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~ NOTICE OF THE ANNUAL GENERAL MEETING

Notice is herehy given that the fiftieth Annual General Meeting of CFC Bank Limited will be heid at the CFC Centre, Chiromo Road,
Westlands, Nairobi on Friday, 27th May 2005 at 10.30 a.m for the following purposes:

ORDINARY BUSINESS

1. To receive and consider the Annual Repert and Financial Statenients for the yvear ended 31st December 2004 and the Directors'
and Auditors’ reports thereon,

2. To approve the payment of a first and final dividend for the year ended 31st December 2004 of 16.8% on the Issued Share

Capital.
3 To elect Directors;
h} Mr. C. Njonjo, a Director who is aver 70 vears, retires by rofation. Special notice has been received by the Company pussuant to

Sectian 142 of the Companies Act of the intention to propose the following resolution, in accordance with section 186(5) of the
said Act to he considered and, if thought fit, passed by the members:

*That Mr. {. Njonjo, a Director who is over 70 years be and is herehy re-eiected to serve as Uirector of the Company untit he next
comes up for retirement by rotation under the Company’s Aricles of Association™.

i) Mr. A.P. ifamilton, a Director who is over 70 vears, retires by rotation. Special notice has been received by the Company pursuant
to section 142 of the Companies Act of the intention to propose the tollowing resolution, in accordance with section 186(5) of

the said Act to be considered and, if thought fit, passed by the members:

*That Mr. A.P, Hamilton, a Diregtor who is over 70 years be and is hereby re-elected to serve as Director of the Company until he
next comes up for retirement by rotation under the Company's Articles of Association”. '

4, To approve the Directors’ remuneration for the year ended 31st December 2004 as provided in the Financial Statements,

5. To note that Deloitte & Touche continue as Auditors under the provisions of Section 139{2} of the Companies Act (Cap 486) and
subject to Section 24 (1) of the Banking Act {Cap 488) and 1o authorise the Directors to agree thejr remuneration.

By Order of ihe Board

R. R. Yora
Secretary

Date: 16 March 2005

Note: . .

A member entitled to attend and volte at the above mentioned meeting and any adjournment thereof is entitled to appoint a praxy o aitend
and vote on bis or her behalf Such proxy need not be g member of the Company. A form of proxy, which must be lodged at the Registered
Office of the Company not fater than 48 hours before the time for holding the Meeting, is enclosed.
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F CORPORATE GOVERNANCE REPORT
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GIARINET

The Group complies broadly with the provisions of the Code of Conduct of directars, officers and employees in line with the
Capital Markets Authority Act of 2002 in respect of guidelines on Corporate Governances Practices by publicly listed companies,
The Group also complies with Central Bank of Kenya Guidelines of June 1990 together with the Insurance Act and Nairohi Stock
Exchange Guidelines, The Group pursues professional standards and norms in handling its business relationships and in leading/
developing team members working at various levels.

SHAREHOLDERS’ RESPONSIBILITIES

The shareholders’ role is te appoint the board of directors and the external auditors. This shareholders’ role is extended to
holding the hoard accountable and responsible for effictent and effective governance.

BOARD RESPONSIBILITIES

The Board of directors is responsible for the governance of the bank and for conducting the business and operations of the bank
with integrity and in accordance with generaily accepted corporate practices, in a manner based on transparency, accountability
and responsibiiity.

COMPOSITION OF THE BOARD OF DIRECTORS

The Board of directors has eight members, six of whom are independent non-exetutives, and meets reguiarly. The Board retains
full responsibility for the direction and control of the Bank. Appointments to the board are considered by the Nominating
Committee, which comprises ol board mernbers. The Board is composed of Directors with a good mix of skills and experience
in fietds relevant o the aperations of the Bank, which has enabled it to steer the Bank to its present level of success.

SEPARATION AND DISTRIBUTION QF PQWERS BETWEEN THE BOARD AND MANAGEMENT

The roles of the Board and Management are clearly defined and separated. The Chairman of the Qoard is responsible fof its
management while the Managing Director is responsible for implementing the decisions of the Board.

INFORMATION FOR THE BOARD

The Board is centinously apptaised on the operations of the Bank through regular reports from the various management
cemmittees.

CONFLICT OF INTEREST

The Bank has in place an elahorate system of monitoring transactions with related parties to ensure that conflicts of interests
are addressed as appropriate and such transactions are disclosed in the financial statements and 1o the relevant regulatory
authorities,

Annual Report & Finacial Staltements
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BOARD AND MANAGEMENT COMMITTEES

AUDIT COMMITTEE

The principal Board committee is the Audit Committee chaired by a non-executive director, comprising of three non-executive
directors.The Senior Manager - Internal Audit acts as Secretary to the committee. The Committee meets at least guarterly.

EXECUTIVE MANAGEMENT COMMITTEE
The Executive Management Commiitee, chaired by the Managing Director, comprising of the Director, Corporate Banking

and the General Managers, meets ai monthly intervais fo review business and operational aspects on an ongoing hasis. The
oppertunity is also taken to struclure senior management discussions separately so as to coincide with these meetings.

CREDIT COMMITTEE
The Committee is headed by the Managing Direcior and includes the Director, Corporate Banking, General Managers and Senior
Managers in charge of credit and advances. The commitiee meets at lcast monthly, or more frequently as required and reports

to the Board through the Board Credit Committee,

The functfons of the committee include appraisal and appraval of credit applications. The commiitee ako monitors and reviews
non-performing advances and ensures adeguate provisions are held against identifiabie losses.

ASSETS AND LIABILITIES COMMITTEE

The committee, which is chaired by 2 General Manager and comprising senior management in the relevant departments, meets
at least bi-monthly or more frequently as appropriate to review the money market movements and the Bank’s strategies in a
preactive manner. In a similar manner the investment commitiees of both The Heritage A1l Insurance Company Ltd. and CFC
Financial $ervices Lid. oversee their portfolio of investments.

REMUNERATION COMMITTEE

Remuneration to all directors is determined by the remuneration committee. based on the responsibilities atlocated to the

directors, and is subject ta regular review Lo ensure that it adequately compensates them for the time spent on the affairs of

the bank.

FUTURE DEVELOPMENTS

The hoard will continue to focus attention on the implementation of corporate governance principles set out in the guidelines
as applicable to the Group issued by the Private Sector Corporate Governance Trust and the Capital Markets Authority.
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2005 has a very special significance to CFC Bank Limited as we celebrate the 50™ anniversary aof aur incorporation, 35

years of our lisiing on the Mairobi Stock Exchange, 10™ anniversary of our conversion to a commercial bank and the
successiul completion of the acquisition of ALICO Kenva, which was one of the largest financial transactions concluded in
the Kenvan financial services sector. With this acquisition, CFC Group has been propelled inte & major Kenyan financial

services provider.

Before looking at the Bank’s performance and other developments, a brief look at the economic scenario during the year

is appropriate.

Real GDP growth increased to 2.6% up from 1.8% last year. Although the growth was lower than the government’s original

forecast, all key sectors of the economy registered positive growth with the financial sector posting a solid growth of 3%.

Donor funding resumed in 2004 resulting in improved investor and donor confidence. However various issues remain to
he specifically addressed in consultation with the donors. It is critical that the necessary steps are taken as the gains to

Kenya will be enormously positive.

Government Securities’ interest rates peaked at 8.6% in December from a [ow of 1.4% at the beginning of the year, due to
the indication of higher government borro{-.ringfrom the domestic market and the delayed disbursement of denor funds.
Against a backdrop of an increase of credit of some 20% to the private sector, the surge in rates unsettled the financial

markets and unnerved borrowers. Net interest margins will be under further pressure this year.

Inflation averaged 11.7% in 2004 mainly due to higher food and eil prices. Encouragingly, the Consumer Price index raie
dropped significantly to 16.2%. The foreigh exchange market evidenced a reduction in the shilling exchange rate with a

spike in December in line with valatile market conditions.

For the future, we expect inflation to slide further to 6% with a period of relative stability for interest rates. Subjeci to the

expecied disbursement of donor funds, we foresee shilling exchange rates to gradually depreciate.

Turning how te the performance of your Bank, the acquisitton of ALICO Kenya during the year established the Graup as the

premier one- stop shop financial services provider in East Africa. Gur financial results reflect this growth and success.

Turnover increased from Sh 2.7 billien to Sh 3.9 hilfion an Increase of 43% with insurance business contributing 88% 10

this increase. This is in line with the group’s strategy of diversification of income streams, Other income recarded a growth

of 48% with foreign exchange income increasing by 233%.

Group pre-tax profit rose to Sh 881 miHian, up from sh 530 million, an increase of 66%. Profit attributable to shareholders

increased by 45% from Sh 299 million to Sh 433 million. Basic earnings per share went up to Sh 3.07 from Sh 2.08, an

increase of 45%.

inacial Statements:s
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Turning to the Group balance sheet, total assets increased to a recard level of Sh.3( billion, from Sh 16 billien in 2003,

Loans and advances to customers increased by 40%, up from 5h 7.8 billion to Sh 11 hillion with both hire purchase and
banking business recording growth of 40% and 36% respectively. Your bank continues to exercise prudent risk assessment
policies with total non-performing assets of Sh 394 millier constituting 4% of the net loans and advances, one of the

lowest in the industry.

The Bank’s deposit base continued to grow during the year. Total deposits increased by 27% frem Sh 11 billion to Sh 14

billion. It is warth neting that current and savings accounts recorded an increase of 5h 840 million.

The subsidiaries continued to make positive contribution to the group’s profits. The Heritage All Insurance consolidated
operation recorded an increase of 14% in the general business while the Life Fund grew hy 21% to Sh 810 million. CFC

Financial Services cantinues to make a positive contribution to the group performance.

As alluded to earlier, CFC Group successfully acquired the emtire issued share capital of American Life Insurance Company
(ALICO). The life business of ALICO was acquired in December 2004 for Sh 1.9 billion. The company now joins the growing
family of CFC Group. ALICO has operated in the country for the last 40 years and is the second largest Hife insurer in Kenya
in terms of market share. [t has a presence in 9 locations across the couniry with over 400 agents. As we wefcome ALICO
te the CFC family of companies, we are convinced that the company will not only grow in terms of client base but will also

hecome the leading life insurer in the country.

It is extremely encouraging to note that the cash flows generated over the years by the Bank and its subsidiaries enabled
this substantial acguisition to be funded without recourse to the shareholders. With this in mind, your Beard recommends

a final dividend of Shs 0.84 per share on an increased share capital of 720 miltion.

Looking to the future, with the recent acquisition of ALICO Kenya, your Group will now embark on the development of

group synergies in order to remain the top financial services group in Kenya.

Implementation of 2 new banking software is under way and is expected to be completed by the end of the year. This will
further enhance our capacity to rell out new information technology solutions to the market. Credit and debhit cards are

some of the new products that will be rolled out with the new software.

In line with our expansion programme, we had hoped to open a new branch at Naivasha town in 2004 to tap the fast

growing hosrticubtural business in this region. The branch is now to come on line by mid this year.

The challenge for the group in the coming years will be to harness the group synergies existing in the East African region
and Kenva in particular. | have no deubt in my mind that our professienal staff within the Group will rise to the challenge

as they have consistently done in the past.
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Whilst developing the core businesses, we do realize that staff are eur most important resource. We continue to ensure

that appropriate resources are allocated for staff training and develapment, both locaily and overseas.

As a good corporate citizen, we have not taken our rale lightly at CFC Group. We believe in improving the lives of those
in the societies we operate in and hence we have put in place a comprehensive corperate social responsibility agenda.
We have been actively involved in helping those less fortunate in our secicty, cspecially institutions that deal with

underprivileged children and those that take care of the terminally ill to try and make a difference in their lives,

Last but not |east, we have in th'e conduct of our husiness recognised that sustainable economic development for our
country cannot be achieved without prudent environment management practices, To this end, the Bank underwent an
environmental audii during the year to enable us understand the impact of our activities to the enviranment and thus
help in the development of a plan that will ensure that we minimise negative impacts while premoting environmental

friendly initiatives.

In conclusion, | wish to welcome the 1443 employees of ALICO to the CFC family of companies. | would also like to
regisier my appreciation to the board, management and staffl of the CFC Group for their tireless efforts and commitment
throughout the year. | wish to also pass my regards to you the shareholders and our clients for your confidence in our
praducts and services and your continued support over the years.

Thank you.

P. K. Jani

Chairman.

16" March 2005
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Ms Grace Okode, Mother of the house number 13 and her youngest
daughter, Patricia Mwende could not hide their joy after CFC 8ank
officially adopted their hnuse at the S08 village, Burubury.

tdr Robert Barry (left) MD, CFC Bank presenis a cheque far Ksh T Million
to Mr Roddey Benjamin, spokesperson for the Naivasha Horticultural

L e
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Fair_ All praceeds from the fair were donated to local chariy

organisations and Lo the Save a Life Fund.
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Nir Anthony Galhig (left) Head of Finanace & Administration, CFC Bank,
prescnts a Cleque for Ksh 250,000 to Sister Martha Kimani second feft), Mr

James Mwandia (Second right) and Sister Susan Muthaoni of Maria
imrnaculata Childrens’ Education Center, in Kiambu. Looking on is Mr George
Kariuki, Head of Liability Management, CFC Bank.

Mr George Kariuki, Head of Liability Managernent, CFC Bank, presents a
cheque for Ksh 250,000 to Sister Teresz of Nyumbani Childrens’ Home. Look-
ing 0n are Mrs Lilian Mwangi [centre) of Liability Management, CFC Bank and
same staff and children of lhe Horne,

Mr Patrick Mythama of Liability Management, CFC Bank, presents a
cheque fior Ksh 100,000 1o Ms Bridget Sirengo {centre], Chiel Exerutive

L E R

£C. T
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Officer, Nairohi Hospice. The donation was towards the construction of

proposed health facilities.
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| TAARIFA YA MWENYEKITI
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Mwaka 2005 una umuhimu mkubwa kwa benki ya CFC tunapesherehekea miaka 50 tangu Kusajiliwa, miaka 35 tangu

kucrodheshwa katika Soke la Ubadilishanaji wa Hisa la Nairohi, miaka 10 tangu kusajiliwa kama benki ya kibiashara na
kukamilika vyema kwa shughuli ya ununuzi wa Kampuni ya ALICO Kenya, shughuli ambaye ilikuwa ni kubwa katika sekla
ya maswala ya kifedha nchini Kenya. Kutokana na ununuzi huu, Kundi la CFC limekuwa kubwa katika kutoa huduma za

kifedha nchini Kenya.

Kabla ya kuangalia jinsi benki ilivyotenda na maendeleo mengine, ni muhimu kuangazia valivolendeka katika sekta ya

kiuchumi.

Uza!isi\aji wa mapato va nchi (GDP) ulicngezeka hadi asilimia 2.6 kutoka asilimia 1.8 ya mwaka jana. ljapokuwa
matarajib ya serikali hayakufikiwa, nyznja zote muhimu za kiuchumi zilikua ambapo sekta ya kifedha ifipata ongezeko

la asilimia 3.

Utoaji wa ufadhili ulirejelewa mwaka wa 2004 na kuleta uaminifu kwa serikani kutoka kwa wawekezaji na pia wafadhili.
Lakini maswala kadhaa bado yanahitaji kujadiliwa pamoja na wafadhili. Ni mwafaka kuchukua hatua kabambe kwani

manufaa yake yatakuwa ya kuridhisha kwa nchi ya Kenya.

Riba kutokana na Hisa za Serikani ziliongezeka kufikia asilimia 8.6 mwezi Desemba kutoka asilimia 1.4 hapo mwanzoni
mwa mwaka. Ongezeko hili lilitekana na hisia kwamba serikali ingekopa kwa kiwango cha juu kutoka kwa mashirika ya
fedha humu nchini na pia kucheleweshwa kutolewa kwa msaada na wafadhili, Kutokana na angezeko la asilimia 20 katika
sekia ya kibinafsi, kupanda kwa riba kulileta mtafaruko katika soko la kifedha na piz kwa wakepaiji. Mapato kutaka kwa

riba yatazidi kubanwa mwaka huu.

Kupanda kwa Gharama va Maisha kulifikia asilimia 11.7 mnamo mwaka 2004 sanasana kutokana na ongezeko la bei za
chakula na mafuta. Lakutia moye ni kwamba, Kiwange cha Kigezo cha Bei ya Wateja kilishuka hadi asilimia 16.2. Soko
lz Ubadilishanaji wa Fedha za Kigeni liltkumbwa nia kushuka kwa kiwange cha ubaditishanaji wa shilingi hasa mwezi wa

Desemba kutokana na kutoimarika kwa soko.

Katika siku za usoni, tenatarajia Kiwango cha Kupanda kwa Gharama ya Maisha kushuka zaidi hadi asilimia 6 kutokana
na hali ya kuimarika kwa kiwango cha riba. Kiwange cha ubadilishanaji wa shilingi vinatarajiwa kuteremka polepole

kikitegemea jinsi wafadhili watakavyotoa misaada.
Tukirudi kuangazia utendaji wa benki yenu tutaona kwamba, ununuzi wa Kampuni va ALICO Kenya katika mwaka uliopita
ulilifanya Kundi la CFC kuwa shirika bora la kutoa huduma 7a kifedha katika eneo la Africa Mashariki. Malokeo ya fedha

zetu ni ishara ya ukuaji na mafanikio haya.

Mapato yaliongezeka kutoka shilingi bilioni 2.7 hadi bilioni 3.9 hili likiwa ni engezeko la asilimia 43 na ambapeo biashara

va bima ilichangia asilimia 88. Matokeo haya yanaambatana na mfumo wa Kundi la ¢FC wa kupanua uwekezaji katika
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TAARIFA YA MWENYEKITI (inaendelea)

nyanja mhalimbali ili kuleta mapato. Mapato mengine yalikua kwa kiwango cha asilimia 48, kwa miano, mapato

kutokana na ubadilishanaji wa fedha za kigeni yaliongezeka kwa asilimia 233.

Kabla kutaa ushuru, Kundi la CFC lilipata ongezeko la shilingi milioni 881 kutoka milioni 530 likiwa ni ongenzeke la
asilimia 66. Faida ya hisa iliongezeka kwa asilimia 45 kutoka shilingi milioni 299 hadi shilingi milioni 433. Mapato ya

kiwanga cha kadiri kwa kila hisa yaliongezeka hadi shilingi 3.91 kutoka shilingi 2.08 hii ikiwa ni ongezeko la asilimia 45.

Tunapeangazia hesabu zote zilizojumulishwa, tunaona kwamba mapato yote yaliongezeka kufikia upeo wajuu wa shitingi
bilioni 30 kutoka shiling? bilioni 14 mwaka wa 2003. Mikopo kwa wateja iliongezeka kwa asitimia 40 kutoka shilingi bilioni
7.8 hadi shilingi hilioni 11 ambape ununuzi kwa malipo va polepole na biashara za benki zikiandikisha ukuaji wa asilimia
40 na asilimia 36 mtawalia. Benki yenu bado inazingatia zaidi kuwepo kwa sera zinazopunguza hasara. Kutokana na haya,

kiwango cha mikepo isivoleta mapato ni cha asilimia 4 ambacho ni cha chini zaidi katika biashara ya benki.

Miaji wa henki uliendelea kuimarika mwakani, Fedha zote zinazowekwa ziliongezeka kwa asilimia 27 kutoka shilingi
bilioni 11 hadi shilingi bilioni 14. Inafaa kuelewa kwamba akaunti za kuweka pesa na za biashara zilikua kwa shilingi

miiioni 840.

Kampuni ndogondogo za Kundi fa CFC ziliendelea kuchangia katika kuliletea kundi hili fzida zaidi. Shughuli zote za
Kampuni ya Bima va “Heritage All Insurance” zilikuwz na ongezeko la asilimia 14 katika biashara hali Mfuko wa Bima
ya Maisha ulikua kwa asilimia 21 kufikia shilingi milioni 810. Kampuni ya “CFC Financial Services” iliendelea kuchangia

utendaji wa Kundi la CFC.

Kama ilivyotajwa hapo awali, Kundi la CFC liliweza kununua hisa zote za Kampuni ya “ALICO Kenya”. Biashara ya Bima ya
Maisha ilinunuliwa mwezi wa Desemba mwaka 2004 kwa shifingi bilioni 1.9. Kampuni hii inajiunga na familia inayokua
va Kundi la CFC. Kampuni ya “ALICO Kenya” imekuwepo kwa muda wa miaka 40 iliyopita na ndiye va pilt kwa ukubwa
inayotna hima ya maisha nchini Kenya. Kampuni hii inapatikana katika schemu 19 hapa nchini na ina Maajenti zaidi
ya 400. Tunapoikaribisha “ALICO Kenya” katika familia va Kampuni za (FC, tunaamini kwamba itakua sio tu kwa kuleta

wateja wengi bali pia itaongoza katika biashara ya kutoa Bima va Maisha haga nchini.

Ni jamhbo lenye kuridhisha kuena kwamba pesa zilizotokana na benki na makampuni yake madogomadogo miaka
baada va miaka zilituwezesha kuinunua “ALICO Kenya” pasipo kuwafinya wanahisa. Tukitilia akilini haya yote, Bodi ya

Wasimamizi inapendekeza mgao wa mwisho wa senti 84 kwa kila hisa kutokana na ongezeko la mtaji wa milioni 720.

Tunapoangalia siku za usoni tunaona kwamba kutokana na ununuzi wa “ALICO Kenya”, Kundi lenu halina budi kuanza

Kuimarisha nguvu za pamoia ifi tubakie katika msitari wa mbele katika kutoa huduma za kifedha.

Utekelezaii wa huduma mpya ya benki kupitia mitambo ya komputa unaendelea na unatarajiwa kukamilika kufikia

mwisho wa mwaka. Mradi huu uiaimarisha uwezo wetu katika teknolojia ya tarakilishi. Huduma za kuweka na kutoa

fedha zitakuwa mojawapo ya dhaa mpya zitakazotokana na mradi huu mapya.
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Kulingana na mradi wetu wa upanuzi, tulidhani tungefungua ofisi mpya huko mjini Naivasha mwaka wa 2004 ili kunuiaika

na biashara ya matunda katika eneo hili lakini haikuwezekana. Ofisi hii sasa itafunguliwa katikati ya mwaka huu.

Changamoto inayolikabili Kundi hili katika miaka ijayo ni kuweza kuyatosheleza mahitaji yaliyopo katika Afrika ya
Mashariki na hasa hapa Kenya. Sina shaka kwamba wafanyikazi wetu wenye utaalamu wanaweza kufanya kazi kama

walivyotenda hapo mbeleni.

Tunapoendelea kuimarisha biashara yetu kuu, tunafahamu kwamba wafanyikazi wetu ndio rasitimali yetu kubwa.
Tunaendelea kuhakikisha kwamba tunatenga pesa ya kutosha kuendeleza masamo va watanyikazi wetu ndani na nje ya

nchi.

Kama wahudumu wema kwa jamii, hatujawahi kudharau jukumu letu kwa umma. Tunaamini katika kuimarisha
maisha ya jamii tunakofanya biashara zetu na kwa hivyo tumeazimia kuendelea kutoa huduma kwa jamii. Tumetoa
misaada kwa wale wasiobahatika katika jamii hasa kwa taasisi zinazowahudumia watoto wasiobahatika na pia taasisi

" zinazowahudumia waganjwa mahututi ili kuleta tofauti katika maisha yao.

Mwisho ningependa kusema kwamba, katika utendaji kazi wetu tumegundua kwamba kuwepo kwa uchumi endelevu
wa nchi yetu hakuwezi kuwepo bila kuzingatia maadili mema ya kulinda mazingira. Ni kwa sababu hii hapo mwakani,
henki yetu ilichukua hatua za kutathmini hali ya mazingira yetu ili kutuwezesha kuelewa madhara ya jinsi shughuli
zetu zinavyoadhiri mazingira na hivyo kuweka mikakati itakayohakikisha kwamba tunapunguza madhara mabaya na

kuendeleza ari za kutunza mazingira.

Hatimaye ningependa kuwakaribisha wafanvikazi 140 wa ALICO kujiunga na familia ya makampuni ya CFC. Ningependa
pia kutoa shukrani zangu kwa Bodi, Wasimamizi na pia wafanyikazi wa Kundi la CFC kwa juhudi zao na kujitolea kwao
katika mwaka huu. Ningependa pia kutea shukrani zangu kwenu nyinyi wanahisa na wanaofanya hiashara nasi kwa imani
mlionayo katika bidhaa na huduma zetu na kwa kutuunga mkono miaka iliyotangulia.

Asanteni

P.K. Jani

Mwenvekiti

Tarehe 16, Machi, 2005
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The directors present their report together with the audited financial statements for the year ended 31 December 2004,
ACTIVITIES

The principal activities of the group are the provision of banking, insurance, financial and rclated services,

GROUP RESULTS

$h'000
Profit before taxation 880;896
Taxation expense : o {215,442
Profit after taxation - 565454
Minority interest . {89,669}
Prafit attributable to long term insurance business {(142,737)
Net profit far the year transferred to reserves - . 433,0\48

DIVIDEND

The directors recommend a first and final dividend of Sh 0.84 per share (16.8%) amounting ta $h 120,800,000 for the year ended
31 December 2004 which is 1o be paid on or about 27 May 2005 1o shareholders registered at the close of husiness on & May
2005,

DIRECTORS

The present directors are shown on page 2.

Mr. C. Njenjo and Mr. A. P. Hamilton, who are over 70 years, retire by rotation. Special notices have been received by the bank
pursuant to Section 142 of the Companies Act, and resolutions will be considered at the Annual General Meeting to prepose their
re-¢lection as directors of the Bank in accordance with Section 186 {5) of the Companies Act, f

AUDITORS

The auditors, Deloitte & Touche, having indicated their willingness, continue in office in accordance with Section 159 (2} of the
Companies Act and subject te Section 24{1} of the Banking Act.

BY ORDER OF THE BOARD
R.R. Yora

Secretary
Nairohi

16 March 2005
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STATEMENT OF DIRECTORS’ RESPONSIBILITIES

The Companies Act requires the directors to prepare finandal statements for each financial year which give a true and fair view
of the state of affairs of the group and the hank as at the end of the financial year and of the operating results of the group and
the bank for that year. It also requires the directors to ensure that the Group keeps proper accounting records which disclose
with reasonable accuracy at any time the financial position of the Group, They are also responsible for safeguarding the assets
of the Group,

The directors accept responsibility for the annual financial statements, which have been prepared using appropriate accounting
policies supported by reasonable and prudent judgements and estimates, in conformity with International Financial Reporting
Standards and in the manrner required by the Companies Act, The directors are of the opinion that the financial statements give
a true and fair view of the state of the financial affairs of the group and of its operating results. The directors further accept
responsibility for the maintenance of acceunting records which may be relied upon in the preparation of financial statements,

as well as adequate systems of internal financial control.

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

€. Njonjo . : R.}. Barry
Director . . Director

16 March 2005

Annwuwal Report & Finacial s5tatements




aaLimen

~ INDEPENDENT AUDITOR’S REPORT ICE
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we have audited the financial statements on pages 16 to 61 for the year ended 31 December 2004 and have obtained all the
information and explanations which, ta the best of our knowledge and beliel, were necessary for the purpases of our audit.

Respective responsibilities of directors and auditors

As described on page 12, the directors are respansible for the preparation of the financial statements. Qur responsibility is to
express an opinien on thase financial statements based en our audit.

Basis of opinion

We conducted our gudit in accordance with International Standards on Auditing. Those standards require that we plan and
perfarm the audit t¢ obtain reasonable assurance as ta whether the financial statements are free of material misstatement.
An audit includes examining, an a test basis, evidence supporting the amounts and disclosures in the financial staternents,

assessing the accounting principles used and significant estimates made hy the directors, and evaluating the overail financial
stafement presentation. We believe that our audit provides 2 reasonable basis for our opinion.

Opinion

tn our apinion,
(a) proper books of account have been kept by the bank and the bank’s balance sheet is in agreement therewith;
(b The financial statements give a true and fair view of the state of affairs of the bank and the group as at

31 December 2004 and of the profit and cash flows of the group for the year then ended in accardance
with International Financial Reporting Standards and comply with the Kenyan Companies Act.

DELOITTE & TOUCHE

16 March 2005
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INTEREST INCOME
INTEREST EXPENSE

NET INTEREST INCOME
Fees and commission income
Foreign exchange trading income
Other operating income

OPERATING INCOME

Operating expenses _
Bad and doubtful debts expense

OPERATING PROFIT

SHARE OF PROFIT/(LOSS) IN ASSOCIATES

PROFIT BEFCRE TAXATION

TAXATION

PROFIT AFTER TAXATION

MINORITY INTEREST

PROFIT ATTRIBUTABLE TO LONG TERM BUSINESS

NET PROFIT FOR THE YEAR ATTRIBUTABLE TO
SHAREHOLDERS

EARNINGS PER SHARE ~BASIC/DILUTED

DIVIDEND PER SHARE

Report & Finacia
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CONSOLIDATED INCOME STATEMENT

¢ year ended 3T December 200

003

4 1,450,494 1,‘1058,918
5 (337,076) (311,687
1,113.418 792231
350,702 251,380
90,324 27,111

6 1,985,863 1,363,484 -
3,540,307 2,432,206
7 (2,602,180) (1,779,197)
19 {75,143) (115,248}
862,984 537,761
20 17,912 {7,795)
880,896 5295:,966
9 (215,442) (114858)
10 665,454 415,108
11 (89,669) (82,693)
12 {142,737) (333;058}
433,048 299,357
sh ' sh
13 3,01 2.08
14 0.84 0.84
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CONSOLIDATED BALANCE SHEET

as at 31T December

azFLrwM i

t-aﬁor//-adrnf s

(Restated] . *

Cash and balances with Central Bank of Kenya 15 S | : 768,867
Government securities i6 o '_ '9'12'4 433'-;;{-' . 4,517,398
Deposits and balances due from banking institutions 17 B 1,264 614' B - 780,11
Loans and advances to customers 18 . 10969, 365 _ 7,831,494
Investment in associates 20 C 107,095 10,043
Other asscts 21 343734 711,163
Taxation recoverable 5,185 " - 21,476
Investment properties ' 3 152,250 138,264
Other investments 24 ;776474 - 1,067,900
Property and eguipment 25{a) C 823,240 486,475
Operating lease prepayment .26 C 36100 . 31,950
Goodwill 27 1,084,647 - Co-
Intangible assets 28 . S 18946 - 26,173
Deferred tax asset 29(a) | 54357 - 39,032
Total assets 29,815,562 16,430,346
LIABILITIES R |
Customer deposits 30 Co12,673.291 - 9,368,243
Deposits due 1o banking institutions 31 1,464,202 1,221,528
Line of credit 32 . 393,250 -
Term foan 33 623,000 -
Other liabifities 34 8,720,627 2,154,162
Taxation payable 50,489 25235
Deferred tax liability 29(b) 74,382 18,118
Unclaimed dividends .4,838' 4,212
Total lizhilities 24,004,079 13,291,498
CAPITAL RESQURCES o
Share capital 35 720,000 600,000
Capital reserve 231,172 196,841
Revaluation reserve 20961 47,942
Revenuse reserve 1,428,678 1,270,105
Proposed dividend 120,800 100,800
Sharcholders’ funds : 2,522,611 2,215,688
Minority interest 1 501,415 444,130
Life Fund > 12 2,787,457 © 479,030
Total liabilities, shareholders’ funds and life fund - 20,815,562 16,430,346
The financial statements on pages 16 to 61 were approved by the board of directors on 16 March 2005 and were signed ox its behalf by:

C. Njonjo ]

R.} Barry ) Directors

A. P. Hamilton )

R.R. Vora ) Secretary

2 0 0 4
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BANK BALANCE SHEET

Cmes 2008
o swooo . sh'000 -

ASSETS S |
Cash and balances with Central Bank of Kenya 15 S 9EZIN 749,811
Government securities 16 ©- < 3053818 - 3,586,310
Deposits and balances due from banking institutiens 17 - 696,539 395,275
Loans and advances to customets 18 ' 10,969,365 7,831,494
Other assets 2t -~ 190,451 143088
Due from subsidiary companies 100,807 . 30568
Investment in subsidiary companies 22 ' 691,235 166,235
Property and equipment 25(b) 451,342 455/924
Qperating lease prepayment 26 . 3600 - 31j950
Intangible assets 28 10,771 131435
Deferred tax asset _ 2%z 50,366 34,545
Total assets 17,213,405 13,438,635
LIABILITIES o ;
Customer deposits 30 12,878,016 10,1765,852
Deposits due to banking institutions 3 1,464,202 1,221,528
Line of credit 32 393,250 P
Other liabilities 34 613,855 331,864
Taxation payable 31,513 16,995
Amount due to subsidiary companies 4,988 6,076
Unclaimed dividends 4,838 4212
Total liabilities 15,390,662 11,757,527
CAPITAL RESCURCES ;
Share capital ' 35 720,000 600,000
Revenue reserve : 981,943 9803,308
Proposed dividend 120,800 100;,300
Shareholders' funds 1,822,743 1,681,108
Total liabilities and shareholders’ funds 17,213,465 1 3,438?,635
The financial statements on pages 16 to b1 were approved by the board of directors on 16 March 2005 and were signed on
its brehatf by: :

C. Njonjo )

R.) Barry ) Directors

A. P. Hamilton )

R. R. Vora } Secretary

Annwal Report & Finacial Statements




for the'year en'd'ed.- 3-‘|

At 1 January 2003

Exchange differences arising on
translation of a foreign subsidiary

Surplus on revaluation of quoted
investments

Net Profit for the year
Dividend declared — 2002

Proposed dividend — 2003 (Note 13

Bonus issue in subsidiary company
Transfer to capital reserve

At 31 December 2003

T R R A g o AT

December R

Share "_Capita_l ~ Revaluation _R_evenue_.. - Proposed. -~ . -
capital reserve reserve . reserve - dividend "Total -
Sh'000 Sh'000 . Skooo sh'000 Sh'o00 - Sh’(mﬂ
600,000 163,186 37,737 1126073 80,400, 2,007,396

- (17.441) (2,284) (3,429) . {23,154)
- 12,489 - - 12,489
- - 299,357 - 299,357
- - {80,400) (80,400)
- (100,800) 100,800 -
- 32,040 . (32,040) - .
. 19,056 . (19,056) -

600,000 196,841 47,942 1,270,105 1 00,800' 2,215,688

4
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CONSOLIDATED STATEMENT OF CHANGES IN EQUITY

or § ecember 2.

teariwr e

- Share ~Capital Revaluation ':Révé:]ggé_'- Proposed

capital . reservé - reserve . . réserve  dividend . -';l'otal '
$h000 - - SWO00 . Sh'000 . - SWODD - Sh'000  Sh'000

At 1 Januiary 2004 © 600000 - 196841 47,942 . 1270105 100,800 . 2,215,688

Exchange differences arising on o .
translation of a foreign subsidiary - 765 . 714 891 - ?,370

Fair value adjustment on quoted ) :
(19,946} - - (19.946)

investments . -

Net profit for the year - - . 433,048 - 4323,048
Realised on disposal of investment - - (7,749_}__‘ o - - (%,749)
Dividend declared — 2003 _ - - - - {100,800 {1 005,800}
Proposed dividend — 2004 (Note 14) - - | - (120,800) 126,800 -
Bonus issuie of shares _

by parent company 1 20,000 - - (120,000) - -
Bonus igsue of sha_res_ by subsidiary :
companies - 71,474 - (71,474} - -
Transfer to revenue reserve - {37,908} - 37,908 - -
At 31 December 2004 720,000 231,172 20,961 . 1,429,678 120,800 2,52';’,61 1

Capital reserves result from capitalisation of revenue reserves through banus issue of shares by subsidiaries and exchange
differences arising there from.

Revaluation reserve comprise accumulated surpfus an revaluation of property and equipment and fair vaiue adjustments
relating to investments.

Annual Repaoart & Finacial Statemecenls
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~ BANK STATEMENT OF CHANGES IN EQUITY

S, Teserve - diy
LS00

At 1 January 2003 n 600,000 907,072 1,587,472
et profit for the year .. o _. i 174,036 . . B _.u. o 174,036
Dividend declared — 2002 . _ - _ - ":'_.'(30-,4@}' (80,400}
Preposed dividend — 2003 (Note 14) - (100,300) - N 100,860- ._ _ -
At 31 December 2003 ' Goo,aoo 980,308 : 1_'00.,1}'00 1,681,108
AL1 [anuary 2004 600,000 980,308 1_60,300 1,681,108
Bonus issue of shares 120,000 {120,000) . -

Net profit for the year . i . 242,435 o S 242,435
Dividend declared — 2003 - - (100,800) | (100,800)
Proposed dividend — 2004 {Note 14} - (120800 120,800 -
At 31 December 2004 ' 726,000 981,943 ”1:20',300 1,822,743
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CASH GENRATE_D}'(USED) IN OPERATING ACTIVITIES 36{a)
Taxation paid '

Net cash used in operating activities

INVESTING ACTIVITIES

Acquisition of subsidiary companies 36(c]
Investment in associate

Additions to property and eguipment

Additions to intangible assets

Proceeds from sale of equipment

Additions to investment propetties

Other investments :

Dividend received

Net cash used in investing activities
FINANCING ACTIVITIES
Dividends paid

Dividends paid to minority shareholders

Net cash used in financing activities

Effects of exchange rate changes on cash and cash equivalents

NET INCREASE/ (DECREASE) IN CASH AND
CASH EQUIVALENTS

CASH AND CASH EQUIVALENTS AT 1 JANUARY

CASH AND CASH EQUIVALENTS AT 31 DECEMBER 36{b)

CONSOLIDATED CASH FLOW STATEMENT

T 2003

Sshooe i sHOe0.
2486075 © (1,064.925)
© (190;160) (113,219)
2255915 . (1,178,144)
(1,757,333) -
(77,786) . (4,444)
90,575) {72,825)
{4,581} {28,375)
273 7,745
(272) (5,274)
{210,663)
13,866
(1,930,274) (299,970)
(100,174) (80,000}
{21,981) {16,945}
(122.155) (96,946)
4,217
207,703 (1,575,060)
(69,549) 1,505,511
138,154 (69,549)

& Finacial Statements
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NOTES TO THE FINANCIAL STATEMENTS - p
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1 ACCOUNTING POLICIES

The financial statements have been prepared in accordance with International Financial Reporting Standards. The
principal accounting policies remain unchanged from the previous year except for the implementation of the provisions
of International Accounting Standard No. 1 Presentation of Financial Statements with regard to presentation of the
results of the long term assurance business, and are set out below:

Basis of accounting

The financial statements are prepared under the historical cost hasis of accounting modified to include the revaluation
of certain assets.

Basis of consolidation

The consolidated financial statements incorporate the financial statements of CFC BANK LIMITED (“the Bank™ and its
subsidiaries: CFC Financial Services Limited, CFC Holdings Limited, CFC investments Limited, ALICO Kenva Limited, Equity
Stock Brokers Limited, The Heritage AL, Insurance Company {K) Limited, Azali Company Limited and The Heritage A.LL
{insurance Company {T) Limited (the Group’) all made up to 31 Becember 2004.

Subsidiary undertakings, which are those entities in which the group has an interest of more than half of the voting
rights or otherwise has power to exercise control over the operations are consolidated. subsidiaries are consolidated

from the date on which control is transferred to the group. All inter-company fransactions are eliminated,

Investments in associates are accounted for by the equity method of accounting. Associates are undertakings over which
the group has significant influence, but which it does not control.

Goodwill

Goadwill arising on consolidation represents the excess of the cost of acquisition over the group’s share of the fair value
of the identifiable assets and liahilities of a subsidiary at the date of the acquisition. Goodwill is recognised as an asset
and is reviewed for impairment annuaily.

Investments in subsidiary companies

investments in subsidiary companies (details of which are disclosed in Note 22} are stated at cost less provision for
impairment loss, where applicable,

Investment properties
livestment properties are stated at open market value and are not depreciated. Yaluations are arried out every three
years by independent valuers and updated every year by the directors. Changes in their carrying amounts are accounted

for in the income statement in accordance with International Finandial Reporting Standard No. 40, Investment
Properties.

Revenue recognition

Banking

interest income which includes finance charges earned, interest on loans and advances and premium or discounts on
government and other securities is recognised in the period in which i is earned,
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ACCOUNTING POLICIES {Continued)

Revenue recognition {continued)

When the tpans and advances hecome doubtful of collection, they arce written down to their recaverable amounts and
interest income is thereafter recognised based on the rate of interest that was used to discount the future cash flows for
the purpose of measuring the recaverahle amount.

Fee and commission income is recognised at the time of effecting the transaction.

Incorne from hire purchase transactions is determined based on the sum of the digits method.

Professional fees are recognised when services are rendered in accordance with contractually agreed terms,

Dividend income from investments is recognised when the shareholders’ right to receive payment has been
established.

General Insurance Business

The underwriting resuit of the general insurance business is determined annually and is included in profit before tax
after taking into account premiums, outstanding ¢laims and acguisition costs. Premiums are included net of refunds
and a provision for the proportion of premiums written in the year which relate to cover provided for future periods.
The provisien for claims includes the estimated cost of claims nofified but not settled and claims incurred but not
reported at the balance sheet date, and is after anticipated recaveries from reinsurers.

Long Term Assurance Business

The value placed on the Group’s long term assurance business attributable to shareholders represents a prudent
valuation of future earnings of policies in force, together with the net worth of the business, being the nct tangible assets
and the surptus retained within the long-term assurance funds. This value is determined annually in consultation with
independent actuaries. Changes in the value placed on the long-term assurance business attributable to shareholders,
which are determined on & post-tax basis, are included in the income statement.

Property and equipment

Property and equipment is stated at cost less accumulated depreciation.

Depreciation is calculated to write off the cost of property and equipment in equal annual instalments over their
estimated useful lives. The annual rates generally in use are: '

Building 2%
Motor vehicles 25%
Furniture and equipment 12.5% - 30%

Operating lease prepayments

Payments t¢ acquire leasehold interest in land are treated as prepaid operating lease rentals and amortised over the
period of the lease.

I Repert & Finacial Statements
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1 ACCOUNTING POLICIES (Continued)
Intangible assets - computer software development costs

Generally, costs associated with developing computer software programmes are recognised as an expense. However,
costs that are clearly associated with an identifiable and unique product which will be controlled by the group and has
a probahle benefit exceeding the cost beyond one year, are recognised as an intangible asset.

Expenditure which enhances and extends computer software programmes beyond their original specifications and lives
is recognised as a capital improvement and added to the original cost of the software.

Computer software development costs recogmised as assets are stated at cost less amortisation. Amortisation is
calculated on a straight line basis over the estimated useful lives at an annual rate of 30%.

Taxation
income tax expense represents the sum of the current tax payable and deferred taxation.

Current taxation is provided on the basis of the results for the yvear as shown in the financial statements adjusted in
accordance with tax legislation.

Deferred income tax is provided, under the liability method, for aff temporary differences arising between the tax bases
of assets and liabilities and their carrying values for financial reporting purposes. Currenily enacted tax rates are used
to determine deferred income tax.

Provision for impairment of loans and advances

specific provisions for deubtful debts are held in respect of loans and advances. Provisions, based on appraisals of the
advances portfolio made in relation to identified risk loans and advances, reflect an estimate of loss expected and are
charged to the income statement. An assessment is aiso made of the inherent risk in the loans and advances portfolio
and a general provision is made which is charged to the income statement.

The provision for bad and daubtful loans and advances is increased by charges to income and decreased by write offs
{net of recoveries).

Foreign currencies

Assets and liabilities in foreign currencies are expressed in Kenya shillings at the rates of exchange ruling at the balance
sheet date. Transactions in foreign currencies during the year are converted at the rates rufing at the time of the
transactions. The resulting prefits or losses are dealt with in the income statement.

Foreign subsidiary

Exchange differences arising on translation of foreign subsidiary are accounted for as part of changes in equity.
Impairment

At each balance sheet date, the bank reviews the carrying amounis of its tangible and intangible assets to determine
whether there is any indication that those assets have suffered-an impairment loss. If any such indication exists, the

asset’s recoverable amount is estimated and an impairment loss is recognized in the income statement whenever the
carrying amount of the asset exceeds its recoverable amount.
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1 ACCOUNTING POLICIES {Continued)

Financial instruments

Financial assets and liabilities are initially recognised on the company’s balance sheet at cost using settiement date
accounting, when the company has become a party to the contraciual provisions of the instrument.

Loans and receivables originated by the company and not held for troding

Loans and receivables including advances originated by the bank and held to maturity are subsequently measured
ai amortised cosl.

Held to maturity investments

Financial assets with fixed or determinable payments and fixed maturity where the company has the positive intent and
ability to hold to maturity, other than loans and receivables originated by the bank, are measured at amertised cost.

Financiaf assets held for trading

Financial assefs acquired principally for the purpose of selling in the near term to generate profits from short-term
fluctuations in price or dealer’s margin are measured ai fair value through profit or loss.

Available-for-sale financial assefs

Are those non-derivative financial assets that are designated as available for sale or are not
classified as {a) loans and receivables, {b) held-to-maturity investments, or (¢} financial assets at fair value through
prafit or loss.

Derivative financial instruments

Derivative financial instruments are initially recorded at cost, if any, and are remeasured to fair value at subsequent
reporting dates, Changes in the fair value of derivative financial instruments that do not qualify for hedge accounting
are recognised in the income statement as they arise.

Impairment and uncollectabifity of financial assets
At each balance sheet date, all financiat assets are subject to review for impairment.

If it is prohable that the company will not be able to collect all amounts diee (princigal and interest) according to the
contractual terms of loans, receivables, or held-to-maturity investmenis carried at amostised cost, an impairment or
bad debt loss has occurred. The amount of the loss is the difference between the asset’s carrying amount and the .
présent value of expected future cash Hows discounted at the finandial insirument’s original effective interest rate
{recoverable amount). The carrying amount of the asset is reduced to its estimated recoverable amount through ufse
of the provision for bad and doubtful debts account, The amouni of the loss incurred is included in income statement
for the period. :

If a loss on a financial asset carried at fair value {recoverable amount is below original acquisition cost) has been
recognised directly in equity and there is objective evidence that the asset is impaired, the cumulative net loss that
had beer: recognised directly in equity is removed from equity and recognised in the income statement for the period
even though the financiai asset has not been derecognised. '

b Report & Finacial Slatements
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ACCOUNTING POLICIES (Continued)

Financial instruments (Continued)
Financial Liabilities

After initial recognition, the company measures all financal liabilities, including customer deposits other than
liahilities held for trading, at amortised cost. Liabilities held for trading {financial liabilities acquired principally for the
purpose of generating a profit from short-term fluctuations in price or dealer's margin) are subsequently measured at
fair value, :

Leasing

Leases are classified as finance |eases whenever the terms of the lease transfer substantially 2ll the risks and rewards
of ownership to the lessee_ All other leases are classified as operating leases.

The bank as fessor

Amounts due from lessees under finance feases are recorded as receivables at the amount of the Bank’s net investment
in the leases. Finance lease income is allocated 1o accounting periods so as to reflect a constant perrodlc rate of return
on the Bank’s net investment ogutstanding in respect of the leases.

Rental income from operating leases is recagnised on a straighi-line basis over the term of the relevant lease.
The bank as Jessee

Assets held under finance leases are recognised as assets of the Bank at their fair value at the date of acquisition. The
corresponding liability to the lessor is included in the balance sheet as a finance lease obligation. Finance costs, which
represent the difference between the total feasing commitments and the fair value of the assets acquired, are charged
to 1he income statement over the term of the relevant lease so as to produce a constant periodic rate of charge on the
rermaining halance of the obligations for each accounting period.

Rentals payable under operating leases are charged to income on a straight-line basis over the term of the refevant
fease.

Retirement benefit obligations
Each operating company in the Group operates a defined coniribution retirement benefits scheme, the assets of which
are held in separate trustee administered funds. The schemes are funded by contributions from employees and the

Group companies. The amounts of contributions are determined by the respective scheme rules,

The Group also contributes to a statutory defined contribution pension scheme, the National Social Security Fund.
Contributions are determined by local statute.

The Group’s contribution in respect of retirement benefits obligations are charged to the income statement as
incutred.
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1 ACCOUNTING POLICIES (Continued)
Segmental reporting
Segmental information is based on the primary format representing two business segments - hanking and related
services and imsurance and secondary fermat representing geographical segment.
Segment results include revenue and expenses directly attributable to 2 segment. Segment results are determined
before any adjustment for minority interest.
Segment assets and liabilizies comprise those operating assets and liabilities that are directly attributable to the segment
or can be allocated to the segment on a reasonable basis. Segment assets are determined after deducting related
allowances that are reported as direct offsets in the group's balance sheet.
Camial expenditure represents the total cost incurred during the vear to acquire segment assets that are expected to be
used for more than ane accounting period.
Unearned finance charges
The provision for unearned finance charges is calculated on a basis such as 1o allocate charges earned 10 the appropriate
acrounting period using the sum of digits method.
Contingent habilities
letters of credit, accepiances, puarantees and performance bonds are generally writien by the bank lo suppont
perfarmance by a customer to third parties. The bank wili only be required to meet these obligations in the event of the
customer’s defawlt. These pbligations are accounted for as off balance sheet transactions and disclosed as contingent
liahititias.
Comparatives
Where necessary, comparative figures have been adjusted to conform to changes in presentation in the current year.
2. CENTRAL BANK OF KENYA (AMENDMENT) ACT 2000
During 2001, the Kenya Bankers’ Association (KBA), an behalf of its members, filed an application in the Constitutional
Court of Kenva challenging the legality of the Central Bank of Kenhya (Amendmens) Act 2000 (The Act), which had gbeen
passed by the Parliament with an effective date of 1 January 2007, :
The court delivered its judgement on 24 January 2002 and ruled that The Act is retrospective and therefore inconsistent
with the Constitution of Kenya. Foliowing the ruling, various conflicting legal interpretations have been published.
The directors have taken legal advice in conjunction with KBA which canfirms that The Act is not aperational forﬁnéncial
vear 2004. Accordingly, the directors have prepared these finandial staiements on the basis of this advice. '
Annpnual Reporl & Finacial S$Statements
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SEGMENTAL REPORTING

The group is currently organised into two major divisions — Banking and related scrvices and nsurance. These divisions
are the basis on which the group reports its primary segment information.

Principai activifies are as follows: .
Bankingand refated setvices - Taking deposits, lending to customers and pravision of financial, advisory and stock

broking scrviges.

{nsurance - Insuring risks for all classes of insurance business.
fa) Primary reporting format - Business segments
income 1,348,965 1,382,630 2,731,595

Expenditure
Segment result
Taxation

Profit after taxation
Assets

Goodwill

Lizbilities

Capital expenditure
Depreciation and amortisation

1,068,957 1,132,672 2,201,629

280,008 249,958 529,966

114,858

415,108

13,474,286 2,956,060 16,430,346

14,575,006+ 11,505,038 2,265,490 12,785,857
L 6h91E 66511 34,689 101,200
65,991 30,439 96,430
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(10} Secondary reporiing format — Geographical segments

The group’s operations are located in Kenya and Tanzania. The Tanzanian subsidiary contributes over 10% of the

group’s consalidated incame.

Income
Expenditure

Segment result
Taxation
Profit after taxation

Assetls

Goodwill

Liabilities

Capital expenditure
Depreciation and -
armortisation

L KENYAC . GROUP -
2004 2003 7 2004 2003
£ 'Sh'000 - 7 -si'oo0 sh'oos - sh'abo
3488307 2420900 . 4DG89B . 310,695 3895205 2,731,595
2692892 1955306 321507 246373 3014399 2,201,629

795,505 465,594 85391 64,372 880,896 529,966

215,442 114,858
665,454 415,108
27264416 15807625 2,551,146 532,721 29815562 16,430,346
1,084,647 - - - 1,084,647 -
21,712290 13447013 2291789 323515 24004079 12,785.857

92,072 101,200 3,084 - 95,156 101200

- 82861 86,472 10301 9,958 93,162 96,430
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SEGMENTAL REPORTING (Continued)

The average number of employees for the year for the group’s principal divisions and geographical regions were as

follows:

(c) Primary reporting format — Business segments

Banking and related services
Insurance husiness

{d) Secondary reporting format — Geographical segments

Kenya
Tanzania

INTEREST INCOME

Loans and advances
Government securities
Placements and bank balances
Other

INTEREST EXPENSE

Cusiomer deposits
Deposits and placements from other banks
Interest on borrewed funds

OTHER OPERATING INCOME

Insurance premiums earned

Profit on disposal of quoted equity investments
Other income

Dividends from quoted equity investments
Rental income

Profit on disposal of equipment

- 221,771
66,554

skt AODE

-gi5,503 .

1,103,918

293,123
18,564

311,687

1,038.401
168,015
124,938

21,532
5,462
‘3,136
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7 OPERATING EXPENSES

insurance claims incurred 758,0;30
Statf costs (Note 8) 505-,491
Other costs 282_,71)8
Depreciation 83.029
Fees and commissions 48,619
Directors’ emoluments:-
- as directors 7,946
- as executives 31,205
Operating leasc rentals — property 32,894
Amartisation - intangible assets 10,770
- goodwill 2,281
" - operating lease 350
Contribution 1o Depesit Protection Fund 6,439
Auditors’ remuneration 5,957
Loss on disposal of equipment 3,478
1,779,197
8 STAFF COSTS
Salaries and benefits T ' 556756 - 463,?50{)
Pension contribulions SR 35,591 : 32,460
Termination benefits S 7338 8,645
NSSF R -7 786
Other staif costs - : . S33 -
701,037 . 505,491
The number of emgloyees for the group has been disclosed in Note 3. -
9 TAXATIGN
{a) Taxation expense: o .
Current 1ax at 30% _ - 225,658 134,524
Prior year overstatement in tax expense o (564) {1 5;807}
225,004 118,717
. Deferred tax: —_ —_ :
{Credit) {Nete 29(a)) o {15324 [.861)
Debit/{credit) {Note 29(b}) ST 567 1998)
] ) (3.859) -
i 114,858
Anaual Report & Finaciai Statemenls
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(b} Recanciliation of taxation expense to expected
1ax based on accounting profic

Accounting profit before 1axation

Tax at the applicable rate of 30%

Deferred tax asset (Under)fover provided in prior periods
Prior year overstatement n tax expense

Tax effect of expenses not deductible for tax

Tax effect of income taxed at lower rates (15%, 10% and 5%)
Tax effect of income exempt fram tax

PROFIT AFTER TAXATION

Profit after taxation deaft with in the financial staiements of the Bank is
Sh 242 435,000 (2003 - Sh 174,036,000).

MINORITY INTEREST

At 7 January 2004

share of profit after tax
Dividends paid

Other reserve mavements

At 31 December

LIFE FUND

Balan¢e at 7 January

Transier from revenue account - Yong term insnrance business

Actuarial value of policy holders fiabilities - American Life Insurance
Company (Kenya) Limited

Transfer to capital reserve

Transfer to general reserve

Transfer to cantingency reserve

surplus on actuarial valuation transferred to other fiabilities

Balance at 31 December
Comprising

Heritage All Insurance Company Limited
American Life Insurance Company (Kenya) Limited

529,966

158,990

o (139)

{15,807)

21,000

(49,276)

114,858

414130 360,902
89,669 ¢ 82,693
. (21,981 116,946
(10,403) 8,481
501,415 444,130
479,030 753,646
42,737 33,053
2,206,173 . -
(1,075} -

- {102,524)

- {15,000)

(39,408} (190,150)
2,787,457 . 479,030
L SBT2B4 479,030
2206473 -
479,030

LR TE]




The latest actuarial value of the funds was carried out as at 31 December 2004 by Alexander Forhes Financial Scrvices (EA)
Itd, consulting actuaries, using the net premium vafuation method. Significant valuation assumptions are summarised

below:

A1949/52.
- Ultimate
4% per annim
com poixirid

Maturity

13 EARNINGS PER SHARE

Earnings per share is calculated based on the profit aftributable to shareholders of Sh 433,048,000 [2003 - $h 299,357,000}
and 144,000,000 shares (2003 - 144,000,000} ordinary shares in issue during the year.

The prior year number of issued shares has been restated to inciude the honus issue made during the year, in accordance
with 1AS 33,

The diluted earnings per share is the same as basic earnings per share.
14 DIVIDEND PER SHARE

At the annual general meeting scheduled for 27 May 2005, a first and final dividend in respect of 2004 of Sh 0.84 per
share (2003 - Sh 0.84 per share) amaounting to a total of Sh 120,800,000 {2003 — $h 100,800,000} is to be proposed. The
proposed amount has been provided for in accordance with [nternational Financial Reparting Standard Ne.10, Events
After the Balance Sheet Date.

Payment of gividends to members with shareholding below 12.5% is subject to withholding tax at the rate of 5% for
: residents and 10% for non-residents.

/ 15 CASH AND BALANCES WITH CENTRAL BANK OF KENYA

CSwo0

ity et s

141690 430217

Cash on hand 12_?2,634
Balznces with Central Bank of R S
Kenya: Cash ratio requirement 622480 805319 622,480
Other 4,697 31575 4,697
768,867 749,811
The cash ratio balance is non-interest earning and is hased on the value of deposits as adjusted by the Central Bank of Kenya
requirements. These funds are not available io finance the Bank's day to day operations,

Annmnualil Report & Finaciai $Statements

— — T T T T Ceer R




16

17

GOVERNMENT SECURITIES

Treasury bills & bonds

49,159

Maturing within 90 days of acquisition ) 175,948 174,793 174,793
Maturing after 90 days of acquisition 8,943,485 4,342,605 3,004,659 3,411,517
9,124,433 4,517,398 3,053,818 3,586,310
Classification of government securities
Held for trading 5,744,110 334,701 654 907 334,701
Held to maturity ' 1,788,954 2,062,623 1,387,347 1,131,635
Available for sale 1,590,369 2,120,074 1,011,564 2,120,074
" Total 9,124,433 4,517,398 3,053,818 3,586,310
The effective interest rate on Treasury bills as at 31 December 2004 was 6% per annum (2003 - 3%).
The effective interest rate on Treasury bonds as at 31 December 2004 was 6% per annum {2003 - 5%).
DEPOSITS AND BALANCES DUE FROM BANKING INSTITUTIONS
GROUP BANK
2004 2003 2004 2003
sh’0od sh’000 Sh’000 sh’o00
Balances due from banking institutions 525,608 100,068 272,395 100,068
Deposits due from banking institutions 739,006 630,043 424,144 295,207
1,264,614 780,111 696,539 - 395,275

The weighted average effective interest rate during the year for deposits due from banking institutions at 31 December

2004 was 4% (2003 - 2%) and nil for balances with banking institutions.

PV A T PR




18  LOANS AND ADVANCES TO CUSTOMERS

GROUP AND BANK

Finance leases (Noté 18{a} B _2,896,(&?5

Loans, advances and hills discounted (Note 18{b)) 5,5’1-1',259 .

Unearned finance charges (Note 18(a))

Provision for bad and doubtful . .

debts {Note 19) S {235, _95]

7,831,494

Analysis of gross loans and advances by maturity:

fa) Firance {ease receivables

Amounts receivable under

finance leases:

Within ane year 1,475,828 1300,483

Over one year to three years 1,349,264 1,192,250

Over three years 70,953 62,687
2,896,045 2,555,430

Less unearned finance income (340,615} -

Present value of minimum |ease }

payments receivable ~ 2,555,430 2,555,430

The company.enters into finance Jeasing arrangements for certain plant, equipment and motor vehicles, The average

term of finance leases entered into is between 2 to 3 years. :

Unguaranteed residual values of assets under finance feases are estimated at nil {2003- mil).

The interest rate inherent in the lease is variable at the contract date for all of the lease term. The welghied average

interest rate on finance lease receivables at 31 December 2004 was 13% (2003 - 14%).

The related party transactions and balances are covered under Note 46 and concentrations of advances to customers is

covered under Note 42.

Annuat Report & Finacial Statements s
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18  LOANS AND ADVANCES TO CUSTOMERS (continued)

(k) Loans, advances and bills discounted:

Maturing within one ycar 4,736,222

Over ane vear to three vears 648,785
Over three vears 126,252
5,511,259

The effective interest rate on loans and advances to customers as at 31 December 2004 was 11% {2003 - 12%).

The interest rate on loans and advances to customers are either pegzed to the bank’s base lending rate or the treasury
bill rate. The interest rates, therefore, fluciuate depending on the mavement in market interest rates.

The aggregate balance of impaired loans and advances to customers as at 31 December 2004 was Sh 547,948,000
{2003 — Sh 531,823,000 - restaled). These are included in the balance sheet {net of impairment losses) at Sh 134,059,000

{2003 - sh 187,265,000).
19 MOVEMENTS IN PROVISIONS OF IMPAIRMENT OF LOANS AND ADVANCES

_ Specific ~ ~  .General BN Tota! _ _
provision.  provision . - . . 2004 . 2003 -
sgeo - swooo - - Sh'oe0 .. - shed0
At 1 |anuary 2004 N 158,953 76,242 . 235,195 158,028
Provisions made during the year o 46,269 . 51,774 o 98,043 115,248
Recoveries and provisiens no longer _ : : - N o
Reguired @941 (19,959) - {22,900) -
Amounts written off during current year {50,445) - T (50,445} {38,081)
At 31 December 2004 (Note 18) 151,836 - 108,057 259,893 235,195
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NOTES TO THE FINANCIAL STATEMENTS (Continued)

20 INVESTMENT IN ASSOCIATES

GROUP
At 1 January o _ -1'0:,{){3 17,#33
Currency translation U386, -
Additional investment in Alliance s 3 - -
Insurance Company (T} Limited CL LT8G -
Share of fair value gain/{loss) on investments L 968 -
Credit/(charge) to profit and toss account of negative '_ e
goodwill and share of post acquisition pro#it/{loss) 179z (7,795)
At 31 December 107,005 10,043

Strategis Insurance Company (T) Limited and Alliance Insurance Company (T} Limited are associates of Heritage
insurance Company (T} Limited in which Heritage Tanzania owns 24% and 45% of the shares respectively. Strategis
Insurance Company started trading in February 2003 and has a year-end of 30™ September.

Alliance Insurance Company {T) became an associate during the year and has a 31st December year-end.

Investment in associates have been accounted for using equity method of accounting.

o S .. BANK .
2004 TUUI2003 2084 2003
Tl sh00n " sh*000! . sh000 sh'000
OTHER ASSETS e e e L
ltems in transit S ..-"1_45-407_." ' 104283 146,407 104.283
Insurance premium receivables 479,380 377,974 _— T -
Due from reinsurers S B3.716. - ’ oo ' '
Kenya Motor Insurance pool e - 10,369 - -
Deferred insurance commission o 23437 21,246 ' - -
Reinsurance share of technical provisions . _2?-2_'75:54;05 - Lo -
Other o 433388 197,291 . 44,044 38,805
3 a31,73 712,063 190451 143,088

& Finacital Statewment:s
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22 INVESTMENT IN SUBSIDIARY
COMPANIES

BANK

Company

100,330

Kenva
Kenya

CFC Financial Services Limited

Equity Stock Brokers Limited

The Heritage ALl Insurance S
Company Limited U Aty Kenya

_ 65,705 " 65,705
Azali Company Limited . 6408% Kenya e el -n -
The Heritage A.LL Insurance e - s T o
Company (1) Limited . 38.45% - Tanzania AR -
CFC Holdings Limited . 100.00%: . - Kenya - . 525,00[_! -
ALICO Kenya Limited 100:00%: - Kenya ~ .o e -
CFC investments Limited . 100.00% Kenya . 0 - -
691,235 - 166,235

Investment in subsidiary companies are stated at cost less provision for impairment losses where applicable.
The Heritage A.LL Insurance Company (T) Limiled is a 60% subsidiary of The Heritage A.L1. Insurance Company
{K) Limited. ALICO Kenya Limited is a 100% subsidiary of CFC Holdings Ltd, while Azali Company (K} Ltd is a 100%

subsidiary of Heritage A_Ll. Insurance Company (K} Limited.

Equity Stock Brokers Limited is a 100% subsidiary of CFC Financial Services Limited.

23 INVESTMENT PROPERTIES e 200

. SWe00 - siooe .-
GROUP B o
Freehold properties .
A1 January 138,264 132,990
Additions _ 272 5,274
Net fair value gain 13,714 - -
At 31 December 152,250 138,264
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29 (a) DEFERRED TAX ASSET T

2004 2008
. sh'g00 - . §Sl1’000
| |
Asset
- General provision for bad and doubtful debts 32417 222,872
. Accelerated capital allowances 21,940 1;3,073
Tax fosses in subsidiary companies - 2,487
Provision for staff bonus - i 600
54,357 39,032
Movemeni on the deferred tax asset is as
follows:
At 1 January 39,032 36,171
Income statement credit — Note 9(a) - 15324 ?2,861
At 31 December 54,357 39,032
COMPANY
The net deferred tax asset is attzibutabie
10 the following items:
General provision for bad and doubtful debts o32417 ?2,872
Depreciation in excess of capital allowances 17,949 11,673
50,366 34,545
(b}  DEFERRED TAX LIABILITY
Liability
Accelerated capital allowances 13,207 ;10,287
Unrealised exchange differences o . L (719)
Revaluation surplus ' - [27,686)
Fair value gain on investrent property . (87,589 -
Over deductible tempovary differences © {74,382 (18,118)
Movement an the deferred liability is as follows:
: A1 January . (18,118) (19,262)
Currency translation . (40} L 146
: Deferred tax on acquisition of subsidiary ¢ {50,552) 3 .
Income statement credit/(charge) — Note 9(a) : (5,672 . 998
At 31 December L aae) (g118)
Annual Report & Fimacial Statements
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NOTES TO THE FINANCIAL STATEMENTS (Continued

he year ended 31 Dec

INVESTMENT IN SUBSIDIARY
COMPANIES

BANK

Company

CFC Financial Services Limited

Equily Stock Brokers Limited

The Heritage ALl Insurance R ‘. .
Company Limited o 6403% Kenya - : 705 ' 65,705

Kenya

Azali Company Limited Lo 6A08% Kenya o i}
The Heritage A.Ll. Insurance _ FE T

Company (T} Limited : 38_.45% Tanzania .- el -
CFC Holdings Limited 1.00_.0'0%‘ . Kenya . . ._525-,060 : -
ALICO Kenya Eimited : 10000% : Kenya - PR R
CFC Investments Limited - 10{}7{}0'_%:- _ Kenya . S

691,235 166,235

Investment in subsidiary companies are stated at cost less provision for impairment losses where applicable,
The Heritage A.LL Insurance Company (T) Limited is a 60% subsidiary of The Heritage A.Ll. Insurance Cofnpany
(X) Eimited. ALICO Kenya Limited is 2 100% subsidiary of CFC Holdings Ltd, while Azali Company (K) Ltd is a 100%

subsidiary of Heritage A.LL Insurance Company {Kj Limited.

Equity Stack Brokers Limited is a 100% subsidiary of CFC Financial Services Limited.

INVESTMENT PROPERTIES 2004 2003

shogs ~ sk'ooe
GROUP o '
Freehold properties
AL 1 January 138,264 132,980
Additions 272 5,274
Met fair value gain _ 13714 -
At 31 December C 1_52.;?50' : 138,264

o 0 4
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23 INVESTMENT PROPERTIES {Continued)

Investment properties were revalued as at 31 December 2004 by Lloyd Masika Limited, registered valuers on an open
market hasis. The invesiment properties are located in Nairobi.

24 OTHER INVESTMENTS

Quoted equity investments at mid-market value L 517,755 273,314
Unguoted equity investments at cost 85,107 58,201
Commerdial paper, corporate bonds and other investments CLAA73818 . 736,385

1,776,474 1,067,900

The effective interest rate on commercial paper, corporate bonds and ather investments as at 37 Decernber 2004 was
5% (2003 - 5%).

25  PROPERTY AND EQUIPMENT
3} GROUP bakdigon 0 rewiweand Tl
leaschold fand  Motdr veicles - equipment | . |

cosT s o |
At 1 January 2004 S I 57284 - . .468:839 878,433
Acquisition of subsidiary 297501 19,051 147,390 464,032
Currency translation . o330 " g3g 1,1569
Additions - 23564 3755 63256 90,575

Disposals o {999) (10,362) (11,367)

At 31 December 2004 673865 79421 669,962 1’423’2548

DEPRECIATION . S - . :

AL 1 January 2004 L 27862 34,600 . 329,896 392,358
Acquisition of subsidiary S 29,987 13,280 ._ Y 96,159 139,445
Currency translation S 138 . L . 666 84
Charge for the year 7054 10759 | 60,949 78,762
Eliminated on disposals e 999 - . (10362 (11361)

At 31 December 2004 SINDRE 7 = 5 57,787 . 477308 600,008

NET BOOK VALUE
At 31 December 2004

21,634 192654 823,240

At 31 December 2003 22,684

486,475

Ananual Report & Finmnacial Statements
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25  PROPERTY AND EQUIPMENT (Continued)
Motor vehicies, furniture and equipment stated at a cost of Sh 231,587,525 {2003- Sh 178,436,774} have been fully
depreciated. The normal annual depreciation charge in respect of these assets would have heen Sh 55,271,192
(2003 - Sh 44,857,830},
~ Buildingon .. 'Motor - Furnitureand- v 7
leaseholdland = . - vehicles = equipment - - Total
sWobo . Sh'000- - sh’op0 - Sh*000
COST S -
At 1 |anuary 2004 . 352,710 3743 - 327,0?_7 ‘ 703,530
Additions - 212 53,661 55,773
Disposals - - © o {7.552) {7,552
At 31 December 2004 352,710 25,855 373,186 751,751
DEPRECIATION .
At 1 January 2004 27,862 10,102 : 209,642 247,606
Charge for the year 7,054 5477 47,824 6(,355
Eliminated on disposals - - {7,552} {7,552)
At 31 December 2004 34,96 15,579 249,914 300,409
NET BOOK VALUE
At 31 December 2004 317,794 10,276 123,272 451,342
At 31 December 2003 324,848 13,641 117,435 455,924

Motor vehicles, furniture and equipment stated at a cost of Sh 152,532,525 (2003 ~ Sh 100,750,180) have heen fully
depreciated. The normal annual depreciation charge in respect of these assets would be Sh 36,216,192 {2003 — Sh
25,721,054).
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Annual

OPERATING LEASE PREPAYMENT

COST
AL January 2004
Acquisition of subsidiary

At 31 December 2004

AMORTISATION

At 1 January 2004
Acquisition of subsidiary
Amortisation for the year

At 31 December 2004

- NET BOOK VALUL

At 31 December 2004

At 31 December 2003

ACQUISITION OF SUBSIDIARY COMPANIES

41600 35,000

3050 3,050

287 -

2,163 350

5,500 3,400

36,109 31,600
31,950

31,950

(@ On 15® December 2004, the Group acquired the life insurance business of Alico Kenya Eimited through the
acijuisition of the entire issued share capital of Alico Kenya. The acquisition was done through CFC Holdings
Limited and CFC Investments Limited {formerly Trans-National Group Limited), both wholly owned subsidiaries
of CFC Bank Limited. The transaction has been accounted for as at 15" Decernber 2004 under the purchase

method of accounting for husiness combinations.

Total acquisition cost

Fair value of assets acyuired

Fair value of Liabilities and contingent liabilities

Actuarial value of the life fund

Net fair value of assets acquired

Goodwiil

Report

&

Finacial

CFC Holdings  CFC Investments

b
ol

Limited * - . Limited Total -

2004 2004 2004

- Sh'000 Sh'000 © - Sh*Doo
1269798 . 634,582 1,904,380
4,539 085 2324136 6,863,221
{2,558,210) - 1,279,105} - (3.837,315)
{1,470,782) - {7353091) (2,208,173}
510,093 300,640 819,733
759,705 ‘324,942 1,084,647
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27 ACQUISITION OF SUBSIDIARY COMPANIES (Continued)
[B) On 1 July 2004, the group acquired 100% of the issued share capital of Azali Company Limited for a cash consideratian
of h 5,648,702, The fair value of the net assets acquired was Sh 5,648,702,
28  INTANGIBLE ASSETS oo o
- Computer = Computer
software ~ software
sh'ooo - .- Shono.

CosT _ _
AL 1 January 2004 : 65,863 37,356
Currency translation B 614 -
Additions 4,581 3,033
At 31 December 2004 71,05!_1 40,389
AMORTISATION _
At 1 January 2004 29,690- : 23,91
Currency translation 185 -
Charge for the year 12,237 5,697
At 31 December 2004 52,112 29,618
NET BOOK VALUE .
At 31 December 2004 _ 18,046 . 16,771
At 31 December 2003 . 26,173 13,435

GROUP
Intangible assets stated at a cost of Sh 21,025,522 (2003 — Sh 26,153,995) have been fully amortized, The normal annual
amortization charge in respect of these assets would be Sh 6,306,827 (2003 — Sh 7,201,245).

BANK
Intangible asseis stated at a cost of Sh 21,017,231 {2003 — Sh 19,704,460) have been fully amortized. The normal annual
amortization charge in respect of these assets would be Sh 6,305,169 (2003 — $h 5,911,338} '
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(a) DEFERRED TAX ASSET

GROUP

Asset

- General provision for bad and doubtful debts

Accelerated capital allowances
Tax losses in subsidiary companies
Provision for staff benus

Movement on the deferred tax asset is as
follows:

At 1 January
Income statement credit — Note 9(a)

At 31 December

COMPANY
The net deferred tax asset is attributahle
to the following items:

General provision for bad and doubtful debts
Depreciation in excess of capital allowances

(b)  DEFERRED TAX LIABILITY
Liability

Accelerated capital allowances
Unrealised exchange differences
Revaluation surplus

Fair value gain on investment property
Over deductible temporary differences
Movement on the deferred liability is as follows:
At 1 fanuary

Currency translation

Deferred tax on acquisition of subsidiary

Income statement credit/(charge) — Note 9{a)

At 31 December

Annual Report & Finacial

Statements

2004 - 2003

- sh'000 $h'000
2417 2872
21,940 12,073

- 2,487

- . 600

54,357 39,032
39,032 36,171
15,324 2,861
54,357 39,032
32,417 22,872
17,949 11,673
50,366 34,545
13,207 10,287

- {719)

- (27,686)
{87,589) Lo

~ {74,382) (18,118)
" {18,118) {19,262)
{40} 1146
(50,552) .
5,672) 998
(74,382) (18,118}
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30 CUSTOMER DEPOSITS :
GROUP .© BANK
2004 2003 - . 2008 2003 -
sh'o00 Sh'op0 . sh000 . Sh'oo0
Matuyities
Payable within 30 days 11,145,806 8,358,768 11,350,531 8,524,608
Payable after 90 days . -
but within one year 1,424.075 1,422,366 1424075 1,565,045 -
Payable after one year 103,410 87,109 103,410 87,109
12,673,291 9,868,243 12,878,016 10,176,852
The hank’s customer deposits payable within one year include deposits from subsidiary companies amounting to Sh

204,725,000 {2003 — Sh 308,608,000,

The effective interest rate on customer deposiis as at 31 December 2004 was 4% (2003 - 2%).
The related party transactions and balances are covered under Note 46 and concentration of customer deposits is
tovered under Note 42,

31 DEPQSITS DUE TO BANKING INSTITUTIONS
2004 2003
Sh'000 Sh’000

GROUP AND BANK '

Maturing within 90 days 1,464,202 1,170,840
Maturing after 90 days ' - 50,688

1,464,202 1,221,528

The weighted average etfective interest rate for depasits due to
banking institutions at 3% December 2004 was 9% {2003 — 2%).

32 LINE OF CREDIT

African Development Bank 393,250 -

The Bank has an unsecured revolving term line of credit with the African
Devejopment Bank of sh 550,550,000 (Us$ 7,000,000}, As at 31 December
2004, the draw down was $h 393,250,000 (US$ 5,000,000).

33 TERM LOAN

Barclays Bank of Kenya Limited 623,000 -
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| NOTES TO THE FINANCIAL STATEMENTS (Continued)

We year ended 31 December 2004

33  TERM LOAN (Continued)

The term loan from Barclays Bank of Kenya timited is in a subsidiary company; (FC Holdings Limited. The loan is
secured by a letter of comfort from the Bank and a letter of negative pledge from the subsidiary company.

The foan is repayabie over three years with semi-annual instalments.
The weighted average effective interest rate at year end was 8.9%.

34 OTHER LIABILITIES :
GROUP BANKS

2004 2003 2004 2003
sh’000 Sh’000- sh’000 5h'00

Pavable under deposit administration
Contracts 3,259,350 - - P
Long-term business funds 394,314 - - P
Provisions for insurance claims 2,996,900 744,575 - .
Unearned insurance premiums 912,912 366,315 - Eg -
Amounts due te insurers 165,912 138,026 - oo
Bankers cheques unpresented 325,290 137,458 325,290 137?,458
Dueto stockbrokers - 48,631 - i
Other liabifities 665,949 719,157 288,565 194:,406
8,720,627 2,154,162 613,855 331,364

Number Ordinaryisllare

ofshares capimal
‘0005’ SH000
35 SHARE CAPITAL ' :
Balance at 1* January 2004 120,000 600,000
Bonus issue of shares ’ © . 24,000 120?,000
Al 31% December 2004 144,000 726,000

The total authorised number of shares is 144,000,000 with a par value of $h 5 each, all issued and fully paid up.

During the year, a bonus issue of 24,000,000 shares {1 share for every 5 held) was made by capitalizing 5h 120 million
from the revenue reserve. - '

Anpual Report & Finacial S5tatemendls




NOTES TO THE FINANCIAL STATEMENTS (Contmued)

for

the year

ended 31

December

Top ten sharehalders as at 31% December 2004:

No. Name

@@ N AU RN

Beechwood

—
=

Gambit Holdings iLtd
African Lialson & Consultants Lid
Sovereign Trust Ltd
Kingsway Nominees Ltd
Aruna Chandrakant Shah
Phaenix of East Africa Assurance Ltd
APA Insurance Ltd
Sayani Investments Ltd

[nvestments Ltd

Insurance Company of East Africa Ltd

2 U 0 4 T

The distribution of shareholders as at 31 Decermber 2004 was as follows:

Number of shares

1-500

501 - 5,000

5,001 - 10,000
16,001 — 100,000
100,001-1,000,000
Over 1,000,000

TOTAL

Number of shares. . - -

65,763,339 4567

39,751,092. 27.60
18,431,624 12.80

4,798,615 3.33

727,232 Q.51

641,917 0.45

371,188 - 0.26

317,242 0.22

300,000 021

264,000 0.18

Number of Number of % Shareholding

Shareholders Shares Held

483 - 101,832 0.07

700 1,329,499 0.93

362 2,453,786 1.70

33 7,005,517 487

18 4,364,696 3.03

4 128,744,670 89.40

1,898 144,000,000 190,00

e B deend FIAGS
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T e i for the year “ended 31 December 2004
36  NOTES TO THE CONSOLIDATED CASH FLOW STATEMENT - S e
. 2004 2003
| . sh'oop - $h’000:
{a) Reconciliation of consolidated profit before taxation
1o net cash from operating activities
Censolidated profit before taxation : . .8B0,8% 529,966
Depreciation o 78,762 83,029
Amartisation of intangibie asset - 12,237 10,770
i Amortisation of operating lease prepayments S 2063 350
1 Amortisation of goodwill ' - 12,281
: {Profit)/loss on sale of equipment (273) 3,478
. Dividends receivable - quoted and unquoted equity investments S {13,866)
Exchange difference on translation of a foreign subsidiary - 6,965}
Share of fair value gain in associate : {17,912} -
Fair value adjustment for investment property {13,714} -
942,159 602,087
{Increase)/decrease in pperating assets ;
Loans and advances to customers (3,137,871} {1,657,260)
Gther investments 257,062 - -
Other assets (2,396,250) {123 962)
Cash ratio requirement (182,839) 219 ,294)
Government securities 456,635 {3, 159 048)
Effects of exchange rate changes {3,603) : -
5,012,866) (5,157,564}
Increase/(decrease) in pperating liabilities
! Customer depasits 2,805,048 3,165,368
Ling of credit 1,016,250 Lo
Other liabilities © 2,786,655 332,583
Deposits due to other barking institutions | (50688) (7.399)
Life fund - (40,483} -
6,516,782 3,490,552
Net cash generated/{used) in operating activities 2,446,075 ' {1,!)645,925]

& Finacial Statemaent:s
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36 NOTESTOTHE CASH FLOW STATEMENT (Continued) AR

_ o sWoe . swooo
{b) Analysis of balances of cash and cash P
equivalents as shown in the balance sheet and notes:
Cash and other balances with T :
Central Bank of Kenya 161,794 . 146,387
Treasury bilis and bonds 175,948 174,793
Deposits and balances due from 1,264,614 780,111
banking institutiens
Deposits and balances due to - (1,464,202) - (1,170,840)
banking institutions ' :
138,154 (69,549)

For the putposes of the cash fow statement, cash equivalents include short-term liquid investments which are -
readily convertible into kngwn amounts of £ash and which were within three months of maturity when acquired,
less advances from banks repayable within three months from the dates of the advances.

{e) During the period the Group acquired two subsidiaries {Note 27).
The fair value of assets acguired and lizbilities assumed were as follows:

Sh'0p0’
Total purchase consideration .
(All setiled in cash and cash equivalents) _ 1,910,029
Cash and cash equivalents acquired (152,696}
1,757,333
Assets gther than cash and cash eguivalents
Government securities 5062,515
Other investments 998,389
Other assets 324,31
Prepaid operating lease rentals 713
Property and equipment 330,236
6,716,174
Liahilities:
Actuarial value of policy holders’ liabilities 2,206,173
Payable under deposit administration coniracts 3,259,350
Unearned premiums 93,122
Cutstanding claims provisions 183,170
Other payables 296,673
6,043,488
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= 37 HQUIDITY RISK
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|
i : The table kelow analyses assets and liahilities into relevant maturity groupings based on the remaining period at 31 December 2004 to the contractual maturity dates.
o .
| - .
A Upte 1.3 3-6 6-12 143 3.5 o Over R
;‘ " 1 month_ months. manths. months years years . . .. Byears ;.\ Total
T " sh'oo0 sivaon sh'000 ~ Sh'000 - sh'000 " sh'o00 .. ¢ sh'o00c - o Sh'Dog
|7 ASSETS ' T '
! - Cash and halances with - T IR R
‘ . Central Bank of Kenya C o g4B218 216323 22467 50,764 9,341 - ' . S ALE
Government securities 59,332 700,047 78,025 939,525 3,174,335 589,350 2,983,819 - 9,124,433
- Deposits and balances due - : ’ . R
;' from banking institutions 937,768 93,005 6,182 133,985 93,674 - B 1,264,614
~ Loans and advances _
n te customers 2,685,460 2,103,713 1,321,129 1,289,200 2982605 - 367715 218,543 10,969,365
: Other assets 374,980 84,432 8,369 2,128,130 69,784 448,534 854,500 . 3,978,729
—_ Investment in associates - - - - ’ - 107,095 . . 107,095
; " Taxation recoverable - - - - - - '5,135_ 5,185
! - investment properties - - - - - - 152,250 - 152,250
— ~ Other investments BN 1,202 - 1,202 24,606 78,900 1,123,569, 1,229,479
— : Property and equipment B - . . 7.621 - + 815,619 - - 823,240
| 3 Operating fease prepayments - - - - - 3,100 36,109
i - Intangible assets - - - - 6,639 - 12,307 18,946
= Goodwil - - - . : - 1,084,647 1,084,647
o Deferred tax asset - - - 52,853 - - 1,504 54,357
Total assets 4,705,758 3,198,722 2,056,172 4,595,65% 6,368,605 1,591,594 7,293,052 29,815,562




37

LIQUIDITY RISK {Continued)

EQUITY AND LIABILITIES

Custorners depasils
Deposits and balances due
o banking institutions
Line of credif
Other liabilities
Taxation payable
Deterred tax liakility
Unclaimed dividends
Share capital
Capital reserves
Revaluation reserves
Revenue reserves
Proposed dividends
Minority interest
Life fund

Total equity and liabilities
Net liguidity gap
As at 31 December 2003

Total assets
Total equity and liabilities

Net liquidity gap

Up to 1-3 3-6 6—12 1-3 3-5 Over o

1 month months months months years years 5 yéars 0 Total
sh’0a0 Sh'00D sh'6oo Sh'000 sh’000 $h'000 SWO00 _' ‘sh'pod
8,357,872 2,928,880 479,852 773,277 103,410 - - 12,673,291
730,000 734,202 . - . 1,464,202
- - - - 1,016,250 - 4,006,250
945,829 50,366 2,542,184 561,554 - 4,580,693 B,720,626
6,501 35,622 - - - 7,966 50,489
- - - - 21,829 - 52,553 74,382
- 4,838 - - - - 4833
- B - - - 720,000 720,000
. - - - 231,172 231,172
- - - - 20,961 20,961
- - - - - 1,429,698 1,429,698
. 120,800 - - - 120,800
- - - - - 501,394 501,394
- - - - . 2,787 457 2,787,457
10,070,602 3,914,708 3,022,036 1,334,431 125,23% 1,016,250 10,331,894 29,815,562

|5,364,846) {715,986} (965,864) 3,260,828 6,243,366 575,344 (3,032,842)

3,957,571 1,841,002 2,361,647 3,230,595 2,194,230 959,030 1,886,264 16,430,346
10,064,094 909,359 1,019,430 572,409 250,796 57,285 3,557,273 16,430,346
6,106,523} 931,650 1,342,517 2,658,186 1,943,434 901745 {1,671,009) -

Customer depasits it the first category above represent current, savings and call deposit account balances, which past experience has shown to be stable and of a long

term nature.
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INTERESY RATE RISK
The group is exposed to vafldus risks associated with the effects of flucirations in the prevailing levels of market interest rates on its finandial position: and tash flows, The
table beiow sumimarises the exposure to interest rate visk, Included in the table are the assets and labilities at carrying amounts, categorised by the earfier of contractual
repricing or maturity dates. The group does not bear an interest rate visk on off balance sheet jtems.
1-3 . 3-8 6-12 13 3-5 . Over  Non-iiterest ‘
onth nth ' h years years 5 years - bearing © Total
Sh'ooo - osWeDe Sh000 ) $h'000 SH'O0D " sweno - Sh'OD..

ASSETS ' '
Cash and halantes with ) . ) :
Central Bank of Kenya .- - . - - - ORI 967,113
Government securities 759,379 673,025 939,525 3,174,335 589,350 2,983,819 ; . 9,124,433
Depuosits and balances due o

from banking instititions 1,030,773 9,132 133,985 93,674 - - - 1,264,614
Loans and advanies . .

10 cusiomers 10,969,365 - - - - - . . 19,969,365
Other assets - - - - - - 3978729 3978729
investment in associates - - - - - - 197,095 107,095
Taxation recoverable - - - - - - 5,183 5,189
trvesimerd properties - - - - - - 18,250 152,250
Other invesiments 1,202 - 1,202 24,506 78,900 1,123,569 - 1,229,479
Property and eguipment - - - - . . . 823240 823,240
Operating lease prepayments . - - - - - 35,109 36,199
intzngible assets - - - - - - o 18948 18,946
Goodwill - - - - - - 1,084,647 1,184,847
Deferred tax assel - - - . B - 54,357 54,357
Tetal assels 12,760,719 684,207 1,974,712 3,292,615 668,250 4,107,388 7,227,671 29,815,562

134 W33
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INTEREST RATE RISK (Continuedl)

EQUITY AND LIABILITIES

Customers deposits
Deposits and balances due
t0 hanking institutions
Line of credit

Giher liabilities
Taxation pavable
Deferred tax liability
Unclaimed dividends
Share capital

Capital reserves
Revaluation resetves
Revenue reserves
Proposed dividends
Minority interest

Life fund

Total equity and liabilities

On halance sheet intevest rate
sensitivity gap

As at 31 December 2003

Total assets
Total equity and liabilities

On balance sheei interest rate
sensitivity gap

1-3 3-6 5-12 1-3 3-5 Over Non-interest
months monshs months years years 5 yeays - hearing -
sh'noo Sh'000 Sh’000 sh*000 Sh'000 Sh'ong - shdp’.
11,316,754 479,852 773,275 103,410 . - Gl 12,673,291
1,464,202 - . . . - So 1,464,202
- - . . 1,016,250 =0 1,016,250
- - - - - - 8,720,627~ 8,720,627
- - . - - - o BDABY 50,489
- - - . - - 4382 L 74,382
. N . . . - 4,838 4,838
- - - - - - 720,000, - 720,000
- - - - . - 2372 21,172
- - - - - - 20,961 20,961
- - - - - - 29, 1,429,673
- - - - - - 120,800
- - . - - 501,415
- - - . - - 2,787 457
12,780,956 479,852 773,275 103,410 . 1,016,250 29,815,562
{20,237) " 204,355 301,437 3,189,205 568,250 3,091,138 -
10,310,817 684,965 1,042,470 4,424,440 499,209 3,499,669 24,796,787
10,132,639 870,024 87,108 - - - 24,796,787
178,178 185,059) 955,362 4.424,440 499,200 3,499,669 (3,371,799} .
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Annual

CURRENCY RISK

} NOTES TO THE FINANCIAL STATEMENTS (Continued)

The hank aperates wholly within Kenya and its assets are reported in the local currency. Although it maintains teade
with other correspandent banks, and has a subsidiary with majority sharebolding in a company in Tanzania, it held na
significant foreign currency exposure as at 31 December 2004,

The group takes deposits and lends in currencies other than Kenyan shillings. The bank’s currency position and exposure
are managed within the exposure guideline of 20% of core capital as stipulated by Central Bank of Kenya. The significant
currency positions are detailed below:

At 31 December 2004

GROUP

ASSETS
Cash and bafances with
Central Bank of Kenya
Goverpment securities
Depasits and balances

due from banking institutions
Loans and advances

to customers
Other assets
Investment in associate
Taxatien recoverable
tnvesiment property
Other investments
Properiy and equipment
Operating lease prepayments
Goedwii
Intangible assets
Deferred tax asset

TOTAL ASSETS

LIABILITIES

Customer depasits

Deposits and balances

due to banking institutions
Line of credit

Other liabilities

Taxatien payable

Deferred tax liability
Unclaimed dividends

Life fund

TOTAL LIABILITIES

Report

Local - _ _ _ :
currency  USDollar  GE Pound Euro Others | Total
© sh'ooy ) sh’000 sh’000 sh'000  Shs'00O
919,387 36,863 6,715 3,883 %5 967,113
9124 433 . - . 8424433

581,821 367,082 310,218 602 4801 1264614
8360303 1,930,367 19,783 658,912 - 10969365
3,944,046 31,413 143 3,020 107 3978729

107,095 . - 107,095

5,185 - - - 15,185

152,250 . 1$2,250
1,229,479 - 1,229479

823,240 - - 823,240

36,109 - - 3’;6,109
1,084,647 - - 1,084,647

18,946 - - 18,946

54,357 - - 54,357

26,441,298 2,365,725 336,859 66,417 5263 29,815,562
9,790,919 1,737,583 775,336 360,838 8,615 12,5755;,291
1,188,732 87,720 45,645 107.330 34,775 1,464,202

. 1,016.250 . - - 1,016,250
8,668,776 38,794 5,114 1,994 5949 8,720,627

50,439 . - . 50489

74,382 - - - 74,382

4838 - - 4838
" 2,787 457 - - - 2,787 457

. 22,565,593 2,880,347 826,095 470,162 49,339 26,791,536

& Finacial Statements

—

A e e e B |



39

CURRENCY RISK (Continued)

NET BALANCE SHEET
POSITION

OFF BALANCE SHEET

NET NOTIONAL
POSITION

At 31 December 2003
TOTAL ASSETS

TOTAL LYABILITIES

NET BALANCE SHEET
POSITION

OFF BALANCE SHEET
NET NOTIONAL
POSITION

et d IG5

3,875,705 - (514,622)  (489,236) 196,255 3,024,026
5180664 (308,423 486380 [192,320) - (43,169) 5,127,812
22616831 1,690,080 194616 289,910 4432 24,796,787
19,918955 1703475 401,067 67,296 46,176 22,136,969
2,697,876 12,486  (206,451) 222623 - (41,744) 2,659,818
2,787,329  (38,822) 204,883  (225,153) 43302 2,721,539

The exchange rates used for translating the major foreign currency balances at the vear end were as follows:

U% Dollar

GB Pound

Euro

Tanzania shilling

2004
sh

. 78.6500

152.1500
107.3300
0.076923

2003
Sh

76.0000
135.7100
95.8100
0.074100

FILINIT
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40 CONTINGENCIES AND COMMITMENTS INCLUDING OFF BALANCE SHEET ITEMS

{a) Contingent liabilities

GROUP AND BANK
Acceptances and letters of credit
Guarantees and performance bonds
Spot and forward contracts

Others

NATURE OF CONTINGENT LIABILITIES

- | 2003

s

sk’ 000 Sh' 000
1,894,106 1,193,324
961,562 733,482
2,247,454 - 780,548
24988 14,185
5,127,310 2,721,539

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

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

Guarantees are genevally writien by a bank to support performance by a tustorner 1o third parties. The hank will only
be required to meet these abligations in the event of the custumer’s default.

Foreign exchange spot and forward contracts are agreements to buy or sell a specified quantity of foreign currency,

usually on a specified future date at

an agreed rate.

Concentrations of contingent liabilities is covered under Note 42,

(b)  Capital commitments

Contracted but not provided
for in the firancial statements

Autharised but not contracted for

Annuwal Repaort &
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The Bank as a fessee

CONTINGENCIES AND COMMITMENTS INCLUDING OFF BALANCE SHEET ITEMS (Continued)
[0 Commitments to extend credit

Commiiments 1o lend are agreements 1o lend to 2 customer in the future subject 1o certain conditions. Such
cammitments are normally made for a fixed period. The bank may withdraw from its contractual obligation to extend
credit by giving reasonable netice to the customer.

{d) Operating lease arrangements

The Bank as a lessor

Al the balance sheet date, the 2roup had contracted with tenants for the following future lease receivables:

Amounts receivable
in respect of obligations under
operating leases expiring:

Within one year
In one to five vears

Ameunts payable
in respect of obligations under
operating leases expiring:

Within one year - 10,3 _ : 9,538
In one to five years ; : : - . 41,088
After five years ; : ] ] 87,295

437,921

waberdkilindcnd 10RG
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DERIVATIVE FINANCIAL INSTRUMENTS

Foreign exchange forward contracts are agreements to buy or sell a specified quantity of foreign currency, usually on
a specified future date a1 an agreed rate. The bank transacis in foreign exchange forward contracis principally for ihe
purpose of generating a profit from short term Auctuations in exchange rates. The contracts purchased are primarily
denominated in the currencies of the bank’s principal markets.

Al the balance sheet date, the bank had contracied to sell Sh 1,614,26%,000 and buy 5h 1,653,137,000 eguivalents under
forward contracts denominated in US dollars, GBP pounds, Furo, and South African Rands.

42  CONCENTRATIONS OF ASSETS, LIABILITIES AND OFF BALANCE SHEET ITEMS

Details of significant concentrations of the banks assets, liabilities and off balance sheet items by industry groups are as
detailed below:
fal Loans and Advarces (o customers -
Agrictiture
Manufacturing _
wholesale and retail trade S CATETISY
Transport and communications S ';2,:'21:13,-_3?;_-1;--\_
Real estate T 81,8007 1
Social community and personai services <. 134,675 © 1
Electricity and water S "--'-1'.0,'1150_'_- o
Business services 2824387 7 21
Other 2397335 20

11,738,336 10 8407304 . 100
{b) Customer deposits
Non-profit institutions _. - '5,'.9?'5.,9_3_5. 40 . 4,565:920 45
Private enterptises 6936439 - 54 447 684 Ei 47
fnsurance companies ULl 688,209 5 : 4735‘!4 i 8
Non pubfic enterprises 169,130 ¢ 122873 2
Central Government o .o 52472 1
Co-operative societies 0 it}

100 100
Annual Report & Finacial Statements:s
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CONCENTRATIONS OF ASSETS, LIABILITIES AND OFF BALANCE SHEET ITEMS {Continued)

{ Off balance sheet items (letiers of credit, guarantees and farward coniracis).

Agriculture

Manufacturing

Wholeszle and retail

Transport and communications
Business services

Other

RETIREMENT BENEFT OBLIGATIONS

The group makes contributions to defined coniribution refirement benefits schemes and to the statutory defined
contribution pension scheme, the National Social Security Fund. Contributions te the retirement benefits schemes
are deiermined by the rules of the schemes while the contributions to the statutory scheme are determined by iocal
statute. Total contributions by the group in respect of retirement benefits during the year were 5h 43,888,000 (2003 —-sh
33,040,006). Retirement benefit costs are included in staff costs (Note 8).

ASSETS PLEDGED AS SECURITY

As at 31 December 2004, there were no assets pledged to secure liabilities and there were no secured liabilities
outstanding.

FAIR VALUES

The directors consider that there is no material difference hetween the fair value and arrying value of the Banks
financial assets and liahilities where fair value details have not been prescnied.

warlte et H5T
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RELATED PARTY TRANSACTIONS

induded in toans and advances are amounts advanced o certain dirccors and 10 companies in which directors
are involved either as shareholders or directors (associated companies). In addition, contingent liabilities include
guarantees and tetiers of credit, which have been issued to assonated companies,

Loans and advances:
At 1 January
Advanced during the year

Repayments during the year \417,856). H

At 31 Decemher B 2133943

Deposits:

At 1 January

Received during the year
Repaid during the year

313,885
11437628 |
(11355,093)

At 31 December

196,420 -

Loans and advances to customers at 31 December 2004 include igans and advances to companies associated to the
directors and loans to empioyees of Sh 731,420,000 {2003 — Sh 354,730,000). There were no eutstanding advances to
directors. These loans and advances are performing and adequately secured.

Contingent fiabilities at 31 December 2004 include contingencies an hehalf of companies associated to the directars of
Sh 197,688,000 {2003 — Sh 151,721,000}, Directors fees has been disclosed in Note 7.
Alt related party transactions are at arms length and in the normal course of business.

RISK MANAGEMENT POLICIES

The financial risk management objectives and policies are as outlined below:

Credit risk

The company’s credit risk is primarity attributable o its loans and advances. :

The amounts presented in the balance sheet are net of allowances for doubtful advances, estimated by the company s
managemaent based on prior experlence and thenr assessment of the current economic environment.

The bank structures the fevel of aredit risk it undertakes by placing Himis on amounts of risk accepted in ré'lation 1w
one borrower or a group of borrowers, Such risks are monitored on a revolw g basis and are subject to annuai or moye
frequent review.

Exposure (2 credit risk is managed through regular analysis of the ability of borrowers and patential bcrrowcr% to meet
interest and capital repayment obligations and-hy chanrging limits where apprapriate. Exposure to credit nsk is also
maraged in part by oblaining collateral and corporate guarantees.

The bank has no significant concentration of credit risk, with exposure spread over a dwcrsrty of personal and
commerdial customers as set aut in Note 42,

Annual Report & Finacial Statements:s

e T R R R



NOTES TO THE FINANCIAL STATEMENTS
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RISK MANAGEMENT POLICIES (Continued)

Interest rate risk

The bank is exposed to the risk that ihe value of a financial instrument will fuctuate due to changes in market interest
rate. Intercst rates an cotporate bands and leans and advances are either pegged 1o the bank’s base lending rate or
treasury bill rate. The bank also invests in fixed interest rate instruments issued by the Central Bank of Kenya.

Interest rate on cusiomer deposits are negotiated between the hank and the customer. The bank has the discretion to
change the rates in line with changes in market trends,

These measures minimise the bank’s exposure 0 interest rate risk. The assets and labilities committee of the Bank
maonitors interest rate trends to minimise the potential adverse impact of rate changes.

Liguidity risk

Liquidity risk arises due to the differing maturity profiles of the Bank’s assets and liabilities. It includes the ability to
replace maturing liabilities at a reasonale cost and te liguidate assets at a reasonable price and in an appropriate
time frame.

The liquidity mismatches are reviewed on a regular basis by the Assets and Liabilities Cammittee of the Bank. Liguidity
risk is addressed through holding a mix of liguid assets in excess of the minimum statutory requirement imposed by
the Central Bank of Kenya and by having a diverse funding base.

Currency risk

The bank is exposed to the risk that the value of a financial instrument will fluctuate due to changes in foreign
exchange rates. The bank participates in the foreign currency market as a market maker and a market user. Forex

limis are reviewed and approved by the board.

The hoard through the assets and liability commitiee ensures that any assets raised in foreign currency are covered by
similar liabifities in the same currency hence avoiding mismaiches.

INCORPORATION

The bank is incorporated in Kenya under the Companies Act and is domiciled in Kenvya.

CURRENCY

These financial statements are presented in Kenya shillings thousands (Sh'000).
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1'¥e of being a
Member/Members of the above-named Bank, hereby appoint

of

ot {ailing film / har of

or failing him / her, the duly appointed Chairman of the meeting as my / our proxy 1o vote for mefus an my/our behali at the Annual General
Meeting of the Bank to be held on 27th May 20a5 and at any adjournment thereof.

As wilness myfour hand(s} this ——————— day of 2005
flember
Notes:
1. To be valid, this proxy must be deposited at the Registered Office of the Bank not less than 48 howrs before the time appointed for the
meeting.
2. it the appofnier is a corparation, the proxy must be under its comman seal or under the hand of an Gificer ar Attorney duly autho-

rised in writing.

FOMU YA UWAKILISHI

timifSist - wa

kama mwanachama | wanachama wa Benki iliyotajwa hape Juu, hapa namchagua / tunamehagua

wa

ama akikosa ————— W3

ama akikosa veye, basi namchagua / tupamehagua yule aliyechaguliwa Mwenyekiti wa Mkutano huu kuwa Mwakilishi wangu / wetu, kunip-
igia / kutupigia kura kwa miaba yangu / yete katika Miutano Miuu wa Benki wa Mwaka utakaofanywa tarehe 27 Mei 2085 ama tarehe yo yote
ile iwapo mkutano utaahirishiwa,

Kama shahidi natia / tunatia sahihi hii { hizi siku hii va 2005

Mwanachama

Ukumbushe:

1. Ui Ithibitishwe, karatasi hii ya Mwakilishi inapaswa kupelekwa kwa ofisi iliyoandildshwa ya Benki katika muda usiopungua masaa 48
kabla ya muda yliowekwa wa Mkulano,

2. tkiwa mwenye kuchagua ni Shirika basi karatasi ya mwakilishi fazima ibandikwe ulc muhuri wa Kampuni wa kawaida ama gibaii cha

ofisg ama wakala alivepewa Kibali kwa maandishi.
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FOLD 2
KISHA KUNJA HAPFPA

Company Secretary
CFC Bank Limited
P 0 Box 72833
00200 Nairohi, Kenya
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FOLD 3
ALAFU KUNI|A HAPA

mnsert fap inside
Sasa ingiza hii karatasi ndani ya
mkunja ili lonekane kama hahasha




