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Five year group review j -

2003 2002 2001 2000 1958
shs'm shs'm shs.'m shs'm shs’'m

Investment income

Profit and ibss account

£
Investment income 1082 70 30 59 78 %
Pre-ax (loss)/profits {68} 8 (158 54 56
g.oss}f’zr;ﬂ:}szﬂ;:lcttable to shareholders {23) s (152 (69) 12 Gross premium - long -term Net pramium income - long-
[pasen dvide - . . . husiness term business

Long-ferm insurance business

Gross pramium income 793 576 473 M5 238

Net premium income 7017 378 42 243 218

Investment income 229 153 79 112 104

Falicy-holder benefits paid 243 2¢ 168 é 46

Management expenses 155 158 132 114 125

Lifs fund ' 1510 1184 1,012 866 834

General insurance business

Gross pramium incoma 184 454 593 563 536 £
Net eamed premium 279 22 294 329 349 &
Claims incurred 201 175 i85 206 286

Clairms pard 185 139 178 23 198

Management expenses 162 17 134 "o M0

Undenwriting loss (199 @9 (06 M3 @28

Balance sheet

Shareholders’ funds 604 671 880 1,550 1,207

Life funds 1,510 1,184 1012 866 834 £
Share capital 240 240 240 240 120 %
Total assets 2700 2859 2978 3886 3,061

Key ratios

Basic {loss)earings per shara (She)  {049) (033 (347} (148) 147 Total assets Life funds
Dividend per share (Shs) - - - - 1

Divided cover (iimss) - - - - 2

Market capitalisation at year end 1,128 336 529 528 £48

_ Company share prices at the NSE
High (Shs) 25.25 13 14 27 58

Low (Shs} 7.00 0 1 25
Share price at year end (Shs) 2350 7 13 " 27

—_
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Pan Africa Insurance Holdings Limited
Annual report and accounts 2003

Board of directors

A Van Heerden

BC Patel

DN Lacey(afternats)

JN Gitoho

BAcc(Hans), GAISA), AMP(Oxford)

BCom {Hons), MBL, FCIl, FIISA

B.Arch, MAAK(A)

= Appointed 1o the board in August 2001

> Exgcuttive Director - Finance, Afrfcan Life
Assurance Limited

= Director of a number of Affican Life Group
Comparies

» Appointed to the board in July 2001

> Managing Diractor - Transworld Safaris
Kenya Limited

> Director of @ numbsr of subsidiary and
associated companies within the Pan Alrica
Insurance Heldings Group

> Appainted to the board in September 2000

> Denuty General Manager - Intemational
Africa Life Assurance Limited

> Dirsctor of & number of Affican Life Graup
‘Companies

> Director of a rumber of subsidrary and
associated companies within the Ran Africa

= Appainted to the board in December 2001

= Reqistered Architact

> Diregtor - Triad Arghitects

= Director of a number of subsidiary and
assaciated companies within the Pan Africa
Insurance Holdings Group

Insurance Heldings Group

- Sitting {left to right)
JA Burbidge AD Greenwood JPN Simba JP Rowse JM Kituri
FOA, CA (SA), FCPA (Bots) CA{SA), CA (fus) LLB, Adotate BCom, MBA (U CT) BA

> Appointed t the board in April
2000

7 Executive Director -Intemational,
African Life
Agsurance Company Limited

= Direcior of & number of African
Life Group Comparnies

> Appointed o the board in
December 2000

= Chief Executive - Pan Africa
Life Assurarice Limitec

> Chairman - AKI Life Insurance
Council

> Deputy Chairrman - Ak and
member of ARl Board

= Appoinked o the board in
December 2(H1

> Appointed Chairman in March
2002

> Chairman - APA Insurance
Limited

» Partner, Simba & Simba
Advocatas

» Director of & number of
subsidiary and asscciated
comparies within the Pan Africa
Inguranee Holdings Group

T

= Appointed i the board in
August 2003

» Chigf Exgcltive - African Life
Agsurance Limited

> Memier of the hoard of
directors of the Life Cffices
Association - South Africa

» Director of a number of African
Life Group Companies

T T

= Appomnted fo the boaed in July
1984

> Area Manager - Easlem Afiica
Raginn, Intertek Testing
Services, Caleh Brett

> Director of 4 number of
subsidiary and associated
companias within the Pan Africa
Insurance Haldings Group
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Report of the directors |

The directors submit their report fogether with the
auditad financial siatements for the year ended 21
December 2003 which disclose the state of affairs of
the Group and Company.

Incorporation
The Company is incorporated in Kenya under the
Companies Act and is domicifed in Kenya.

Principal activities

Up to 31 December 2003 the Group was involved in
the underwriting of all classes of general and long-
term insurance business as defined by the Insurance
Act (CAP 487), with the exception of aviafion, bond
irvestment and industiat ife insurance..

Effectiva 1 January 2004 the principal activity of the
Group will be to undetwilte all classes of ong-tlerm
insurance business as defined by the above Act,

The Group has associated inferests in an investment
company as well as a general insurer.

Resuits and dividends

The net foss for the year of Kshs 23,440,000

(2002: loss of Kshs15,614,000) has been added to
retained eamings. The directors do nof recomimend
the payment of a dividend,

Financial risk management objectives and
policies

The Group's actviies expose it to a varety of
financial risks, including underwriting risk, credit risk
and the effects of changes in debt and equity market
prices, and interest rates. The Group's overalt risk
managément programine focuses an the identification
and managsment of risks and seeks to minimise
potential adverse sffects on its financial performance.

The Group's risk management policies include the
use of underwriing guidefines and caparily limis,
reinsurance planning, credit policy governing the
acceptance of clients, and defined onteria for the
approval of intermediaries and rensurars. Investment
policies are in ptace which help manage liguidity, and
seek o maximize return within an acceptable tevel of
risk. .

Directots

The Directors who held office during the year were:
JPN Simba — Chairman

AD Greenwood

JA Burbidge

JHN Giho

WA Jack (retirsd on 29 August 2003)

JP Rowse (appainted on 20 August 2003}
S Kituri

BC Patel

A Van Heerden

DN Lacey — {alternata)

In accordance with the Company's Articies of
Association, Messrs JN Gitoho and A Van Heerden
retire by rotation and, being eligible, offer themselves
for re-election

Auditors

The Company's auditors, PricewaterhcuseCoapers,
continue in office In accordance with Section 153(2} of
tne Companies Act.

AD Greenwood
Executive Director

13 May 2004
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Report of the chairman

JBN Simba
Chairman

Economic Environment

Kenya's economy continued to perform sluggishiy in
2003. The expected sconomic take-off did not materi-
alise in spite of positive sentiments among donors and
development partners following the 2002 General
Elections. Although donar aid was plsdged, a combina-
tfion of facfors, including American and Brilish travel
advisaries to their ¢ifizens to aveid any travel to Kenya,
the slow pace of privatisation, dilapidafed infrastructure
as wel as interecine wrangles within the ruling
coaliion, continued to impede the country's economic
performance. A few growth areas however ternpered
the gloam, especially the stock market which recorded
impressive growth throughout the year. Treasury bills
rates fell to their lowest levels in Kenya's history to
. about 1% and this has continusd well into the first
quarter of the new year. The Kenyan shilling remained
fairly stable in 2003, but the rate of inflation began to
climb to 5% by the end of ihe year, leading fo a slight
increase in the prices of basic commogifies.,

Economic growth improved slightly to 1.4% from 1.1%
registered In 2002, hut this was way below the high
expectations at the beginning of the year. The maijority
of the population continued to suffer from lack of
purchasing power, although signs are that some ¢f the
measures instituied by the govemmeant are slowly
beginning to bear frut, as avidenced by the good
performance of the stock market.

insecurity continued fo be an area of concem as it
continued to hamper efforts 10 market the country to
potential investars, as well as a tourist destination of
choice for the selective tourist markets. Reports of
insecurity especially along the coastal towrist clrcuit,
combined with the fingering effects of the iragf War and

Pan Africa insurance Holdings Limited
Annual report and accounts 2003

terrorist activity, led to a near collapse of tourism in the
year despite the govemments and privale seclor's
efforts io market the country. There are, however,
indications that these marketing efforts are &lso
beginning o have a posifive effect as fourism has
began fo pick up in 2004, Confinuing changes in the
country’s security machinery have been regeived
posiively, but a lof more needs to be dons fo improve
the country’s overall security,

Continuing challenges in 2004

Following years of ecanomic deciing, the Govemment
faces the twin challenges of not only delivering on the
enormaus pre-elecion pledges of econamic growth
and prosperity, but also finding the resources fo
accomplish those pledges, and at the same time
attempt o reduce the budget defict from aboui 10%
curently to about 6% of the Gross Domestic Product by
2007. Indications are that the donor community is
willing to provide the funding for reconstruction, and the
govemnment has come up with a blueprint for the
country's sconomic recovery, Economiic reécovery
strategy for wealth and employment creation. The need
to match expenditure fo expected income will however
determine how much the government can deliver on the
measures ouiiined in the blueprint.

Orne of the biggest macroeconomic chafienges the
gavemment faces is to reduce the level of poverty from
the prevailing level of 56.8% to about 51% by 2007.
Towards this end, the govemment has identified several
sectors for particular attention, including the provision of
free primary educafion, provision of adequaie health
services including measures o curb the spread of
HIVIAIDS, employment creation, reconstruction of
telecommunications infrastructure, as well as creating
an impetus for agricultural and industrial growth.

Primary education has been addressed and continues
fo be one of the batter efforts, albeit an expensive one,
of the new government, whilé plans are at an advanced
stage to convert the current Nationa! Hospital Insurance
Fund (NHIF} into a National Social Health Insurance
Fund (NSHIF) to provide full medical care 1o all cifizens
at minimal cost. This scheme, which is expected fo be
implameniad in the second half of 2004, is expecied fo
replace the current much maligned and corruption-
riddled health care system.

In the same vein, the government has targeted the
HIV/AIDS pandemic for special atiention as it impacts
negatively on all sectors of the country’s economy, and
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Report of fthe chairman (continued)

the President personally chairs a cabinet HIV/AIDS
sub-commitiee established in 2003. Aithough substan-
fial funding has been received from bilateral and
multilateral donors for the fight against the scourge, the
challenge will be the establishment of an envisaged
special healthcare programme for people living with
HIVIAIDS,

The dilapidated telecommunications sector, which
acoounts for about 10% of the country's GDP and
armployed over 183,000 people In 2002, is a prime
facilitator of most other sectors of the economy. It is
therefore imperative that it receives increased govern-
ment funding not only for reconstruction and moderni-
sation but also for expansion, and thal private invesi-
ment in all areas of the sector is encouraged.

Unfortunataly, the last year has not witnessed any
meaningful afforts to woo private investors to the sector
and it iz doubfful how much of the aleady siratched
government funds can be channelied info the sector.
Similarly, the guestion of inadequate housing, as weil
as upgrading of stums in urban centres, must receive
more government funding as should the development
of a framework to facilitate substantial private invest-
menl in ihe sector.

Initial enthusiasm by government to lower the cost of
energy to consumers, especially the manutfacturing
sector, has not been translatad into reality and the costs
remain prohibitive fo most consumers. While supply
has been faify steady due mainly to betier rains, high
energy costs remain one of the bigaest hindrances fo
private investment in the manufacturing sector.

Agriculture, the mainstay of the countty's econoniy, has
fared a bit befter as the government tries to combat
corruption, improve management, restructure various
organisstions in e sectar, provide credit as well as
enhance marketing of agricultural produce. The efforts
by Government to revive institufions such as KCC,
KIMC and AFC among others have heen very well
received. This has come at a time when soms institu-
tions within the sector have been hampered in almost
all areas by buge and unsenviceable loans inherifed
from the previous administration and the government
has had to write off some [bans, while at the same time
assisting in paying farmers on time for their produce.
Combined with a return fo peace in mest of the agricul-
ture rich Rift Valley, there are ingications that agricufture
coud finally begin o defiver on the rch polential that
the counfry possesses in the seclor in the coming year.

— — T

1t is, however, the poiftical arena that is causing the
biggest disquiet to potential investors. The escalafing
tensions i the ruling coaiition, mistrust among leading
potiicians as weit as polifical machinations arising from
the constitution-making process, especially in the early
part of this y=ar, have led to many petential investers
putting on hold, cr simply canceling, any investments
they may have planned. Similarly, the stock market lost
more than 10% in & short period on the backdrop of the
sustained peflitical tensions. It will take the deliberate
efforts of polificians acroes the political divide to calm
down market jitters and reassure investors,

Effectively, the current year will continue to be a difficult
one for the govemment and private sactor allke,
although there are signs that a few can look forward
with hope for an improved perdormance.

The Insurance Industry

While fierce compefition confinued to characterise
business in the insurance industry, greater concern has
been raised by proposed legislation relating to restric-
Bions on itsurante companies 1o deferring whether o
not to provide insurance cover to MIVIAIDS carrers.
While Pan Africa Life has developed products that do
not rtegiite piospective policyholgers 1 undergo
medical tests, the effect of the proposed bill would hurt
the Company's Group Life business where such
medical tests are necessary o determine the ievel of
sxposure and determine the rating to be used. It is
therefore imperative that a review of the Bill is made as
indications are that it Is causing jitters within the
indusfry.

The recent announcement by the Government to
retrench a sizeable part of its workfarce s likely te
impact negativety on long term business. On a positive
note, however, we welcome moves by the government
to increase the salarfes of 2 large number of ‘givil
servants, including the police, teachers and university
lecturers, which means that there will be a lot more
disnosahle income to be invested in lang term savings
including life assurance pelicies. The downside of this
is that wilh the prevailing low Interest rates, banks and
micro-finance institutions are cashing in on this liquidity
fo provide cheap loans ard are in direct competition for
disposable incomes.

Likewise, the rapid growth of the mobile phone industy
is also eating into these disposable incames. Until the
economy demonsirates greater resilience and
maintains steady growth, the insurance industiy as 2
whole will continue {o operate in a difficult environment.

— S

H



Report of the chairman {continued)

Growth will largely continug fo depend on the policies
instituled by the govermment, as well as the indusiny's
ability fo adapt to changing circimstances and to
devalon products which are suitable for these circum:
stances.

Restruchuring of the Company

The process of restruciuring the Company inte wo
separate business units was complefed in 2002, The
process, which started with & resciuhon by sharehoid-
ers on 8th December 2000 foliowed by the approval of
the Commissioner of inaurance on 20th Oecember
2002, has seen the transter of the general insurance
business and long torm inswrance business of fhe
Company 10 two whoity-owned subsidiaries, namely
Pan Africa Ganeral Insurance Limited and Pan Africa
Life Assurance Limiled effective 1 January 2002
Shorly thereaftar, Pan Africa Insurance Company
changed its name to Pan Adrica Inswance Holdings
Limited.

Pan Africa Insurance Heldings Limited
Annual report and accounts 2003

Consolidation

Foliowing the separafion of the business info two
enfiies, during 2003 Pan Africa General insurance Lt
{row frading as PA Securifes Limited), merged its
general Insurance business with that of Apcllo
Insurance Company Limited fo form APA Instrancs
Limited. With & 38.97% shareholding in the new
venture, the Pan Africa Insurance Group will continue
o be an active participant in the general ingurance
business in tne couniry and wili appoirt three non -
execufive members to the Board of Direciors of APA
insurance Limited. Apollo Insurance, which holds the
rest of the sharge in the new venture, will appoint one
nan-executive director and three axecutive directors.

The assets and fiabilties not transferred to APA
Insurance Limited, witt be managed by PA Secunities
Lirmited. :

Having concluded the restructure and consofidation
exercige, the Group structure now looks as follows:

Fan Africa In3urafce
Hatdlings Limited

Faur ALY Lite
Astiirgpoa Limited

Going forward

With the continued impressive growth of Pen Alfrica
Life Assurance LUimited, for which a detailed
operafional review is contained eisewherz in this
report, and the conclusion of the general insurance
husingss marger with that of Apolio insurance
Company Lirmited to create APA Insurance Company
Limited, the bogrd is confident that 3 sofidd foundation
on wiich fo grow each component of the Group's
business is in place.

Appreciation

Fingily, Tt me lake this opporunity lo thank my
colleagues on the Baard for remaining sharply focused
or our goals, managernent for their hard work and
commitment to our course, the Office of the
Commissioner of Insurance for continuing 1o level the
playing fields In the indusiry notwithstanding chalienges
at many levels, and t our clients, the brokers and our
agents for belleving in us to deiiver on our promise,

JPN Simba
Chairman
13 May 2004
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Taarifa ya mwenyekii

JPN Simba
Mwaniekilf

" Hali ya uchumi

Hai ya uchumi wa Kenya ulikuwa mdogo sana katika
mwaka wa 2003, Watarajio ya uchumi bora hayaku-
patikana licha ya kuweko kwa matumaln micngoni
mwa wafadhili na washirka wenging kalfka
magndsleo haada ya uchaguzi mkuu wa 2002,

© lapokuwa shadi ya misaada ya kifedha lafikia,

matukio mangine, yakiwa na Marskani na Uingereza
kKuwashauri wananchi wao  kutosafiri  Kenya,,
kuchelewa kwa serikal kubinafsisha usimamizi wa
miashirika, kuharibika kwa muyndo msingl pamoia na
kugombana kunakoendeles kwa wanasiasa wa
chama kinachotawala, yoie hayo yalichangia
kuzoratesha uchumi, ticha va matuklo haya va
kusonongsha, kulidhirka ukuaji mdego, hasa katika
soko la hisa kulpatikena viwango vya kurighisha
kipindi cha mwaka wote. Thamani ya hawala za
serikali liporomoka na kufikia viwango vya chini zaidi
katika historia ya Kenya kufikia takriban 1% na
kuendelea kwenda chini hadi kuingia rabo ya kwanza
va mwaka mpya. Thamani ya shilingi ya Kenya

Niendeles kuimarka katika mwaka wa 2003, lakini -

viwange vya gharama ya maisha viiendelea kupanda
na kufikia takriban 5% rmwishoni mwa mwaka ulioma-
lizika, hii lisababisha kuongezeka bel kwa bidhaa
muhimu,

Ukuaji wa uchumi limarika kidogo hadi takiiban 1.4%
kutoka 1.1% Hivyoonesha mwaka wa 2002, lakini
kiwango kililkuwa kidogo sana na hakikufikia matarajio
makubwa yaliyokuwa rwanzo wa mwaka. Wengi wa
waty waligndelea kutaabika kutokana na kupungua
kwa Uwezo wa kufimudyu kimaisha, ingawa kunz
ishara kuwa mipango iliyoanzishwa na serikali kidogo
jnaanza kuleta unafuu, natiia nzur ya soke la hisa nf
ushahidi wa haya.

N Rl _!_m - N

Kunaendelea kuwa na wasiwasi mkubwa juu ya hali
mhaya ya usalama na hii ingdidimiza jhudi za
kuipendekeza nchi yetu kwa wackezafi, sehemu
muhimu ya kuwavutia watalil. Ripotl za kutokuwake
usalama hasa kule pwani kungkolembelows sana na
watalii, fkiambatana na kuzuka kwa vita wa iraq na
tisho Ia kuongezeka kwa ugaidi, mamabo haya
valipeteka blashara ya utali kavibu kuwunjika licha ya
juhudi za serikali pamaja na za mashirtka ya kibinalsi
kuipendekeza nchi yetu. Kuna ishata kuwa juhidi hizo
za kuiuza na Xuipendekeza noi zinaanza kulefa
matokeo mazwi, kwa vile sekla ya utalii imeanza
kupata hafuu katika mwaka 2004. Vile vile mabadiliko
yanaycendelea  nchinl  kuimarisha  usalama
yamepokelewa wizurf, takini kunatitajka jubudi zaidf
kuimarisha usalama wa nchi kwa jumla.

Changamoto katiks mwaka wa 2004

Kutokana na kuzorota kwa uchumi kwa miaka mingi,
serikali Ina changameto mara mbill ya kutimiza ahadi
ilizotoa wakati wa uchaguizf ya Kustawisha uchumi na
wuleta utajiri, na vilevile kuiafuta rasilimali zitaka-
zogharamia ahadi hizo, pili jithada za kupunguza
hasara ya makadirfo kufoka takniban 10% iivyo sasa
hadi takriban 8% ya jumia ya paio la Kitaifa ifikiapo
2007. Ishara Zinaonyesha jJumuiya ya wafadhili wako
tayarf ketupatia misaada ya kifedha ya kujijenga upya,
na fayar serkali imeanzisha mipango makini ya
kufufua wehumi wa nehi, mikakatl ya kufufua nila za
mapato ndiys fawsza kubainisha uwezo wa serikall
wa kutimniza mipango hiyo.

fofa ya changamato zaidi ya kiuchumi ayokabil
serikall ni kupunguza umaskini ambac sasa uko
katika kiwango cha takriban 56.8% hadi 51% ifikapo
2007 Katika juhudi Za kufikia haya, sertkali imeach-
agua sekta mbali mball muhimu na kuzipa uzito, hii
ikiwa ni pamoja na lle ya uicaji bure elimu ya msings,
huduima maridhawa za madbabu na nia muafaka 23
kuzuiya kuenea kwa ugenjwa wa ukimwi, nafasi zaidi
za kaZi, kuundwa upya kwa muundo msingi wa sekia
va mawasifano, nia vile vile kustawishaz sekia ya
kifimo na viwanda.

liapokuwa elimu ya msingl nf gharama kubwa kwako,
serikali mpya imeipa sekia hii kinaumbele na bado
inaendelea na juhudi zaldi, pamoja na haye mipango
karibu kokamilika ya kugeuza NHIF {Hazina ya kitaifa
ya bima ya hospitali) kuwa NSHIF {(Hazina ya kitaifa
ya bima ya jamii ya matibabu,), huduma hii itakuwa ya
wariachi wata, kwa matibabu yote na kwa gharama ya
chini, Mpango huu unactazamiwa kutekelezwa ifikano
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katikafi ya 2004, unatarajiwa kuchukua nafasi ya huu
ulicko sasa ambao umejawa na ufisadi na wa
kuwahudumia wachache.

Sekla mbovu ya mawasiliano ambayo inachangia
10% va pato la kitaifa na kuajiri zaidi ya watu 183,000
katika 2002, ni mhusika mkuu mno wa nyania zingine
za uchumi. Hivye hasi sekta hii ni ya kuzngaliwa kwa
makini zaidi na serikali kwa kupswa fedha za kutosha
siyo kwa minaiili ya kujijenga na kujibuni upya tu bali
pia kuweza kujiipanua, kuona kwamba uekezaji wa
watu binafsi katika sekta zote unatiliwa mkazo.
La kusikitisha ni kuwa kaiika mwaka uliyopita
hakukuwa na jithada za maana za kuwavutia
wawekezaji wa kibinafsi katka sekia hii na kuna
~ shaka kuu juu ya uwezo wa serikali kuigharamia hi
sekia. Hali kadhalika, swala la uchache wa nyumba
za kuishi, na vilévile kuinua hali ya makazi ya vibanda
katika miji, serikali sharti itoe fedha zaidi kugharamia
haya yots pamoja na kudumisha njia zifakazoleta
uekezaji wa mashirika ya kibinafsi kwenye hii sekta.

Uchangamfu wa serikali uliokuwa pale mwanzo wa
kupenda kupunguza gharama ya kawi kwa watumiaji,
hasa kafika sekta ya uzalishaji, bado haijaleta natija
yoyole na kwa wengi wa watumiali gharama bado
ikojuu. ljiapokuwa usambazaji umekuwa (mara
kutokana zaidi na kuweko kwa mvua ya kuiosha,
gharama ya juu ya kawi imekuwa ni pingamizi kubwa
kwa waekezaji wa kibinafsi kafika sekta ya uzalishaji.

Kilima, uti wa mgongo wa uchumi wa nchi, umeimari-
ka kutokana na jubudi za serikali za kupambana na
ufisadi, kuboresha usimamizi, kupanga upya
mashirka fofauti katika sekta hii. utoaji wa mikopo
pamoja na riia bora za mauzo ya mazao ya kilimo.
Juhudi za serikall za kufufua idara za kilimo, kama vila
KCC, KMC na AFC miongoni mwa zingine,
kumepokelewa vizuri sana. Hit inakuja wakati nyingine

kati ya idarz hizo katka sehemu zikiwa zimeathiriwa

vibaya na ulmbikizaji wa madeni makubwa yasiyolip-
ka yaliyorithiwa kutoka kwa uongozi uliopita na
serikali kuwajibika kuyafuta mengi ya madeni hayo,
na wakatl huc huo kuwasaidia wakulima kwa kuwalipa
mazac yao mapema. lkiambatana na hali tulivu liyoko
katika maeneo mengi ya ukulima kwa wingi ya Rift
Valley, kuna isharg kuwa sasa sekia hii inaelekea
kufikia mafanikio na uwezo mkubwa wa nchi yetu
kujitoshaleza katika kilimo mwaka unaokuja,

Kwa hali yoyote ile, pata shika illoko katlka uwanja wa
kisiasa ndiyo jambo |2 wasiwasi mno kwa wanactaka

kuweka rasilimali, Tofaull zinazoendelsa katika
muungano wa chama tawala, kutoaminiana kati ya
wanasiasa pamoja na harakali za kisiasa zinazo-
tokana na mfumo wa ugeuzaji kathba, hasa pale
mwanzoni mwa mwaka, kumepelekea waekezaji
wengi wenye nia kungoja au hata kufuliia mbali,
mipango yoyoie waliokuwa nayo ya kuweka rasilimai.
Vivyohivyo, soko la hisa llipoteza zaidl ya 10% katka
kipindi cha muda mfupi wa migogare hiyo ya kisiasa
inayoendelea kila kukicha. Linalohitajika ni juhudi za
wanasiasa wa vyama vyole kuelewana hilo litacndoa
wasiwasi na kuwatuliza waweka rasilimali katika
hiashara. :

Inavyotarajiwa ni kuwa mwaka huu utaendelea kuwa
mgumu kwa serikali na sekfa va watu binafsi vilevile,
japokuwa kuna dalili zinazoonyesha wachache
wanaweza kukabili siku na matarajio ya kufanya

~ vysma.

Hali ya biashara ya Bima

Pamoja na kuweko kwa mashindano makali kafika
biashara ya hima, hali ya kuhangaisha mno
imetokana na pendskezo la kupitisha sheria bungeni
ya kuwekea masharti mashirika ya bima kuwekea au
kutowekea bima waliyo na vrusi vya ukimwi. Pamoja
na kuwa kampuni ya Pan Africa Life imebuni huduma
ambazo hazizurutighi anayetaka kuchukua bima
kufanyiwa uchunguzi wa kitabibu, sheria hizi
zinazopendekezwa  zitaathii  vibaya huduma
tunayotoa ya hima ya maisha kwa mashirka (Group
Life Business), ambayo. uchunguzi wa kitabibu
unahitejika kujua kiwango cha ugonjwa huo na kukisia
kiwango cha kulipwa. Hivyo basi ni muhimu sana
kuangalia tena sheria hizo kwa vile ni wazi kuwa
zimeleta wasiwasi katka biashara ya hima.

Tangazo la hivi majuzi la serikali kuwa itapunguza
wafanyikazi wake wengi vile vile litaathiri biashara
kwa kipindi Kirefu kinachokuja. Hata hivyo kuna
mambo mazuri na tunayafurahia kwa mfano serikali
kuongeza mishahara ya wengl wa wengi wa
wafanyikazi wake, kama vile polisi, waalimu na
wahadhiri wa vyuo vikuu, hii ina maana watakuwa na
uwezo wa kuweka akiba ya kudumu kiwa ni pamgja
na bima ya maisha. La kuvunja moyo kwetu ni
viwango vya chini vya riba vinavyotozwa na benki na
mashitika menging ya kuica mikopo il kuwavutia
wachukue mikopo na hif ina maana sote tunashinda-
nia mapatoc haya ya ziada. Kadhalka, kukua kwa
haraka kwa biashara ya simu za mikonc kunapun-
guza mapato haya ya ziada. Hadi pale uchumi
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Taarifa ya mwenyekiti (inaendelea)

utapconyesha uimarikaji wa kudumu, biashara ya

- bima itaendelea kuweke katka hali ngumu. Ukuajl

utategemea zaidi mipango itakayofuatwa na serikali,
pamoja na uwezg wa mashirika katika biashara hii
kujirekebisha kulingana hali iliyoko na Kuanzisha
huduma ambazo zinagnda sambamba na hali ifivyo.

Kujipanga upya kwa shirika

Mpango wa shirka kujipanga upya na kuwa biasharz
mbili tofauti ulikamiiika katika mwaka wa 2002
Mpango wenyewe uliyoanzishwa kupitia azimio la

- wenyehisa mnamo tarehe 8 Disemba 2000 na

hatimave kupitishwa na Msimamizi wa mashirika ya
bima mnamo tarehe 20 Disemba 2002, ulipekea
kuhamishwa kwa hiashara ya bima za kawaida na ile
bima za muda mrefu kwenda kwa mbili tanzu, kiwa ni
Pan Africa General Insurance Limited na Pan Africa
Life Assurance Limited kuanzia kulekelezwa tarehe 1
Januari 2002, Hatimaye baada ya muda mfugi, Pan
Africa Insurance Company ilibadilisha jina lake na
kuitwa Pan Africa Insurance Heldings Limited.

Kuungana

Kutckana na kugawanywa kwa kampuni kuwa
mashirika mawili kamili, Pan Africa General Insurance
Limiled iileta pamoja shughuli zake za bima ya
kawaida na zile za Apollo Insurance Company Limited
na kuunda APA Insurance Limitec. IKishikilia hisa
35.97% katika kampuni hii mpya, kundi fa Pan African
Insurance litaendelea kujihusisha pakubwa katika
biashara ya bima hapa nchini na itachagua
wanachama walaty katka bodi ya wakurugenzi.
Apollo Insurance, inayoshikilia hisa zilizobakia katika
shirika jipya, itachagua mwanachama mmoja asiye na
mamlaka na wengine watatu wenye mamiaka kuwa
wakurugenzi. Rasilimali na dhima ambaze
hazikuhamishwa kwenda kwa kampunt hii mpya, APA
Insurance Limited, zitasimamiwa na kampuni tanzu,
PA Securities Ltd.

Baada ya kumaliza kuelezea juu ya shughuli ya
kujipanga upya na kuungana kwa kampuni, muundo
wa usimamizi wa kundi ni kama inavyoonyeshwa:

Pan Africn Life

Rscurangg Limited

oL

Chem Shami

mingrel Water Limited
{dormant;

Kuendelea mbele

Kulingana na ukugji unaopendeza wa Pan Africa Life
Insurance Limited, ambape shughuli zake zimeelezwa
kwa kireefu mahala pengine katika taarifa hii, kukami-
lika ¥wa muungano wa shughuli zetu za hima ya
kawaida ya Apollo Ingurance Company Limited hii
kubuni kampuri mpya ya APA Insurance Company
Limited, bodi ina uhakika kuwa kutakuwa na msingi

imara ambapo kila kipengele ¢ha biashara ya kundi

kitasifawi mahala pake.

M RundaWater Limived

1455

Shukrani

Mwisho, nachukua fursa kuwashukuru wenzangu
katlka halmashaurt kwa kuwa imara katika jubudi za
kufikia maiengo yetu, wasimamizi wa kampuni kwa
kazi ngumu na kujifolea kwao, Msimamizi Mkuu wa
Mashirika va Bima kwa kuhakikisha kuna usawa
katika biashara ya bima licha ya kuweko kwa hali

ngumu katka viwango vyole na kwa wateja wetu,

mawakala nd maajenti kwa kuwa na imani nasi kuwa
tutatimiza tunayoahidi.

Tt [TNTT T

S

JPN Simba
Mwenyekiti
13 Mei 2004
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- Long-term insurance business

Andrew Greenwood
Chief Executive
Pan Africa Life Assurance Limited

Results

Pan Africa Life Assurance Limited achigved tremen-
dous growth in 2003, Ingdividual Life and Corporate
Business (group life and employee bengfits) gross
premiums grew by 45% and 25% respectively. Net
premium income, after providing for reassurance,
increased by 85% over the prior year.

iy 2003 the company sold mare life policies than any
other insurer in the country. 22,000 new individual life
policies were issued, an increase of 214% over 2002,
with average premiums up 9% on last year. The
fremendous success of our individual life sales initia-
tives stem from the confinued pooularify of our unit-
linked product - the Wealth Provider - which, together
with bepefil improvements added o our Family
Finance Plan, remain our flagship individual life
insurance products.

We have also experienced excellent growth in our
Corporate Business fines, While retaining atl our major
Corporate Business schemes, the infroduction of a
new group credit life product, that has proved o be
axtremely popular in the market, has largely driven the
growth. Quality service delivery o our intermediaries
and direct clients, including benefit settlement
turnaround times of the highest standard in the
industry, will ensurs the continued growth of this fine in
the future.

The low interest rate regime resulfed in a major invest-
ment swing fo the equity markets and fhe year has

seen enormous activity at the Nairobl Stock -

Exchange. The Company has behefited from this
demand with fair value gains on its NSEisted share
portfolioc being a major

contributor fo the 49% We have
increase in investment .
incame  over 2002, exp erfenced
Separate  investment excellent
porffolios have been growth in our
established for each of

our key business lines Cor‘? orate
and product offerings to Business.

ensure that they match

the profilas of the respective life and pension fund
liabilities, Qutsourcing of the day-to-day management
of these partlolias to a leading Kenyan asset manage-
ment organisation, initiated in 2002, continued fo reap
benefits during 2003, particularly enhancing our ability
to review and adjust our respective porffolio mixes in
the light of the investment condition changeas referred
o above.

While commission costs have risen significantly, other
costs, including other sefiing and managementi
expenses, have remained relatively flat compared
with 2002. The growth in commissien costs is in fine
with the growth in business volumes. Gther sefling
costs reflect only infiationary increases while manage-
ment expenses have decreased marginally over the
prior year, The grawth in income by Kshs 402 miliion
{72%) versus the growth in expenses of Kshs. 111
million {40%) reflects the success of managemsnt's
continued initiatives to drive down costs in relation to
the growth in income.

Gross poficyholder benefits have increased o Kshs
350 million, a 13% increase on 200Z. Net claims paid,
after reassurance recovéries, amount to Kshs 244
million. The increase in number of benefits paid arises

primarily a5 a result of the business growth and the -

conseguent increase in number of claims paid. The
level of claims is well within the pricing assumptions
developed by the achiary.

Life funds at 31/12/2003 stand at Kshs 1.5 billion, a
28% increase over the prior year. The embedded
value of the life portiolio has increased by 39% from
the 2002 restated value, with mars than 80% cf the
total embedded value emerging from the individual life
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Long-term insurance business {continued)

bock of business. The cormpany intends fo coriinue
it's aggressive expansion programme inio 2004. With
this confinued growth and the resuliant new business
strain, the board of directors has not recommended a
transfer of surplus to the shareholders funds for the
year.

Legislation

While the company has had a very successful year,

impending legislation threatens the potential growth of
the market. The Finance {Amendment) Bill of 2003
rontaingd unclear clauses relating to the basis an
which life insurance profits were fo be taxed.
Fallowing concerted lobhying from the industey, these
proposed amendments were dropped from the final
hitt approved by Parliament.

The HIV/AIDS Bill, which ‘apsen in December 2003,
also caused considerable upheaval in the industry as
has been menfioned in the Chairman's Report. This
proposed legislafion is expacted to re-surface in the
second half of 2004. We support the sentimenis of AKI
that the bill imposes unfair restrictions an the abflity of
insurance underwriters to select clients on a basis
consistent with world markets and, afthough the
proposals are unlikely to affect our curent individuat
life products and underwiting protocols, there is a
potential impact on other areas of the busingss, partic-
ularly Groug Life, where premium rating is fingly linked
to mortality experience for each scheme.

The governiment has indicated its intention to set up a
policyholders profection fund. The intention of the fund
“is to provide some relief fo a palicyholder in the event

fihat = valid claim is not paid by an insolvent insurer.

The scheme envisages insurers making a contribution
to & pooi managed by a government body out of which
such benefits will be paid. While the intention of this
envisaged legisiafion is honourable, the impiications
for the industry are again potentially damaging.
Industry believes that this will result in well-managed,
stable insurers paying the claims of policynolders of
poorly managed entities. In afl probability the coniri-
butions to be made to the fund will be borne by pelicy-
holders, thus increasing the cost of cover,

Government sees the industry as a major player in its
drive ta mabilise lang-term savings in the counkry, This
view is welcomed and supportsd by the industry.
However, the legislalive initiatives faken by the
government in 2003 appear contradictory with its
spparent aim o provide incentives {o siimulsie this

secior of the econony. Closer dislogue between the
industry, through its umbrelfa organisation AKY,.and
Government is required 10 address thase inconsisten-
cies.

Developing staff and agents

The primary asset of any organisation aclive in the
financial services industry is it's manpower and the
continued development of its’ people is the key to the
organisation’s success,

With Life insurance being a specialist industry, training
and education of personnel is critical. The company
has a full fme Natfonal Training Manager praviding
both technical fraining as well as skills development
programmes o all siaff and agents. Staff are encour-
aged to pursue professional qualifications in their field,
and {hese courses are sponsored by the tompany,
The percentage of payroll allocated to training and
development, at 4.1%, is '
well  above  Industry
averages and reflects the
extent of the company’s
commitment to develop-

The level of
claims remain
within ectuariof

ing i's people. Strong pricing
human resocurce and assumptiohs
fraining  suppott is

received from our major

shareholder and technical pariner. African Life
Assurance Limited, who has assisted with best
nragtice policies and a comprehensive review of our
Staff Terms and Conditions of Service together with
additional skills training from the African Life
International Training Manager.

We have continued fo strongly support the initfatives
of the Commissiener of Insurance and the Association
of Kenva Insuwrers (AKD) in raising the level of
competence and professionalism n the industry.
During the year, 132 of our individual life agents
passed the Certificate of Proficiency (COP) examina-
tions. Agency training, coordinated by the National
Training Manager, has concentrated on ensuring our
agents successfully complete the COP papers, which
are a pre-requisite for obtaining a ffe insurance sales
license from the Commissioner. [n addition to COP
fraining, agents have sat comprehensive product
knowledge teste. This ensures our agents have
sufficient knowledge on the various aspects of the
individual fife products the comparny selis prior fo
being given authority by the company to markst our
policies 1o he public. Our participation in AK) initia-




Long-ferm insurance business (continued)

tives has ied to the introduction of identity cards for ali
registered Hfe agents in the indusiry. Introduced in
2004, this measure will ensure that only authorised
agents can market the products of the insurance
companies they represent. Undoubtedly this wil
enhance the reputafion of the industry in the eyes of
the pubiic.

The quality of our sales force can be measured by the
stecass the company again achieved in the 2003 AK!
Agents of the Year Gompetition. 50 of the 134 agents
throughout the industry that qualified for the competi-
tion were Pan Aftica Life agents. 28 of our agents
were in the top 50 agents that received prizes and 5
ware i the top ten. The company again received the
AKl Agents of the Year — Company Award in recogni-
tion of thess achievernents.

Customer hase and honus

As ai the ¢lose of business on 31/12/2003, Pan Africa
Life Assurance Limited had a total of 53,000 individual
life assurance policies on its books. in addition,
through group life, group credit and pension schemes,

Pan Africa Insurance Holdings Limited
Annual regort and accounts 2003

an additional 88,500 individuals were coverad by the
company, Individual life with-profit policyholders will
receive a simple vesting bonus of 2.5% together with
an apnually reviewable simple non-vesting bonus of a
further 3.5%. The total bonus of 6% compares with a
bonus of 5% for 2002. Members of Deposit
Administration Schemes under management will
receive interest on their funds at a declaration rafe of
9% (2002: 9%).

Qutlook

Despite the concemns of unclear legislation and
government policy mentioned earlier, there is vast
potential to develop the long-term insurance industry
further. The company will cantinue to ideniify evolving
needs in its chosen market and design products to
meet those needs. The strong indusiry awareness
programmes of the company are designed to reach &
wider range of the community. This, fogether with
confinuous development of the agency for¢e and
recruitment of additional high catibre sales personnel
will ensure fhat the growth the company has seen
over the last 4 years will confinue.

Standing {left to right)

J Ntutu, F Cowel, L Magambo, 5 Chege, M Nzomo, J Wamwea, W Ngari

Sitting (left to right}
| Kibai, J Muiruri, A Greznwood, G Kioi, G Richter

AD Greenwood
Chief Exeoutive
13 May 2004
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Generat insurance busingss

The general insuranice industry

The environment in which.ganeral insurarice business
was conducted rontinued to be characterised by
intensified competition. The effects of premium
undercutting together with the difficulties related to
premium collection have again been felt by the
industry. In addition, reinsurance costs continued to
tise, with a number of international relnsurers either
exiting our market or scaling down their operations.
Although premium rates started improving during the
year, in the opinion of many, the rates are stitl foo low
fo sustain profitability in the long run.

Results

Against this trading background, despite 2 7% growth
in gross premium income to Kshs 484 million, net
wiitten premium reduced by 5% to Kshs 277 million
compared with the previous year's Kshs 292 million.
At the gross premium level, significant growth in
premiums was recorded in the motor private and
cormmercial ¥ine of business as welt as in medical
underwriting.

Total claims incurred of Kshs 201 million” have
increased by 14% over the prior year. Management
expenses drew by 28% mainly as a result of non-
recurring costs, which management do not consider
exceplional, relatihg fo the merger of the general
insurance busingss with that of Apollo Insurance
Company Limitett. Uncollecied premiums  arising
primarily from local facullative reinsurance as well as
treaty reinsurers had a major impact on overall

performence as provisions of Kshs 78 milion were
made as possible bad debts. The resulting underwrit-
ing 1085 of Kshs 199 millien is disappointing.

Substantial expenses of an excepfional nature were
incurred in the process of resfructuring the general
insurance business. These expenses include the
write down of certain assets not transferrad o APA
Insurance Limited and a write down to realisable
value of specific fixed assets; terminal bengfits paid fo
redundant siaff and legal and professional fees
smising from the transfer of the business to APA,

A gain has been recorded on the transfer of the
genaral insurance busiress fo APA Insurance
Limited. The aricipated cosls of warranties refating lo
the values of specific debtors and outstanding claims
provisions have been recognised in accordance with
the Sgle and Transfer Agreement. These waranty
¢osts have been offset against the gains on transfer,

A signflicant tax credit arises from the release of
deferred tax liahilitles following the transfer of certain
assefs 0 APA Insurance Limited.

Transfer of the general insurance business

The merger of the general insurance business with
that of Apalle Insuranse Company Limited wag
compigted late in the year. [tis envisaged that this will
bring about the much needed management expertise,
improved [T systems and critical mass required fo
bring this line of bysiness back to profitabiity.

Standing fleft ta right}

W Mumangi, A Shah (Chief Exstutive Officer}
0 Makaw, L Chege, B Ambumya, M Kabiru, M Shah
( J Qbare, G Mdungu, A Githuki

KM Kimani, & Yahya, F Wokahi. H Sanghrajka

INSURANCE

KM Kimani
Principal Officer .
13 May 2004
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Notice of the annual general meeting |

Notice is hereby given that the 58th Annual General
Meeting of Pan Africa Insurance Hoidings Limiied will
be held on 29 June 2004 at the Hilton Hotel, vory
room, at 3.00 pm to transact the following business:

1. To confirm the Minutes of the 58th Annual
Geperal Meeting held on 19 June 2003.

2. Toreceive the audited financial statements for
the year ended 31 December 2003 and the
Reports of the Chairman, the Direciors, the
Auditors and the Consuiting Actuary.

3. Toelect Directors.

{i} In accordance with the Company's
Articles of Association, Mr JP Rowse who
was appointed fo the board since the last
AGM retires from office and being ¢ligible
offiees himself for re-election.

(i1} In accordance with the Company's Arficles of
Associalion, Messrs JN Gitoho and A Van
Heerden ratire by rotation, and being eligible,
offer themsaives for re-election.

4, To approve the remuneration of the Directors.

5. To authorise the Directors to fix the remunera-
tion of the auditors.

& o transact any other business with the
permission of the Chair, :

Note:

A shareholder entitled to attend and vote may appoint
a proxy, who nead not be a member of the Company,
te attend and vote on his or her behalf.

A detachable form of proxy is provided at the end of
this report. Ta be valid, the dufy compleied and signed
proxy form should be deposited aor teceived at the
Company’s Registered Office nof later than 48 hours
before the siart of the meeting.

By Order of the Board
G Kioi

Secretary

13 May 2004

Registered Office

Fan Africa House, Kenyatia Avenue
P O Box 10493, Nairobi 00100

Tel 247600 _

Email: insure@pan-africa.com
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llani ya mkutano mkuu wa mwaka

ilani inatolewa kwamba mkutano wa hamsini
na tisa wa kampuni ya Pan Africa Insurance
Holdings Limited utafanyika katka hoteil ya Hilfon
tarshe 29 Jurt 2004, saa tisa kamill kujadii mambo
yafuatayo:

1. Kuthibiticha kumbukumby za miktano wa -
hamsin na nane mkud wa mwaka ulicfanyika
mnamo tarehe 12 Juni 20032,

2. Kupckes taarifa ya hesabu ya pesa kwa
mwaka uiiomatizika tarehe 31 Desemba, 2003
pamoja na taarifa ya Mwenyeliti, Wakurugenzt
na Wakaguzi-hesabu.

3. Kuwachagua Wakurugenzi.

(i) Kuambata na Vifungu vya Kushinkishwa kwa
Kampuni Bwana JP Rowse anastaafu na
kwa kuwa anstahili, amejitolea kuchaguliwa
fena.

(i} Kuambatana na Vifungu vya Kushirikishwa
kwa Kampuni, Mabwana JN Gitoho, na A Van
Heerden wanastaafu kwa zamu na kwa kuwa
wanastahili, wamejitolea kuchaguliwa tena,

4, Kuamua ujira wa wakurugenzi.

5. Kuwaidhinisha wakurugenzi waarmile malipg
ya wakaguzi-hesabu,

8. Kujadili mambo mengine yoyote yatakayatole-
wa ke idhini ya Mwenyekit.

Maelezo:

fhwenye hisa alive na hald ya kuhudhuria mkutano ma
kupiga kura anaweza kuteua mwakiiishi ambaye si
tazima awe mwanacnama wa kampuni kuhudhuria na
kupiga kura kwa niaba yake.

Fornir va kuondolewa ya mwakilishi imetolewa mwa

. fipoti hii kwa ajil hivo. Tl iwe halali fomu ya mwakilishi

fliyojazwa na kutiwa sahihi inapaswa Kupelekwa ama
kupokewa katika ofisi kuu ya kampuni iifyoandikishwa
muda usiopungua masaa 48 kabla ya mwanzo wa
mkutano.

Kwa Amri ya Halmashauri
G Kiof

Katibu .

13 May 2004

Cifisi Kuu

Pan Afiica House

S . Posta 10493, Nairahi 00100
Simu 247600

Baruameme: insure@pan-africa.com
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Corporate governance

Comorate governance is the process and structure used to direct and manage business affairs of a company
towards enhancing prosperity and corporate accounting with the ultimate objective of realising shareholders long-
term value while taking into account the inferest of other staksholders.

The Board of Directors upholds best practice in corporate governance and has adhered to the quidelines on
corparate govemancs practices daveloped by the Capital Markets Authority for public fisted companies in Kenya.
By supporting the guidelines the directors recognise the role of good govemance in corporate performance,
capital formation and maximisation of shareholders value as well as protaction of investor’s rights. in that regard
the direciors wish ta report on the following matters: -

Board of directors

The Board consists of 2 Chairmnan, JPN Simba, six non-exacutive directors, cne executive director and one non-
execufive alternate director. The directors’ profiles are set out on page 4.

All the non-executive directors are independent of management and have extensive business and financial
services experience to lead and control the company and account o lis shareholders.

Retiring directors are obligated to submit themselves for re-glection every year and any direcicr appointed during
the year is obligated {o refire and seek re-election at the next Annual General Meeting. Fees for the non-executive
directors and remuneration for the executive director are set out on page 51.

Responsibilities

The Board meats quarterly to consider key issues such as compilance with statutory and requlatory requirements,
approval of the anaual financial statemants, formulating and guiding averall group stratagy, planting resources,
monitoring performance, maintaining standards of business conduct and any matter which would have a material
effect on the group's financial position of reputation.

The directors have access to the company secretary for advice and can fake legal advice relating to company
matters at the company's expense. The board has delegated to the Executive directar power for the day-to-day
management of the company. To enable the board fo maintain full and effective controf over sirategic, financial,
operational and compliance issues the direclors are given relevant, accurate and fimely information.

Certain functions of the board are facilitated through the main commitieas. Further details of these commitiees
are given below. Gther ad hoc committees ans set up as and when the naed arises,

Audit committee

The Audit Committee, chaired by a hon-sxecutive director, meets once a quarter and is responsible for reviswing
financial information as well as monitaring the effectiveness of management information and internat control
systems.

The senior finance personnel of the company and its subsidiaries aftend ail meefings. The commifige also
considers all significant findings of the Group exiemal auditors and the Group’s actuary, who are ihvited to atiend
the meetings.

Investment committce

The Investment Commitiee, chaired by a non-sxecutive director, meefs once & quarter and is responsibie for
setting guidelines, formulating invesiment sirategy and monitoring the performance of the Group's invesiments.

Remuneration committes

The Remuneration Committee, chaired by a non-executive director, meets at least twice annually. The committee
is responsible for enswing that the director and senior executives of the Group are fairly rewarded for their
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Comoraie governance {continued)

services and that overall salary reviews for staff are consistent with those of the market, and with the operational
performance of the companies within the group,

BAudit committee
AVan Heerden {Chairman), JA Burbidge, BC Patsl, AD Greenwood, G Kioi*

investment commities
BC Patel (Chairman), A Van Heerden, JA Burbidge, AD Greenwood, JPN Simba, JM Kituri, G.Kioi™ and L
Munjuga®

Remuneration commitiee
JN Gitoho (Chairmany, JA Burbidge. M Kiuri, AD Greenwood, DN Lacey and J Muinuri*

* Members of management in atiendance at the meetings.

Su'mmary of mestings attended during 2003

Board Audit Investrment  Remuneration
Meetings  Committee  Commitlee  Commitiee

@ © @ {© @ b @ &

JPN Simba 4 4 4 4

JA Burhidge 4 3 4 K] 4 3 4 3
* JIN Gitoho 4 4 4 4

AD Greenwood 4 4 4 4 4 4 4 4

JP Rowse 2 2 '

JM Kituri 4 4 4 4 4 4

BC Patel 4 4 4 2 4 4

A Van Heerden 4 2 4 2 4 2

DN Lacey (alternate) 4 4 4 4 4 4 4 4

{a) Number of meefings convened during the year when director was a member
(b} Number of meetings attended during the year

Internal control
FPracise procedures and financial controls have been set up to ensure the reporting of complete and accurate
accounting infarmation.

Weekly senior management mesfings are held to monitor and deat with operafionat issues.

Shareholders _
The company publishes audited annual accountz which are sent out fo all sharehoiders who are entited 0 attend
the Annual General Mesting. Shareholders have access to the company’s share registry and we respond to any
letters from them on a wide range of issues.
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Corporate governance {continued)

Directors’ shareholding

The sharsholding by dirsctors in their own individual capacities was as follows:

Number of shares  Purchased  Disposed in  Mumber of shares
asat1Jan 2003 during 2003 2003 as at 31 March 2003

BC Patef 2535063 3317262 518,435 53350080
AD Greenwood 78,214 - - 78,214
JPN Simba 10,000 ; ; 10,000
IM Kt 4,418 . - 4,416
JN Gitoho - 4 000 - 4,000

Ethics
The directors strive to ensure that the group conducts its business with the utmost integrity towards all stakeholders and
compefitors,

Group going concern

The Board is responsible for the group financial statements and integrity, ebjectivity and reliability thereof. The directors
beligve that the financial staterments fairly present the financial posifion of the group as at the end of the financial year and
the resulls of the operations and cash flow infermation for the year then endsd.

The Board has ne reason to believe that the businesses within the Group will not be going concems into the foreseeabe
future. Our auditors are also satisfiad that the group Is a going concem:. in the case of Pan Alrica Life Assurance Limited,
this staiement is further supported by the report of the statutory actuary as set out on page 24,

Directors’ responsibilities for financial reporting

The Companies Act requires the directors fo prepare financial statements for each financial year that give a true
and fair view of the state of affairs of the Group and company as at the end of the financial year and the profit or
loss of the Group for that vear. It aiso requires the directors to ensure that the company keeps proper accaunting
records that disclose, with reasonable accuragy, the finangial position of the company. They are also responsible
for safequarding the assets of tha company,

The directors accept responsibility for the annual financial statements, which have been prepared using appropri-
ate accounting policies supported by reasonable and prudent judgements and estimates, in conformity with
tnfernational Financial Reporting Standards and the requirements of the Contpanies Act. The direcfors 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
company and of the loss of the Group. The directors further actept responsibility for the maintenance of account-
ing records that may be refied upon in the preparation of the financial statements, as well as adequate systems of
internal financiai contrel,

independent auditors

The external auditors are responsible for independently xarining and expressing ar opinian on the reasonableness of the
financial statements based on their audit. The auditors’ report is set out on page 23.
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Pan Africa Insurance Holdings Limited

Shareholders

Details of shareholders, based on the company’s share register as at 31 March 2004 were as follows -

a. Principal shareholders

2003 2002
number of % number %
shares of Shares
Hubris Holdings Limited 22,118,853 460 22,119,853 46.0
BC Patel 5,335,090 1.1 2,535,963 52
Co-operative Bank of Kenya Lid. 3897745 7.7 3,887,745 L
Thammo Holdings Lirnited 3,380,652 7.0 3,380,652 70
Kanchar Kenya Limited 2,025,028 4.2 2,025,028 42
Kenya Reinsurance Corporation Lid. 921,440 1.9 921,440 1.9
Cartnon Assurance (K} Lid. 469,850 ¢.9 462,962 0.9
Financial Futures Ltd. 430,855 0.9 430,855 0.8
Stanbic Nominees (K) Ltd. 330,000 0.6 630,000 1.3
iR Githere 280,357 05 - -
Total 38,990,670 81.2 36,404,298 79.5
b. Distribution schedule
category mumber of number of %
shareholders shares
Less than 1,000 1,807 1,020,705 2.1
1,001 - 5,000 634 1,295,686 27
5,601 - 10,000 113 800,232 1.6
10,001 - 50,000 118 2,373,261 4.9
50,001 - 100,000 26 1,774,705 37
More than 100,000 2 40,735 411 848
Total 2,520 48,000,000 100
c. Shareholders’ profite
category number of number of %
sharehclders shares
Logal corporate &7 34 247 540 71.3
Local individual 1,372 12,218,838 - - 254
East African individug] 880 892,548 1.8
Foreign investor 191 640,009 1.3
Fast African corporate 1 1,068 0.2
Total 2,520 48,000,000 100
JPN Simba AD Gregnwood
Chairman Dirsctor
13 May 2004 13 May 2004
IR [Ty 17 17 1
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Report of the independent auditors

to the members of Pan Africa Insurance Holdings Limited
for the year ended 31 December 2003

We have audited the financial statements of Pan Africa Insurance Holdings Limitad for the year ended 31
Dacember 2003, set out on pages 25 to 52.

Respective responsibilities of directors and auditors
The direciors are responsible for the preparation of financial statements as set out on page 21. Our responsibili-
ty is to express an independent apinion on the financial statements based on our audit,

Basis of opinion

We conducted our audit in accordance with International Standards on Auditing. Those standards require that we
plan and perform our audit fo obtain reasonzable assurance that the financial statements are free from material
missiaternent. An qudit includes an sxarmination, on g test basis, of evidence supporting the amounts and discle-
sures In the financial statements. 1t also includes an assessment of the accounting policies used and significant
estimates made by the directors, as well as an evaluation of the overall presentation of the financial statements.

We have obtained the information and explarations that fo the best of our knowledge and befief were necessary
for ihe purposes of our audit, and believe that our audit provides a reasonable basis for our opinion.

Opinion

in our epinion proper books of account have been kapt and the financial atatements give & frue and fair view of
the state of the Group's and Company's financial affairs at 31 December 2003 and of the loss and cash flows of
the Group for the year then ended and compiy with international Financial Reporting Standards and the Kenyan
Companies Act, The Balange Sheet of the Company is in agreement with the books of account.

PRICEWATERHOUSE(COPERS

Certified Public Accountants
Mairobi
13 May 2004
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Report of the statutory actuary

Certificate of solvency in respect of Life and Pension policies
of Pan Africa Life Assurance Limited

| have conducted a statutory actuariai valuation of the long-term business of Pan Africa Life Assurance Limited
as at 31 Dacember 2003,

This valualion has been conducted in accordance with generally accepted actuarial principles and in compli-
ance with the requirements of the Insurance Act. These principles require prilent provision for future outgo
urser confracts, generally based upon the assumplions that current conditions wilt continue. Provision is
therefore not made for all possible contingencies. in completing the actuarial valuation, | have relied upon the
audited financial staterments of the Company.

In my opinion, the long-term busingss of the Company wag financially sound and the acuarial value of the
liahilities In respect of all classes of life insurarice and pension fund business did not exceed the amount of the
Staiutory Insurance Funds as at 31 December 2003

GT Waugh

Statutory Astuary

MA, FIA, FASSA, ASA

Fellow of the institute of Actuaries

13 May 2004
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Principal accounting policies I

The principal accounting policies adopted in fhe preparation of these financial statements are sef ot beiow:

(a) Basis of preparation

The financial statements are prepared in accordance with and comply with nternafional Financial Reporting
Standards. The financial statements are presented in Kenva Shillings (Shs) and prepared under the historicai cost
convention, a8 madified by ihe revaiuation of certain property and equipment, and the car:ymg of investment proper-
ties and avaifable-for-sale investments at farr valye.

The preparation of finangial statements in conformily with generaily accepted accounting principies requires the use
of estimates and assumptions that affect the reported amounts of assets and fabilities and disclosure of contingent
assels and fiabiiities at the date of the financial staiements and the reported amounts of revenues and expenses
during the reporting period. Although these estimates are hased on the directors’ best knowledge of current everits
and actions. actual resuffs ultimalely may differ {rom those estimates.

(j Group Accounting

(ij Subsidiary underfakings

Subsidiary undertakings, which are those entities in which the Group has an interest of more than one haif of
the vating rights or otherwise has powear {0 exercise control over the operations, are cansolidated. Subsidiaries
are consofidated from the date on which conirol is transferred to the Group and ans no longer consofidated from
the date that conlrol ceases. All inter-company transactions, balances and unreaflised gains on ransactions
between group companies are efiminated; unreafised losses are also efiminated unless cost cannot be
recovered, Where necessary, accounting policies for subsidiaries have been changed o ensure consistency
with the poficies adupted by the Group.

{it Associated undertakings
Investments in associated undertakings are accounted for by the equity methad of accaunting. These are
undertakings over which the Group generally has between 20% and 50% of the voting rights, or cver which the
Groug has significant influence, hut which it does not contral. Unrealised gains on transactions hetwesn the
Group and its associated undertakings are efiminated to the extent of the Group's interest in the associated
umdertakings. Equity accounting is discontinued when the camying amount of the investiment int an assaciated
undertaking reaches zero, unless the Group has incurred obligations in respect of the associated undertaking.

{c} Underwriting Results

General Insurance Business

The underwriting results for gengral businsss are determined on an annual basis whereby the Incured cost of claims,
commission and related expenses are charged against the eamed proportion of premiums, net of reinsurance, as
follows:

(i Premiums written refate to risks assumed during the year, and include estimates of premiums due but not yet
received, less an allowance for cancellations.

{i) Uneamed premiums represent the proportion of the premiuras writien in periods up to the accounting date, which
reiais 10 the unexpired terms of policies in foree at the balance sheet date, and are caleulated using the 1/365iths
method.

(i) Claims incurred comprise claims paid in the year, dlaims handling expenses and changes in the provision for
outstanding claims. Claims paid represent ail payments made during the year, whether arising from evenis during that
or earfier years. Cutstanding ciaims represent the esfimated ultimate cost of seftling all claims arising from incidents
cceurring prior to the balance sheet date, bul not sefiled at that dafe. Outstanding claims are computed on the basis
of the best information availzble at the fime the records for the year are ciosed, and include provisions for claims
incurred tut not reported (IBNR}.
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Principal accounting policies (continued)

{iv} Expenses and commissions are allocated o the relavent revenue sccounts as incurred in the management of
each dass of husiness. Commission is shown nat of commissian recsived in resnect of reinsurance business cadad.
The portion of commissions which relates to the unexpired terms of policies in force at the balance sheet date is
deducted and treated as deferred acquisition costs.

Long-term Insurance Business
{iy Premiums written relate to risks assumed during the year, and include estimates of premiums due but not yet
received, less an sliowance for estimated lapses.

The full annual premium income is recognised in respect of ordinary life recuming policy contracts on policy anniver-
sary dates, after making provision for policy lapses and other terminations. Group life and pension contributions are
recognised as income when received.

(ii) Claims arising on maturify are recognised when the claim becomes due for payment. Death claims are accounted
for on notification. Surrenders are accounted for on payment.

(iif) Expanses and commission are allocated to the ife funds gs incwred In the management of long term business,
Commissions are shown net of commissions received in respect of reinsurance business.

{iv) The iife fund is assessed annually by the Company's consuiting aciuaries. Surpluses arising are allocated by the
directors on the advice of the actuaries, and in accordance with the Insurance Act and Anticles of Assaciation, to
policyholders’ bonuses and profit and loss account. Any halance remaining is camied forward in the life fund.

{d) Property and equipment

All propery and equipment is inffially recorded at cost. Land and huildings are subseauently shawn at market vaius,
based on periodic valuations by external independent valuers, less subsequent depreciation. All other propetty and
equipment is stated at historical cost less accumulated depreciation.

Increases in ihe cartying amount arsing on revaluation are credited to the life fund for properties held by the long
term business, and to the revaivation reserve-for properties held by the short term business of the Group. Decreases
that ofiset previous increases of the same asset are charged agains! the revalugtion reserve; all other decrsases are
charged fo the profit and loss account. Each year the difference between depreciation based on the revalued carrying
amount of the asset (the depreciation charged to the profit and loss acsaunt} and depreciation basad on the assats
original cost is fransferred frem the revaluation reserve to retained eamings.

Depreciation is calculated on the straight-iine basis to write down the cost of each asset, o revalued amount, % its
residual value, over its estimated ussful life as follows:

Buildings - . 2540 years
Erquipment - 3-8 years
Motor vehicles - 4 years

Freehsld land is not depreciated as it is teemed o have an indefinite fife.

Gains and losses on disposal of property and equipment are determined by referance to thefr carrying amounts. On
disposal of revalued assets, amounts in the revalvation reserve relating 1o that asset are transferred to retdined
camings,

() Investment property

investment properties comprise land and buildings and parts of buildings held 1o eam rentals and/or for capital
appreciation. They are treated as long term investments and caried at fair value, representing market value
determined amwually by extemal independent valuers.
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Principal accounting policies (continued)-

Investment properties are not subject to depreciation. Changes in their carrying amount between balance sheet dstes
are processed, nef of deferred tex, through the profit and loss account for assets attributable to the general business,
and through the fong ferm revenue account for assets atfributable to the long ferm business. On disposal of an invesk-
ment property, the difference between the net disposal proceeds and the camying amount is charged or credited to
the profit and fass account for investment property held by the short term business, and to the life fund for investment
propexty held by the long term business.

(i Other investments

All purchases and sales of investmenis are recegnised on the frade dafe, which is the date the Group commits to
purchase o sell the assel. The cost of purchase includes transaction costs. The Group subsequently determines the
appropriate classification of ifs investments and re-evaluates such designation on a regular basis; the classification
is dependent an the puroose for which: the investments are acquired.

Investments with fixed matunty that the Group has the infent and ability to hold to maturity are classified as held-to-
matunty and are carmied af amorfised cost.

Non-equity investments purchased in the primary market {i.e. directly from the issuer) are classified as originated
loans, and are carried at amortisad cost. Investments intended to be held for an indefinite period of time, which may
be sold in response to needs for liquidity or changes in interest rates, are classified as available-for-sale and are
carried at fair value.

Investments are classified and carried at values as follows:

(i} Quoted shares are classified as available-for-sale investments and are camied at fair vaiue. Their fair value is
calculated by reference o the stock exchange quoted bid prices at the close of business on the balance shest date.

{ii) Unquoted investments are classified as avaitable-for-sale investments. They are shown at fair vaiue unless their
value cannot be reliably measured, when they are carried at cost less provision for impairment,

(iii} Securities issued by the Kenya Govemment are classified as heid to maturity investments. They are carried at
amorfised cost {i.e. cost plus accrued discount or interest) and any premium or discount is amortised through income,
using the effective yield method.

(iv) Fixed deposits and commercial paper are classified as originated loans. These are carried at amortised cost (i.e.
cast plus accrued income}, using the effective yield method.

Fair value gaine/{lnsses) arising onh investmants held by the general business are credited/(debited} fo the profit and
foss actount; gainsi(losses) in respect of investments held by the lang term business ars dealt with in the life fung.

(g) Investment income

investment income is stated net of invesiment expenses. Interest income s recognisad on a time proporticn basis
that takes into account the effective yield on the asset. Dividends are recognised as income in the period in which
the right fo receive payment is established. Rental income is recognised as incorne in the period in which it is eamed.

income arnising on investments held by the long term business is taken up in the long term revenue account whilst
income defived from investments held by the general business is credited to the profit and loss aceount,

(h) Translation of foreign currencies

Transactions in foreign currencies during the year are converted info Kenya Shillings at rates ruling at the transac-
tion dates. Assets and fiabilities at the balance shest date which are expressed in foreign currencies are translated
info Kenya Shillings at rates ruling at that date. The resulting differences from conversion and translation are dealt
with in the profit and loss account in the year in which they arise.
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Principal accounting policies (continued)

(i} Accounting for leases

Leases of assels where a significant proportion: of the risks and rewards of ownership are retained by the lessor are
classified as operafing leases. Paymenis made unger operating leases are charged fo income on a straight-line basis
over the pefiod of the lease.

(i} Receivables

QOutstanding premiums and amounts due from reinsurers are carrisd at amortised invoice amount less provision for
impairment. A provisicn for impairment is established when there is objective evidence that the group will not be able
to collect all the amounis due according to the original terms of receivables. Tha amount of the provision is the differ-
ence between the carmying amount and the recoverable amount, being the present value of expected cash flows,
discounted at the market rate of interest for similar barrowers.

(k) Employee entitlements
The estimated monetary lizbilty for employees’ accrued annual leave entitlement at the balance sheet date is
recognised as an expense accrual,

(I} Deferred tax _

Deferred tax is provided, using the liability method, for all femporary differences arising between the tax bases of
assets and liabilities and their carrying values for finarcial reporting purposes. Tax rates enacted or substantally
enacted af the balance shieet date are used to determine deferred tax.

Deferred tax assets are recognised only to the extent that it is probable that future taxable profits will be avaiiabie
against which the temporary differences can be ufilised.

{m) Retirement benefit obligations

The group operates a defined contribution pension schemes for eliglble employees. The assets of the schere are
held in a separate trustee administered fund, which are funded from contributions from boih the company and
employess.

Employer’s contributions are charged to the profit and loss account and the life revenue accounts in the peried fo

_ which they reiate.

" {n) Dividends

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

(o) Comparatives

Where necessary, comparative figures have been adjusted to conform with changes in presentation in the current
year.In particular, comparatives have been adjusted following the early adoption of IAS 40, Investment Property
{Revised 2003) as set out on note 12.
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Group profit and 1oss account

2003 2002
Notes Shs. 000 _Shs.'000.
Investment income 5(a} 108,236 70,394
Loss transferred from general insurance business reventue accounts (199,71Q) 47,815)
Non-insurance subsidiaries' cperating profits 8,351 - 24k
‘Qparating {lossYprofit 3 {85,123} 25204
Share of associate's resulis 17 {1.418) 1,088
s)profit before exceptional items _86.539) 26272
Exceptional items

Resiructuring costs 7 {35,394y (12,938)
Gain on transfer of general business net of warranties % 53,157 .
Provision for FAYE and withholding taxes 7 - (19,786}
17.763 (32724}

Loss before tax {&8.7746) (6,452)
Tax (creditycharge 8 {45.336) 9,162
Loss attributable to the shareholders of the Company (23,440) (15,614)

Shs,
Basic loss per share - 2 0.49
Shs,
Dividends:
Proposed
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Long-term insurance business revenue accounts

Notes Individual Group Pension General Total Total
life life funds fiend 2003 2002
Shs.'000 She.'000  Shs'000  Shs.)000 Shs'000 Shs.'G00

Gross premium income 514,247 273,188 - - 793430 576,620
Reassurance premiums {812) {91,143 - - (91,955) (198,170
Net premium income 513,430 188,045 - - 701,475 378,450
Pension contributions received - - 27,338 - 27,338 24,269
Investment income E1)] 187,695 12,238 12,542 16,716 229,192 123,281
Totaf income 701,125 200,284 39,880 16,716 958,005 555,980
Commissions {net} 162,586 2,188 - 164,774 E7.181
Selling expenses 49,278 3,638 - 52,918 48,638
Expenses of managerant 136,865 18,880 . - 155,845 158.283
Loss on revaluation of fixed assests - - - . 2.500
Premiurm tax and stamp duty 8,999 3809 - 12,808 8309
Total expenses 357,728 28,615 386,343 274801
Excess of income over expenses 343,397 171,669 39,880 18716, 571,662 281,169
Policyholders' benefits 8 {170,812 (50,029) {22,566} - [243,507) (201,142)
Surplus before exceptional iters and tax 172,485 121,640 17,314 18,718 328155 - 80,027
Exceptional items
Provision for PAYE and WHT arrears - - - 2,811
Restructuring costs 7 2,105 - 2,105 -

2,105 - 2,105 881
Increasa in life funds during the year 3 170,380 121,840 17,314 16,716 326,050 71,216
Life funds at 1 January 904,416 90,295 108,865 81,007  1,184583 1012424
Transfer from shareholders' funds - - - - 100,943
Life funds at 31 December 28 1,074,796 211,935 126179 97,723 1,510,633 1,184,583




General insurance business revenue agcounts

Motor Aviation CAR& Fira Fire Liabitity Marine & Motor Motar Medical Persgnal Theft Werkmen's Wisc. Total Total

pocl enginesring domestic industrial insurance transit privale cotnmarcial insurance accident insurance  compensation  accident 2003 2002

Shs. 000 Shs.'000 Shs. 000 Shs.'}00 Shs.'000 Shy. 000 Shs ‘000 Shs."000 5hs."000 Shs.'000 Shs.'000 Shs 000 Shs. 000 Shs.'000 Shs. 000 5hs.000
G1o6s premium neome - 34,678 7649 8210 61,471 5,256 4592 48,541 147,287 40,593 0,230 26927 1 B0g 2,790 484,528 454,484
Outwan reinsurances - 31,002 {6,304) {2,387 (48,3800 {555 {5,242) [B73) {d2,221) {28,485} (16.728) (18503} 1338} s (206,859) {162,309
et writlen pramium - 1,876 1,345 5823 1209 4701 350} 89,307 105,066 12,208 14,504 10,419 11,471 1,508 277669 292,181
Uneamed gramiurm b - 2518 T48 3716 14,235 803 13 23,886 43,834 2,653 3,584 5,606 6,215 4 108,830 108,745
Unearned premium ci - (4.626) (515) (2,480 {7.339) (3.404) {811) (43,5M) 134,223) [643) (2522} (3,082} 13,3969 (40} (107, 354] (108,855
Het earned preqmium - 5,768 1,578 7019 19,887 210 (648) 70,202 114,677 14,413 15,656 12,843 14,290 1,612 279,170 292,M
Claims paid 7 1,584 148 6,350 2247 580 009 56,824 kb4 21,839 14,837 27311 16473 653 185,716 438,037
Claims expenses 3 424 ] 177 66 5 158 1,950 2473 2474 v} 1507 573 965 1,730 12164
Claims outstanding e 502 562 1,153 2.0er H015 20,483 6,548 91,540 166,165 3522 19565 2381 29,732 2101 384,746 IGLA0F
Clairns outstanding bif (8,379} {1.380) {1.027) (3,288) (8.433) {17,368) 16,762) (87 B0 {173,888 [2,338) (17.754] {20.954) {33,009 {894) (381,107 [356,544)
Ciaims Incuned 2 1,176 a7 5326 5,035 3,719 3,023 62,654 28,571 25,596 70T 31,835 13,769 2866 201,085 175,764
Commission - {B84) 126 1,14 1,729 1,003 183 0,158 8,189 4065 17H (254) 2320 243 797 5419
Movement in defermed acg. costs - {235) &0 195 1,572 513} 67} {1,964y 79 401 126 120 530 27 a48 1588
Expenses - 12233 2407 2,583 19,247 1,654 1,571 Rty 46,343 12,804 9,512 BA71 Rirat:] 878 152,456 177
Premium tax & levies - 57 9 140 734 g Ie| 1,677 2,504 642 a4 442 200 47 7,505 7452
Tota! commission ang expenses #Hin 2,710 4,048 23,282 AL 1.761 39,948 57,765 27982 11,921 8749 6,775 1,14 200,006 132,168
Technical (loss) ! prefil ] {7,179} {1.409) [2,295) (B.640} (3.787) {5432) (32,400) 28341 [39,345) 13,434} (27,641) 16,254) (2,295) (121,922) (15,661)
Provision for doubtful debts 177,788) {31,754
Underwriling loss {198,710} (47,615}

l
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Group balance sheet

Long-term  Shargholders’

insurance funds Total Total
Business 2003 2002
Note Shs.'00 Shs.'000 Shs.000 $hs.'000
Capital employed
Share capital 24 - 240,000 240,000 240,000
Share pramium 25 - 364,431 354 431 364,431
: Revaluation reserves 26 - 663 863 44,5635
A Retained earnings 27 - 397,240 3T 240 420,880
: Assigned capital 18 527,261 {527,261) - -
Transfer {o life funds 28 (367,943} - {397,943} (397,943)
Shareholders' funds 129,318 475,073 504,391 671,703
Statutory funds 28 1,412,910 - 1,412910 1,103,576
_ Generai fund 28 87,723 - 87,723 81,007
Total life funds ’ 1,510,633 - 1,510,633 1,184,583
Total capital, reserves and
long-term funds 1,639,951 475,073 2,115,024 1,856,286
Represented by:
Investments
(GGovemnment securities 13 623,570 - 5823570 611,863
Investment property 12 275,000 282,500 557,500 818,870
Invastment in associates 17 - 142,580 142,580 78,704
Quoted shares 14 188,072 - 189072 50,407
Unquoted shares 15 - - . 40,107
Mortgage loans 19 55,739 49,794 109,533 154,588
Policy lpans 20 73,897 - 73,897 75,342
Bank balances, deposits and cash 22 238,497 120,204 388,701 227,715
Commercial paper 65,400 - 5,400 85,100
1,521,175 545,078 2,116,253 2,142,695
Non-current assets
Property and equipment 10 124 918 24,741 148,669 218,252
Prepaid operating lease rentals 11 - - - 10,710
Cther non-current assets - 791 791 3,670
; ) 124,918 25,632 150,450 232,632
'! Current assets
; Quistanding premiums 231,013 - 231,013 264,747
Due from reinsurers 36,241 19,227 55,468 156,045
Other receivables 23 53,122 31,193 84,315 111,632
Land & davelopment 21 - 42,785 42 765 37 545
Tax recoverable - 20,044 20,044 14,598
320,378 113,228 433,605 584,567
Total agsets 1,966,469 733,839 2,700,308 2,958,895
Liabiiitias
Technlcal provisions :
Unsamaed premiums - - - 108,855
Qutsianding claims 91,148 - 91,149 454,322
91,148 - 91,149 £63,177
Non-current liabilities :
; Deferred tax liability 28 - 52,555 82,555 108,838
. . Other liabilities
3 Due to reinsrers 4646 20,367 25013 128,401
H : Other payables 0 197 678 101,81 299,485 245819
' Current tax - 3,135 3,135 15017
Borrowings K| 33,045 - 33,045 27128
Warranfies payable 26(a) - 65,660 85,669 -
Unclaimed dividends - 15,229 15,229 15,228
235,369 208,211 441 580 431,554
Total liabilities 326,518 258,766 585,284 1,103,609
1,633,951 475,073 2,115,024 1,856,286

The financial statements on pages 25 to 52 were approved for issue by the board of directors on 13 May 2004 and signed
on its behalf by:
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JPN Simba ) AD Greenwood
Chairman Director
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Company balance sheet
2003 2002
Note Shs."000 Shs.'DD0
Gapital employed
Share capital 24 240,000 240,000
Share premium 25 64431 364 431
Retained earnings 571,795 671,795
Transfer to life funds : 28 {397,943} {397.943)
Shareholders’ funds 378,483 ’ 873,283
Represanted by:
investments in subsigiaries
Pan Afriea Life Assurance Limited 6 - 2302681 220,251
Pan Africa General Insurance Limited 16 679,009 679,009
909,270 909,270
Current assels
Bank balance 817 -
Prapaymenis 548 .
Tayx recoverable - 13,680 13,680
15,043 13,680
Total assets 924,313 922,950
Other labifities .
Othsr payables : 30,30 26,438
Unclaimed dividends 15,228 15,229
Total liabilities ) 46,030 44,667
878,283 #78,283

The financie! statements on pages 25 to 52 were approved for issue by the board of direciors on 13 May 2004
and signed on its behalf by:

JPN Simba ) AD Greenwood
Chaiman Diractor
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Consolidated statement of changes in equity

= T T

Share ~  Share  Revalvation Retained
capital premium reseres -eamings Total
Year ended 31 December 2002 Note  Shs.’000 §hs.'000 Shs.'000 Shs.'000  Shs.'00D
At start of the year
As previously reported 240,000 364,431 {1,756} 283824 886,499
Reclassification of leasehold land 12 - - - 205120 205,120
Defatred tax on investment property gains 24 - - (23,168) {23,166
As regtated 240,000 364,431 {1,756) 465778 1,068,453
Transfer of excess depreciation 26 - (3,676) 3678
Deferred tax on transfer i) - 1,319 {1.319)
Revaluation surphis on property
and equipment 26 - 11,153 11,153
Deferred tax on revaluation 26 {2.499) - (2,499
Fair value gain on unguated Investment 28 - B,5Z3 8523
Fair value loss ont guoted invesiment 2 - (370 - {370}
~ Released on disposal of shares - 31,838 (31,839) -
Net gains not recognised in Income statement - 46,291 {29,484) 16,307
Net loss for the year - - {15.614) {15,614}
240,000 364,431 44,535 420680 1,089,546
Transfer to life funds - - - - {397,943)
At end of year 671,703
Year ended 31 December 2003
At start of year
As previously reported 240,000 364,431 44 535 238726 867,692
Reciassification of leasehold land 12 - - - 200,120 05,120
Deferrad tax on Investment property gains 29 - {23,166) {23,166}
As restated 240,10 364,431 44 5315 420,680 1,069 646
Revaluation deficit 26 - {11,771} - (M,771)
Deferred {ax on revaluation * - 353 3,53
Refeased on disposal of
subsidiary company 26 (23,871} - (23,671
Released on disposal of shares 8 - - {5,153) {B,153)
Released on disposal of plant and
machinery _ 28 {3,808} - {3,808}
Net gains not recegnised in Incorme statement - {43,872) (43,872)
Net loss for the vear - - - (23.440) (23 4404
240,600 364,431 663 397,240 1,002,334
Transfar ta life funds - - - - {397.043)
At end of year 604,391
Company statement of changes in equity
Shars Share  Revaluation Retained
capital pramium reserves earnings TYotal
Yaar ended 31 Decernber 2002 $hs.'000 Shs."000 Shs.'000 Shs.'000  Shs.'00D
Af start of year 240,000 364.431 {32 859 363,565 935,107
Reaiised on disposal of quoted sharag - . 32,889 {32.889) -
Profit 7 {loss) for the year - - 341,119 341,119
Transfer {o fe funds - (397943
Atend of year - 240,000 364,431 671,795 878,283
Year ended 31 December 2003
At start of the year 240,000 364,431 871,795 1,278,228
Transfer fo iife funds - - - {397.943)
Atend of year . 240,000 364,431 671,795 §75,283
—T — 7 —_—
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Shareholders’ funds consolidated cash flow statement

2003 02
Note Shs.'000 Shs, (100
Cash flow from operating activities
Loss before tax {68,776} {6,452}
Adjustment for
Depreciation and amortisation 2774 17,283
Prafit on sale of genetal business {53,157) -
Prafit on disposal of fixed assats {6,377} -
Loss on sale of subsidiary company 11,148 -
{mpairment charge - fixed assels 5338 19,142
Investment income (108,236) {69,994
Bhare of result of associated company 1416 -
Operating profit before working capital changes {215,870} {40,011)
Decrease / (increase} in deblors 101081 58,042
Decrease / [increase) in non curment receivable 2879 -
{Decreass) | Increase in creditors (9.582 {42244
Increase in lang and devalopment {5,220 -
Premivms and claims reserves 2138 24870
Cash generated from opérations {124,574) 1,457
Income taxes pajd {22,405} (30138}
Nef cash from operating aclivifies (148,979} (28,6681)
Returm on investments and servicing of finance
Dividends paid - {3690
_ Net cash flow from investments and servicing of finance - {36971
Cash flows from investing activities
Investment income recaived 64,938 73,954
Furchase of property, plant & equipmerit (7045 - (3,143
ortgags ioans redeemad (Tssued) 2581 {7,433}
Net sale / {purchase) of shares 141 (2.657)
Met (redemptions} / purchase of government securities (21,668) 13,737
Proceeds o sale of non fistad shares 56,252 -
Praveeds o disposal of investment praperty 21,500 -
Proveeds o sale of praperty and eqiipment 308 -
Nef infiow from transfer of general insurance business 8407 .
Net cash from investing activities 200,065 74,498
Net increase in cash and cash equivalents 53,086 42121
Cash and cash equivalents at start of year 718 24,997
Cash and cash pquivalents at end of year 22 120,204 §7,118
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_ Notes forming part of the financial statements -

1. Restructuring of the Group :

A5 was mentioned in the 2002 financial statements,the restructuring of the Group info fwo whelly owned
subsidiaries I.e. Pan Africa Life Assurance Limited and Pan Africa General Insurance Limited was completed in
2002, In the same year, Pan Africa insurance Company Limited changed s name o Pan Africa Insurance
Holdings Limited. .

Pursvant o the rescluiion passed by the shareholders on & December 2000, Pan Africa General insurance Limited
merged ifs general insurance business with that of Apclie Insurance Company Limited to form APA Insirance
Limited. This consolidation process was completed during the year and net assete with a fair value of Kshs 18
million where transferred to APA Insurance Limited as at 31 Decamber 2003, in accardance with the Sale and
Transfer Agreement enfered into by the two parties. Nofe 36 contains more details an this transaction.

Assets and liabilities of Pan Africa General insurance Limited not transfered to APA insurance Limited have been
accounted for under Shareholders' funds.

2, Segment information: Business segments

Upic 31 December 2003, the core activity of the group was carrying out general and long ferm ingurance business
in Kenya. With effect from 1 January 2004, the core activity will be the carrying out of long ferm insurance business
only. Certain of the group companies conduct other-types of business and the Groups' activities could therefore
be organised info {hree main business segments namaly; insurance business, sale of piots and disiribution of
water and estate management.The information on long-term insurance business is disclosed in the long-temn
nsurance business revenue account which is past of the primary financial statements. The following segment
infarmation is given in respect of the ather business segments of the groun:

Ganeral Sale of Distributicn Total
insurance plots of water and
business estate mgt.
Shs. 000 Shs,"008 Shs.'00% Shs.'¢00 _
Year ended 31 December 2003:
Net premium | Tumover Zi8A70 18,597 - 298,187
Segment operating {loss)/profit 81475 6978 {624) {85,124)
Exceptional items . 17,764 - - 17,764
Share of associate's loss : {4,101) 2,688 - {1416}
Loss before tax ' (77.812) . 8,660 (624} (66,776}
Tax { charge)icredit 48 842 {3,556) - 45,338
Net Loss {28.820) - 6,104 {624) (23,4400
Segment assats 624,233 106,063 3543 733,839
Segmant liabilifies 1?5.741_ 88,289 13,728 258,786
Capital expenditure 877 68 - 945
Depreciziion 2,108 B9 - 3017
Year ended 31 Dacember 2002: .
Net nraenium / Turnover 292,181 4,206 £402 303,185
Segiment operating {lossyprofit {8,750) 3422 {4,152) {7.520)
Strare of assotizle’s profie 1,068 - - 1,068
Loss before fau {5,722} o342 (4,152 {6,452)
T (15,968) 7,400 (598) {8762
Net Loss (21,588) 10,822 {4,750) {15.614)
Segment assets 1,075,743 658,640 20,017 1,164,400
Segment liabilities TR YOV 31,028 15,234 803,869
36 Capital expenditure 2,782 - - 2782
Depreciation 13,397 3,532 364 17,203
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Notes forming part of the {inancial statements (contimued)

3. Operating loss and changes in the life funds
The following items have been ¢harged in ariving at operating loss and increase in lifa funds:

Long-term Shareholders’
insurance funds Total Tetal
business 2003 2002
. Shs. 000 Shs.'G06 $hs. GGG Shs.'6G0
Depreciation {Note 10) 13,508 2,774 18332 31378
Impairment provision on fixed assets fNote 10) - 5338 5338 19,142
Auditors” remunaration 1,858 2208 4,061 4,001
Staff costs (Note 4) 98,014 73,568 171,582 185,765
Amortisation of prepaid operating leases [Note 1) 2464 - 3,464 4.518
4, Staff costs
The following ifems are included within staff costs:
Group Group Company Company
2003 20Q2 2003 2002
Shs.'Got Shs.'"000 Shs. 000 $hs.'000
Salaries ang wages 180,085 155,203 : - -
Social security costs 3’ 543 . -
Pension costsfefined contnbution plan 1. 11g 10,018 - -
Number Number Number Number
The number of persons emplayed at year end was:
Ful time staff . 93 153 - -
Part tima staff - 1 - -
5. Investment (ncome
{a) Shareholders’ funds
Total _ Total
2003 2002
Shs. 0 5hs.'000
Interest regetved : 1,185 17,937
Property rentals 48415 52,450
Dividends received 2,137 3,607
Gainf(loss) on disposal of shares 14,298 {4,100}
Fair valye gain/ {loss) on investment properties 29.000 {2,500}
Other _ 3200 -

Total ' 108,238 70,394

r
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Notes forming part of the financial statements {continued)

(6} Long-term insurance buginess

Individual Super Genaral Totad Tatal
fife annuation fund 2003 2002

$hs.'000 Shs’00D_ Shs'0OD  Shs'00D She2000
Interast recaived 47,368 21196 4178 72,740 62410
Property reriais 45,818 - 2128 49,042 54,955
Dividends received 5,351 131 482 £.004 3646
Other income . 2,145 - 193 2,338 2933
Loss on dispogal of fixed assets {444} - (40 {484) (228)
Faceign exchange lose 8T - {28} {1,060 {1,109
Fair vatoe gain on quoded shares (note 14) 111,485 5,051 9,815 127,451 15,632
Gross investment income 210,787 27,378 18,766 256931 138,242
Expenses _
Fund managemeni fees {4.826) (2.082) {404) (7,312 4,531)
Property expenses {17,844} (514 {1,808} (18,957} (26,261}
Total investment expanses {22 670) {2.507) 2012 (2727 (36,792)
Investment income before revafuation
of properties 188,117 24,781 16,754 228,652 107 450
Fair value fless) (gain on fixad assets 1538 - {ary {635 45811
Falr value gain on investment propenies 1% - 1% 235 -
Total investment income 157,685 24,781 16,716 229,192 153,261
6. Policyholder henefits

Individual Group Pension 2003 2002

life life funds Tofal Total

Shs.'000 Shs.'000 Shs.'600 Shs."000 Shs, 000
Gross death and disabilily claims 20,882 158,671 - 176,553 158,692
Less: Amounts recovered from reassurers . (105p42) - [1056842)  (106,195)
Net death and disabiilty claims 20,882 56,029 - 70,911 53,497
Matwities & pension claims £9,035 - 22566 81,601 82945
Surrendars and bonuses 32,949 - - 32,948 17,117
Anruities 49,369 - - 45,369 51,000
Reserves released ta the Life fund {1,323) - - (1323 {4.018;
Net policyholders' benefits paid 179,912 50,020 22,568 243,507 201,942

7. Exceptional ltems

Long-term  Shareholders’

insurance funds Tedad Total

business 2003 2002
5hs.'000 Shs.'000 Shs. 000 Shs."000
Provision for PAYE and withholding tax - - - 28 597
Restasturing expenses . 2,108 5,304 37498 12,938
Gain on disposal of business ned of warranties - {53,157} {53,157} -
' 2105 (17,763} (15,658) 41,535

Exceptional itams relating to e Long-ferm insurance business have been charged 1o the individual life revenue
account while those relating to General insurance business have been charged o the profil and loss acoount.
inthe year 2002, the Kenya Revenue Authority conducted a compilance audit covering the 1998 to 2001 vears of

e T T T [T | e - e e —
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Notes forming part of the financial statements {continued)

income. A final assesament was issued in early 2003 refating to PAYE and Withhofding tax arrears, and although
the Company has objected to some of the changes trough its Tax consultants, a provision of Kshs 28.6 million
was made to cover any tax liability arising therefrom,

Restruchuring expenses, which include staff retrenchment costs of Kshs. 7.7 million, relate to cosis incumred
following the resiruciuring of the Group as desoribed in Noje 1.

Gain on the disposal of the general insurance business is explained further in note 36.

8. Tax
{a) Shareholders' funds
2003 2002

Shs.'000 $hs.'000
Curent tax ‘ 8,532 14,864
Deferred tax (Note 29(ah) {52,756} {12,887)
Current year tax {credif)f charge {45,923} 1,717
Underprovision for current tax in prior years - 7,000
Share of tax of associate (Nate 17) : 587 385
Tax (credit] / charge {45,336) 9,162

The tax on the group's {loss)iprofit before tax differs fram the theorsfical amount that would arise using the basic
tax rate as follows,

Luss before tax ' (68.775) (5457
Comporation tax &t 30 % (20,633 {1,936)
Tax effect of : )

- Expenses not deductible for tax pumposes ’ 4,295 8449

- Incomme not taxable : {21,807} {6,386}
Investimant propenty dispasal (32,570} -
Deferred 1ax assef not recognised 25,379 2,035
Under provision of current 1ax in pricr years - 7,000
Tax {credit) / charge (45,336) 9,162

{b) Long-term business

2003 2002

Shs.'000 Shs."000
Cumrent tax - -
Deferred tax - -
Tax charge - R

The tax on the long term bﬁsiness {loss)profit before tax difiets fram the theorstical amount that would arise using the basic
tax rate as Tollows:

Increase In life funds before tax 326,050 80,027
Corporation tax at 30 % p7815 ~ 24008
Tax effect of - ’

- Expenses not deductible for tax purposes : 122484 8,124
- Income not taxable (260,222) {128,28%)
Deferred tax asset not recognised ' 30923 36,151

Tax tharge : -
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Notes forming part of the financial statements (continued)

9. Loss per Share

Basic loss per share is calculated by dividing the net loss atiributable to shareholders by the weighted average
number of ordinary shares in issue, as follows:

2003 2002
Shs.'000 Shs,'000
Net loss atiributable to sharehoiders {23,440 (15,614}
Wainghted average number of ordinary shares I issue (thousands) 48,000 48,000
Logs per share {Shs) ' {0.4%) {0.33)

There wigse 1o potentially ditutive shargs outstanding at 31 Decamber 20032,

10. Property and equipment

Furniture Computer
Land, buildings Motor fixtures and  eduipiment 2003
and water warks  vehicles fittings Total
Shs."N00 5hs.000 . Shs.'000 Shs."100 Shs. 006

Cost or valuafion:

At start of year 210,518 14,481 86,778 7415 /Y72
Additiors during the year - - 2473 2,733 5218
Reclassification . 1,049 - £1,048) - -
Revaluation deficit (12,466} - - - {12466}
Impzirment - - {5,338 - {5,238
White off of fully depreciated assets - (3,093) (50,579) - (28,088) (81,741}
Disposals (68,592) {2808) - {1,322} (2.867)  (75,58%)
~ Mendof year 130,508 8,584 30.9¢9 18218 189,260
Depraciation:
Al start of year 39,261 11,654 56,586 33418 140819
Charge for the year 4,308 1,377 4840 5707 16,332
Wiite off of fully depreciated assets . (3,093) {50,579) (28,069)  (81,741)
Disposals {30,945) (2.792) {1,129 (1.043)  (30,809)
At end of year 12,624 7146 0,818 10,013 3361
At 31 Decemper 2003 117,885 1,415 21,151 9205 139,659
Comprising:
Long-term insurante business 97,385 1,023 19,233 7227 2aa
Sharehalders’ funds 20,500 395 1868 19718 474
117,885 1,418 21,181 9,205 149,659
At 31 December 2002 171,257 2,306 30,192 13997 218,252

No depreciation has been charged in arriving at the results for the year in respact of certain fixed assets with a
gress value of Shs.97,708,675 (2002-Shs. 96,123,874), which are in use but fully depreciated, If depraciafion had
been charged during the year on the gross value of the assets, it wouid have amounted to approximately
Shis. 11,638,831 {2002 - Shs.12,102,749).

— T —T(TI -~ —— T S
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Notes forming part of the financial statements (continued)

11. Prepaid operating lease rentals

Long-tenn Sharecholders’

insurance funds Total Total
business 2003 2002
Shs.'0U0 Shs.'000 Shs.000 Shs.'000
Cost
At stari of the year 7,846 7,380 15,228 15,226
- feciassified to invesiment propedy [note 13) - {7380y (7,380 -
At end of year 7,846 - 7,846 15,226
Amartisation
At start of the year {4,382 {134) 4.516) .
Charge for the year {3,464) - {3.464) (4,516}
Reclassified to Investment property {note 12) - 134 {134) -
(7,846} - (78463 {4,516}
At end of year - - - 10.710
12. Investiment properiies
Long-term Shareholders’ Total Total
insurange funds
business 2003 . 2002
Shs.'000 Shs.'000 Shs.'000 $hs.'000
At start of year
- & previausly reported 274,750 339,000 812,750 B06,188
- reclassification of leasshold Jand - 205,120 205,120 205120
- a3 restated 274,750 544,120 £18,870 811,308
Additions / reclassifications 16 7350 7,396 2250
Dispasals - (2980004 {248,000} {36,500
Fair value gain 234 24,000 28,234 41811
At end of year 275,000 282,500 557,500 18,870
Reconciliation of f2ir valug gain f {loss) on
investtnent properties
Included in investmant income (Note 5) 34 28,000 29,234 4331
Included in subsidiaries net profits on the
Profit & Loss account _ - - - {1,500}
234 28,660 29,234 1,811

The revaluation of invesiment properiies was Jast carried out by Linyd Masika Limited and CB Richard Ellis, profes-
sional independent valuers as at 31 December 2003 . The basis of valuation was agen market value. Following the
early adoption of IAS 40, Investment Properties {Revised 2003), qualifying leasehold land has been reclassified from
prepaid operating lease renials to investment property,and is now cartied at fair value,

LY
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Notes forming part of the financial statements (continued)

13. Goverment securities

Long-term Sharehalders’
insurance funds Total Total
business 2003 2002
Shs.'000 Shs."000 5hs.'000 Shs.'000
Treasury bills and bonds:
Maturing within 91 days of the date of acquistion 47,600 - 27,600 183,513
27,600 - 27,600 183,513
Maturing in 91 days - 1 yoar 20,042 - 30,042 73,250
Maturing within 1 to & years 412,850 - 412,650 107.1¢0
Maturing in over 5 years 153,278 - 153,278 242,000
585,970 - 585,970 428,350
523,570 - §23,570 611,863

14. Quoted ordinary shares

Long-tetm Shareholders’

insurance funds Total Total

business 2003 2002

Shs.'000 5hs.'000 Shs."000 5hs. 000
Al slant of year 48,576 1,831 S0.407 53,750
Additions 31,502 43 22,178 101,260
Fair value gains 111 485 - 120,880 16,262
Disposals (2,491} {1,880) {4371 (28.874)

At end of year 189,072 - 188,072 50,407

The ordinary shares are revalued annually at the clese of business on 31 Decernber by reference to the Nairobi
Stock Exchange quoted prices. The market value approximates to the fair value. The falr value gairs arising from
the revaluation of the shares have besn included in invastment income (Note 53,

15.Unquoted ordinary shares

Total Total
2003 2002
Shs.'000 Shs."000
Af stant of year 90,107 70,870
Additional investment in East Africa Reinsurance Company Limited - 13,053
Disposal of shares in East Africa Reinsurance Company Limited {80,107 {2,339}
Fair value gain - 8,623
At end of year . 80,107
16.Investment in subsidiary companies - Company
Total Total
2003 2002
Shs D Shs.'DOD
Pan Atrica Life Assurance Limited 230,281 230,261
Pan Aftica Geners! insurance Limited §79,008 674,008

309,270 908,270

Part Africa Life Assurance Limited and Pan Africa General Insurance Limited are both wholly owned subsidiaries
of Pan Africa Insurance Hoidings Limited. The two subsidiaries carry out fong term and general instrance business

2 Tespectively. At 31 December 2003, the general insurarce husiness of Pan Africa General insurance was

—— =T T T T— — . T T
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Notes forming part of the financial statements {(continued)

fransferred to APA tnsurance Limited { Note 1). Pan Africa General Insurance Limited, now trading as PA Securities
Limited, has the following subsidiary companies (both incorporatad in Kenya):

Name of subsidiary Shareholding Principal activity
Mae Properiies Limited ' 100% Development and sale of plots
Chem Chemi Limited 100% Dormant

The sale of 75.1% of the Group's intereést in Runda Water Limited was concluded during 2003. Runda Water
Limited is now an associated company.
17. Investment in associated undertakings

At 31 December 2003, the Group held a 39.97% invesiment in APA Insurance Limited and a 25% investment in
Runda Water Limited. Movements during the year are shown below;

Total Total
2003 2002
Shs.\060 Shs. 000
At start of year 28,704 25,143
Acquisition of shares In APA Insurance Limited 135,027 -
Investment in Runda Water Limited 4,868
Acquisition of additiona] inferest in Reliance Insurance Company Limited - 2,878
Share of results before tax {1416} 1,088
Share of tax (567) {385)
Transfer to APA Insurance Limited of shares held in Reliance Insurance
Company (T) Limited {24,018) -
At end of year 142,580 28,704

18. Assigned capital

In line with the: objectives of the rights issue exercise cancluded in 2000, it was the infention of the board i use
the proceeds o fund growth in the individual life business. The assignment of capital of Kshs 527,261,000 to the
Long-term insurance business in 2001 included the net proceeds of the issue together with intre-business
balances existing as at 1 January 2001.

The General insurance business was assigned Kshs. 679,009,000. In both cases the assignment was based on
the net assets of the two business sectors as at 15l January 2001.

19. Mortgage loans

Long-term  Sharsholders’  Tofal Total
insurance furds 2003 2002
business
Shs. 000 Shs.000 Shs.'000 Shs.'000
Al start of year 55,784 98,804 154,588 144,794
Loan advancas made during the yearfactrued interest 3232 3454 6,683 27,000
Loan repayments {3,277} {29,362 (32,639) (17,206)
Transterred to APA losurance ¢imited - 23,099  (23,099; .
At end of year 55,739 49,794 103,533 154,588
Maturity profile of mortgage loans
Loans maturing - .
Within 1 year 4823 49784 © 54817 508
In 219 5 years 19,440 - 18,440 2,753
Tn over 5 years 31476 - 31476 151,237
55,738 40,794 105,533 154,583
Loans at.
Concessionary rates 54,828 - 54,828 120,914
Markst rates 911 45,794 50,705 33874

55733 48,794 105,833 154,588
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20. Policy loans

Total Total
2003 2002
$Shs."100 Shs."000
At start of year 75,342 78,835
Loans advanced during the year 29,629 34,225
" Loan repayments (31,074 {37.718)
At end of year 73,897 75,342
21. Land and development
Total Total
2003 2002
5hs.'000  ShsDOD
At start of year 37,545 38,242
Additional costs during the year 8144 -
Released in respect of plots sold {2,924} (697)
At end of year 42,765 37,545
22. Bank balances, deposits and cash
Group Company Group Company
2003 2003 2002 2002
Shs.'000 Shs.'000 Shs."000 Shs.'000
Cash at bank ard in hand 32,856 817 73473 -
Short term bank deposits 325,845 - 154,547 -
At end of year 358,701 817 227,715 -
Comprising;
Longdem insyrance business 238 497 160,537 -
Shareholders' funds 120,204 817 67,118 -
358,701 817 227,715 -

For the purposes of the general insurance business cash fiow statement, the year-end cash and cash equiva-
lents comprise the following:

Cash and bank balances

“HUTE T

T

Total Total
2003 2002
Sha "0l Shs/ 080
120,204 67,118
- - o —-
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Notes forming part of the financial statements (continued)

23. Other receivables

Long-tarm  Sharcholders'

insurance funds Total  Total

husiness 2003 2002

Shs,'000 Shs.'000 $hs.'000 Shs.'000
Rertt outstanding 25,03 2,849 27,862 18,144
Actrued Interest - 3211 321 21015
Plot deblors - 5,836 6,836 24,160
Cost of investment in the Cuilege of Insurance - 1,171 1,101 1,171
Deferred agquisition costs - - - 13355
Sundry debtors and prepaymants 28,100 17,126 45,235 3273
At end of year 53,122 31,193 84,315 111,632
24. Share capital

2002 2002

Shs000 __ Shs'00B

At end of year 240,000 244,000

The total authorised number of ordinary shares is 100,000,000 with a par value of Kshs.5 par share. The total
number of ordihary shares in issue are 45,000,000 with a par value Kshs.5 per share.

25. Share premium

On 16th February 2000, a rights issue of one share for every one share heid was made at a price of Kshs.21.50
per share. A total of 24,000,000 shares were issued.

The net proceeds from the rights issue was Kshs.484.431,000, after deducting issue expenses amounting to
Kshs, 31,569,000, hence a share premium ariging of Kshs.364,431,000.

26. Revaluafion reserves

2002 2002
8hs.'000 Shs.'000
Quoted shares - {1,418)
tUnquated shares - 8523
Plant, machinery and water works - 26,654
Land and buildings 663 10,776
663 44 538
The movements in each category of reserves were as follows
) Quoted shares
At start of year (1.418) {32,889)
"Released on disposal of shares 1418 31,841
Fair value{ losspgaln - {370}
At end of year . {1,418}
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Total Total
2003 pLiliv
Shs.'000 Shs.'000
if) Unquoted shares
At start of year 8,523
Released gn disposal of shareg . {8.523) -
Fair value gains - 8,623
At end of year - 8,523

iii) Plant, machinery and waterworks

At start of year : 26,654 26,654
Revaluation deficit (5,726} -
Deferred tax on revaluation 1716
Reieased on dispusal of property, plant and equipment (3.808) -
Released on disposal of Subsidiary {18,836}
- 26,654
i) Land and buildings
At start of year ’ 10,776 4,479
Revaluation defich 15,000 11,153
Deferred tax on rgvaluation 1,815 (2,499}
Released on disposal of subsidiary {5.878) -
Transfer of excess depraciation - (3.676)
Deferred tax an fransfer . - 1.315
§63 10,176

27. Retained earnings
Movemensis in retained samings are set out in the statement of changes in equity on page 34.

Longterm  Shareholders’

insurance funds Total Total
business 2003 2602
Shs.'000 Shs."000 Shs.'000 §hs.'000
Unrgalised fair value gains on investment properfies - 123,000 123,000 365,811
Uther retained eamings - PR 274240 53,360
- 397,240 397,240 420,680

28. Life funds

{a) Statutory funds

The statutory funds, which comprise the individual life fund and superannuation funds, were established in 1990
as required under Section 45 of the Insurance Act,

“The (atest actuarial valuation of the Iife fund held by the Pan Africa Life Assurance Limited was carried out by the
consutting acluaries as al 31 December 2003 and revealed an actuznal surpius sfter aflowing for interest and
bonus declarations to with-profit policies. '

During 2002, the direcfors authorised a totél transfer of Kshs.397,943,000 from shareholders' funds to the individ-
ual life furd to finance an actuarial deficit arising from new business strain and the write downs of cortain Invest-
ment properties. .

—nT— I T T —
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Nates farming part of the financial statements (continued}

(b} General fund

The general fund represents a reserve maintained within the long - term insurance business, and represents
unaliocated surpluses from previous actuarial valuations. Transfers from this fund io the profit and loss account
and the statutory funds are made upon the recommendation of the actuary.

29, Deferred tax (asset)/liability
Deferred tax is calculated, in full, on all temporary differences using a principal tax rate of 30%. The movement
on the deferred tax account is as follows:

Group Group Company Company
2003 2002 2003 2002

Shs.'000 Shs.'060 Shs000 $hs.'000
Al start of year as previously staled 85,672 96,062 - 61,932
Prior year adiustment 23,168 23.168 - -
Ag restated 108,838 119,228 £1,932
Profit and loss account (52,758) {12.887) - (61,932)
Charged to equity (3.532) 2497 - -
At end of year 52,555 108,838 - -

The prior year adjustment relates to the recognifion of deferred tax on the company's invesiment property fair value
gains. The deferred tax assets and liabilities, deferred tax chargef{credit) in the profit and loss account, and deferred
tax chargef{credit} in equity are attributable to the foliowing items:

(a} Shareholders’ funds

Prior Charged Charged
At start of year (credited} to  {credited} o Atend of
the year adjusiment  profit and foss equity year
Shs. 0600 $hs."000 Shs.'000 $hs.'000 Shs."000
Deferred tax (assets) / liabilities
Aceelerated tax depreciation {1,244 - 1,683 - 148
Property revaluations 109,228 23,166 (86,733} {3,532 40,133
Deferred development costs 10,707 - 1,566 - 12,273
Tax losses {29,535} - 29,538 - -
General provisians for dabtors {1,763 - 1,763 - -
Provisions {1,420) - 1,420 - _
85,672 23,166 (52,756) {3,532} 52 555
{b) Long term business
Charged Charged
At start of {credited) fo {credited) fo Atend of
the year profit and loss equity year
Shs.'000 Shs.'000 Shs.'000 Shs.'000
Deferred tax (assets) / habiities
Acoelerated tax depreciation 1,398 {6,513 - {5,115}
Property revaluations 65,999 - (208) 65,791
Tax losses {150,4000 {85,940 - (235,340}
Provisions (323) 41,271 - 40,948
{33.325) 51,182 (208) (134,716)
Less: deferred tax asset not recognised 83,326 51,182 208 134,716

Per balance shest -

The net deferred tax asset has not been recognised as there may net be sufficient taxable profits in the foresee-

able future lo utilise the temporary differences.
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30, Other payables

Long-term Sharehoiders’
insurance funds Tetal Total
husiness 2003 2002
$hs.'000 Shs."000 Shs."000 Shs.'000
Rent deposils 11,661 10,050 21,711 19,213
Payroll ereditors 37.780 2139 39,819 34,684
Due to refated parties 14,138 12,876 . 27,014 16,798
Commission relatad costs 106,654 - 106,654 42 489
Other creditors and accruels 27 447 76,744 104,191 132,634
197 678 1,84 299,489 245819
31. Borrowings
Long-term Shareholders’
insurance funds Total Total
businass 2003 2002
Shs.'000 Shs."000 Shs.'000 $hs.'000
Premium financing 33,45 33,045 7128

Premium financing liabilities relate to borrowings by ins'ureds where the Group has entered into agreements with
financiers 1o refund the outstanding balance of borrowings in the event of default by the borrower. The Graup
had received full premiums during the year in respect of the policies that were the subject of the financing.

32. Fair values and effective interest rates

In the opinion of the directors, the fair values of financial assets approximate their carrying amounts. The
Tollowing table summarises weighted average effective interest rates for the principal financial assets at the year
end: .

2003 2002
% %
Treagury bils 1 8
Treasury bonds 8 13
Mortgage loans 5 6
Borrawings 15 19
Policy loans 13 16

33. Commitments

Capital commitments
There were no capital commitments contracted for but not recorded in the financial statements at the balance
sheet date.

1T TIT - 1~ T T = —
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Notes forming part of the financial statements {continuzd) :

Operating lease commitments
The future minimum lease payments under non-canceliable cperating leases are as follows:

2003 2002
Shs.’000 Shs.'000

Mot later than one year . 7,299 15,877

34. Contingencies

The company has instituted legal proceedings against cerlain former directors for breach of their fiduciary duty. It
has alse filed defence against a former director who is claiming damages for wrongful dismissal. Two of the
subsidiaries are also defendants in legal proceedings filed agzinst them by third parties. In the opirion of the
directors, the outcome of these proceedings will not have a material effect on the financial position of the Group.

At 31 December 2003, the Group had contingent liabiliies in respect of bank guarantees amounting to
Kshs.15,746,000 (Pan Africa Life Assurance Limited Kshs 1,800,000 and Pan Africa General Insurance Limited
Kshs 13,948,000} arising in the ordinary course of business. If is not anticipated that any material liabilities will
arise from these guarantees,

35. Related party transactions

{a) Mortgage loans to former Directors and companies related fo them

{i} Loans at-concessionary rates

At start of Advanced in Repayments At end of
year 2003 year
8hs.'000 Shs.'000 Shs.'000 Shs."000
Principat amount 16923 - - 6918} 10,005
Intarest on loans 1,908 - {2,060 (152)
18,831 . (8,978) 9,853
{ii) Loans at market rates
At start of Advanced in Repayments At end of
year 2003 year
Shs.'000 Shs.'060 Shs.'000 Shs.000
Principal amount 22,357 - {871y 21,366
Interest on lpans 2,418 - (2,528 (108)
24,755 - (3,497) 21,258

The ameunts in (i) and (i) above relaie to loans o directors who relinquished their directorships in July 2001.

{b) Mortgage loans fo current Directors at concessionary rates

At start of Advanced in Repayments At end of
year 2003 year

Shs."000 Shs. 000 Shs.'000 5hs.'000
Principal amount 3,786 - (91 3,605
Interest on lpans 198 - (248) {52}

3982 - __(339) 3,643
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(c) Insurance-related transactions with related parties

In the ordinary course of business the group receives and cedes premium o related companies, on terms similar
to those extended fo third parties. The following transactions were entered into during the year:

(i) Net premiums ceded

H ' ' 2003 2002

. Shs."000 Shs.'000
: East Africa Reinsurance Company Limited 4484 12 608
d Reliance insutance Company Tanzania Limited _ 1,792 -
b Adrican Life Assurance Limited : 122 -+ 67819
b £,308 80,427
{ii) Claims recoverahle
2003 2002
Shs.'000 Shs."000
East Africa Reinsurance Company Limited 8,846
Alrican Life Assurance Limited 54812 h0.422
54,612 59,268

;-J {d) Expenses incurred by or on behalf of related parties

In the couirse of the year, various items of expenditure have been paid for by the company which will be recovered
. from African Life Assurance Limited, the principal sharehoider. Similarly, certain expenditure of the Company has
been met by African Life Assurance Limited which will be reimbursed to them. The cumulative efiect of these
transactions as at 31 December 2003 was:

At start of . Trarsactions Af end of

year during the year year
Shs.'000 Shs.'000 Shs."000
Receivable from African Life Assurance Limited ' 4613 8uz 5,505
Payable to African Life Assurance Limited £16,799) (10,215) {27,014}
{12,188) (9,323  (21,508)

The amount payable fo Aftican Life Assurance Limited can be further analysed as foilows:

At start of Transactions At end of

year during the year year
She."000 Shs,’000 Shs.'000
Pan Africa Life Assurance Limited 8,226 5910 . 14,136
PA Securities Limited 7,436 4305 174
Mae Properties Limited 1,137 - © 1137
16,79% 10,215 27,014

Included in the Kshs. 10,215,000 as fransactions during the year is Kshs. 5,910,000 (2002 - Kshs. 4,333,891}
relafing to management fees.

MmTt —anrror Tt r T T T T T
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Nates farming gart of the financial statements (continved)

{e) Directors remuneration

Long-term Sharsholders’
insurance funds ) Totai Tatal
business 2603 2002
Shs.'000 Shs."000 Shs.'000 Shs,'000
Directors' remuneration:
-fees - 2083 2083 2225
- for management 15,048 - 15,045 16,600
15,049 2,083 17,132 18,825

36. Transfer of business and provisions for warranties
[a) Warranties payable
The saie and fransfer agreement of the-the general insurance businesses formerly canducted by both Pan Africa

General insurance Limited and Apollo Insurance Company Limited to APA Insurance Limited created cerfain
warranties relating to both recejvabiles and payables.

Payable by Receivable from Net warranty
Pan Africa General Apollo Insurance
Insurance Company Company Limited
Limited
$hs. 000 $hs.’000 ~ 5hs.'000

Reinsurance debtors T (42,638) 1,365 (41,333)
Premium debtors {18,711} 6,695 (12,016
Rental debtors {149 3,328 3,779
Staff debtors (35) 42 T
Claims payable {22,711} 7.405 (15,408
_ {84,404) 18,835 (65,569)
{b} Gain on sale of assets fo APA
Agreed consideration 94,056
Fair value of asets transfored ( see (364} betow) (16,200}

77 856
{¢ )Negative gondwill on acquisition
Fair values of APA Insurance Limited net assels as at 31.12.2003 337 567
39.97% share thereon atiributable fo Pan Africa Insurance Holdings Limited 134,926
Agreed ronsideration {94,056)

40,870
Net gain on transfar of the general insurance husiness net of warranties {a+h+c) 53,157 .

51
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{d) Summary of assets and liabilities transferred: Shs'000
Assets

Investments 409,488
Mon current assets 1423
Current assets 186,248
Total assets 597,158
Liabifities

Technical provisions 492100
Other liabilities 88,859
Total ligkilities 580,959
Net assefs 16,200

‘The group has applied IFRS 3 (Business combinations} in accounting for the transfer of the: general insurance

business fo APA Insurance Limited.

7T T T
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Proxy form

The Secretary,

Pan Africa Insurance Holdings Limited,
Kenyatta Avenue,

PO Box 10493, Nairobi 00100

Proxy,

I"We
of
being a member of Pan Africa Insurance Holdings Limited and entitled to

votes hereby appoint
of
or failing him
of
as my/ our proxy to vobe for mefus on behaif at the Annual General meeting of the company to be held on 29
June 2004 and at any adjournment thereof.

As witness myfour hands this day of 2004,

Signature(s) of

Note: In case of a corporation, the Proxy must be made under its Common Seal



