managed by observing the investment criteria defined in the Bank's
Guidelines on Foreign Exchange Reserves Managemenit,

{b) Risks facing the Bank

The following are the main types of risks that the Bank is exposed to in the course of executing its
operations:

* Financial risks include: * Non-financial risks include:
- Credit risk - Operational rigk
- Market risk: - Human resource risk
. Interest risk - Legalrisk

*  Foreigh currency exchange risk - Reputation risk

- Liquidity risk

i. Gredit risk

banks is confined to top international banks that meet the set eligibility criteria of financial soundness on
lang-term credit rating (A), short-term credit rating (AA), composite rating and capital adequacy.
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Financial risk management objectives and policies {continued)
I. Credit risk (confinued)

The amount that best represents the Bank’s maximum exposure to credit risk is per the statement of
financial position.

‘The Bank does not grade the credit quaiity of these assets. None of the balances have had their terms

renegotiated. Management monitors the credit exposure of staff on a continuous basis, taking into account
their financial position, past experience and other factors. Provisions of Shs 64 million (2014: Shs 104
million} have been recorded due g impaired balances to related parties.

The foliowing amounts in loans and advances and other assets are neither past due nor impaired or
individually impaired. All other financial instruments operate within their contractual terms.

Neither past due Individually Neither past due Individually
nor impaired impaired nor impaired impaired
2015 2015 2014 2014
Shs’ million Shs® million Shs’ million Shs’ million
Advances to employees 2,333 32 2,654 24
Due from banks under liquidation - 3,666 - 3,656
Sundry debtors 4,531 4,883 4,882 4,860
8,864 8,548 7,536 8,540

Allowance for impairment
- other assets (Note 16) - (4,883) - {4,860)
- loans and advances (Note 15) - (3,688) - {3,680)
- {8,548) - (8,540}
8,864 - 7,536 .

There were no past due but nat impaired balances as at 30 June 2015 (2014 Nif).
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List of Foreign Correspondent Banks - Current Type of
m Accounts Balances Institution J 15
[T ] Reserve Bari of Austraiia .EEIFE.-II_
|2 Bank of Gangg .ﬂmlﬂ'.‘.-ﬁ-
3| Schwerzersgne Nafiona] lﬁi.lm.m
|4 Bank of Ghin m-m-m-
Danmarks Nationa] Bank Central Bank .ﬂi..lﬁ-m
Commerz Bank AG Commercial Bank
nk of France IEI.EE-EI“
andard Charfered Bank, Gamman l&.ﬁ-ﬁ.
Bank of Englang .HE-EEI
10| Bank of Japan lmmlmm
|17 Bank of To 0, Mifsubishi nm-m-
| 12 | Sverigs Riksbank .EEI.E.-EE-
|13 | Coniral Barg of Uganda .Emlﬂil.ﬂi-
147 J P Morgan Chase, New Vari mmm
|15 | Cifibank Na New York nmm-
|16 | Federal Resarve « New Yoric .ﬂmlﬂm.ﬂm
Sank of New York Waior; m-.mm-
South African Reserve Bank .ﬂm.ﬂ';‘.
m ' Credit Rafings a3 of 30th
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|27 ABN AMRG BANK NV E-“m.
|3 [ BANK OF NEVY YORK METLON CoRp mmm—
|4 BANKOF MONTRER mmnss-
BARCLAYS pc “
mmm-
mm
k

Aa3
‘Commerciat Ban -EIEIB BEB+
|9 COMMONWEAL Ty BANK OF AUSTRAT Commercial Bank | AAT " aA m
| 10 | RABOBANK Commercial Bank mm
.]. CREDITAGR.'COLE SA Commergia| Bank n“
CREDIT SUj

|

!
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o
S
T

O
Xs
2|5
=
e
M=
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ISSE GROUP AG-REG

‘Commercial Bank n-EIBB+ —Baa{?
nmmm
\DZ BANK AG DEUTEEHE ZENTRAL- | AT ]
ING BANK NV AT ]
IPMORGAN CHASE & GOy ““m
“IEE.“
MIZUHO FINANCIAL GROUR ING “

NATIONAL AUSTRALIA BANK LTD Commercial Bani | AAT ]
Commercial Bany

SKANDINAVISKA E

ENERA(E
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Notes (continued)

28 Financial risk management objectives and policies {continued)

ii. Market risk

The Bank takes on exposure to market risks, which js the risk that fair vaiue or future cash flows of
a financial instrument will fiuctuate because of changes in market prices. Market risks arise from
open positions in interest rate, currency and equity, all of which are exposed to general and
specific market movements and changes in the tevel of volatility of market rates or prices such as

interest rates, foreign exchange rates and equity prices, The Bank separates exposures fo market
fisk into either frading or norn-trading portfolios.

Market risks arising from trading and non-frading activities are concentrated in Bank Treasury and are
monitored by management with oversight from the Monetary Policy Committee,

Trading portfotios include those positions arising from market-

making transactions where the Bank acts
as principal with commercial banks or the market, )

Non-trading portfolios primarily arise from the interest rate management of the Bank’s investment and

monetary policy assets and liabilities. Non-trading portfolios also consist of foreign exchange and equity
risks arising from the Bank's held-to-maturity and World Bank RAMP financial assets,

Interast rate risk
The Bank's interest rate fisk arises from interest bearing investments, loans and advances to
commercial banks and investments by banks. Borrowings issued at variable rates expose the Bank to
cash flow interest rate sisk which is partially offset by cash held at variable rates. Borrowings issued at
fixed rates expose the Bank to fair value interest rate risk.

The tables below summarise the Banl’

§ financial assets and liabifities and analyses them into the earlier
of contractual maturity or re-pricing. |
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Central Bank of Kenya
Financial Statements
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Notes (continued)
Financial risk management objeciives and policies (continued)

Fair value of financial instruments

IFRS 7 specifies a fair value hierarchy of valuation techniques based on whether the inputs to these
valuation techniques are observable or unobservable. Observable inputs reflect market data obiained
from independent sources; unobservable inpuls reflect. the Bank's market assumptions. These twa

types of inputs have created the following fair value hierarchy:

o Level 1 — Quoted prices (unadjusted) in active markets for identical assets or liabilities. This level
includes listed equity securities and debt instruments on exchanges (for example, Bloomberg}.

« Level 2 — Inputs other than quoted prices included within Levet 1 that are observable for {he asset
or liability, either directly (that is, as prices) or indirecty (that is, derived from prices). The scurces
of input parameters like LIBOR yield curve or counterparty credit risk are Bloomberg.

« Llevel 3 — inputs for the asset or liability that are not based on abservable market data
{unobservable inputs). This level includes equity investments and debt instruments with significant

unobservable compenenis.

Level 1 Level 2 Level 3 Total
Shs' million Shs’ million Shs’ million Shs’ million
At 30 June 2015:;
Financial assets at fair value 112,840 66 .- 113,006
Investment securities — Available-for-sale - - g 9
Total assets 112,840 66 9 113,05
As at 30 June 2014:
Financial assets at fair vaiue 78,126 65 - 78,190
Investment securities — Available-for-sale - - 15 6
Total assels 78,125 65 6 78,166

Changes in tevel 3 instrument are disclosed in Note 13 to the financial siatements.

Contingent liabilities and commifments

The Bank is party to various legal proceedings. Based on legal advice, the directors believe that no loss
will arise from these legal proceedings. Appropriate provisions have been made where a fiability is

considerad probable.

At 30 June 2015, the Bank had capital commitments of Shs 2,821 miltion {2014: Shs 40 million}) in
respect of property and equipment purchases.

Operating lease commifments — Bank as lessee
2015 2014

Shs’ million Shs’ million

Not later than 1 vear -
2,921 40

Later than 1 yvear and not {ater than & years

2,821 40
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Notes {continued)

Prior year adjustments

accounting policy for coin minting costs as explained in note 3 (b). The impact of the above adjustment

is as illustrated below.

On the income statement for the year ended 3¢ June 2014

Surpfus for 2014 as previously reported
Adiustment in 2014 financial statements to restate currency production expenses

Surplus as restated
On the statement of financial position at 30 June 2014:

Total equity and liabilities:

As previously reported .
Adjustment in 2013 financizl statements to restate currency production expenses
Adj

justment in 2014 financial statements to restate curreney production expenses

As restated

~000--

Shs’ million
13,504

741

14,245
%

854,604
778
741

856,120

s
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