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in a general insurance Company, APA Insurance Company Limited) and Mag Proparies Limited | ed subsidiary
that camies on the business of developing and selling land in Runda),

Fan Africa insurance Holdings Limited
Pan Africa Insurance Holdings Limited was incorporated on 26th October 1948, Its name, ™ tirne, was Indo Africa
Insurance Company Limited, 1n 1947 the Company began writing iife insurance business and in 1972 commenced general
Insurance busingss. When the Company wag listed on the Nairebi Stock Exchange in 1963 {the first insurance Company to
be quoted) it changed its name to Pan Africa Insurancs Comipany Limited to reflect its broader ownership base. In 2000,
Fan Africa insurance Company Limited entered into a strategic partnership with Affican Life Assurance of South Africa. A
change in the structure of the Company followed and two companies were incorporated to carry on life insurance and
genearal inguranes .2 Pan Africa Life Assurance Limited and Pan Africa General Insurancs Limited (whdse business has
now merged with Apallo Insurance to form APA Insurance Company Limited) respectively. After incorporating these two .
companies, Pan Africa Insurance Company Limited changed its nama 1o Pan Africa Insurance Holdings Limited to reflect

s present role as a holding Company:

Pan Africa Life Assurance Limited

Pan Africa Life Assurance Limited was incorporated to focus on the growth in the largely undar-developed life assurance
market in Kenya, BExpertise was sourced from the stratagic partner, Afncan Life Assurancs Limited from South Africa, who
has a commanding market share and considerable experiance in writing life business in Southern Africa. The incorporation
of a company dedicated to the provision of life insurance was, in part, iNMtended to focus the business on the specific and
technical reguirements of writing quality iife nsurance business. The impact of fresh thinking in Pan Africa Life was fmmediatsiy
apparent with the launch of new life insurance praducts. For example, Pan Africa Life was the first company to offer lifs
insurance products without HIV/A|OS exclusions; the first cormpany to offar life insurance without the necessity of & medical
testh; and the first cormpany to actively market and distribute unit-linked life assurance products, Today, Pan Africa Life has
one of the fastest growing custornsr bases in the Kenvan life insurance industry,

PA Securities Limited

Estabilished in 2003 a8 Pan Africa (Genearal Insurancs Limited to carmy on general insurance business, the Company changed
its name to PA Securities Limited to reflect its new investrent business. In 2003, it merged ite general insLirance business with
that of Apolio insuranas Company Limited through the sale and transfer of certain of their respective assets and liabilities to
APAInsurance Limited. The transaction resulted in PA Securities Limited acquiring a 38.97 % shareholding in ARPA Insurance
Limited. In addition to its shareholding in APA insurance Limited, PA Securities retained its non-insurance business including
its 100% stake in Mae Properties Limited and other commercial properties in the City of Nalrobi.

Mae Properties Limited )

Mae Properties Limited is a land-holding company and a wholy owned subsidiary of PA Securities Uirmited. ks prime
investment is the land in the well-known Bunda Estate in hairobi. Mas Properties still owns a significant portion of land under
coffes and two more devalopment phasas are in the pipeline. This wil ses the areaunder coffes cleared and infrastructure
put in place to faciitate the sub-cdivision and sale of the land as serviced residential plote. Mae Properties has =z 24.9%
shareholding in Runda Water Limited. The principal activity of this water company is the supply of water and provision of
estate management senicaes 1o the residents of Runda Estate.
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FIVE YEAR GROUP REVIEW
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Profit and loss accounts (Shs million) 2000

Investment income 50

Profit/(loss) befors incorne téx (54}
Profit/{loss) attributable 1o shareholders {B85)
Proposed dividends -

Long term insurance business

Gross premium income 245

Net premium income 243

Policyholder benefits paid 102

Management expenses 114

Actuartal value of policyholder liabilities 842

Balance sheet

Shareholder's funds 1',550

Actuarial value of policyhaotder iabilities 842

Share capitad 240
Total agsets 3,887
Key ratios

Dasic earminge/{loss) per share (Sha) T (4e
Diviclend per share (Shs) 0.50
Market capitaisation at year end (Shs milion} 528
Company share prices at the NSE

High (shs) ' 27
Low (Shs) 11t

Share price at vear end (Shs) 11

e ——
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2001 2002 2008 2004
20 70 a7 194
(158) 8 (s12)] g1
(152} (15) (23) 93 .

- - - 1:1_8
473 576 T3
421 378 70
132 182 221
182 158 185 .
1,018 1,076 1,334 1,717
589 672 504 7o
1,018 1,078 1,384 1,717
240 240 240 240
2,672 2,960 2742 3,354
(@7 ©.33) Q.49 R
- - - 100
629 336 1128 1,086
14 13 25 a5
10 7 S
13 7 24 22
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FIVE YEAR GROUP REVIEW (continued)

GROSS PREMIUM INCOME POLICYHOLDER BENEFITS PAID
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REPORT OF THE DIRECTORS

The directors submit thelr report together with the audited financial statements for the year ended 31 December 2004,
which disclose the state of affairs of the Company and its subsidiaries.

Incorporation

The Campany was incorparated in Kenya on 26th October 1848 under certificete of incorporate number C.10/48 under
the Companies Act (Chapter 486 of the Laws of Kenya) and is domiciled in Kenya.

Principral Activities

The principal activity of the Campany, through its subsidiary {Pan Africa Life Assurance Limited) is the underwriting of all classes
of long-term insurance business as defined by the Insurance Act (Chapter 487 of the Laws of Kerya}, with the exception
of bond Investment and industrial life insuranca. The Company has interests in 2 wholly owned investment company (PA
Securities Limited), a whally owned landholding company {(Mae Properties Limited} and an associate general insurance
company, APA Insurance Company Limited,

Rasults
The results for the year are set on page 33 of this Annual Report.

Dividends
The directors propose to recommend a first and final dividend of Shis 1/= (2003 : Nil) for each ordinary share of Shs 5/=on
the issuad and paid up share capital of the Company at the annual general mesting.

Financial Risk Management Objectives and Policies

The activities of the Company and its subsidiaries expose it to a vanety of financial dsks, including underwriting risk, credit
risk and the sfiects of changas in debt and equity market prices, and interest rates. Therefore the risk management
programme focuses on the identification and managemeant of risks and seaks to minimise potential advarse effects onits
financial performance. These include the use of underwriting guidelines and capacity Imits, reinsurance planning, cradit
policy goveming the acceptance of clients, and defined criteria for the approval of intermediaries and reinsurers, Investment
policies are in place 1o enable optimal liquidity managament and to maximise returns within an acceptable level of risk.

Directors

The board of directors who served durng the year and to the date of this report are:
+ John Simba (Chaimman)

» Andrew Greenweood (Chief Executive)

« John Burbidge '

* Margearet Dawes (appointed on 30th March 2005)

* James Gitoho

* Craig Harding (appointad on 30th March 20058)

» Joshua Kituri

+ Baloobhai Patel

= Jeremy Rowse

* Andre Van Heerden (alternate was Douglas Lacey; retired on 10th August 2004}

In accordance with the Company’s Articles of Association, John Simba and John Burbidge retire by rotation and, being
elgible, offer themselves for re-election and Margaret Dawes and Craig Harding who were appointed to the board since
the last ennual general meeting retire from office and being sligible offer themselves for election.

Auditors

The Comparty’s auditors, PricewaterhouseCoopers, have indicated their wilingness to continue in offics in accordance with
Saction 158(2) of the Companies Act (Chapter 486 of the Laws of Kenya).

Andrew Greenwood ' John P N Simba
Chief Executive Chairman
31st March 2005 3ist March 2005
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REPORT OF THE CHAIRMAN

John P M Simba
(Chairman)

Review of the Kenyan Economy

In 2004, {he Kenyan economy is estimated to have
grown by 2 4% in real terms. The Govermment's
efforts ineffectively promoting toursem can primarily be
credited with the increassd nurnber of tourist amivals
and tourism earnings and refonms in the agricultural
sector have led to the improvament of supplier
prices of commodities such as maize, milk, sugar
and wheat, It is anticipated that Kenya's ecornarmy
will grow to more than 3% in 2005, Agriculture and
tourism are again expected to largely support this
growth as Kenya emerges from a drought stricken
vear and as tourism cortinues to expand while Asia
re-builds and re-positions itself after the Tsunami.
Commercial banks increased thelr consurmer and
small businsss lending activities as they sought
returns higher than those offered by government
securities and this lendgling contributed positively to
the economy. The Kenya Shillng was relatively wesk
in the first three quarters of 2004 but towards the
and of the last quarter it strengthened somewhat
against magor world currencies. The Kenya Shilling
traded at 3hs 77.34 against the United States Dolar
at the close of the vear. It is expected that K Shiling
will remain stable in 2005 as more donors release
funding, domesticinterest rates mprove and forsign
exchange reserves continue 1o support our currency.
Kenya’é overall annual infliation rate was 11.62% as

[T

at 31 December 2004 and the underlying averages
mflation rate was 2.48%.

Review of the Business Environment

There has besn substantial progress in Kenya's
business snvironment. With the impiermentation of
the East African Custorns Union Protecaol being one
of therm. As the hub of Eastarn Africa, Kenya stands
to gaim greatly. Efforts by the country over the
years in lkeading the: peace negotiations in the Sudan
arnd Somalia that culminated in the formation of a
new government in Somalia and the return of peace
in Southermn Sudan shoukd Nnow begin to bear fruit in
temms of improved security and renewed interest in
business opporturities in the region. Donar relations
seem to be improving and it would be expected that
if confidance is restored in the donor cormmunity
then fareign investors would have renewed intarsst
in Kenya and the East African region generally. The
Implementation of the Central Depository System
finally began in 2004 after a psriod of delay. Itis now
faster and easier to trade shares on the Nairobi Stock
Exchange.

Such advances notwithstanding, the environment
for business is constrained by deficienciesin physical
infrastructure; power, water, telecommunication,
railways and raads. Divisions in the ruling coalition
and a stalled constitutional review process are
glso a contributing factor to the poor foreign direct
imvastment in Kenya particularly when comparad
to the FDOI of its neighbours, Uganda and Tanzania.
In addition, insecurity, perceived corruption and
burgaucracy cortinue 1o impact negatively on Kenya
as an investment destination. In as far as corruption
is concerned, although the government has
created institutions to fight corrugtion, it stilf remains
a challenge. Greation of special units 1o deal with
security concerns colupled with other reforms in the
police force will, hopefully, address these concems.

Review of the Insurance Industry

Serious competition and undercutting were the
hallmark of the insurance industry and the rigk of
wiriting un-profitable business and an underwriter
not being able to meet policyholders' claims is

e



REPORT OF THE CHAIRMAN (continued)

real. The enactmanit of the 'Policyholder Frotection
Fund' wil protect a policyholder's claim of up to Shs
100,000/=that cannot be met by insciventinsurance
companies. However, the Fund is an additional cost
for insurance and wili not fully address the poor
practice of writing bad insurance business in the first
place. A commendable effort in stemming the rise
of white-collar crireg was the 'Proceeds of Crime
and Money Laundering {Prevention} Bill 2004 is
key legislaticn that, when passed into law, will have
an impact on insurance companies in the future. it
is Intended to ensure that nsurance companies,
among cthers, put in place policies and procedures
to detect and/or prevent money laundering activities.
The ‘2004 Kenya Insurance Survey' presented
sobaring information on the insurance industry as it
described the industry as fragmented, having less
than 300 insurance professionals, operates under
out-dated legislation, having a weak regulatory
framewcrk, and insurance com'panies not providing
congistent and/or adequate financial information.
Going forward, the insurance indllstry willcontinue to
operate under difficutt conditions and the competition
for disposable incomes by insLrance companies, hire
purchase companies, carmmerdial and micrafinance
banks are a signel of mere difficult times ahead for
aur industry. .

The Board of Directors

Andre van Heerden resigned in August 2004, Craig
Harding jcined the Board in March 2005 and as
the former head of Intematicnal Financial Services
for Africa Life. Assurance Limited, brings significant
experience and expertise to the life insurance
businass of the company. Margaret Dawes, the
Finance Director for African Lifie Assurance Lirmnited,
also joined the Board in March 2005 and her financial
experienceis expected 1o greatly boonstthe disclosure
and guality of the company’s financial reporting.

Review of Group’s Performance

In 2003 the decision was made o transfer the life
iNsurance business to Par Africa Life Assurance
Limited and the general insurance business to PA
Secyrities Limited {fommerly known as Pan Africa
Gengral Insurance Limited). PA Securities then
merged with Apollc to farrn APA Insurance Compary
Limited. This Group stractureis proving more efficient
than having ali activities under one compeany, more
convenient as it allows different parts of the business
10 be run as indepandent cost centres and mitigates
risk because of the separate tegal structure of each
business unit. The dedicated business focus by each
Management team for each subsidiary is resulting
in better performance by each of the subsidiaries.
Curnulatively therefors, the Pan Africa Insurance
Group of Companies has shown an upward trend
in performance. The basic eamings per share for
Pan Africa Insurancs Holdings Limited was Shs 1.95
compared to losses of 8hs .49 and She 0.33 1IN 2003
and 2002 respectvely. | am encouraged by these
results and believe that the foundation has been laid
for a continuation of this posithve result.

MNote of Appreciation

Togelher with the Board of Directors | would like to
extend my sincerest gratitude to Andre van Heerden,
for his support, diigence and commitment during his
tenure. Let me also extend my appreciation to my
fellow Directors for theair considered counsel that
contributed to the fruitful deliberations at board
and commitice meetings. Management and staff
memiers are commended for their energy and
efforts that continue to drive the business. A special
note of appreciation goas o our investors and
policyholders who, aver the years, have continued
to support and invest in Pan Africa Insurance and,
finally, the Office of the Commissioner of Insurance
for its invauable advice and guidansa throughout the
perod under review.

John P N Simba
Chairman
31st March 2005



TAARIFA YA MWENYEKITI

John F N Simba
{(Mwenyekiti)

Ukaguzi wa uchumi wa Kenya

Inakadiiwa kuwa mwalkani 2004 uchuml wa Kenya
ulikira kwa asilimia mbili nukta nne (2.4%). Juhudi za
serekall za kujizatiti kuukuza utalii zilichangia kuweka
na weatali zaidi walickuja nchint na Kucngezeka kwa
mapats ya kifedha kutokana na utali. Urekebishaj wa
sekta ya ukulima urnechangia kuwepo bei bora zaid
kwa wagawsaji wa bidhaa karma vile mahindi, maziwa,
sukarinangano. Inatargjiwa kuwa uchumi wa Kenya
utakua kwa zaidi ya asailimia tstu (3%) mwaka 2005,
Vile vile inatazamiwa kwamba ukulima na utali
utaendelea kusaidia kukua kwe Uchurmi wakati Kenya
iKiinaswa na ukame wa mwaka uliotangulia; na utali
ukizidi kukua hiuku nehi za Bara Hindi zikijirekebisha na
kujitoa kutoka kwenys maafa ya tujant (tsunamiy.

Katika harakati za kutafuta mapato va juu zaich kufike
yake yanayotolewa na nyaraka za serikali, berki za
kibiashara nazoziliongera utoaj wa mikopo kwa
watgja wake na kwenys biashara ndogo ndogo,
Ukopeshaji huu ulichangia kukua kwa uchumi. Ingawa
shilingl ya Kenya haikuwa na nguvl katka robo tatu
za kwanza za mwaka 2004, robo ya mwisho ya
miwaka ilishudia uthabiti wa shilingi dhidi va fedha
zenye uthabiti mkubwa ulimwenguni. Mwishoni
mwa mwaka, dola mefa ya Kiamerikani iliuzwa /
ilinunuliwa bowva shiling! sabini na saba nukta thelathini
ranne (77.24) za Kenya, Inatarajiwa kwarmba katika
rmwaka 20085, shilingt ya Kenya itazldl kumarika hasa
ikiwa wafadhall zeich watatoa misaada/mikopo, utozaj
wa riba nchini ukiwa, boa a hifadhi za fedha za kigeni

mre = 11t

zikigndelea kuimarlsha sarafu ya Kenya. Kufikia
tarehe 31 Disemba, 2004, jumia ya ongezeke la
gharama ya maisha (mfumuka a bei) ilikiwa asilimia
kumni na moja nukta sitini na mbli (11.62%) ihal
mfurmuko wa bei wa wastani ulikuwa asilimia tatu
nukta robaini na sita. (3.46%:).

Ukaguzi wa mazingira ya kibiashara
Kurmekidwa rnamaendelec makubwa katika mazingiras:
ya kibiashara nchini. Mojawapo ya maendeles haya
ni katika uekelezaji wa itifaki za ushinka wa ushiru
wa nchi za Afrika Mashariki. Kenya kama kitovu cha
biashara katika nchi za Afrika Mashariki itanufaika
sana kutokana na utekelezaj wa itifaki hii.  Jitihada
Za miaka mingi za kuongoza mashauriang ya
amani katika nchi za Sudan and Somali zimefua dafu
/ zimefika kilele kwa Ltengenezaji upya wa serikal yva
Somall na kurudishwa lkowva amani kusini mwa Sudan,
Matundaya jiihada hiziyvatacnekanakwa kuongezeka
kwa usalama na ukugji wa biashara katika eneo hili.
Uhusiane kati yetu na wafadhil unaonekana kana
kwamba una Kuwa bora na inatargjiiwa kwamba
imani ya warfadhifl watu ikirudi, wawekezajl wa kigeni
watarutiwa na nchi ya Kenya na eneo zima la Afrika
Masharikl. Ltekelezajiwa miumo wa uwekaji Amana
(Central Dapository System) mwaka 2004 — baada ya
kucheleweshwa kwa muda — umerahisisha biashara
katika Soko la Hisa la Mairoki,

Ingawa Kuna masndeleo hayo ya kibiashara, karma
iivyotajwa hapa awali, mazingira ya kibiashara
yanazoroleshwa na upungufu wa mibndo misingi;
nguvu za umeme, maji, mawasiliano ya simu,
reli na barabara. Migogors kati va viongozi wa
charma kinachotawala na kukwama kwa shuguli za
kuirekebisha katiba kumechangia kuzoroteka kwa
uwekezajl wa kigeni nehint Kanya hasa tukiinganisha
na FOI ya nchi jirani,; Uganda na Tanzania. Vile vie
ukosefu wa usalama, ufisadl na urasimu Mmwingi
unaendelea kuathiri vibaya nchi va Kenya kama
nchi yva uwekezagji hata ingawa serikall imeweka
taasisi ya kukabiliana na ufisadi, vita dhicll va ufisadi
vingali bado ni changamoto kwa serikall inatarajiwa
kwarmba kubuniwe kwa vikost maalum wa kukabiizrna
na maswala va usalama pamgja na mabadiiko/
rmarekebisho katika idara va paolis! vitakabillana na
rnaswala ya ufisaci na usalama.

Ukagu=i wa sckta ya Bima

Maghindani makali na utozaji wa bel za chini vilikuwa
chahlir katika sekta va bima, Hatar za kutoa bima kwa
biashara Zisizo faida na wetoaji wa bima kutoweza
kuwalipa wenye hati za bima madsi yao ni mambo



TAARIFA YA MWENYEKITI (kuendelea)

yaliyodhihir, Kupitishwa kwa sheria ya hazina va
kuwahami wenye hati za birma madai yac hadi
kiwango cha shilingt leki maoja, iwapo hawataweza
kulipwa na kampuni za bima zilizofilisika, kutawakinga
wenye hati za bima, Hata hivyo hazina hiya nigharama
va Ziada kwa karmpuni va bima rna haftatatua kikarmiifu
tatizo la kutoa bima zisizofaa.

Juhudi inayostahill kutukuzwa katika harakati za
kukabifiana na uhalifu wa kiofisi ni kuwasiishwa
bungeni mwaka 2004 kwa mswada wa sheria wa
kukinge: kunufaika kutokana na meapato ya kihalifu na
uhalalishaji wa fedha za kimagendc. Mswada huu ni
muhimu sarna na ukipitishwe kuwa sheria, utakuwa na
ratokeo ya maana kwa kampunl za bima katike siku
Za usoni. Mawada huo unakusudia katika kuhakikisha
kuwa kampuni za bima, pamaoija na zingine, zitaweka
sera na taratibu za kuchunguza, kugunduana kuzuia
shughull za uhafalishaji wa fedha za magendo.
Uchunguzi wa bima nchini Kenya wa mwaka 2004
ulitca taarifa za kutatanisha kuhusu sekia ya bima
Taarifa hiyo iieleza kuwa sekta ya bima likuwa na
matatizo sana; iikuwa na wataalamu chini ya mia
taty, litawaliwa na sheria za kizamani, licngozwa na
misingi hafifu, na kadhalika. Vile vile kampuni za bima
hazikutoa habar toshelezi na thabiti za kifedha,

Katka sku zZjaza, sekta ya bima itaendela kufanya
kazi katika mazingira magumunakamiuni za ununuz
kwa malipo ya pole pole, benki za biashara na benk
nyingine ndogo ndogo; zote hizi ni ishara kwamiza
sekta yetu itakuwa na wakati mgumu siku za uson.

Halmashauri ya wakurugenzi

Andre van Heerden {na mbadala wake Douglas
Lacey) walifuzulu mwezi Agosti 2004. Craig Harding
_dliiunga na halmashaur ya wakurugenzi mweziMachi
2005, Bwana Craig Harding ambaye alikuwa mikuu
wa hudurma za fedha za kimataifa katika karmpuni
ya Africa Life Assurance ameiletea kampuni hii
utalamu na ubingwa mwingl katika biashara ya bima
ya maisha. Margaret Dawes aliyakuwa mkur‘ugénzi
wa fedna katika kampuni ya Africa Life Assurance
pia aljiunga na halmeashauri ya wakurugenzi mwezi
Machi mwaka huu. Intarajiwa kwamba utaalamu
wake utaongeza ufichuaji wa usahini wa utoaj taarifa
za kifedha za kampumni.

Ukaguzi wa utendaji wa kampuni

Mwakani 2003, uamuzi ulifikiwa wa kuihamisha
bigshara ya bima ya maisha kwa kampuni va Pan
African Assurance na biashara ya bima ya jumia kwa
kampuni ya PA Securities (iliyojulikana kama karmpuni
va bima ya Pan African General). Baadaye, kampuni
ya PA Securities liungana na kampuni ya Apollo na
kuunda kampuni ya bima va APA Insurance Cormpany
Limitad.

Muundo huu wa kikundi urnedhuhirika kuwa
radhubuti kulika Lle wa kuwa na shughulizote chiniva
kampuni moja. Hii ni kwa salhalou unaruhusu sehemu
mbal mbali za karmpuni kuendelea bila kutegermea
sehaemu Zingine za kampuni kifedha. Vile vile, muundo
huu unapunguza hatari kwa sababu kila sehemu ya
kibiashara inakuwa kanunl zake. Kule kujitolea kikazi
kwa kila kimoja cha vikundi hivi kurnetsta matokeo
mazLini katika kila sebemu, Kwa jurmla, shinka la bimala
Pan African imscnyssha mwelekeo mzur wa utenda)i
kazi. Mapate ya kawaida kwa kila hisa va kampuri ya
bima ya Pan African Haldings katika mwaka wa 2004
yalikuwa shiingl moja na senti tisaini na tano (Kshs.
1.95) vakiinganishwa na sent) arubairi na isa (Kshs.
0.49) mwaka 2003 na senti thelathini na tatu (Kshs.
0.33) mwaka 2002. Nimeridhishwa na matokeo haya
na ninaamini kwamba msingi umekwisha kuandaliwa
utakacendeleza matokeo haya.

Shukrani

Mimi, pamoja na halmashauri ya wakurugenzi,
ningependa kuwapa shukrani yangu Andre van
Heerden na Douglas Lacey kwa usaidizi, jitihada
na uaiibikali wao walipohuwa kwenye halmashaduri.
MNingependa pia kuwapa shukrani wakurugenzi
wenzangu kwa ushaur wao mubirmu uiochangia
mazungumza ya manufaa kwenye mikutano
va kihalmashauri na ya kikamati. Ningspenda
kuwatukuza viongozi na wafanyikazi kwa jumla
kwa jitihada zao na juhudi za biashara ya kampuni
kuiendeleza mbele. Ninaielekeza shukrani maalum
kwawawekeza wetu ambao miaka nenda miaka rudi
wameendelea kuisaicia karmpuni kwa kuweka hazina
katika kampuni ya bima ya Pan Alrica. Mwishowe,
rningependa kuishukuru ofist va Kamishna wa bima
kwa ushaurl na mwongozo wake weanye thamani
katka muda huu wote.

John P N Eimba
Mwenyekiti
31 Machi 2005
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REPORT OF THE CHIEF EXECUTIVE

Andrew D Greenwood
{Chief Executive)

Long-term Insurance Business

Highlights of Performance

For the fourth consecutive year Pan Africa Life
Agsurance Limited has demonstrated consistently
impressive growth, Gross premium income has
grown by 34% and now exceads the one bilion
shiling milestone. This growth reflects a 37% increase
in Indivicual Life premiumincome and a 30% increase
in Carporate Business premiums.

Individual Life

The Company issued 24,700 new individual life
policies in 2004 thus maintaining it's position as
the leading Company in new individual life business
writfen, Average premiums increased by 7% over
2003, Great omphasis was placed on diversifying
the source of sales and this saw an increase of 23%
of sales from non-traditional sources. We have thus
raduced our market concentration risk while at the
same time offering custormers alternative methods
with which to pay premiurms. In addition, attention
was placed on a greater mix of prociucts sold. This,
together with etricter proposal acoeptance quidelines
and a more rigorous fallov up of pending sales, saw
a commendable improvemant in the number of
proposals converted into premium paying policies in
2004. In 2001 we pioneered the concept of annual
premium updates matched by equivalent increases
to benefits as a means of combating the effects of

irflation on policyhoider benefits, Al cur imdividual. life
recuring premiuim products now carry an automatic
annual premium update. This has contributed most
positvely to naw business premium inceme for the
vear under reviewy, While our two flagship products,
Lhe Wealtth Provider and Family Finance Plan, continue
to mect the needs of the mEjority of our target market,
new product deveicpment is taking place that will see
the range of products enhanced in 2005.

Corporate Business

We retained all our major Corporate Business
schemes in 2004 and secured new business
comprising 37 new scheres totalling Shs 83 million.
Much growth stems from the group cradit product
launched towards the end of 2003, Our success
is driven by exceptional service standards and
brisk turmnaround in the setllerment of benefits, This,
combined with a level of altenton to broker and direct
client neads that iz unmatched in the industry, wil
ensura the sustaned growlh of Corporate Buginess
into the future. In accordanse with International
Financial Reporting Standards, contributions received
in respect of deposit administration {(pensian)
schemeas administerad by the Company are no
longer reflected as premium income.

Investment Returns

AS g result of the relatively stagnant stock exchange
during the year and the continuing low domestic
interest rate envirohment‘ Mvestment refurns are
approximately two-thirds of those attained in 2003.
We confinle to seek optimal investment refurns from
the restrictive opportunities imposed by the Insurance
Act whils we continue Lo lobby the Regulator for a
widler range of investrment opportunities that would
put us on the same footing as other players, such as
panks, colective invaesttment schermes and pension
funds, in the financial services sector.

Management of Expenses

Despite the 34% growth in premium income,
expense growth has been tightly controled with
variable expense growing by 17% and fixed operating
expenses reflecting a marginal decline over 2003.
This confirms the success of managements’
initiz tve's 1o continuoLsly drive down acquisition and
maintenance costs per policy.
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Benefits to Policyholders

Net benefits to policyholders of 8hs 285 milion (Shs
352 milion gross) reflect a 28% nerease over the
pricr year, partly &3 a result of increasing our retention
levels over the last two years, but alsa as afunction
of the increased volume of business. Of this total,
Shis 125 miillion, representing 449% of total benefits
paid, were in respect of death and disabiiity claims.
These banefits remain within the actuary's rmontality
assumptions.

Growth of Life Funds

Life funds have grown by 23% ta Shs 1.7 bilion as
at 31 December 2004. As praviously mentioned,
amounts payable under deposit administration
contracts (pensions business) are no longer included
inlife furds in agtordance with Intermational Finangial
Reporting Standards.

Report on Embedded Value

The repart of the statutory actuary, which confirms
the solvency of Company, appsaars on page 25 of this
report. In addition, a report of the embedded value
of the group appears on pages 26 to 27. While it
has become mandatory 1o report embedded value
for companies that undertake long term insurance
business in more developed markets, it is not yet a
reguirement in Kenya. We are therefore pleased to be
the first Company in Kenya to report thiis inforrmation
to stakeholders. Very simplistically, embedded value
it a measurs of the value of the boak of long term
insurance busingess inforce as at 31 December 2004,
This valus is derived by cormputing the present value
of future after tax profits expected ta arise from the
policies inforce gl 31 December discounted at the risk
discount rate set out on page 28 of the report, For
the year under review, embedded value has growin
by 8hs 272 milicn to Shs 1,333 million, reflecting an
increase for the year of 26%. Emibedded valus of new
buginess was Shs 158 millon comparad with Shs 79
million in 2003, We expect 10 see more companies
maving towards better, more meaningful disckosure
to stakeholders by disclosing embedded value
information in their annual reparts in futures.

Regulatory Environment

Despite the encouraging results, the prevailing
regulatcry envirocnment contains a high degree
of uncertainty which has the potential to impact
the business, An HIV/AIDS Bill, imtroduced inte the
House in 2003, lapsed but was succeeded by
a relatively unchanged HIV/AIDS Prevention and
Control Bill in 2004, Through substantial lobbying
by the insurance industry in particular, this bil was
also not passed into law. It is clear that govermment
imtends to introduce legislation to address some of
the sodial and economilc concerns covered by the
Bill. Whilé we suppert these principles wa strongly
believe that the billin s currert form would impose
unfair trade restrictions on the insurance industry.
Hence we continue to support the Association of
Kenya Insurers’ initiatives, through dialogue with
govemment, to remove the clauses contained in
the proposed legislation that are detrimentg to the
inclustry.

The proposed legislation to enact the National Social
Health Insurance Fund would also heve irmposed an
enormous burden to the private sector and to the
current imited State and private medical facilities
aveilable in Kenya. Congequently the Cormparny 1ook
an active part in AKI's initiatives to defer this legislation,
However, a similar threat prevails with the drafting of
the National Social Insurance Pension Scheme. The
proposed fevels of contribution 1o this scheme are
prohibilive to the private sector andg the introduction
of such legislation could ses the collapse of the
pension industry business in the country. Again, we
have worked hand in hand with AlK| 1o seek redress
of this draft legislation.

On the other hand, we firmly support the
announcemeant mades by the Mnistar of Finance
1o create a Régulatory Authority for the insurance
industry, We believe that the creation of an
autonomous insurance regulator will provide the
necessary powers to enforce discipline and
compliance in the insurance sector. As has been
mgntionad in the Chairman’s Report, we also
welcome the draft "Proceeds on Crime and Money
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Laundering (Prevention)” il amed at ensuring
money laundering transactions are detected and
prevented.

The Minister has also annocunced that ha wil put
together a working group to comprehansively
raview the Insurance Act wiich is now 18 years old.
We again welcome this development and, through
AKI, will acldress aur parlicular concems régarding the
aciuaral valuation basis, restriction on investments
referredto sardier, and method of paying cormmissions
as currently imposed in the Act Wa view this as an
ideal opportunity to overhaul 2 particularly outdated
piece of legislation.

Technology

I 2004 we developed an in-hause administration
system to fully support our unit linked products.
We now have fully integrated life administration and
general ledger sysiems. We expect to rofl out these
facilities for use at our 12 branches during the naxt
financial year.

Human Resources
With 85 administrative skaff and more than 450

agents in the fleld, the group is 2 major employer in
this sector. Strong initiatives have been developed
over the iast 4 yvears to ensure that the Pan African
Group is saeh as a preferred employer, Recent
industry remunearation surveys have indicated that
our remuneration policy places us in the top quartle
of the iNdustry with highly innovative performance
incentive schemas together with market leading joby
evaluation, perfonmance evaluation and succession
planning policies.

4.6% of the payroll was alocated to training and
developrment in 2004, compared with 4.1% in 2003,
This remains well above industry averages and
continues to reflect the Company's commitment to
developing staff and agents of the highest calibre
in the market. A total of 29 staff undsrtook work-
related tertiary studies. Two employesas completed
the reqguirernents for the attainment of the ASI and
FCll titlas.

In our agency force, a total of 263 agents undertoaok
the Certificate of Proficiency examinations in 2004
We achisved pass rates of 88% and 83% for Paper 1
and Paper 3, respectively, in the October sitting. This
compares with industry averages of 70% and 68%,
reflecting our commitrmeant to raising the standards of
professionalsm in this theatre of our operations.

Irthe 2004 AKl Agents of the Year Competition, Pan
Adrican Life produced 78 of the total number of 204
agarts throughout the industry that gualified for the
compstition. 21 of our agents ware positioned in the
top 50 that received awards, and 5 were in the top
10. Our domination of the competition resulted i
the Company receiving the AKI Agents of the Year
- Company Award for the third successive year.

The Company has also participated in a nurmber of
social uplifiment activities during the year. Through
staff, Cormpany and director contributions, an armount
of Shs 430,000 was raised to purchasea 12 tonnes of
Unimix that was contributed to the Save a Life Fund

during the drought and consequent famine mid year. -

The Company has aso spansared participation in
marathons run by the major banks in the country.
63 rmembers of staff alse participated in the Ratary
“Sow a Seed” walk organised by the Rotary Club of
Nairohi Nortt,

Customer Base and Bonus

The Company finished the year with 84,000 active

life insurance policies on its books. An additional
145,000 lves were coverad through group life and
group credit schemes. Thus, a total of 208,000
individuale ware covered by Pan Africa Life by the
end of the year, representing year on year growth
of 48%. A bonus of 5% (2003 §%) was declared for
with-profit policyholders, comyprising a2 2.5% {2003:
2.5%) vesting bonus together with an annually
reviewable simple 2,5% (2003: 3.5%) ron-vesting
bonus. Members of Deposit Administration Schemes
under management will recaive interest on thelr funds
art a declaration rate of §% (2003: 9%;).
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Prospects

Recent surveys indicate that, although the long term
insurance industry in Kenya has attained a growth rate
considerably higher than the average GDP growth rete in
recent years, there is still a very low penetration rate for life
insurance products in the Kenyan market. Ufe insurance
pramiums as a percentage of GDP at 0.81% ¢compares
unfavourably with 2.35% and 2.62% for Zimbabwe
and Mauritius respectively, and the penetration rate of
15.82% for South Africe”™. Conseguently, we belisva there
remaing tremendous potential to further develop the long
term insurance industry in the country, With increasing
awaraness of ife ingurance neads by the cammunity, the
Company will continue to develop products and senvices
to meet ihe needs of our market, 1o develop new channels
of distribution for these products and to maintain our focus
on customer service excellence, In addition, our human
regolrce programs aimed at retaining and racruiting
dynamic, motivated and performancs driven staff and agents

- will ensure that the Company has the personnel, products
and services to provide continued, sustainable growth to ail
fts stakehalders.

PA Securities

PA Securities Limited was established in 2001 as Pan
Africa General Insurance Limited to conduct the general
insurance busingss of the group following a4 comprehensive
restructuring the previous year. In 2003 this business was
transferred into the newly-created APA. Inslrance Limited,
intewhich the general inaurance business of Apollo Insurance
was gec transferred, The transaction resuitedin PASecurities
acquinng a 59.97% sharehalding in APA Insurance Limited
while Apollo Insurance retained the remaining shareholding in
the new Company. Pan Africa General subsequent changed
Its name to PA Securities Limited to reflect the new nature
of it’s operations as aninvestment vehicle for the Pan Africa
Group.

* Sourced K, 2004 Kenya Insurance Sunvey

Apartfrormthe 38.87% holding in APAInsurance, PA Securities
holds & 100% stake in Mae Properties Limited, a Company
primarily engaged in the busingss of developing and seling
plots in Runda Estate, Mairobi and, indiractly through it's
holding in Mee Properties, a 24,2% sharehalding in Runda
Water Limited, which supplies water and provides estate
management senvices to the residents of Bunda Estate, PA
Securites also hoids cerfain immovable property and other
marketable securities in its own right.

APA Insurance has produced an encouraging set of results
in its first full year of cperations. Despite an underwriting [oss
of She 87 milion, investment and other net income of Shs
131 milion resufted in a profit hefore tax of Shs 43 million
of which the Pan Africa Group's share was approximately
Shs 17 milicn. For a first year of business comprising the
chalienges of harmonising policies, cultre and systems, this
turnaround in the Group's short term insurance opearations
provides congiderable confidence for the future operations
of the enlarged business and vindicates the decision of the
board to merge these operations.

The sale of plots owned by Mae Properties produced
impressive results for this Company which has contributed
She 24 milion to after tax profils of the group. With some 72
acres of land st aveleble for sub division and subsecuent
sale, Mae Properties is well positionad to cortribule most
positvely to groug resuits in the future.

All other non-insurance operations in the group performed

satistactorily, also adding to the surplus for the year

Andrew D Greenwood
Chief Executive
31st March 2005
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NOTICE OF ANNUAL GENERAL MEETING

Notica is hereby given that the 6Oth Annual General Meeting of Pan Africa Insurance Holdings Limited will be
held on Bth July 2005 at the Hifton Hotsl, vory Room at 11.00 a.m. to fransact the following business:

1.  To confirm the minutes of the 59th annual genera!l meeting held on 29 June 2004,

2. Toreceive the audited financial statements for the year ended 31 December 2004 and the reports of
the Chairman, the Chief Executive, the Directors, the Auditors and the Statutory Actuary.

3. Toelect directors:

In accordance with the Company’s Articles of Association Margaret Dawes and Craig Harding wers
appointed 1o the board since the last annual general meating retire frorn office and being sliginie offer
tharmsehles for re-election.

In accordance with the Company's Articles of Association, John Simba and John Burbidgs retire by
rotation, and being sligible, offer themselves for re-election.

4. To approve the remuneration of the directors,
5. Toauthorise the directors to fix the remuneration of the auditors.
8. o rransact any other business with the permission of the Chair.

Mote:
A shareholder entitled to attend and vote may appoint 4 proxy, who need not be a rmemiber of the Compary,
to afterd and vols on Mis or ner oehalf,

A detacnable formn of prosxy is proviged at the end of this report. To e valid, the duly cormpieted and signed
proxyformshould be deposited orreceived at the Company's registered office not later thain 48 hours before
the start of the annual general mesting.

By Order of the Beard
S Maviala
Secretary

st March 2005

RPegsterad Officet

Pan Africa House, Kenyatta Avenue
P Q Box 10493, Nadroind 00100

Tel 247800

Ermal insure@pan-africe.com
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ILANI YA MKUTANO MKUU WA MWAKA

lani inatolewa kwarmba mkutano wa sitini wa, kampuni ya Pan Africa. Insurance Holdings Limited utafanyika
katika hiotell ya Hilton, vory Room tareha 6 Jutal 2005 saa tano kamili Kujadii marmbo yafuatayo.

1, Kuthibitisha kurnbukumbu za mkutano wa harmisini na tisa mkuu wa mwaka ulicfanyika mnameo tarche
29 Juni 2004,

2. Kupckeataarifayahesabu ya pesa kwa mwaka viomalizika tarehe 31 Desemiza, 2004 pamoja nataarifa
yva Mwenyekiti, Mkurugenzi Mkuu, Wakurigenzi, Wakaguzi-hesabu na Stafutory Actuary.

3. Kuwachagua Wakurugenzi:

Kuarmbatana na Vifungu vyva Kushirikishwa kwa Karmpuni Bl Margaret Dawes na Bwana Craig Harding
wanastaahu na kwa kuwa wanastahil, wamejitolea kuchaguliwa tena,

Kuambatana na Vifungu vya Kushirkishwa kwa Karmpuni, Mabwana John Simba na John Burbidge
warastaafu kwa zamu na kwa kuwa wanastahili, wamejitclea kuchaguliwa tena.

4. Kuamua ujira wa wakurlugenzi,
5. Kuwaidhinisha wakurugenzi waamus malipo ya wakaguzi-nesabu.
6. Kuadili mamhbo mengine yoycte yatakayotolewa kwa jdhini ya Mwenyekiti.

Maelezo:
Mwenye hisa aliye na haki ya kuhudhuria mkutano na kupiga kura anaweza kuteua mwakilishi armmbaye si
lazima awe mwanachama wa kampuni kuhudhuria na kupiga kura kwa niaba yake.

Fomu ya kuondolewa ya mwakilisii imetolswa kwa ripoti hii lwa ajli hive. 1l iwe halali formu ya mwakdlishi
iivojazwa na kutiwa sahihi inapaswa kupsklwa ama kupokewa katika ofisi kuu ya kampunl ifyoandikisihwa
muda usiopungua masaa 48 kabla ya mwanze wa mkutano.

Kwa Amil ya Halmashaur
S Maviala

Katibu

31 Machi 2005

Ofial Kuu

Pan Africa House, Kenyatta Avenue
S L Pasta 10493, Nairobi 00100
Simu 247800

Baruapepe: insure@pan-africa.com



CORPORATE GOVERNANCE

Principles of Governance

The board of directars of Pan Africa Insurance Holdings Limited is committed to developing and implementing
policies that entrench sound corporate governance practices in the Company. The Board prides itself on
the stewardship of a Caompany that is ethical, transpareht and accountable. These are the core vaiues that
inform the operations of the Company, its subsidiaries, the conduet of its management and staff mamibers
and interaction with shareholders, custorners, regulatory authorities and the govemment as the primary
stakeholders of the Company. The 'Continuing Obligations' and the 'Principles of Corporate Govermnance’
of the Capital Markets Authority Act (Chapter 485A of the Laws of Kenya) are the benchrark by which the
Company measures its corperate governancae practices. In addition, the Board continues to critigue ils own
corporate govemance standards in different ways. Directors are challenged to attend seminars and courses
oh best practicaes on directorships and as an example, the Company has sponsored members of the Board
in attendng the Cirectars Training Workshop offered by the Corporate Governance Trust. In 2004, the Board
resolved to evaluate its members and discussions on board evaluation criteria and forms will be concluded
in the first half of 2005, Discussions on corporate govemance that draw on the best practice guicielines
from Kenya, South Africa and the United Kingdaom will cuiminats in the devalopment and implementation of
corporate governance measures for the Board. :

The Board of Directors

Composition

The composition of the Board iz well balanced between executive, non-execulive and independent non-
executive directore and for this reason, the practice has been that no individual or groups of individuads can
dorminate the decision making process of the Board: the Chaiman is an independent non-executivedirector,
the Chief Executive is the anly executive director, three directors represent the strategic partner African Life,
and three non-executive and independsnt directors balance their influence.

Responsibilities

The primary responsibility of the Board is to lead and contral the Group. The Board meets once every three
months to review the financial performance and aperations of the Group. At these mestings, the Board also
considers strategic matters and other issues that will imipact on the group's financial position and reputation.
The poltical, business, legisiative and technological environments are always discussad in this context,
Whereas the day-to-day executive management of the Cormpany has besn delegated to the Chief Executive,
and detailed discussions on audit, investments and remuneration have heen delegated to commitiess
{described later in this Annual Report), the running of the Board is the responsibility of the Chairman.

Responsibility for Financial Reporting

It is the: responsibility of the directors to prepare financial statements that give a true and fair view of the state
of affairs of the Company and its subsidiaries. This requires the Board to ensure that the Carnpany keeps
proper ateountng records that disclose, with reasonable accuracy, the financial position of the Company.
The Board is alse resporeible for safeguarding the assels of the Company. The directars accept regponsibility
for these financial statements, which have been prepared using appropriate accounting palicies supported
by reasonable and prudent judgments and estimates, in confarmity with Intermnational Financial Reparting
Standards and the requirements of the Companies Act. The directors are of the opinion that these financial
staterments give a trug and fair view of the financial affairs of the Company and itz subsidiarics, The directors
further accept responsibiity for the irnajntenance of accounting records that may be reled upon in the
preparation of the financial staternents, as well as adequate systems of internal financial control.
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Qperations

The diverse skils, experience and professions of the directors enliven the deliberations of the Board. The
wrofiles of the directors are described on the inslde front cover of this Annual Benort. By way of summary, the
Board benefits from professional knowledae of ite members in accounting, architecturs, entreprencurship,
insurancs, finance, law and management. [t ig important that the board has proper information supplied ta
it n a timely manner. Natices of board meetings are circulated at least 21 clear days before board mestings
and agendas for meetings and detailed board papers are ¢irculated at least 7 clear days before any board
rmeeting. To ensure the continuous flow of information, the Company encourages dialogue and mestings
bhatweean members of the Board and senior management outside of the formal quartery board rmeetings.
Directors also continually avall themselves on areas of their expertise, particulary, accounting, law. insurance
and strategic management,

Remuneration

In rernunerating the directors, the Company’s policy has beento consider, first, the demands and requirsments
made on the directars in relation to the business of the Campany, second, the availability of the directors
for ad hoco consultatian, professiona and business counsel as and when the need arises, third, industry and
related companies benchmarks, fourth, intermational experiences such as the bankruptcies of Erron and
WordCom due 1o conflict of interests at board levet and management, and fifth, the caliber of directors
needed to run this Company. The directors have always, are, and will be expected to continue to add value
1o the business. The financial results indicate that the financial performance of the Compary is on upward
trend and it is recognised that thig, in part, is due to the improvermeant of the guality of corporate govemance
al the board level. Based on managesment's considered recornmendation, the evel of remuneration of
directors was increased in 2004, The directors’ fee is anmual but the sitfing alowances are only paid subjact
o attendance at the board and/or committes meetings confirmed by the register of attendance. Both the
annual fees and sitting allowance are paid on a quartery basis.

Appointments to the Board

The Board formed an ad hoe committes resnonsibie for nominating appointments to this Board. 1n 2004,
the committee cormprised of the Chairmnan, John Sirnba, and two non-executive directors, John Burbidge
and Jeremy Rowse.

Re-Election to the Board

Allthe directors subrmit themselves for re-elaction every thres years. Their appointment is for a speacific period
but subject atways to the provisions of the Companies Act (Chapter 48€ of the Laws of Kenya) on retirement
andremoval of directors. Inevery year, newly appointed directors are subject to glection by the sharsholders
during the Anhual Genaral Meeting and thereafter subrnit themeshves for re-election every three years.

Service Contracts and Conmpensation
Agide fram the Chief Executive, no director or a party related to & director has a service contract or receives
compansation from the Campany.

Disclosure of Interests

In 2001, the Board resolved that the directors would disclose their inferests in @ special form once in every
year. The practice now has been for the directors to disclose their interests eveary six months and in the
everit that there are changes, the directors disclose their interest at the next board rmgeting, Every quarter,
the disclosure of interest form is circulated with the board papers. ’



CORPORATE GOVERNANGE {(continued)

Audit Committee

The audit committee has four merrers: the chalr is Margaret Dawes (non-executive), John Burbidge (non-

executive), Baloobhai Patel (independent, non-executive) and Andrew Greenwood (executive). Godfrey Kioi
(General Manager, Finance) and Sharon Mawviala (Company Secretary/Chief Legal Officer) are in attendance
at these mestings. The audit cormmittee’s functions are outlined in ite terms of reference and include (1)
- reviewing reports and following up on matlers raised by the external auditors, internal auditors and statutory
actuary; (2) to review and approve the financial statements, reports and public announcements: and (3)
reviewing cases of fraud and litigation. The audit committee rmet four times in 2004,

Investment Commitiee

The investment commiiltee has five members: the chair is Baloobhal Patél (nan-executive, independennt),
Margaret Dawes (non-executive}, John Burbidge {non-exscutive), Andrew Greenwood (executive), John
Sirmba (non-executive, independsent) and Joshua Kitur (non-executive, independent), Godfrey Kiol (General
Manager, Finance}, Sharon Maviala (Company Secretary/Chief Legal Cificer) and Lucy Munjuga (Head of
Operations, PA Securities and Mae Properties Limited) are in attendance at these meetings. Theinvestmernt
committes’s functions are outlined in iis terms of reference and include (1) developing and &nsuring the
implemeantation of its investment guidelines; {2) measuring the Company's performance against the
investment benchmarks; (3) reviewing the Company’s investments and recommending appropriate action;
and (4) approving the acquisition, cisposal and capital expenditure in relation to investrments. The investment
committes met four irnes in 2004,

Remuneration Committee

The rermuneration cornmittes has five members: the chair is James Gitoho (non-executive, independent),
John Burbidge (non-executive}, Craig Harding {(non-executive), Joshua Kitur (ron-executive, ndependent)
and Andrew Greenwoad (executive). Lucy Kibof (Human Resources Manager) and Sharon Maviaa {Company
Secretary/Chief Legal Officer) are in attendance at these meetings. The remuneration committee’s functions
are autlned in its terms of reflerence and include (1) reviewing and approving the arnual salary reviews and
staff bonuses as recommendead by management; (2) approving terms and conditions of service and any
amendments thereto; and (3) approving the remuneration of the Chief Executive. The rermmuneration cormmiltee
rmet three times in 2004,

Attendance at Meetings

Table 1 below summarises the attendance record of the directers at the full board and board committee
meetings. A record of attendance is kept in a register, which is in the Company Secretary's custody. The
record of attendance, partial attendance, absence and absence with apologies is also noted in the minutes
of meetings.
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Table 1: Summary Of Meetings Attended By Directors For The Year Ended
Sist December 2004

b Board Audit Investment Remuneration
Meetings Commitiee Committee Committee
' @ | @ (o) @ © @ ©
Jorn Simba I | : 4 4 . i
Jehn Burtidge . 4 4 3 4 3 3 3
Jarnes Gitoho 4 ' 3 3
Andrew G:;eenwood 4 4 4 4 4 3 3
Jeremy Rowse 4 |
| doshua Kituri 4 4 4 3 3
| Balocbhei Patel 4 4 3 4 a i
AVan Heerdenf‘ 2 2 2 2 2 i

MNotes

(m) MNumber of Meetings convenead during the year when the director was a member

()  Number of mestings attended by the director during the year

() *Resigned in August 2004 and did not attend third guarter and fourth guarter meetings

Professional Advice

The board ie of the view thal to carry on itg responsibiities in an independent and impartia! fashion it should
seek and benefit from professional counsel.

Company Secretary

Allmembers of the board have direct access fo the Company Secretary whois responsible for ensuring that
board proceduras, rules and regulations are followed. As the Company Secretary s also the Chief Legal
Officer, she reporis independentty and directly to the board on litigious matters affecting the Comipany and
its subsicliaries.

Investment Management Services

The subsidiaries of the Compary have significant investments that need to be managed optimally to ensure
the highest possible return to customers and sharehalders. The management and investment of these funds
has been outsourced to AIG Global (East Africa) Limited. AlG reports independently and directly to the Board
af every gquarterly board meeting.

Property Management Services

Asignificant component of the inveshmeants within the Group cormprise of residential and commercial properties.
Knight Frank is responsitle for the managemént of thase commercial properties. collection of rent, general
repairs and maintenance. Knight Frank reports independently and directly to the Board at every quarterty
pboard meeting.

Audit Services

Whereas the directors are responsible for preparing the accounts and for presenting a balanced and fair view
of the financial position of the Company, PricewaisrhouseCoopers examine and give their opinion on the



reasonableness of the financial statements. PricewaterhouseCoopers reports independently and directly
to the bhoard at the half year and end year board meetings,

Tax and Consulting Services

As the Government introduced a tax amnesty, the Beard ook the view that it would be an opportune tims
10 review the Company’s tax plans. KPMG were consulted on this and all their recommendations have been
implermented. Going forward, the Board is confident of the Company's tax position.

Statutory Actuary

The statutory actuary is responsible far examining the financial scundness of the Compary and does this by
ndependently valuing the Company’s assets and policy labiities. The statutory actuary reportsindependently
and directly to the Board at svery quarterty board meeting.

Trading In Securities

Insicler trading occurs when a person has knowledge of the Company's affairs before such information is
made availabls to the public. In compliance with the Nairobi Stock Exchange's regulations to prevent insider
trading, the Company's policy is that directors, management, staff memibers, any of thair relatives, or any of
the companies / businesses / organisations that they exercise significart influence over are not allowed to
deal in the Company's shares during the closed season. The closed season is the period between the end
of the Company’s reporting pericd and the publication o-f-?esﬁrts. This occurs at the year-end (between 31st
Decermber and 31st March) and the half year-end (30th June and 15th August). In 2004 there was only 1
ermployes with shares in the Company Le. Jans Maina with 1,382 shares. Detalls of the directaors' shareholding
in the Company are summarised in Table 2 below.

Table 2: Directors' Shareholding

; Murmber of shares as at l— Furchased Disposed in MNurriber of shares !
1st January 2005 during 2005 2005 as at 31 March 2005

| Balocbhai Patel 7.069,724 { o ™ "o 7,060,724

| Andrew Greenwood 7874 | 0 0 78214 |
John Simba ' 10,000 ‘ 0 0 10,000

\ Joshua Kitur ams | 0 o 4,46 |
Jares Gitoho i 4,0_0_@ | o 4] i 4000 |

TOTAL.. . | 7156354 | ") 0 7,156,354 |

The Board discloses to shareholders the financial position of the Company three times a year: at the annual
genaral meeting, by publication of the haif-year results in the English daily newspapers and by publication of
the end-year resuits in the English daily newspapers, The financiat pesition of the Company together with
relevant inforrnation such as the share price and on the central depository system are made available for
viewing on the Company's website, www.pan-africa.com, The share register is kept at the offices of the
Company and a computsr database stores this information. The Cormpany Secretary is responsible for
the share regster and responds 1o comespondence directly from shareholders, The official books of the
Compary, as stipulated by the Companies Act (Chapter 486 of the Laws of Kenya), are kept at the head
office of the Company and are availeble for the perusal of sharehalders during working hours. The Company
publishes the annual report and audited accounts, which are sent out to all shareholders, entitled to attend

T T



CORPORATE GOVERNANCE (continued)

the annual general mesting. The Company has an authorised share capital of Shs 500 Milion divided into
100 Millon shares of Shs 5/= each, 48 Milion shares are currently issutied. The top 10 sharehalders, based on
the Company's register as at 3ist March 2005 are shown in Table 2 balow,

Table 3: Top 10 Shareholders

—

2004 2003

! | Number of shares % ! Number of shares £

| Huboris Holdings Limited | 2zmeess | 4s | 22109653 46
Baloobhai Pate! 7,059,724 147 5,335,090 1110

| Tharnma Holdings L\mitcd _ ' 3,380,652 7.04 3,380,852 7.04
Ca-operative Bank of Kenya | 2207005 | 463 | 369,745 7.70 |

| kancher Kerya Limited 2,025,028 421 2,025,028 421 |

_Westlands Triangle Properties Limited 2,000,000 A8 a -0 |
Kenya Reinsurance Corporation Limited 921,440 1.91 421,440 1,91

" Canmon Assurance (<€) Limited _ 469,850 0.97 488,850 0.97
Financial Futures Limited . 430,855 0.28 . 430,865 | 0.89 |
Starbic Nominees (K) Limited 330,000 0.68 320000 | 068 |
TOTAL ] 40,964,207 8619 | 38790313 805

The Capital Markets Authority requires the Company ta provide information on the distribution of shareholders
bassd on the number of shares owned and based on their nationalty. This information is presented in Tables

4 and 5 below.

Table 4: Distribution Schedule

Category | Number of Shareholders Number of Shares %

" Less than 1,000 1,679 1,021,094 212 |
1,000 - 5,000 625 1,271,039 2.70 |
5,001 - 10,000 | 106 732,756 152 |
10,001 - 50,000 112 2,202,389 '

| 50,001 - 100,000 24 1,634,730

| More than 100,060 o1 41,137,992

[ToTac 2,567 48,000,000

Table 5: Sharahalders’ Profile

Category MNMumber of Shareholders Number of Shares %
Local Comporate ! 130 33,419,735 59.62
. Local Indiviclual 1343 . 13,044,403 2717
East African Individual 820 804 245 1.88
Foreign lﬁvestors o 194 540,009 | 138 |
East African Corporate 1 1,608 .0z !
“TOTAL ] 2,567 | 48000000 [ 100.00 |




CORPORATE GOVERNANCE (continued)

Risk Management

A significant risk for the Cormpany and its subsidiaries is continuity of operations in the event of catasirophes
that are bayond the Company’s contral, In 2004 the Board approwved, in principle, a ‘Businass Cortinuity and
Data Replication Projct’ that would mitigate this risk to an acceptable level. The objective of this projectisto
ensure that if operations or equipment at head office are disrupted to such an extent that operations cannot
continue then within the hour the Companiy is able ta retrieve all its data from aremote location and continue
with business as usual. The design and Implementetion of this project will be in 2005, but it is the first stepin
the development of a comprehensive rigk management policy for the Comparny.

FIRE (Financial Reporting) Awards

The FiRe Awards recognise excellence in financial reporting, corporate governance and corporate social
responsibilty. This year's award had 75 companies competing in six categories. The annual reports are
assessed on 10 ¢riteria with a heavy emphasis on compliance with international financial reporting standards,
visual appearance of financial statements, and corporate governance practices. We are pleased 1o announcs
that the Company was awarded the runners up trophy in the ‘Insurance Cormpanies’ category.

Gioing Concern

The Board of directors subits this annual report and audited financial statements for the year ending 3ist
December 2004 . The annual report and audited financial statements present, in the opinion of the directors,
a fair, balanced and understandable assessment of the state of the affairs of the Company's position and
prospects. The board of directors report that the business is a geirg concern and they have no reason to
believe that the Company and its subsidiaries will not be going concerns into the forssesable future,

John P N Simba Andrew Greenwood
Chairman Chief Executive
31st March 2005 ’ 31st March 2005

mre LT | |



STATEMENT OF DIRECTOR'S RESPONSIBILITIES

for the year ended 31 December 2004

The Carmpanies Act requires the directors to prepare consclidated financial statements for each financial
yvear which give a true and fair view of the state of affairs of the Group and the Company at the end of the
financial year and of the profits of the Group for that year. it also reqguires the directors to ensure the Group
and the Company keep proper accounting records, which disclose with reasonabile accuracy at any time
the financial position of the Greup and the Company. They are also responsible for safeguarding the assets
of the Group and Campany.

The directors accept responsibility for the annual consolidated financial statemenits, which have been prepered
using eppropriate accounting policies supported by reasonakle and prudent judaerments and estimates, in
conformity with Internaticnal Financial Reporting Standards and the requirements of the Companies Act. The
directors are of the opinion that the consolidated linancial statements give atrue and fair view of the state of
the financial affairs of the Group and the Company and of its profits. The directors further accept responsibifity
for the maintenance of accounting records that meay be relied upon inthe preparation of inancial statements,
as well as adequate systems of intemal financial control.

Nothing has come 1o the attention of the dirgctors to indicate that the Company and its subsidiarios will not
remain a going concern for at least twelve months from the date of this staternent.

John P N Simba Andrew Greenwood
Chairman Chief Executive
31st March 2005 31st March 2005



REPORT OF THE INDEPENDENT AUDITORS

to the mermbers of Pan Africa Insurance Holdings Limited for the year ended 31 December 2004

We have audited the financial statements of Pan Africa Insurance Holdings Limitecd for the year ended
31 December 2004, set out on pages 30 1o 560, '

Respective responsibillties of directors and auditors
The directors are responsible for the preparation of financial statements as described on page 25.
Our responsitility is to express an independent opinion on the financial statemenits based on our audit

Basis of opinion
We congducted our audit in accordance with Intermational Standards on Auditing. Those standards require
that we plan and perform our audit to cbtain reasonable assurence that the financial staterments are free

from malerial misstaternent. An audit includes an examination, on a test basis, of evidence supporting the

amounts and disclosuras in the financial statements. It also includes an assessment of the acoounting policies
used and significant estimates roade by the directors, as well as an evalustion of the averall presentation of
the financial statements.

We have obtained the information and explanations that to the best of our knowledge and belief wars nacessary
fior the purpose of our audit, and balieve that our audit provides a reasonable basis for our opinion.

Opinion

In our gpinion proper books of account have been kept and the financial staterments give atrue and fair view
of the state of the financial affairs of the group and of the Company as al 31 December 2004 and of the
profit and ¢ash flows of the group for the year then ended and comply with Intermationat Financial Reporting
Standards and the Kenyan Companias Act. The balance sheet of the Company is in agreerment with the
books of account.

PRICEMARHOUSE(COPERS
Certified Public Accountants
MNairobi

st March 2005
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REPORT OF THE STATUTORY ACTUARY
for the year ended 31 December 2004

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

| have conducied a statutory actuarial valuation of the long-term business of Pan Africa Life Assurance
Uimited as at 31 December 2004.

This valuation has been conducted in accordance with generally accepted actuarial principles and in
compliance with the reguirements of the Insurance Act. These principtes require prudent provision for future
outge under contracts, generally basad upon the assumptions that cunrent conditions will continue. Provision
is therefore not made for all possible contlhgencies. N completng the actuarial valuation, | have refed upon
the audited financial statermarts of the Company.

In My opinion, the long-term busiress of the Company was financially seund and the actuarial value of the
liabilities in respect of all dlasses of life insurance and pension fund business did not excead the amount of
the Statutery insurance Funds as at 31 Decemizar 2004,

Giles T Waugh

Statutory Actuary

MA, FIA, FASSA, ASA

Fellow of the Institute of Actuaries
31st March 2005



EMBEDDED VALUE REPORT

for the year ended 31 December 2004

1. Definition of Embedded Value

This report sets out the embedded value and the value of new business of Pan Africa Insurance Heldings. The embedded
value represents an estimate of the economic value ofthe Company excluding the value attributable to future New business.
The embeddad value cornptises: a) The value of the shareholders’ net assets; plus k) The value of the in-force business.
The velue of in-force business is the present value of future after-tax profits arising from business in force at the valuation

date, discaunted at the risk discount rate.

2. Embedded Value Resulis

As at 31 _Dec. 2004

As at 31 Dec. 2003

Shs'm Shs'm

Group embedded value |
Shareholders’ adjusted net assets 7991 762.2
Value of in-force business 534.7 2991
Embedded value 1,333.8 1,061.3
3. Embedded Value Earnings
The embedded value earnings are derived as follows

Embedded value at end of year 1,333.8

Embedded value at beginning of year {1,061.3)
Change in ermbedded value 2725
Dividerds and new capital -
Embredded value sarnings 2725
Thesa eamings can be analysed as follows:
Rolf forward 1862.5
irvestent retum on free assets 1311
Expected returm on life business in force 3.4
Value of new business at end of year 158.9
Value of new business at point of sale 151.3
Expected returm on new business to end of year : 7.6
Changes in assurmptions and methodology 15.4
Experience variations (64.3)
Total earnings 2725

4. Value of New Business

The value of new business represents the: value of projected after-tax profits at the point of sale arising from new policies
sold during the year ta 31 December 2004, accumulated to the end of the year at the risk discount rate.

Shs'm
Value of new business al end of year 1598.9
Value at point of sale 151.3
Expected retumn 7.7

The pramium income in respect of new business written over the year can be found on page 40.

5. Sensitivity to the Risk Discount Rate

The risk discount rate appropriate to an nvestor will vary depending on the investor's own reguirements,
tax position and percepltion of the risks associated with the realisation of the future profits of the Pan African
Insurance Group. The sensitivity of the embedded value to the risk discount rate is sat out below,

Shs'm Shs'm Shs'm
Risk Discount Rate 14% 18% 16%
Shareholder's net agsets 7891 7991 7981
Value of in-force business 5487 534.6 5205
Ernbedded valus 1,348.9 1,333.8 13196
Value of one year's new business at valuation date 1675 i54.1 1437




EMBEDDED VALUE REPORT (continued)
for the year ended 31 December 2004

6. Assumptions

The assumptions used in the calsulation of the embedded value are based on the Company’s best estimate of future
experiencea. The main assumplions used are as follows:

(i) Economic Assumptions; The main economic assumptions (p.a.} used are as folows:

Rigk discount rate Overall investment return {pre tax) Expenee inflation rate
15% 10% 8%

{ii} Mortality Rates; The assumptions far future mortality rates are based on the results of recent experience Investigations
conducted by the Company. Alowance has been made for expected future AIDS mortality using atable derived for Kenyan
experience.

(iii) Expenses; The maintenance expense assumption is based an the results of recently conducted intemal expense
investigations.

{iv} Premium Escalations; The embedded value of in-force business includes the expected value of future premium
increasas resulting from premium indexation amangaments on in-force business. The value of new business includes the
expected value of future premium increases resulting from prermium inclexation arrangermeants an new business written
during the year to 31 Decarmber 2004,

{v} Persistency / Surrender Basis; The assumptions for lapse and surrender rates are based on tha results of recent
experience investigations conducted by the Company.

{vi) Tax; Alowance was made for the current life office taxation basis.

7. Sensitivities
This section illustrates the effect of different assumptions on the value of in-force business net of cost of capttal. The effect
of assumption changes in the Financial Soundness Valuation has been included in the value of ih-force business. For gach
sensitivity ilustrated all other assumptions have been left unchanged.
Vaiue of
in force % Change
Shs m over base

Values as at 31 December 2004 534.6 : -

Paolicy discontinuance rate increases by 10% e.g. from 10% to 1% 523.2 2.2%
Future expense increasss by 10% 503.6 5.8%
Expense inflation increases by 1% e.g. from 10% to 11% ) 528.6 1.0%
Weortality and morbidity experience increases by 109% 5222 2.3%
Investment retums decrease by 1% e.g. from 10% to 9% 4982 5.8%
Pramium increase take-up rate decreases by 10% a.g. from 20% to 81% b28.7 1.1%

The sensitivity of the value of new business is as follows:

Value of one year's new business as at 31 Decamber 2004 1541

Policy discontinuance rate increases by 10% e.g. from 10% to 11% 144.7 B8.1%
Future expense increases by 10% 142.8 7.3%
Expense inflation increases by 1% e.g. rom 10% to 11% 1521 1.3%
Mortality and morbidity experience increasss by 10% 147.2 4.5%
Investrment returmns decraase by 1% e.g. frorm 10% to 9% 149.4 31%
Premium increase take-up rate decreases by 10% e.g. from 80% to 81% 151.0 2.0%
Increase in non-commission acquisition expensss by 10% 1519 1.4%

Assumead management action;
Mortality charges have been assumed to change in line with the costs of providing benefits,

Giles T Waugh
Statutory Actuary
31st March 2005



Financial statements for the year ended 31 December 2004

PRINCIPAL ACCOUNTING POLICIES

The principal accounting policies adopted in the
preparation of these financial staternents are set out
below. These pollcies have been consistently applied
to all years presented, unlass otherwlise stated.

(a) Basis of preparation

The financial statements are prepared in accordance
with and comply with Infemational Finansial Reporting
Standards. The financizal statements are prosentad in
Kenya Shilings (She) and prepared under the historical
cost convention, as moedified by the revaluation of
certain property, and the carrying of investment
property and available-for-gale Investments at fair
value, impaired asseats at thair recoverable amounts,
and actuarialy detarmined liahbilities at their present
value.

The preparation of financial statements in conformity
with generally accepted acoounting principles
requires the uss of eatimates and assurnptions that
affect the reported amaounts of assets and liabiities
and disclosure of contingent assets and liabilties at
the date of the financial statements and the reported
amounts of revenuss and axpenses during the
reporting period. Although these estimates are
based on the directors’ best knowledge of current
events and actlong, actual results Ultimatety may differ
from those astimates.

{b} Group Accounting

iy Subsidiary undertakings
Supsidiary undertakings, which are those enifities
Imwhich the Group has an interest of more than
ones half of the voting rights or otherwise has
power 1o exercise control over the operations,
are consolidated. Subsidiaries are consolidaied
from the date on which contralis transferred to
the group and are na longer consolidated from
the date that control ceases. Al inter-Company
transactions, balances and unrealised gains on
transactions between Group companies ars
eliminated; urrealised losses are also eliminated
unless cost cannot be recovered. Where
nacessary, accounting policies for subsidiaries
have been changed to ensure consistency with
the policies adopted by the Group,

Ll

iy Associated undertakings

Investments in associated undertakings are
accounted for using the eguity methed of
accounting. These are undertakings over
which the group generally has between
20% and 50% of the voting rights, or over
which the Group has significant influence, but
which it doss notl control. Unrealised gains
on transactions hetween the Group and its
associated undertakings are eliminated to the
extent of the Group's interest in the associated
uhdlertakings, Eguity accounting is discontinued
when the carrying amount of the investments in
an associated undertaking reaches zero, unless
the Group has incurred obligations inrespact of
the associated undertakings.

{c) Income recognition

Prerniurm income is recognised on assumption of
risks, arnd includes estimates of premiums due but
not yet received, less an alowance for estimated
lepses.

The full annual premium (s recognised in respect
of ordinary ife recurring policy contracts on policy
anniversary dates, after making provision for pofiay
lapses and other terminations. Group life premiums
gre recegnised as incomea when received.

Commissicns receivable are recogrised as incorme
in the pericd in which they are samed.

Investment income is stated net of investment
expenses. [nterest incame is recognised on a times
proportion basis using the effectiva intarast method.

Dividends are recognised as income in the: period in .

which the right to receive payment is established.
Rental income is recognised as income Inthe pariod
i which it iz seamead.

{d) Claims incurrad

Glaims incurred comprise caims paid in the year
and changes In the provision for outstanding claims.
Claims paid represent all payments made during
the year, whather arising from events during that or
earler years.



Financial statements for the year ended 31 December 2004

PRINCIPAL ACCOUNTING POLICIES (continued)

Cutstanding cleims represent the estimated utimate
cost of settling all claims arising from incidents
occurdng prior to the balance sheet date, but not
settied at that date. Outstanding claims are computed
on the hasis of the best information avallable at the
fime the records for the year are closed.

Claims arising on maturing policies are recognised
when the claim becomes due for payment. Death
claims are accounted for on notification. Surrenders
are accournted for on payment.

(2) Deposit administration contracts

The company's subsidiary, Pan Africa Life Assurance
Limited, administers the funds of a number of
retiremeant bengfit schemes. The liability of the
Company to the schemes has been included within
the balance sheet.

() Property and equipment

All property and eguipment is inilially recorded at
cast. Buildings and freehold land are subsequently
shown at merkel val.ic, based on annual valuations
by sxternal independent valuers, less subsegquent
deprecigtion. Al olher property and eguiprent s
stated at historical cost less depreciation.

Increases inthe camying amount of land and boitdings
arising o revallation are credited 10 a revaluation
reserve in equity. Decreases that offset previous
ncreases of the same asset are charged against the
revallation surplus; sl other decreases are Charged Lo
the profit and loss account. Bach yvear the diference
between dopreciation based on the revalued carrying
armaunt of the asset (the deprecation charged to
the profit and bss account) and depreciation based
on the asset’'s original cost is transferred fram the
revalugation surplus to retained eamings.

Depraciation is calculated on the straight line basis to
write down the cost of each asset, or the revalusd
amount, to its residual velue over iis estimated useful
life as follows:

H  Buidings
(i Egquipment and motor vehicles
(i Freehold land is not depreciated.

25 - 40 yoars
3 -8vyears

Froperty and equiptnent s periodically reviewed for
impairment, Where the carrying amount of an aseet
is greater than its estimated recoverable amount, itis
written down immediately to its recoverable amount.

Gaing and losses on disposal of property and
equipment are determined by reference to their
carhying amounts. On disposal of revalued assets,
amounts in the revaluation surplus relating to that
asset are transferred to retained camings.

(9) Investment property

Investment properties comprise land and buildings
and parts of hulldings held to earn remials and/or far
capital apprecigtion. They are treated as long tetm
irvestments and carmied at fair value, representing
market value determined annusaily by external
inCopendant vallers,  Investment properlies are
not subject to depreciation. Changes in their
carrying amount between balance sheet dates are
processed, net of deferred incorme tax, through the
profit and loss accourt,

Ondigposal of an investment property, the difference
between the net disposal proceeds and the carrying
armaount is charged or credited to the profit and loss
ACCOUNt.

(k) Other investments

The group classifies its investments into available-
for-sale investments, originated loans and held to
maturity investments. The classification is dependant
on the purpose for which the investments were
acquired. Management deterrmines ihe appropriate
clagsification of its Invastments at the time of
purchase and re-evaluafes such designations on a
regular basis as follows;

i) Investmentsintended to be held for an indefinite
perod of ime, but which may be sold in response
o nescs of liguidihy or changes ininterest rates,
are classified as availablo-for-sale.

(i} MNon-sqguity investments purchased in the
primary market (i.e. directly from the issuer) ars
classified as criginated loans.

i} investmenis with fixed maturity that the
Company has the intent and akifity ta hokd to
maturity are classified as held-to-nmaturity and
are carried at amortised cost,

Purchases and sales of investments are recognised
on the trade date, which is the date the group
commits to purchase or sell the asset. Cost of
purchaze includes fransaction costs. Avallable-for-
sale investments are subsequently carried at fair

31



Financial statements for the year ended 31 Decembeér 2004

PRINCIPAL ACCOUNTING POLICIES (continued)

value, whilst orfiginated loans are carried at amortisad
cest using the effective yield method. Realised and
unredlised gains and losses arising from changes in
the fair value of avalable-for-sale investrments are
recordsad in the profit and loss account in the year
in which they arise and are included in investmeant
income.

{i) Translation of foreign currencies
Transactions in foreign currencies during the year are
converted into Kenya Shilings at rates ruling at the
transaction dates. Assets and liabilties at the balance
sheet date which are expressed inforsign curencies
are transiated irto Kenmya Shilings at rates ruling at that
date. The resulting differences from conversion and
translation are dealt with in the profit andless account
i the yesar in which they arize.

) Accounting for leases

Leases of assets where aslgnificant proportion of the
risks and rewards of ownership are retained by the
lessor are classified as operating leases. Payments
made under aperating ieases are charged toincome
on a straight-line basis over the pericd of the lease.

(k} Receivables

Outstanding premiums and amounts duc from
reinsurers are camed at amortised inveice amount
less provision Tor impalrment. A provision for
Impairment is established when there is objective
evidence that the Gompany will not be able to
colect all the amounts due according to the original
tenms of recaivables. The armount of the provislon
is the difference between the carmying amount and
the recoverable amount, being the present value of
expected cazh fliows, discountad at the market rate
of intarast for sirnilar bomowers.

i} Employee benefits

(il Retirermant benefit obligations
The group cperates a defined contribution
retirement benefit scherme for its employees.
The assets of the acherme are heldin a separate
trustes administered fund, which is funded by
contributions frorm both the employver and
employees. The group companies and all its
employess also contribute to the National Sedial
Security Fund, which is a defined contribution
schame.

The Cempany’'s gontricutions to both the
definad contribution schemes are charged to

the profit and loss account inthe yvear to which
they relate, The group has no further chligation
ance the cantributions have been paid.

() Other entitlerments
Ernployes entiticments Lo long service awards
are recognised when they accrus to ermployecs.
A provision is made for the eslimated liakiity
for such entitiemeants a8 a result of services
rendered by employees up 1o the balancs sheet
clate.

Tre estimated monetary liabllity for employess'
acornuad annual leave entiterment at the balance
sheel dalte is recognilsed as an expenss
acorual.

{m) Income tax

Current incame tax is the amount of income tax
payable on the profit for the year determinad in
accordancs with the Kermyan Income Tax ACt

Defarred incomea tax is provided in full, using the
liakility method, on all temporary differences arising
between the tax bases of assets and liabilties and
their carrying values for financial reporting purpeses.
However, if the deferred income tax arises from the
initial recoonition of an asset or liakility in atransaction
other than a business combination that at the time
of the transaction affects neither accounting nor
taxable profit or loss, itis nctaccountad for. Deferrad
income tax s detemminad using tax rates enacted
or substartively enacled at the balance shest date
and are expected to apply when the related deferred
income tax liability is settled.

Deferred income tax asssis are recognised only
o the extent that it is probable that future taxable
profits will be avallable sgsinst which the tempoarary
differences can be utilised.

(n) Dividends

Dividends on ordinary shares are charged 1o equity
in the panod in which they are declared. Proposead
dividends are shown as a ssparate componeant of
aquity until declarad.

(o) Comparatives

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



Financial statements for the year ended 31 December 2004

GROUP PROFIT AND LOSS ACCOUNT

MNotes 2004 2003
' She'Q00 Shs'000
Gross premium income 2 1,065,885 793,430
Reassurance {151,279) (81,955)
MNet earmed premiums 2 914,606 701,475
nvestrment return 3 194,592 337,428
Income from associaied companies 16 18,703 (1.416)
Cormmissions eamed ' 37,689 22,786
Other income 4 63,972 35,084
314,856 383,882
Commission expense 217,887 187,560
Seling expenses ' 65,086 52,916
Operating expenses 5 217,920 222,079
Discontinued operations & 7,066 146,653
Premiurm tax and stamp duty 16,043 12,808
Policyholder benefite . 7 284,617 220,240
Change in actuanal values of policyholder liability 329,138 321,277
1,138,465 1,164,133
Profit/(loss) before incame tax 91,007 (68,776)
Income tax credit e 2,804 45,338
Profit/{loss) for the year _ 3,811 (23,440}
shs. Shs.
Basic and diluted earnings/(logs) per share 1.65 (0.49)

Dividends:
Proposed final dividend per share for the year 12 1.00




Financial statements for the year ended 31 December 2004

GROUP BALANCE SHEET

T 2004 2003
Notes  Shs'000 Shs’000
o (Restated)
Capital employed
Share capital 10 240,000 240,000
Share premium 10 . 364,431 384,431
Revaluation surplus . 663 883
Retained sarmings 442,081 397,240
Transfer to life funds 1 {297,001 (397.,943)
Proposed dividends 12 48,000 -
Shareholders’ funds 799,144 604,391
Represented by:
Assets
Property end eguipment 13 57,676 149,659
Ivestment property 14 774,000 557,800
Ivestment in associates 18 169,078 142,880
Quoted shares available for sale 17 231,433 188,072
Mortgage loans 18 79,120 105,533
Policy loans- §1,800 ) 73,897
. Receivables arising out of relnsurance arrangements 99,804 55,468
Receivables arising out of direct ingurance arangements 320,021 231,03
Reinsurars’ share of technical provisions and ressrves e ) 39,640 . 42137
Cther receivables 20 163,428 85,106
Land and development 23,216 42,765
Current tax recoverable 20,044 20,044
Government sscurities 21 1,006,761 823,570
Deposits with financial institutions 02,835 208,245
Commercial paper and corparate bonds 136,718 65,400
Cash and bank balances . 47,806 60,456
Tatal assets 3,353,620 2,742,445
Liabilities
Actuarial value of policyholder liabiities 23 1,718,787 1,384,458
Payable under depesit administration contrétcts 24 157,423 126,172
Qutstanding claims provisions 25 111,642 133,286
Befarred INcome tax 26 - 47,260 52,555
Creditors arising from reinsurance arrangements 97,538 . 250mmM
Borrowings : - 33,045
Other payables 27 17,993 380,387
Currant income tax 5,833 3,135
Total liabilities 2,554,476 2,138,054
‘Net assets 799,144 604,391

The financial statements on pages 30 to 50 were approved for issue by the Board of Directors on
31 March 2005 and signed on its behalf by:

John P N Simba Andrew Greenwood
Director Director




Financial statements for the year ended 31 December 2004

COMPANY BALANCE SHEET

2004 2003
Notes Shs’000- Shs'000
Capital employed
Share capital 0 240,000 240,000
Sharg pramium 10 - 364,431 364,431
Retained earnings 871,726 671,795
Transfer to life funds Rk {297,001 (307,943)
Proposed dividends 12 48,000 -
Shareholders’ funds 1,027,225 878,283
Represented by:
Assets
Investrment in Pan Africa Life Assurance Limited 15 331,203 230,261
Investment in PA Securities Limited 15 879,002 579,000
Other receivatles a1 546
Currant tax recoverable 13,680 13,880
Dividend recsivakle from subsiciary 43,000 -
Cash and bank balances 3,496 817
Taotal assets 1,076,242 924,313
Liabilities
COther payables 49,017 48,030
Total linkilities 49,017 46,030
1,027,225 878,283

Net assets

The financiai statements on pages 30 to 50 were gpproved for igsue by the Board of Directors on

31 March 2005 and signed on its behalf by:

John P N Simba
Oirector

Andrew Greenwood
Director



GROUP STATEMENT OF CHANGES IN EQUITY

Share Share Revaluation Retained Proposed
capital premium reserve earnings dividends Total

Notes Shs’000 Shs'000 Shs’000 Shs'000  Sha’000 Shs'000
Year ended 31 Decembar 2003
At start of year - 240,000 364,431 44,6535 420,680 - 1,069,646
Bevaluation deficit - - 1,771 - - {11,775
Deterred tax on revaluation - - 3,61 - - 3,531
Released on disposal of
Subsidiary Company - - {23671 - - (23,871
Released on disposal of shares - - 8153) - - 8.153)
FReleased on disposal of
plait and rmashinery - - (3.808) - - {2.308)
Met gaing/{losses) not recognised .
in the profit and loss account: - - {43,872) - - (43,872)
MNet loas for the year - - - (23,440} - (23440
At 31 December belore transfer to life funds 240,000 364,431 8663 397,240 - 1,002,334
Transfer ta life funds oo - - - - (397,943)
At end of year 240,000 364,431 863 397,240 - 804,39
Year ended 31 December 2004 .
At start of year before transfer to Life funds 240,000 364,451 8663 397,240 - 1,002,334
Profit for the yvear - - - 93,811 - 23,511
Dividends:
- Proposed final for 2004 12 - - - (48000) 48000 -
At 31 December before transfer to fife funds 240,000 384,431 B63 443,051 48000 1,008,145
Transfer to life funds - - - - - - (297,001
At end of year 240,000 364,43 663 443,051 48,000 799144

BT
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COMPANY STATEMENT OF CHANGES IN EQUITY

Share Share Revaluation Retained Proposed
Notes capital premium reserves earnings dividends Total
Shs'000 Shs’'000 Shg’'000 Shs’00Q0  Shs'000  Shs'00D0

Year ended 31 December 2003
Al start of year 240,000 384,431 - 671,786 - 1,276,228
Transfer to Life funds - - - - - {387,843
At end of year 240,000 364,431 - 671,795 - 878,283
Year ended 31 Decemnber 2004 .
At start of the vear 240,000 364,431 - 571,795 - 1,278 2268
Profit for the vear - - - 48,000 - 48,000
Proposed dividends 12 - - - (48,000) 48,000 -
At 31 December before transfer 1o life funds 240,000 364,431 -  B71,79% 42,000 1,324,226
Transfer to Life funds - - - . - (297,001
At end of year 240,000 364,431 - 671,795 48,000 1,027,225
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GROUP CASH FLOW STATEMENT

Notes © - 2004 2003
Shs'000 Shs'000

Operating activities
Cash generated fromy/(used in) operations 30 138,698 {118,429)
Income tax paid (7.588) (22,405
Neat cash from/{used in) operating acthities 131,110 {140,834)
Investing activities
Interest income : 167,794 168,730
Purchase of property and equipment 13 (26,028) {5,218)
Purchase of quoted shares 17 (27,063) {(22,178)
Purchase of government securities (604,787) (128.387)
Purchass of commercial paper and corporate bonds (71,318) -
Mortgage loans advanced 18 - (238) (8.683)
Repayments of mortgage loans 138 26,581 32,639
Procesds from disposal of property and equipment : 21,992 46,0588
Proceeds from sale ofinvestment property . Co- 21,5600
Proceeds from disposal of government securities 217,042 33,486 |
Proceeds from sale of subsidiary - 100
Proceeds from sale of commercial paper - 19,700
Procesds from sale of shares - 96,252
Net inflow from transfer of the General Insurance Business - @407
Net cash (used iny/Arom investing activities (208,025} 266,403
Flnancing activities
Borrowings ) - 5,817
Repaymeant of borrowings - {33,045) -
Net cash {used in)/from financing activities {33,045} 5,217
(Decreas_e)a’[ncrease in cash and cash equivalents (207, 380) 131,486
Movement in cash and cash squivalents
At start of year 358, 701 227,215
(Decrease)/increase In cash and cash eguivalents ) {207,880} T 131,438

At end of year 31 150,741 258,701

" 1. T



Financial statements for the year ended 31 December 2004

NOTES

1. Business segment information

After the transfer of the general insurance business in 2003, the core activity of the Group is the carrying out
of long term insurance busineszs. The group also holds interests in an investment Company and a Company

involved in the sele and distribution of plats.

Investments/
Long-term General Sale of Distribution
insurance  business plots of water Total
.ShS'OOO Shs’000 Shs'000 Shs'000 Shs’000
Year ended 31 December 2004:
Gross premium incoma 1,065,885 - - - 1,065,885
MNet premium income 14,608 - - - 914,606
Otherincorme: 187,973 70,089 54,294 2,500 314,856
Hnvestmant incormne 149,485 48,107 - - 194,592
:-Cther income 38,488 5,634 53,639 2,500 101,561
-Share of associate’s profit - 18,348 355 - 18,703
Segment inflows 1,102,579 70,089 54,294 2,500 1,229,482
Segment cutflows (1,102,579) (18,883) (16.768) 125y  (1,138,455)
Profit before income tax - 51,106 37,526 2,375 91,007
Income tax credit/(expense ) - 7.625 {4,821 - 2.804
Met profit for the year - 58,731 32,705 2,375 93,81
Segment assets 2 366,222 861,855 120,152 5,391 3,363,620
Segment liabiltes 2,366,222 136,274 39,139 13,84 2,554,476
Capital expenditure 25,367 661 - - 28,028
Depreciation 10,665 529 215 - 11,409
Year ended 31 December 2003:
Gross premiurn income 793,430 - - - 793,430
Neat premiurm incomea 71,475 - - - 701,475
Other income 251,978 117,303 24 579 o2 393,882
—Investment income 229192 108,238 - - 337,428
-Other incormes 22,786 10,483 24,579 22 57,870
-Share of associate's profit - (1,415) - 1,418)
Segment inflows 953,453 117,303 24,579 22 1,085,357
Segment outflows {953,453} (193,032} (17,002} (646}  (1,184,133)
Loss before income tax - (75,729} 7577 (B23) (68,776)
Income tax credit/{expense ) - 42,892 {3,556) - 45,336
Net iogs for the year - {26,837) 1,133 (B23) (23,440)
Segment assets 2,008,606 624,233 106,083 3,543 2742 445
Segment liabilties 1,872,288 175,741 89,299 13,?26 2,138,054
Capital expenditure 4,273 877 68 - 5,218
Depreciation 13,315 21388 812 - 18,322
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NOTES (continued)

2  Premium income
The principal activity of the Group is the underwriting of long-term insurance business as defined by the
Ihsuranca Act. Premium income can be analysed between the two main classes as fallows:

2004 2003

She’000 Shs’'000

Recurring premium 888725 641,574
Single premium 179,160 152,056
Gross earned premium 1,085,885 723,430
Reassurances ) (151,278) {91,9565)

Net eamed premium ¢l4.608 701,478

- The total preamium is further analysed between the two lines of bhusiness as follows;

Inclividual lifie: )

Gross premium 704,321 514,242
- Becurring 703,004 514,182
- Single 1,817 50|
- Reassurance {1,539) (212)
Net individual life premium - 702,782 513,430
Group life:

Gross premium 361,564 279,188
- Recurmng 183,721 127,182
- Single 177,843 152,008
- Reassurance ‘ (149,740) (91,145
Net group life premiurm 21824 188,045
Total net earned premium 914,606 701,475

3 Invastmeant return

2004 2003
She’'000 Shg'000
Iterest 115,638 76,609
=interest frorm governmaeant securitios 84,889 58,202
-interest frarm bank deposits 14,330 7.012 |
Interest from loans ' 16,419 14,395 |
Dividends from listed entities 10,703 S141
Rental income from investment properties 31,453 73,5390
Other sundry income - 10,581
Fair value gains 26,768 163,697
- Imvestrment properties fair value galns (Note 14) l ] 21,500 . 29,234
= Property and equipmert { - (695
- Quoted shares (Note 17) : 15,288 120,860
:- Giain on digposal of quoted shares F ) - 14, 288
194,502 337428

T T T T —
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NOTES (continued)

4 Other income

2003
Shs'000
Sale of plots 246579
Miscellaneous incomse 21,653
Fee income from deposit administration business -
Lose on disposal of shares in & subsidiary company (1,148)
35,084
5 Operating and other expenses
Other expenses include: o
2004 2003
Sh="000 Shs’'000
Staff costs (Note 8) 144,010 171,682
Depreciation 11,408 16,332
Fees for managerial and administrative services '
- Auditor's remunsration 3,065 3,720 |
<« Actuarial 14,348 3,092
-Tax and corporate consuling 2378 588
Prepaid operating lease rentals for larnd and buidings - 3,464
Repairs and rmaintenance expenditure 2357 1,884
Impairment provision on reinsurance receivables 7,066 -
Impaiment provision on property and eguipment - 5,338
" Profit on disposal of property and equipment (3.739 (7,178}

6 Discontinued operations

On 31 December 2003, the Group transferred its general insurance business to APA Insurance Limitad,
The results of the general buginagss in 2003 and 2004 are comprised of:

2004 2003

Shs'000 Shs’Q00

Underwriting loss from the general insurances business - 199,710
Gain on transfer of the general insurance business net of warranties - (53.157)
Impairment éharge on reinsurance receivables 7,066 -
7,066 148,583
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NOTES (continued)

7  Policyholder benefits payable

2004 2003
*'She’000 Shs’000
Gross death and disabiity claims 192,891 176,553
Less: Amourits recovered from reinsurers ' (67.678) (105,642)
Net death and disablity claims . 125,218 70,911
Maturity and survival benefits : 63,849 69,035
Policy surenders 34,364 32,048
Annuities 61,186 49,369
Reserves released to the life funds - (1,323}
‘284 617 220,940
8 Staff costs
2004 2003
Shs’000 Shs’000
Staff costs include the following:
: - Retirament banesfit costs 8,548 1118
- Social security benefit costs 320 381
The number of persans employed by the Company at the year end was
1 = Fulltime staff ag a3
9 Income tax cre'dit
2004 2003
Shs'000 Shs’0Q0
Current income: tax 10,286 | 6,833
Deferred incoma tax (Note 263 ' (5,265) (52,758)
Current year income ax charge/(cradit) 4,991 {45,923)
Share of Associates’ tax {7,796) 887
(2,804) {£5,336)

The tax on the group’s profit/{loss) before income tax differs from the theoretical armount that would arise

using the statutory tax rate as follows:

2004 2003

She'000 Shs’000
Profit/{loss) before Income tax - o1,007 (68.776)
Tax calculated =t a2 statutory tax rate of 30% (2003: 30%) 27,302 {20,633)

Tax sffect of.

- Income not subject to income tax (19,565) {21,807)
- Expenses not deductible for incomse tax purposes 19 4,285
investrment properties disposal o - {32,570
Deferred income tax asset not recognised o 10.560) 25,379
: (2,804) (45,336)
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NOTES (continued)

10 Share capital and share premium :
Number of Ordinary : Share

shares shares fremium
Shs’Q00 5he’'000 Shs’000
At start and end of year 48,000 240,000 364,43

The total authorised number of ardinary shares is 100,000,000 with a par value of Shs & per share, There are
48,000,000 shares in issue with a par value of She 5 per share. Al issued shares are fully paid.

11 Transfer to life funds .

In 2002, in ling with the recormmendation of the ingtitute of Cerified Public Accountants of Kenya, and
as required by the Intermational Accounting Standards Board, leasehold properties werg accounted for
ag operating lease rentals and caried at amortised historical costs. Consequently, the group reclassified
leasshold land from property and equipment and investment properties, to prepaid operating loase rentals.
Included in the reclassification from property and equipment was Shs. 100,842,000 relating to policyholder
assets. In order to protect the interests of the policyholders following this write-down, the board approved the
transfer of a similar armount from sharcholders to the policyholders funds., Following changes in the structure
of the group, mainly the sale and transfer of the gereral insurance business at the end of 2003 and the
subsequent relocetion of these operations to extermal premises, the property qualifies to be accounted for
as an investment property and be carried at fair valus. This transaction has now been reversed by restating
the |ife funds and the relevant assel accounts. Similarty, a transfer of Shs. 100,942,000 has been made from
policyholder to shareholder funds,

12 Dividends

Proposed dhvidends are accounted for as a separate component of equity until they have been ratified at
an arnual general mesting. At the annual general meeting to be held on & July 2005, a dividend in respect
of the year ended 31 December 2004 of Shs 1.00 per share amounting to a total of Shs 48,000,000 isto be
praposed. No dividends were declared in 2003. Payment of dividends is subject to withholding tax, where
applicatle, 2t the rate of either 5% or 10%, depending on the residence of the individual sharehdciders.

13 Property and equipment

Buildings & Motor  Fittings &
Freehold Land Vehicles Eguipment Total
Shs'000 Shs’000 Shs’000 Shs’000

Cost or valuation
At start of year 130,509 8.564 50,187 189,260
Additions 2,000 5,200 17,828 28,028
ReclassHication to investment properties {(Note 14) {94,058) - - (84,058)
Disposals (14,500) (5,263} (3,864} {23.727)
At end of year 23,851 2,501 84,051 97,803
Depreciation
At start of year 12,624 7,146 19,831 29,601
Reversed on transfer of buidings to investment property (4,554} - - (4,554}
Charge for the year 170 1,101 10,138 11,409
On disposals - (4,868) (1,661) {56,529)
At end of year 2,240 3,379 28,308 39,927
MNet book amount:
At 31 December 2004 15,71 6,122 35,743 57,578
At 31 December 2003 117,885 1,418 30,356 149,659

Buildings and freehold land were revalued curing 2004 by Lloyd Masika, independent valuers, on the basis
of open market values.
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NOTES (continued)

14 Investment property

. 2003
_ " Shs'000 Shs'000
At start of year ©- 557,500 818,870
Reinstatemertt of leasehold lend to market value on adoption of .
IAS 40(revised) © 100,942 -
Reclassification from property and equiprent (Note 13) ‘ _' 94,058 -
Fair value gains 21,500 29,234
Aclcliions/reclassifications . - 7,380
Dieposzle - {298,000)
At end of year 774,000 557,500
15 Investment in subsidiaries - Company
2004 2003
Shareholding Shs'Q00 Shs’'000
Pan Africa Life Assurance Limited 100% 331,203 230,261
A Securities Limited 100% 679,009 879,000
1,010,242 209,270

FA Securities Limited owns 100% of Mag Properties Limited, a company that deals with the development
and selling of land. Mae Properties is incorporated in Kenya. The increass in the investment in Pan Africa
Life Assurance Limited relates to the reversal of the transaction referred to in note 11.

16 Investment in associated companies

2004 2003
Shs’000 Shs’000
At start of vear 142 530 28704
Acquisiion of shares in APA Insurance Lirmited ’ - 135,027
Investment in Runda Watar Limited - 4,868
Transfer to APA Insurance Limited of shares held in
Reliarce Company (T) Limited - {24,115}
Share of rasults before incorne tax 18,703 {1,418}
Share of income tax 7795 {587}
At and of year 168,078 142,580
Associated companies comprise:
2004 2003
Principal activity Sharsholding Shareholding
APA Insurance Limited Gereral Insurance 39.97% . 39.97%

Runda Water Limited Warter distribution ' 24.9% 24,9%

APA Insurance and Runda Water Limited are incorporated in Kenya,

: ___H[ | | | !” I [ . | I | : [____ - _____
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NOTES {(continued)

17 Quoted shares avaiabile for sale

2003
Shs'000
At start of year : H0,407
Additions S 27,088 22176
Fair value gains L 1seg 120,860
Disposais e (4,371
Atend of year 251,453 189,072
18 Mortgage loans
2004 2003
Shs’000- Shs'000
At start of year 105,523 154,588
Loans advanced 238 6,683
Loan repayments {26,587) {(32,639)
Transferred 1o APA Insurance Limited - {23,099)
At end of year 79,130 105,533
Maturity profile of mortgage loans:
2004 2003
Shs’'000 Ehs’'000
Loans maturing:
Within 1 year 6,175 54,617
Ini-5 years 22939 19,440
in over 5years 30,076 31,476
79180 105,533
Loans at:
Congcessionary rate 57,439 54,828
Mearket rate ' 21,751 50,705
79,190 105,533

Includead in montgage loans is $hs.8,370,000 to arelated party and 5hs.28,840,000 to employees.

Lending commitments:
A mortgage loan of Shs. 16,000,000 was approved during the year but had not baen advanced by
31 December 2004.

12 Reinsurers’ share of technical provisions and reserves _ .
2004 2003

Shs'000 Sheg'000
Reinsurers’ share of claims outstanding 39,640 42137

39,640 42,137
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NOTES (continued)

20 Other receivables

2004

S _ 2003
. - SHE'0DQ - She’000
Debtors and prepayments . L .1'6_3-,004' : 39,730
Ameunts due from related parties {Note 32} Lisate 5,505
Rent outstanding o 20,537 27,862
Plot debtors ' 59,508 6,836
Accrued interest . e 3,911
Cther nen-current assets T 2022 1,962
’ - 163,495, 86,106

21 Government securities )
2004 2003
Shs’000 Shs'000

Treasury bils and bonds maturing:

- Within 1 year 256,645 57,642
-Ini-5 years 420,508 412,850
- After 5 years 329,608 153,278
1,008,761 623,570

22 Weighted average effective interest rates

The following table surmmarises the weighted average effective interest rates at the year end on the principal

interest-bearnng investmenis:

2004 2003

% %

Traasury bils s 1
Treasury bonds = 2
Morlgage loans G 5
Deposits with financial institutions 2 15
Folicy loans 14 13

23 Actuarial value of polleyhelder liabilities

The latest actuarial valuation of the life fund was carried out as at 31 December 2004 by GT Waugh, Statutory

Actuary, using the net premium valuation NPV} method,

2004 2003
$hs’000 Shs'000

Actuarial valus of policyholder liabilities
i Individual life 1,496,244 1,185,156
- Group life 171,346 15,281
Bonus declarations 60,047 66,414
Surplus not available for distribution : 150 27,605
Actuarial value policyholder lishilties 1,718,797 1,384,456

24 Amounis payable under deposit administration contracts

The lishilities of the Company in respect of funds managed under deposit administration contracts are shown
inclusive of interest accumulated to 31 December. Interest was declared and credited to the customer

accounts on a pro rata basis at the rate of 9% (2003: 9%).

| T
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NOTES (continued)

24 Amounts payable undar depdsﬂ: administration confracts _(gor_l_t_in_t.l_ed)

L. 2004 2003
Shs'000 - Shs'000
At start of year 126,179 108,865
Contributions received 27,733 27,338
Benefits paid (8,345) {22,566)
Interest credited to the fund 1,856 12,542
At end of vear ) : 157,423 126,179
25 Qutstanding claims provision
2004 2003
Shs'000 Shs’000
At start of year 133,286 121,560
Cilalims notified in the vear 243,827 382,197
Payments for claims and claims handling expenses (265,471} (350,471)
Atend of year ) 11,642 133,288

26 Defarred income tax (asset)/liability

Deferredincome taxis calculated, in full, on all termporary differences under the liabiity method using a principal
income tax rate of 30% (2003: 30%). The movernent on the deferred inceome tax account is as follows:

2004 2003 -

Shs’000 Shs’000

At start of year 52,555 108,843
Profit and ioss account {Note 9} (5.295) (52,758)
Charged to equity - (3,5632)

Afend ofyear | 47,260 52,555

Deferred income tax assats and liabiities and deferred income tax charge/{credit) in the profit and loss account

are attributable to the following tems:

Charged/

1 January {credited) 31 December
2004 to P/L 2004
Shs'000 Shs'000 Shs’000
Property and ecuipment an historical cost basie 40,282 - 40,282
Provision/deferrad development costs 12,273 (15,855) {3,582}
Deferred income tax asset in subsidiary not recognised - 10,580 10,560
52,555 (5,295) 47,280

27 Other payables
2004 2003
Shs'000 Shs'000
Rent deposits . ) 8,780 21,711
Amounts due to related parties {Mote 32) 1,980 27,014
Cornmission payable ' 108,012 106,654
‘Werranties 15,5086 B85 669
Uneclaimed dividends . 15,027 15,229
Other creditors and accruals 248,401 104, 191
Payroll creditors : 22,317 38,819
' 417,993 380,387
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NOTES (continued)

28 Contingent liahilitias

“The Company has instituted legal procesdings against certaln former directors for braach of their fiduckary

duty. It has also filed defance against a former director wha is claiming damages for wrongful dismiseal. Two
of the subsidiaries are also defendants in legal proceedings fled against them by the third parties. In the
apinion of the directors, the cutcome of these proceedings will not have a material effect on the financial
position of the group. '

29 Commitments

GCapital commitments

There ware no capltal commitments contracted for but not recorded in the finandcial statements at the
balance sheet date.

Operating lease commitments

The futurs minimum lease payments under non-cancellable operating leases are as follows:

. 2004 - 2003

Shs’000 Shs'000

Not later than 1 year _ T 136 120
Later than 1 year but not later then 5 years C 4,793 5,282
Later than 5 years ' - 1197
4,929 7,299

30 Cash generated from operations
Reconciliation of profit/(loss) before income tax 1o cash generated from operations:

2004 2003

Shs’Q00 Shs’000
Profit/(foss) before income tax 91,007 {68,776)
Adjustments for:
investrment income {157,794} (169, 730}
Fair value (gains)/lossas: '
- property and equiprment - 895
=~ investment property . (21,500 (29,234)
- shares (15,298) (120,860)
Gain on disposal of shares - (14,298)
Depreciation (MNote 13) ' 1,409 15,332
Amortigation of prepald operating lease rantals Co- 3464
Impainment charge on property and equipmernt - 5,328
Profit on sale of property and eguipment {4,794y (7,178)
Gain on transfer of general insurance business - (53.157)
Share of results of associated Company before incorme tax (18,703} 1,416
Loss on sale of investmant in subsidiary - 11,148
Changes in: -
- policy loans {8,003) 1,445
-+ receivables from direct insurance arangemerts {89,008} {98,282}
i- recelvablas from direct reinaurance {41,839) (75,937}
- other recehables (78,392) 112,418
- land and developrent ) 19,549 (5,220)
- actuarial value of policyhaclder ligbilities 332,33 308,738
- payable under deposit administration contacts ' 31,244 ) 17,314
= technical provisions - H{2,644) 1,728
- payable under reinsurance arrangsments 72,627 (54,914
- athar payablas 37,608 82,093
Cash generated from/(used in) operatiocns 138,608 (118,429)

—Ty T |
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NOTES (continued)

31 Cash and cash equivalents

For the purposes of the cash flow staterment, cash and cash squivalents comprise the following:

2004 2003
- SHS'000. Shs'000
Cash and bark balances | A7806. 60,458
Depasits with financial institidens . 102,935 208,245
150,741 358,701
32 Related party transactions
{a) Mortgage [oans to former directors
) Loans at concessionary rates .
. 2004 2003
' Shs'000 Shs'000
Principal armount . 9,511 10,005
Interast on loans 605 {152)
10116 9,863
iy Loans at market raies _ N
2004 2003
She’000 She’000
Principat amourt 1,054 21,150
Interest on loans © 1,188 108
12,187 21,268

The amounts in { ) and (i} above relate to loans 10 directors who relnquishad their directorships in July

2004.
(b} Mortgage loans to current directors at concessionary rates
2004 2003
Shs’000 Shs’000
Principal amount 3,494 3,591
Interest on loans 72 52
3,568 3,643

(c) insurance-related transactions with related parties

In the ordinary course of business the Group receives and cedes premium to related companies, on tems
. similar 1o those extended to third parties. The following transactions were entered into during the year:

(i} Net premiums ceded / (receivable)

2004 2003

Shs'000 Shs’000

East Africa Reinsurance Cormpany Lirmited - 4,484
Reliance Insurance Company Tanzania Linnited - 1,792
African Life Assurance Company Limited - 122

8,398




Financial statements for the year ended 31 December 2004

NOTES (continued)

32 Related party transactions (continued)

(i} Claims recoverable 0 pooar

Lo EER 2003
' Shs'000 - Shs’000
African Life: Assurance Company Limited U sjeed 54,612
DE 8,66"4 54812
(d}y Outstanding balances from transactions with related parties
2004 2003
Shs’000 Shs’000
Receivable from African Life Asasurance Company Limited : 15,316 5,505
Payable to African Life Assurance Gompany Limited (1,850) (27.014)
13,366 ~(21,509)
{2) ljirectors remuneration
2004 2003
Shs’000 She’Q00
Directors' remuneraton: .
- foos 6,185 2,083
- for management 17,8968 15,045
24183 17132




APPENDIX

'STATEMENT OF CHANGES IN POLICYHOLDER FUNDS

Individual ~ Group Pension . T Total
fife life funds . 2004’ 2003
Shs’000 Shs’000 She'OC0 -Shs'000  Shs'000
Gross eamed premium 704,321 361564 - 10658856 793,430
Outward reassurances (1.539) (149,740 - BL27e)  (91.955)
Net eamed premium 702782 211,824 - 914,608 701,475
Pansion funds depostts recelved - - 27733 . o773s 27,388
Investment incorne 17,960 20,655 1,856 149671 228,391
Cther income 713 - - -3 801
Gommission eamed 154 37,435 - 37588 22785
Total income 820,809 269,914 39,580 1,130,312 980,791
Commissions expanse 188,722 28,966 - . 217,888 187,560
Seling expenses 54,270 10,691 - 4961 52,916
BExpenses of management 162,171 27,063 - 189234 155844
Premium tax and stamp duty 12,513 4,430 - 15943 12,808
Folicyholder benefits paid 178728 105389 8,345 292062 243,506
Restructuring costs - - - - 2,105
Totel expenses 506404 177,020 8.345 781788 654,739
Surplus before tax -~ 224405  ©2,875 31244 348524 326,062
Life funds at 1 January o
_ - as prevously reported 1,172,620 211,086 126179 1510635 1,184,583
Reclassification of leasehold property - o
- property and equipment 4,554 - - 4,564 -
- prepeid operating lease rentals 10,497 - - 10,487 “
LHe funds at 31 December 1,411,976 304,811 157,423 1,874,210 1,510,635




ADMINISTRATION

Pan Africa Life Assurance Limited

Executive Committee

A0 Gresarwood CA{SA), ACA(AUS) : Chief Execuitve

3 Kioi BSc(Hong), MBA, SPA(K), TFS(K) General Manager - Operatfions

J MU BSc(Hons), ACH Ceneral Manager - Corporate Businass
 WSmith National Sales Manager

L ik MEBA, Dip BEd, CPS(K) Human Resources Managar

S Méwialai'x_ LLB, Bip KSL, CPS(K} Company Secratary/Chief Legal Officer

J WarmN_ea\ . MBA, BSc(Hons), Dip G5, ACE, CISA Divisional Manager IST

Deputy Divisional Managers

S Chege BGom, CPA[K), CPS{K) Fremium Administration
L Magambo BSc, CPA(K}), CFS, Dip IMIS Finance
J Ntutu BSc Regional Sales Manager - Eastarn
M Nzomo MEBA, FCIl, ACIrD Corporate Business
F Ogwel " BA Regional Sales Manager - Wastern

Unit Leaders

S Gichuki BA, Dip HR Hurman Resources

S Mwangi Finance

C Mweru BGorm New Business

J Njenga BEd Corporate Business

B Ctieno BCom, ACI Mational Training Manager
NWeruinge BA, ACI Quality Compliance Senvices
R Waweru Cip C5 IST

l. Were BSc Actuarial Actuarial

Sales Managers

N Adhoga MCom Mombasa

T Amina . BEd Makuru

J Amunga BEd Eldoret : :
K. Bow MNyer I
P Kitela B3c Thika

G Kubai BEd Merny

B Mureithi BEd Ermibu

T Nzilani Machakos

T Ormniti BCom Kisurnu

C Ongeche BCom Kisii

B Owiyo BCom, ClI "Nairobi Mega

J Tshimiiri BEd City Centre

PA Securities & Mae Properties Limited
LN Murjuga BSc, CPA{K) Head of Operations




