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New products launched include: Voice SMS, Mobile Advertising, Missed Call Alert
and SIMEX. We also launchad Pre-paid roaming top-up {(PERTU) service that
enables Safaricom subscribers to fop-up with our partners; MTN Uganda. Mango
Uganda, Vodacom Tanzania and MTN Rwanda through vouchars

while roaming in Eastern Africa.

The 3G network was launchad in the first quarter and extends to cover Nairohi,
Mombasa, Magadi, Eldoret and Naivasha with 301 3G-enabled base stations. In
the second half of the year we acquired a 51% stake in One Communications Ltd.
— a Wimax service provider. These Services are underpinned by a robust distribution
channel, with active participation of 180 dealers having a distribution tootprint
across the country of 500 retail outlats.

We have also launched direct corporate connectivity over Fibre for voice services 10
blue chip corporate clients to complement aur mobile voice services,
currently having over 40 ciients.

Qur retall outlet rollout includes an additional 10 autlets bringing the total to 23.

Our range of products offerad has grown to include exciting laptop offers, selected
accessories incligive of 207 arabdemd Ao smme e a s -

I

Safaricom stafl remains the pillar against which we run our business. and throughout
the ysar our efforts were geared towards making each and every employee
appreciate their value and contribution in achieving the Safaricorn vision of bacoming
the Best Company in Africa,

In acquiring the right talent for Safaricom, we have achioved great success in
obtaining the right skils and creating a diverse workforce.

We moved our customer care team to their new work location in Miolongo, which

i3 in the cutskirts of Nairohi - opening the doors of the Safaricorm Jambo Contact
Centre. This state-of-the-art centre has the capacity to seat 1,000 amployees,

Inline with aur commitment to provide a favorable work environmont. our employoes
enjoy in-house medical services that are avallable on a 24 hour basis, - futy

kitted gymnasium, children’s creche and recreational facifities. Weo also have fLalky
operational resource centers at Jambo Contact Centre and Safaricom

Head Cffice, which provide our employees with hard and electronic iterature to
serve their needs.

=

Focusing on our vision of becoming the Best Company in Africa, we will con
acquiring the right talent and 1aking Brosctive memes ree gobiee o g
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Customer Acquisition

M-PESA’s succass story can largely be atiributed to the service’s ability to
connect with the customer in their day-to-day activitres while positively making
a difference in their lives, In recognition of this, M-PESA has won a total of

8 awards both locally and internationally in the past year. mostly recently being
"Best Mobile Money Service” in the Best Mobile Services Category at the 2009
Global Mobile Awards in Barcelona.

M-PESA Agents

To bring M-PESA closer to the customer. we have increased our
distribution network with particular focus in the rural areas. As a result,

cur agent network has grown to over 7.000 countrywide, with 5,000 new
outlets coming on board this past year. M-PESA has aguired a host of new
functionalities. These include:

* Pay Bill / Customer to Business Payments
* Business to Customer Payments

* ATM Withdrawal
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09 Notes

1. member entitled to attend and vote at this meeting is entitled to
appoirt a proxy to attend and vote in his stead. A form of proxy may
be obtained from the Company’s website www.safaricom.co ke,
Safaricom House, Waiyaki Way, Westlands, Nairobi

or from any of the Safaricom Shops countrywide.

A proxy need not be a member of the Company.

In the case of a member being a limited Company, this form must be
completed under its Common Seal or under the hand of an officer
or attorney duly avtherised in writing.

All proxies should be sent by Post to Image Registrars of

P O Box 9287-00100, Nairobi. Alternativety, duly signed proxies can
be scanned and emailed to info@image.co.ke in

PDF format. Proxies must be in the hands of the Secretary

not later than 48 hours before the time of holding the rmeeting.

2. In accordance with Article 145 of the Companies Articles of
Association a copy of the entire Annual Report and Accounts may
be viewed on and obtained from the Company's website
www.safaricom.co.ke or from the Registered Office of the Company
Safaricom House, Waiyaki Way, Westlands, Nairobi. An abridged set
of the Balance Sheet, Income Statement, Statement of Changes in
Equity and Cashflow Statement for year ended 31 March 2009 have
been published in two daily newspapers with nationwide circulation.

3. Registration of Members and proxies attending the

Annual General Meeting will commence at 6. 30 am and will close at
11.15 am Production of a national identification card, a passport or
other acceptable means of identification and the Member's share
certificate or current central Depository Corporation statement of
account for their shares in the Company will be required.

4. The preferred method of paying dividends of less than

Kshs 35,000/= will be via the M-PESA mobile money transfer
systermn. Members who are M-PESA Account Holders and wili attend
the Annual General Meeting are requested to provide details of their
M-PESA registered mobile telephone number to which their dividend
payment may be sent.

Shareholders who are M-PESA Account Holders but will not be
attending the AGM may submit detaiis of their M-PESA registered
mobile telephone number together with their share account nurmber
and Identification details to Image Registrars of

PO Box 9287-00100 Nairobi, after the 19th of August 2009 and
subject to approval of M-PESA as a method of payment of
dividends by the AGM

5. Transport will not be provided to the venue of the
Annual General Meeting.

6. No refreshments or other items wili be provided to those attending
the Annual General meeting.
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17 Chairman’s Commentary

I'am pleased to present to yOu our Annual Report and Accounts
for the financial year ended 31 March 2009, the first Annua
Report since the IPO in June 2008 and | would therefore like

to welcome all of our new shareholders. The Company has
delivered strong financial results with a significant increase in
subscribers, revenue and shareholders funds.

During the financial year, the Government of Kenya sold

10 billion ordinary shares of Safaricom at a par value of 5 cents
{(Ksh. 0.05) through an Initial Public Offering. This comprised
25% of the issued ordinary shares of Safaricom. This IPO was
highly successful and subsequently won “the emerging markets
deal of the year” from Institutional Investor; the maost highly
regarded international awards body, along with a host of other
awards from the financial services industry,

Following the IPQ, the shareholder base increased to 842,613, of which

the majority are Kenyan retail investors, The IPO was oversubscribed in all
categories demonstrating the strength of the Company. The IPO raised

Ksh. 51 billion for the Government of Kenya, far exceeding their projections and
was the largest single source of funding for the Government during 2008,

Despite increased competition, rising operating costs and decreased consumer
revenues Safaricom again displayed why it is considered one of Africa’s leading
companies. Together with staff and Management, Safaricormn defivered strong
results and continues to generate shareholder vaiue.

The following is a review of our achievements during the year and the
economic conditions that affected the company and its
performance during the financial year.

Economic Environment
During the financial year the economy experienced a severe downturn which

year the hardest we have experienced. Despite these unfavourable factors,
the telecommunications industry, ted by Safaricom, continued to increase its
contribution to the economy.

Safaricom retained its ROSItion as the largest contributer e tha Team . o

Through challenging
trading conditions,
Safaricom again displayed
why it is one of Africa’s
leading companies.

Key Highlights of the financial year ended 31st March 2009

In a year characterized by intense competition leading to cuts of up to 40%

in tariffs and declining disposable incomes brought on by spirating inflation
Safaricom continues to maintain its leadership in both subscriber market share,
revenue share, natwork Ccoverage and innovation.

Our subscriber base grew by over 3 million subscribers to 13.36 milion in the
year; maintaining our market leader position and contributing to the overall
increase in market penetration to 47%.

In line with our strategy of growth, we continued to enhance and expand the
network to over 1,800 base stations of which 301 were 3G enabled. We also
acquired a 51% stake in One Communications Ltd - a Wimax service provider
— 1o provide fixed and wireless data services to corporate, medium sized
institutions and individual Customers. The acquisition of One Communication
Ltd. will be ratified by shareholders at the Annual General Meeting,

The M-PESA service continues to beat all expectations with over 6 million
registered users and Kshs120.61 bn transferred person to person during the
financial year. In addition, the service won several awards during the year
including the “UN World Business & Development Award” as one among ten
private companies recognized globally for their contribution to the achievement
of millennium goals; and the “GSMA Global Mobile World Awards -

Best Mobile Money Service”.
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19 Chief Executive’s Report

| am pleased to announce a strong set of results for the financial year ended
31 March 2008 despite depressed economic conditions and heightened
competition with the entry of 2 new players. Safaricom continues 1o be the
leading player in the industry, a position we are focused on maintaining in the
long term through innovation and service that

exceeds our customers’ expectations.

Since its launch in 2000, Safaricom has consistently been a pacesetter and
business leader not only in the telecommunications industry but across all
business areas. We have received numerous local and international awards for
our product innovation, service to our community and increasing contribution
to Kenya’'s economy. We have received global recognition for our picneering
money transfer service, M-PESA.

EBITDA for the period was

Kshs 27.9 billion reflecting a margin
of 39.7%. This strong EBITDA
included a foreign exchange i0ss of
Kshs 0.68 billion compared to

Kshs 0.12 billion in the previous
period, excluding the foreign
exchange loss FBITDA increased to
Kshs 28.63 billion giving an EBITDA
margin of 40.6%.

In June 2008, we launched our new vision,

“To Be the Best Company in Africa”. With numerous success stories behind
us, significant investments in cutting edge technology, and a high performing

& highly motivated team, we believe that we can set the standards for Africa,
across industries and boundaries for unmatched customer service, exciting
and life changing products, and social investment in the local community that
has always been an integral part of our success. Safaricom also views itself

as an integral player in the business environment, providing a strategic link
between business and their customers. This can be displayed in the success of
M-PESA and many of our other new and exciting initiatives.

Strong Results

All things considered — a slowing economy, rising inflation and falling
discretionary spend of our subscribers —we produced strong results

for the year. Revenue grew by 14.8% to Kshs 70.48 billion from

Kshs 61.37 bilion. The increase was driven by both voice revenue as the
customer base increased during the year and by

strong growth in the data business

Voice revenue continues to be the major contributor representing 83.4%

of total revenue, however, data comprising SMS, M-PESA and other data
increased by 83% and now represents 12.9% of revenue, increasing from last
year's figure of 8.1% of revenue. Total M-PESA revenue in the year increased
to Kshs 2.93 billion, 4.1% of total revenue.

Operating expenses increased to Kshs 32.79 bilion compared to

Kshs 26.07 billion during the same period last year. The relative increase
reflects the increase in the costs of running the network particularly fuel &
electricity costs; aggressive customer acquisition strategy resulting in higher
commissions; and interconnection costs due to increased traffic volumes and
outbound roaming costs related to “Kama Kawaida”.

Profit before tax was Kshs15.30 billion in the period with net income remaining
strong at Kshs10.54 billion. We maintained cur position as the largest tax
payer in Kenya remitting Kshs 25.90 biliion in duties, taxes and license fees in
the year. The total duties, 1axes and fees paid since inception has now
exceeded Kshs 112.80 billion.

Major Initiatives during the year

Safaricom is acknowledged as a leader in innovation. During the year we
introduced various unigue promotions including the highly popular “Jibambie”
promotion that gave subscribers a discounted tariff based on the value of
their top-up. The promotion was exceptionally popular with over 10 million
subscribers taking part.

To tap and leverage the youth market we ran a successful campaign tariti
promotion in 5 leading university campuses dubbed “Bei ya Campo” that
resonated well with the campus fraternity.
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21 Qur People - the pillar of our business

Safaricom staff remains the key to our future, and throughout the year our
efforts were geared towards making each and every employee appreciate their
value and contribution in achieving the Safaricom vision of becoming the

Best Company in Africa.

In acquiring the right talent for Safaricom, we have achieved great success in
obtaining the right skills and creating a diverse workforce. We have
re-assessed our work environment and physical amenities to ensure that
they take into consideration our workforce needs including the physically
challenged, and we will continue to do more.

In order to ensuring our commitment to provide a favorable work environment
for all employees, we take their views into account. In order to continuously
understand the needs of our employees, we conducted a staff satisfaction
survey where we identified our gaps in meeting employee expectations and we
continue to focus our efforts in addressing these issues.

We moved our custormer care team to their new work location in Mlolongo,
which is in the outskirts of Nairobi — opening the doors of the Safaricom
Jambo Contact Centre. This state-of-the-art centre has the capacity to seat
1,000 employees. In line with our commitment to provide a favorable work
environment, our employees enjoy in-house medical services that are available
on a 24-hour basis, a fully kitted gymnasium, children’s crache and recreational
facilities. We also have fully operational resource centers at Jambo Contact
Centre and Safaricom Head Office, which provide our employees with hard
and electronic literature to serve their needs.
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25 The Safaricom Foundation -
Corporate Social Responsibility

This year, the Safaricom Foundation celebrated five years of working with
partners to help Kenyan communities improve their livefihoods. These five
years have seen significant challenges and successes. Qur work with partners
has enabled many thousands of young Kenyans to enjoy better classroom
environments: experience the thrill of having quality textbooks and science
laboratories and have the use of modern computers; many rural women now
have access to quality healthcare during pregnancy; tens of thousands of
Kenyans have attended free health clinics; through the provision of mobile
clinics specialized health care has been taken to the street children and
stums of Nairobi; hundreds of thousands of trees have been planted and
environmentally important sites protected from human encroachment. In the
2008/9 financial year, the Foundation committed

Kshs 210 million to varicus projects.

The Foundation undertook a strategic review and planning exercise and
identified strategies to guide its support to the following focus areas:

Health: The Foundation recognizes that for many Kenyans, access to
affordable or specialized health care is a challenge, hence our response has
been to partner with health service providers and communities to increase
access to healthcare services, including specialized services.

Education: The Foundation has supported the construction and equipping of
classrooms, libraries and laboratories in order to provide a satisfactory learmning
environment for chitdren. Support from the Foundation to institutions providing
learning opportunities for children with special needs have enabled them to
acquire specialized learning equipment, and establish income generating
projects. Some funding has also gone to providing sanitary facilities to help
retain girls in schools.

Economic Empowerment: Communities in Kenya possess unigue and
innovative ideas aimed at providing sustainable sources of livelihood. However
materializing these ideas is often stifled by such factors as lack of capital and
of expertise. The Foundation partners with organizations and communities

LY VR T [Pty 5
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29 M-PESA -
The success story continues

KShs Billions
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Looking Forward

Mobile Money Transfer Usage is expected to grow
internationaly in the next year, with M-PESA providing a
bench mark to other countries. Competition is likely to
increase, however, the strong customer base of M-PESA
and wide distribution network of M-PESA Agents is a strong
retention tool for Safaricom.
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33 Statement of Directors’ Responsibilities

The Companies Act requires the directors to prepare financial
statements for each financial year that give a true and fair view
of the state of affairs of the group and of the company as at the
end of the financial year and of the group’s profit or loss. It also
requires the directors to ensure that the Company keeps proper
accounting records that disclose, with reasonable accuracy, the
financial position of the Company. They are also responsible

for safeguarding the assets of the Cormpany.

The directors accept responsibility for the annual financial
statements, which have been prepared using appropriate
accounting policies supported by reasonable estimates, in
conformity with Intemational Financial Reporting Standards and the
requirements of the Companies Act. The directors are

of the opinion that the financial statements give a true and fair view
of the state of the financial affairs of the group and of the company
and of the group’s profit in accordance with International

Financial Reporting Standards,

The directors further accept responsibility for the maintenance of accounting
records that may be relied Upon in the preparation of financial staterments, as
well as designing, implementing and maintaining intemnal control relevant to
the preparation and fair presentation of financial staternents that are free from

Mmaterial misstatement,

Nothing has come to the attention of the dir
Company and its subsidiaries will not remain a going concern for at least
twelve months from the date of this staternent.

T

Director

‘v

Director —

ectors to indicate that the

20/ May / 2009

20/ May / 2009
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Consolidated Profit and Loss Account

Year ended 31 March

Notes 2009 2008
KShs'000 KShs'000
Revenue 5 70,479,587 61,369,408
Cost of sales (32,788,307) (26,066,380)
Gross profit 37,691,280 35,303,028
Other income 16,270 4,820
Distribution costs (2,424,117) (2,323,768)
Administrative expenses (4,303,178) (3.129,214)
Other expenses (14,804,976) (11,497,463
Finance income B 142,913 2,176,293
Finance costs 7 (1,014,165) (588,536)
Profit before income tax 8 15,304,027 19,945,160
Income tax expense 10 (4,767,267) (6,091,874)
Profit for the year
{of which Shs 10,687,774,000 has been dealt with 10,536,760 13,853,286
in the accounts of the Company)
Attributable to:
Equity holders of the Company 10,610,757 13,853,286
Minority interest (73,997 -
10,536,760 13,853,286
Earnings per share for profit attributable to the
Equity holders of the Company-
Basic and diluted (Shs per share) 11 0.265 0.346
Dividends:
Proposed final dividend for the year 12 4,000,000 2,000,000

Dividend per share for profit attributable to the
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Year ended 31 March

Notes 2009 2008
KShs'000 KShs'000
CAPITAL & RESERVES
Share capital 13 2,000,000 2,000,000
Share premium 13 1,850,000 1,850,000
Retained earnings 43,480,367 36,792,503
Proposed dividend 12 4,000,000 2,000,000
Total equity 51,330,367 42,642,593
Non-current liabilities
Borrowings 14 4,680,000 6,480,000
56,010,367 49,122,593
el f
REPRESENTED BY

Non-current assets

Property, plant and equipment 16 68,895,250 56,480,489
Intangible assets 17 3,033,686 3,611,381

Deferred income tax asset 15 1,860,612 1,379,889
Prepaid operating lease rentals 30 4,460 7,116
Investrment in subsidiary 18 185,561 -
73,979,569 61,478,875

Current assets

Inventories 19 2,929,068 2,284,180

Receivables and prepayments 20 8,960,978 5,068,749
Derivative financial instruments 21 100,314 -
Current income tax recoverable 1,100,786 -
Cash and cash equivalents 22 4,261,508 5,634,509
17,352,654 12,887,438

Current liabilities

Payables and accrued expenses 23 29,011,135 22,417,631
Current income tax payable - 107,041
Borrowings 14 6,310,721 2,719,048

35,321,856 25,243,720
Net current liabilities (17,969,202) (12,356,282
56,010,367 49,122,593

The financial statements on pages 35 to 72 were approved for issue
by the board of directors on 20 Mav 20010 armd aimmert o i 1y
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39 Company Statement
of changes in Equity

Notes Share capital Share premium Retained earnings Proposed dividends
: KShs'000 KShs’000 KShs'000 KShs'000

Year ended 31 March 2008

At start of year 13

1 3,849,099 24,939,307 4,000,000
Bonus issue of shares 13 1,999,999

32,7
(1,999,999

2,000,000 1,850,000 24,939,307 4,000,000 32,7¢

Profit for the year - - 13,853,286 - 13,8¢
Dividends:

- Paid for 2007 12 - - - (4,000,000 (4,00

- Proposed final for 2008 12 - - (2,000,000) 2,000,000

—_——— .

At end of year 2,000,000 1,850,000 36,792,593 2,000,000 42,64
Year ended 31 March 2008

At start of year 2,000,000 1,850,000 36,792,593 2,000,000 42,642

Profit for the year - - 10,687,774 - 10,687

Dividends:
- Paid for 2008 - - - {2,000,000) (2,000
- Proposed final for 2009 - - (4,000,000) 4,000,000

At end of year

AL D i

2,000,000 1,850,000

43,480,367 4,000,000

51,330,
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41  Notes

1. General information

Safaricom Limited is incorporated jn Kenya under the
Companies Act as a public limited liability comparny, and is dormniciled in Kenya.

The address of the registered office of the Company is:

L.R. No. 13263

Safaricom House, Waiyaki Way
PO Box 46350 - 001 00
NAIROB|

The Company’s shares are fisted 0N the Nairobi Stock Exchange.
2. Summary of significant accounting policies

The principal accounting policies adopted in the preparation of
these financial statements are set out below. These policies have been
consistently appiied to ail years presented, uniasg otherwise stated.

(a) Basis of Preparation

_—_— T

The financial statements are prepared in compliance with

International Financia/ Reporting Standargs (IFRS). The measurement

basis applied is the historical cost basis, except where otherwise stated in the
accounting policies below. The financial statements are presenteq in

: Kenya Shillings (Shs), rounded to the nearest thousand.

The preparation of financial staternents in conformity with IFRS requires the
use of certain critical accounting estimates. It also requires management to

Interpretations effective in 2009

In 2009, the following new interpretations became effective for the first time but
have not had an impact on the company’s financial statements:

-IFRIC 11 -~ IFRg 2 - Group and treasury share transactions

- IFRIC 12 - Service Concession Arrangements

-IFRIC 14 - 1AS 19 - The imit on a defined benefit asset, minimum funding
requirements and their interaction

-IAS 39 and IFRS 7 — Reclassification of financial assets,

Standards, interpretations ang amendments to published standards that are
not yet effective

One new standard IFRS 8- Operating Segments} and numerous amendments
1o existing standards and new interpretations have been published and will be
effective for the Group's accounting periods begirning on or after

1 January 2009 byt the Group has not early adopted any of them,

other than IFRS 8, which will resuit in changes to the réportable segrnents and
the amendments to |AS 1~ Presentation of Financial Statements, which will
require non-owner changes in equity to be presented in a

‘Comprehensive Statement of Incame’.
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43 Notes
(continued)

() Revenue recognition

The Group is the principal in the sale of airtime for use in voice

and data transmission. Phones, starter packs and other accessories are sold
through dealers and retail centres spread across the country.

Starter packs consist of a SIM card and information brochures.

There is no right of return for SIM cards.

There are various pre-pay tariffs with varied off peak time and varied on-net
and off-net costs which are available to our subscribers to suit their varied
requirements. The tariffs are Ongea, Saasa, Super Tariffic, Jambo and Super
Taifa. Post-pay tariffs are also available for subscribers who opt to pay their
bills at the end of the month. Several propositions dubbed “Advantage” are
available to suit both individuals and corporate customers.

Sales of mobile phones and starter packs are recognised in

the period in which the Group delivers products to the customer, the customer
has accepted the products and collectability of the refated

receivables is reasonably assured.

Revenue arising from the different service plans and tariffs are recognised as
and when the airtime is used by the customer, All unutilised airtime
is accounted for as deferred revenue on the balance sheet.

Revenus represents the fair value of the consideration receivable for sales of
goods and services, and is stated net of Value Added Tax (VAT),
Excise Duty, rebates and discounts,

Interest income is recognised on a time proportion basis
using the sffective interest rate method.

A loyalty programme, Bonga, was introduced in January 2007 to both pre-pay
and post-pay subscribers. In this scheme, subscribers earn one Bonga point
for every Shs 10 spent on voice calls, short messages servics (SMS) and data.
These points can be redesmed for free airtime, SMS or merchandise

such as phonss,

Management makes an accrual for points that had not been redeemed as at
the balance sheet date based on the historical redemption patterns established
by subscribers. Based on the current redemption patterns, 58% of the
customers redeem points through airtime which costs Shs 0.12 per paint to
the Company white 42% redeem points through merchandise at a cost of Shs
0.5 per point to the Company. The cost excludes VAT and Excise Duty.

For wireless data services, revenue is based on the bandwidth and speed
contracted by the customer and is recognized at the end of every month
based on the standard monthly charge.

(f) Property, plant and eguipment

All categories of property and equipment are initially recorded at cost
and subsequently depreciated.

Subsequent costs are included in the assst's carrying amount or recognised as
a separate asset, as appropriate, only when it is probable that future economic
benefits associated with the item will flow to the Group and the cost of the item
can be measured reliably. All other repairs and maintenance are charged to the
profit and loss account during the financial period in which they are incurrad.
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41 Notes

1. General information

Safaricom Limited is incorporated in Kenya under the
Companies Act as a public fimited liability company, and is domiciled in Kenya.

The address of the registered office of the Company is:

L.R. No. 13263

Safaricom House, Waiyaki Way

PO Box 46350 - 00100

NAIROBI

The company's shares are listed on the Nairobi Stock Exchange.

2. Summary of significant accounting policies

The principal accounting policies adopted in the preparation of

these financial statements are set out below. These policies have been

consistently applied to all years presented, unless otherwise stated.

{a) Basis of preparation

The financial statements are prepared in compliance with

International Financial Reporting Standards (IFRS}. The measurement

basis applied is the historical cost basis, except where otherwise stated in the
accounting policies below. The financial statements are presented in

Kenya Shillings {Shs), rounded to the nearest thousand.

The preparation of financial statements in conformity with IFRS requires the
use of certain critical accounting estimates. It also requires management to
exercise its judgement in the process of applying the Group's

accounting policies. The areas involving a higher degree of judgement or
complexity, or where assumptions and estimates are significant to the
financial statements, are disclosed in Note 3.

interpretations effective in 2009

In 2000, the following new interpretations became effective far the first time but
have not had an impact on the company's financial staterments:

_IFRIC 11 - IFRS 2 - Group and treasury share transactions

- IFRIC 12 - Service Concession Arrangements

_IFRIC 14 — IAS 19 - The limit on a defined benefit asset, minimum funding
requirements and their interaction

- 1AS 39 and IFRS 7 - Reclassification of financial assets.

Standards, interpretations and amendments to published standards that are
not yet effective

One new standard (IFRS 8 — Operating Segments) and numerous amendments
1o existing standards and new interpretations have been published and will be
effective for the Group's accounting periods beginning on or after

1 January 2009 but the Group has not early adopted any of them.

The Directors have assessed the relevance of the new standard and
interpretations, and amendments to existing standards with respect to the
Group's operations and concluded that they are not relevant o the Group,
other than IFRS 8, which will result in changes to the reportable segments and
the amendments o IAS 1 — Presentation of Financial Statements, which will
require non-owner changes in equity to be presented in a

‘Comprehensive Statement of Income’.
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43 Notes
(continued)

(e) Revenue recognition

The Group is the principal in the sale of airtime for use in voice

and data transmission. Phones, starter packs and other accessories are sold
through dealers and retail centres spread across the country,

Starter packs consist of a SIM card and information brochures.

There is no right of retumn for SIM cards.

There are various pre-pay tariffs with varied off peak time and varied on-net
and off-net costs which are available to our subscribers to suit their varied
requirements. The tariffs are Ongea, Saasa, Super Tariffic, Jambo and Super
Taifa. Post-pay tariffs are also available for subscribers who opt to pay their
bills at the end of the month. Several propositions dubbed “Advantage” are
available to suit both individuals and comporate customers.

Sales of mobile phones and starter packs are recognised in

the period in which the Group delivers products to the customer, the customer
has accepted the products and collectability of the related

receivables is reasonably assured.

Revenue arising from the different service plans and tariffs are recognised as
and when the airtime is used by the customer. All unutilised airtime
is accounted for as deferred revenue on the balance sheet,

Revenue represents the fair value of the consideration receivable for sales of
goods and services, and is stated net of Value Added Tax (VAT),
Excise Duty, rebates and discounts.

Interest income is recognised on a time proportion basis
using the effective interest rate method.

A loyalty programme, Bonga, was introduced in January 2007 to both pre-pay
and post-pay subscribers. In this scheme, subscribers earm one Bonga point
for every Shs 10 spent on voice calls, short messages service (SMS) and data.
These points can be redeemed for free airtime, SMS or merchandise

such as phones.

Management makes an accrual for points that had not been redeemed as at
the balance sheet date based on the historical redemption patterns established
by subscribers. Based on the current redemption patterns, 58% of the
customers redeem points through airtime which costs Shs 0.12 per point to
the Company while 42% redeem points through merchandise at a cost of Shs
0.5 per point to the Company. The cost excludes VAT and Excise Duty.

For wireless data services, revenue is based on the bandwidth and speed
contracted by the customer and is recognized at the end of every month
based on the standard monthly charge.

(f} Property, plant and equipment

All categories of property and equipment are initially recorded at cost
and subsequently depreciated.

Subsequent costs are included in the asset’s carrying amount or recognised as
a separate asset, as appropriate, only when it is probable that future economic
benefits associated with the item will flow to the Group and the cost of the item
can be measured reliably. All other repairs and maintenance are charged to the
profit and loss account during the financial period in which they are incurred.
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44 Notes
(continued)

ifi Property. plant and equipment (continued)

Depreciation is calculated using the straight line method 1o
write down the cost of each asset 1o its residual value over its estimated useful
life, as follows:

Network infrastructure
Equipment and motor vehicles
Leasehold improvements

3 -10vyears

3 -5years

Shorter of life of lease or
useful life of the asset

Capital work in progress, which represents additions to prop-

erty and equipment that have not yet been brought into use, is not depreciated.
Additions are transferred into the above depreciable

asset classes once they are brought into use.

The assets' residual values and useful lives are reviewed, and
adjusted if appropriate, at each balance sheet date.

Property and equipment are reviewed for impairment whenever events or
changes in circumstances indicate that the carrying amount may not be
recoverable. An impairment loss is recognised for the amount by which the
asset’s carrying amount exceeds its recoverable amount, The recoverable
amount is the higher of an asset's fair value less costs to sell and value in use.
For the purposes of assessing impairment, assets are grouped at

the lowest levels for which there are separately identifiable

cash flows (cash-generating units).

Gains and losses on disposal of property and equipment are determined by
reference to their carrying amounts and are taken into account
in determining operating profit.

{(g) Imangible assets

(iy Goodwill

Goodwill represents the excess of the cost of an acquisition aver the fair value
of the Group’s share of the net identifiable assets of the acquired subsidiary/
associate at the date of acquisition. Goodwill on acquisitions of subsidiaries
is included in intangible assets. Goodwill is tested annually for impairment and
carried at cost less accumulated impairment losses. Gains and losses on
disposal of an entity include the carrying amount of goodwill relating

to the entity sold.

Goodwill is allocated to cash-generating units for the purpose of impairment
testing. Each of those cash-generating units represents the Group’s
investment in the operation (Note 18).

(i Network Licences

A network licence is a requirement of the Communications Commission of
Kenya far mobile telephone companies. The licence is
renewable for an additional period upon its lapse.

Network licence fees are capitalised at cost and amortised over the period of
the licence on a straight-line basis from commencement
of the service of the network.

Currently, the Group has five long term licences with a standard
life span of 15 years. These are as follows:

The initial operating licence issued in July 1699 to Safaricom Limited

(for operation of mobile systems and the provision of

mobile services (ML-99-0001));

The international gateway hcence issued in June 2006 to Safaricom Limited
The 3G licence issued in October 2007 to Safaricom Limited;

Local Loop Operator Licence (LLO) issued to Comtec

Training and Management Services on 9 March 2006; and

Digital Carrier Network Operation Licence (DCNOC) issued 1o

Comtec Integration Systerns Limited on 9 March 2006.

The LLO and DCNOQO were acquired on 31 August 2008 when Safaricom
Limited purchased 51% of the issued share capital of One Communications

T * oL o 1 o yRMR AANS e AR LY
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46 Notes

(continued)

(I} Receivables

Receivables are recognised initially at fair value and

subsequently measured at amortised cost using the effective interest method.
A provision for impairment of receivables is established when there is

objective evidence that the Group will not be able to collect all the amounts
due according to the original terms of receivables. The amount of the provision
is the difference between the carrying amount and the present value of
estimated future cash flows, discounted at the effective interest rate. The
amount of the provision is recognised in the profit and loss account,

(m) Payabtes

Payables are recognised initially at fair value and subsequently
measured at amortised cost using the effective interest method.

{n} Share capital

Ordinary shares are classified as equity.

Ordinary shares represent the residual economic value of a Company.

They carry rights to distribution of profits through dividends, to the surplus as-
sets of a Company on a winding up and to votes at

general meetings of the Company.

There are no differences in the voting rights of the shares held
by the major shareholders of the Company.

Non-participating preference shares have the right to
preference in the payment of the paid up par value in the event of liquidation of
the Company and may be redeemed at any time by the Board of the Company

subject to the provisions of the Companies Act.

(o) Cash and cash equivalents

Cash and cash equivalents includes cash in hand, deposits
held at call with banks, other short term highly liquid investments with original
maturities of three months or less, and bank overdrafts, Bank overdrafts are

shown within borrowings in current liabilities on the balance sheet.

(p) Employee benefits

(i} Retirement benefit obligations

The Group operates a defined contribution retirement benefit scheme for its
employees. A defined contribution plan is a pension plan under which the
Group pays fixed contributions into a separate entity. The Group has no legal
or constructive obligation to pay further contributions if the fund does not hold
sufficient assets to pay all employees the benefits relating to employee service
in the current and prior periods.

The assets of the scheme are held in separate trustee administered funds,
which are funded by contributions from bath the Group and employees.

The Group and all its employees also contribute to the National Social Security
Fund, which is a defined contribution scheme.

The Group's contributions to the defined contribution schemes are charged to
the profit and loss account in the year to which they relate.

The Board of Directors approved the Empicyee Share Option Purchase (ESOF
Scheme during the year, however the ESOP has not yet been implemented.
Management plan to implement the palicy once all reguiatory approvals are
obtained.

(ify Other entitlernents

The estimated monetary liability for employees’ accrued annual leave
entitlerment at the balance sheet date is recognised as an expense accrual.

{¢) Income 1ax

income tax expense is the aggregate of the charge to the profit and loss
account in respect of current income tax and deterred income tax.

Current income tax is the amount of income tax payable on the taxable profit
for the year determined in accordance with the Kenyan Income Tax Act.
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48 Notes
(continued;

3 Critical accounting estimates and judgements (continued)

(iiiy Critical judgement on going concern

The Group’s current liabilities exceed its current assets by Shs
18,258,138,000 at the balance sheet date. This position is expected to remain
a net liability in the near future. However, the Group continues to grow its rev-
enue and to generate sufficient cash to meet its obligations as they arise and
in line with the long term plans of the business. Management reviews the cash
forecast monthly and determines its cash requirements.

A significant portion of creditors refate to network infrastructure investments
rather than ongoing trading, hence net working capital is typically a negative
amount. This is typical to telecommunication companies during periods of
intense network expansion. If there is a shortfall in cash to meet investment
requirements, borrowing shal! be explored subject to board approval

In the circumstances, the directors are of the opinion that the going concern
basis of preparing the financial statements is appropriate.

4 Financial risk management

The Group’s activities expose it to a varety of financial risks, including credit
risk and the effects of changes in debt and equity market prices, foreign
currency exchange rates and interest rates. The Group’s overall risk
management programme focuses on the unpredictability of financial markets
and seeks to minimise potential adverse effects on its financial performance.

Financial risk management is carried out by the finance department under
policies approved by the Board of Directors. The finance department identifies,
evaluates and hedges financial risks. The Board provides written principles
far overall risk management, as well as written policies covering specific areas
such as foreign exchange risk, interest rate risk, credit risk, use of derivative
and non-derivative financial instruments and investing excess liquidity.

Market risk
(i) Foreign exchange risk

The Group is exposed to foreign exchange risk arising from various currency
exposures, primarily with respect to the US doliar and Euro. Foreign exchange
risk arises from future commercial transactions,

recognised assets and liabilities.

The Group manages foreign exchange risk arising from future commercial
transactions and recognised assets and liabilities using forward contracts, but
has not designated any derivative instruments as hedging instruments.

At 31 March 2009, if the Shilling had weakened/strengthened by 10% against
the US Doliar with aii other variables held constant, consolidated post tax profit
for the year would have been Shs 110 million (2008: Shs 474 million) iower/
higher, mainly as a result of US Doliar denominated trade payables.

At 31 March 2009, if the Shiling had weakened/strengthened by 10% against
the Euro with all other variables heid constant, consolidated post tax profit for
the year would have been Shs 371 milion (2008: Shs 586 miliion)
lower/higher, mainly as a result of Euro denominated trade payabies.

(i) Price risk

The Group does not hold investments that wouid be subject to price risk.

(i) Cash flow and fair value interest rate risk

The Group holds interest bearing assets in form of call and fixed deposits.
The Group also has borrowings in the form of a syndicated loan at rates
determined quarterly in advance. As at 31 March 2009, an increase/decrease

of 10 basis points would have resulted in a decrease/increase in pre-tax profit
of Shs 10.2 million (2008: Shs 7.1 million).
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50 Notes

(contir

4 Financial risk management (continued)
Credit risk

The amount that best represents the Group's and Company’s maximum

exposure to credit risk at 31 March 2008 is made up as follows:

Group Company

2009 2008 2009

KShs'000 KShs'0C0 KShs'000

Cash equivalents 4.357,787 5,534,317 4,257 671

Trade receivables 3,809,964 2,960,745 3,791,578

Amounts due from related companies 2,506,184 428,758 2,514,082

Derivative financial instruments 100,314 - 100,314

Other receivables 1,282,719 855,388 1,244,071

12,056,968 9,779,208 11,907,716
None of the above assets are either past due or impaired except
for the following amounts in trade receivables (which are due within
30 days of the end of the month in which they are invoiced}):

Group Company

2009 2008 2009

KShs’000 KShs 000 KShs'000
Past due but not impaired;

- by up 1o 30 days 533,881 759,930 517,156

- by more than 30 days 1,502,609 637,374 1,519,334

Total past due but not impaired 2,036,490 1,397,304 2,036,490
A further analysis of receivables is presented below:
Receivables

Past due but

31 March 2009 - Group Fully performing not impaired Impaired

KShs'000 KShs’000 KShs’'000

Dealers 951,401 320,233 (167,084

Post-pay 552,508 507,701 (339,408)

835,918 1,199,628 (50,933)

Roaming and interconnect

v = 2 o~ a
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52 Notes

{continued)

4 Financial risk management (continued)
Liquidity risk

Prudent liquidity risk management includes maintaining sufficient cash 1o meet

Group obligations. The treasury function reviews the cash forecast monthly and
determines cash requirement. Cash generated from operations is healthy but

if a heavy cash requireament is necessary a special facility can be arranged with
ong of the Group’s banks.

The table below analyses the Group’s and the Company’s financial
fiabilities that wil be settled on a net basis into relevant maturnity group-
ings based on the remaining period at the balance sheet date to the
contractual maturity date. The amounts disclosed in the tabie below
are the contractual undiscounted cash flows. Balances due within 12
months equal their carrying balances, as the impact of discounting is
not significant.

Less than Between 1 and Between 3 and More than Total
1 month 3 months 12 months 12 months
KShs'000 KShs'000 KShs’'000 KShs’'000 KShs’'000
{a) Group
At 31 March 2009:
- borrowings 720,000 2,110,793 3,705,729 4,774,580 11,311,102
- trade and other payables 4,287,569 4,374,197 20,561,302 - 29,223,068
- income tax payable - - 1,074 - 1,074
5,007,569 6,484,990 24,268,105 4,774,580 40,535,244
At 31 March 2008:
- borrowings 360,000 1,999,048 360,000 6,480,000 8,199,048
- trade and other payables 2,011,401 4,685,510 15,720,720 - 22,417,631
- income tax payable - - 107,041 - 107,041
2,371,401 6,684,558 16,187,761 6,480,000 31,723,720
{b) Company
At 31 March 2009:
- borrowings 720,000 2,110,793 3,479,928 4,680,000 10,980,721
- trade and other payables 4,287,569 4,374,197 20,349,369 - 29,011,135
5,007,569 6,484,990 23,829,297 4,680,000 40,001,856
At 31 March 2008:
- borrowings 360,000 1,899,048 360,000 6,480,000 8,199,048
- trade and other payables 2,011,401 4 685,510 15,720,720 - 22 417,631
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54 Notes
(continued)

5 Analysis of sales by category Group
2009 2008
KShs’000 KShs'000
Voice 58,795,295 54,203,252
SMS and other data 9,097,022 4,972,475
Equipment sales and other acquisition revenues 2,310,037 1,814,914
Cther 277,233 378,767
70,479,587 61,369,408
6 Finance income Group
2009 2008
Shs’000 Shs’000
Interest income 142,913 1,486,256
Foreign exchange gain on cash and borrowings - 690,037
142,913 2,176,293
7 Finance costs Group
2009 2008
KShs'000 KShs'000
Interest expense {861,010) (588,535)
Foreign exchange losses on cash and borrowings {145,119) -
Other financing costs (8,036) (1)
(153,155) (1)
Net finance costs {1,014,165) {588,536)
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56 Notes
(continued)

The tax on the Group’s profit before income tax differs from the theoretical amount

10 Income tax expense Group

2009 2008

KShs’000 KShs'000

Current income tax 5,247,990 6,315,491

Deferred income tax (Note 15) {480,723) (223,617)

[ncome tax expense 4,767,267 6,091,874
that would arise using the statutory income tax rate as follows:

Group

2009 2008

KShs’000 KShs'000

Profit before income tax 15,304,027 19,945,160

Tax calculated at the statutory income tax rate of 30% (2008: 30%) 4,591,208 5,083,548
Tax effect of:

Income not subject to tax {300) -

Expenses not deductible for tax purposes 134,843 85,829

{Over)/Under-provision of deferred tax in prior year 2) 22,497

Effect of change in tax rate {2,398) -

Deferred income tax not recognised 43,916 -

Income tax expense 4,767,267 6,091,874
Following the listing of 25% of the Company’s issued share capital at the
Nairobi Stock Exchange, the company's tax rate will reduce
to 27% in the year ending 31 March 2010 for a period of 3 years.
11 Earnings per share
Basic earnings per share are calculated by dividing the profit attributable
to equity holders of the Company by the weighted average

number of ordinary shares in issue during the year. 2009 2008

Profit attributable to equity holders of the Company (Shs thousands) 10,610,757 13,853,286

Number of ordinary shares (thousands) 40,000,000 40,000,000
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(continued)

14 Borrowings
The borrowings are made up as follows:

Group Company

2009 2008 2009 2008
KShs'000 KShs'000 KShs'000 KShs'000

Non-current
Bank borrowings 4,680,000 6,480,000 4,680,000 6,480,000
Shareholders’ loan 94,580 - - -
4,774,580 6,480,000 4,680,000 6,480,000

Current
Bank borrowings 6,485,723 2,719,048 6,310,721 2,719,048
Bank overdraft 50,799 - - -
6,536,522 2,719,048 6,310,721 2,719,048
Total borrowings 11,311,102 9,199,048 10,990,721 9,199,048

Included in borrowings is a loan of Shs 8,590,794,000 from a syndicate of
banks. The borrowings are secured by a fixed and floating charge over the
property and assets of the Company, both present and future. Included in the
syndicated loan balances is Shs 510,794,000 which is dencminated in United
States Dollars. Iinterest on the Kenya Shilling denocminated syndicated loan bal-
ance is payable quarterly at a margin of 1% over the reference 91 day treasury
bill rate. Interest on the US Dollar denominated loan balance is payable
quarterly in advance at a margin of 1.2% over the LIBOR rate.

The Group also has a loan facility of Shs 2,399,928,000 from a local bank,
This loan is unsecured. Interest on the facility is payable monthly at a margin of
1.3% over the reference 91 day treasury bill rate.

The Group also has a facility of Shs 175 million that has been

provided by a local bank in favour of One Communications Limited, a
subsidiary of Safaricom Limited. The facility has been guaranteed by
Safaricom Limited. The minority shareholders of One Communications Limited
{Telkom Management Partners (K) Limited) have provided Safaricorn with a
co-guarantee to the extent of 49% of the loan. In addition, they have provided
their shares in One Communications Limited to serve as

One Communications Limited has overdraft facilities of Shs 600 millicn with a |
bank. The facilities are secured by a guarantee from Safaricom Limited.

A shareholders loan Shs 94.58 million has been provided to One Communicat
Limited by the minority shareholders. The loan is unsecured and interest free a
nct payable within the next 12 menths.

The weighted average effective interest rates at the year end were
8.28% (2008: 8.16%).

The carrying amounts of bank bomrowings and bank overdrafts approximate
to their fair value.

None of the borrowings was in default at any time during the year.
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60 Notes

(continued)
15 Deferred income tax {continued)
Year ended 31 March 2008 - Group 1.4.2007 (Credit)/Charge 31.3.2008
to P&L
KShs’000 KShs'000 KShs'000
Deferred income tax assets
Property and equipment (968,759) (288,770) {1,257,529)
Unrealised exchange loss (31,837) (31,880) (63,717}
Provisions for doubtful debts and inventory {155,699) 49,345 (106,354)
{1,156,295) (271,305) {1,427,600)
Ceferred income tax fiabilities
Unrealised exchange gains 23 47,688 47,711
Net deferred income tax asset (1,156,272 (223,617) (1,379,889}
Company deferred income tax assets and liabilities are
attributable to the following items:
2009 2008
KShs'000 KShs'000
Deferred income tax assets
Property, plant and equipment; {1,637,575) (1,257,529)
Unrealised exchange loss (177,505) (63,717)
Provisions for doubtful debts and inventory (107,559) {106,354)
Total deferred income tax assets (1,922,639) (1,427,600)
Deferraed income tax liabilities
Unrealised exchange gains 62,027 47,711
Total deferred income tax liabilities 62,027 47,711
Net deferred income tax asset (1,860,612) (1,379,889)

RO A
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16 Property, plant and equipment {continued)

62 Notes
(continued)

(b} Company Network Capital work Leasehold Vehicles Total
infrastructure in progress improvements & equipment
KShs’000 KShs'000 KShs'000 KShs'000 KShs’000
At 31 March 2008
Cost 76,089,044 6,308,068 1,200,061 5,219,830 88,817,003
Accumulated depreciation (28,675,374) - (706,885) (2,954,255) (32,336,5214)
Net book amount 47,413,670 6,308,068 493,176 2,265,675 56,480,489
At 31 March 2009
Cost 93,240,249 9,418,149 1,832,437 7,851,604 112,342,339
Accumulated depreciation (38,325,080) - (884,718) (4,237,201) (43,447 .089)
Net book amount 54,915,169 9,418,149 947,719 3,614,213 68,895,250
The bank borrowings are secured by a floating
and fixed charge over the property and assets, both present and future.
17 Intangible assets
{a) Group Goodwill Licence Fees Total
KShs’000 KShs'000 KShs’000
At 1 April 2007
Cost - 4,250,000 4,250,000
Accumulated amortisation and impairment - (1,881,917) (1,881,917)
Net book amount - 2,368,083 2,368,083
Year ended 31 March 2008
Opening net book amount - 2,368,083 2,368,083
Additions - 1,673,750 1,673,750
Amortisation - (430,452) (430,452)
Closing net book amount - 3,611,381 3,611,381

At 31 March 2008
Cost

- MO 70 m
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(continuad)

18 Investment in subsidiaries (at cost)

The Group’s interest in its subsidiaries, all of which are
unlisted and all of which have the same year end as
the company, were as follows:

Compan

Country of % interest 2009 200

incorpcration Heid KShs’000 KShs'00

One Communications Limited (Note 29) Kenya 51 185,561
Through its £1% sharehclding in One Communicaticns Limited,
Safaricem Limited indirectly controls the subsidiaries listed below
which are incorporated in Kenya and are fully owned by
One Communications Limited. The companies are dormant but hold the
indicated licences issued by the Communications Commission of Kenya.
Name of subsidiary Licence
Ceomtec Training and Management Services Limited Local Locp Operator License (LLO)
Comtec Integration Systems Limited Digital Carrier Network QOperation (DCNO)
Flexible Bandwidth Services Limited Internet Service Provider (renewable annually)
19 Inventories Group Company

2009 2008 2009 200

KShs’'000 KShs'000 KShs'000 KShs'00x

Network spare parts 1,588,809 1,446,862 1,588,809 1,446,86!

Less: Provision for impairment losses (288,877) (401,123) (288,877) (401,12

1,299,932 1,045,739 1,299,932 1,045,73

Handsets and accessories 1,243,314 530,303 1,242,699 630,30

Scratch cards 132,636 161,096 132,636 161,09¢

Starter packs 240,714 410,321 240,714 410,32

Stationery and cther stocks 13,087 36,721 13,087 36,72

2,929,683 2,284,180 2,929,068 2,284, 18(

The cost of inventories recognised as an expense and included in
the consaolidated ‘cost of aaiec’ amaot inted th
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(continued)

22 Cash and cash equivalents {continued)

For the purposes of the cash flow statement, cash and
cash equivalents comprise the following:

Group
2009 2008
KShs’000 KShs'000
Cash and bark balances as above 4,361,629 5,534,509
Bank overdrafts (Note 14) {50,799) -
4,310,830 5,534,509
23 Payables and accrued expenses Group Company
2009 2008 2009 2008
KShs'000 KShs'000 KShs’000 KShs'000
Trade payables 11,923,192 10,118,657 11,703,629 10,118,657
Amounts due to related companies (Note 25) 1,132,329 1,323,757 1,132,329 1,323,757
Accrued liabilities - Network infrastructure 4,829,941 2,861,810 4,829,941 2,861,810
- Inventory 892,399 480,460 892,399 480,480
- Other expenses 7,120,630 5,594,691 7,120,630 5,504,691
Other payables 3,324,577 2,038,256 3,332,207 2,038,256
29,223,068 22,417,631 29,011,135 22,417 631
Other payables inciude other accruals such as taxes payable and other payables
such as customer deposits and deferred revenue. The carrying amounts of the
above payables and accrued expenses approximate to their fair values.
24 Cash generated from operations
Reconciliation of profit before income tax to cash generated from cperations: Group
2009 2008
KShs'000 KShs'000
Profit before income tax 15,304,027 19,945,160
Adjustments for:
Interest income (Note 6) (142,913) (1,486,256)
interest expense (Note 7) 861,010 588,535
Unrealised exchange loss on syndicated loan 111,746 -
Changes in fair value of financial instruments (Note 21) (100,314) (39,740)
Depreciation (Note 16) 11,292,736 9,252,677
Change in prepaid operating lease rentals 2,656 (4,629)
Amortisation of intangible assets (Note 17) 578,366 430,452
Profit on sale of property, plant and equipment (16,270} (4,820)
Changes in working capital
- receivables and nrepavments {3 861.290) (2041 342}
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(continued)

25 Related party transactions (continued)

M PESA Holding Company Limited, which is controlied by

directors who are independent of Safaricom Limited, acts as the
trustee for M-PESA customers and holds all funds from the M-PESA
business in trust to ensure that those funds are

safeguarded at all times.

The Company signed an agreement with Vodafone Marketing

SARL (VWMS), a company incorporated in Luxembourg.

The agreement is effective from 1 October 2006 to 30 September
2010. The agreement sets out the framework under which the two
companies work together in Kenya with a view 1o increasing
international roaming revenue by marketing, promoting and advertising
Vodafone Group Products and Services under the Vodafone brand that
was provided to Safaricom.

For the year ended 31 March 2009, Safaricom shali pay VMS

a participation fee of 0.5% of the Company’s annual turnover.

{2008 0.8% of the Company’s total annual revenue for six months
ended 30 September 2007 and 0.5% of the Company’s total revenue
for the six months ended 31 March 2008)

For all ather financial years during the term of the agreement,
the company shali pay VMS a participation fee of the lower of 0.5% of
the company’s total annual revenue or Euro 2.1 million.

The Company may participate in the Vodafone Group’s giobal
arrangements for the procurement and/or supply chain managemaent of
handsets, SIM cards and other hardware and/or software

components with third party suppliers. To participate the Company
shall pay VMS 6% of the aggregate gross amount payable by the
Company to vendors in consideration for the procured products,

The following transactions were carried
out with related parties:

i) Sale of goods and services Group
2009 2008
KShs'000 KShs’000
Telkom Kenya Limited - 1,421,682
Vodafone international Holdings B.V. 218,398 157,980
Vodacomn Tanzania Limited 274,633 126,538
Commissions earned from M-PESA 2,926,709 365,390
3,419,740 2,071,590

ity Purchase of goods and services Group
2009 2008
KShs'000 KShs 000
Vodafone Group Services Limited 189,265 -
Vodafone ireland Marketing Limited 126,177 -
Telkom Kenya Limited - 964,935
Vodafone (UK} Limited 310,527 -
Vodafone Marketing S.A.R.L. 586,373 1,107,719
Viodacom Tanzania Limited 387,389 155,933
2,228,587

1,599,731
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(continued)

25 Related party transactions (continued)
vii} Loans to directors of the company

There were no loans to directors of the Company at 31
March 2008 and 31 March 2009.

26 Contingent liabilities

At 31 March 2009, a guarantee of Ksh 8,000,000 has

been given to Barclays Bank of Kenya against credit cards

for senior staffs’ use during travel and a guarantee of Shs
27,488,600 1o various suppliers for services reguiarly provided
tc the company.

27 Commitments

Capital commitments

Capital expenditure contracted for at the balance sheet
cate but not recognised in the financial statements is as follows:

TEAMS {The East African Marine System) is an initiative spear-
headed by the Government of Kenya 10 link the country to the rest
of the world through a submarine fibre optic cable. The submarine
fibre-optic cable shall ink Mombasa, Kenya to Fujairah, United
Aral Emirates.

Construction of the cable commenced in January 2008 on the
Emirates’ sice and is expected to be completed in June 2000,
The cable will be owned by TEAMS Limited and Emirates Tele-
communication Establishment (Etisalat) at 85% and 15% respec-
fively.

TEAMS Limited will be owned by Government of Kenya, Safari-
com Limited, Telkom Kenya Limited and other local telecommuni-
cations companies.

The use of the undersea cable is expected 10 result In a reduction
in costs of accessing the intermet within the East African countries
by up to 33% over five years and o stimulate investment in the
region.

28 Operating lease commitments

Group Company
2009 2008 2009 2008
KShs’000 KShs'000 KShs’'000 KSns'000
Property and equipment 4,069,428 1,685,461 4,042,595 1,685,461
The East African Marine 1,681,405 69,133 1,681,405 69,133
Systems (TEAMS}
5,750,833 1,754,584 5,724,000

1,754,504

Group Company

2009 2008 2009

KShs’000 KShs'000 KShs'000

Not later than 1 year 371,134 287,607 347,374

Later than 1 year and 1,410,785 1,236,571 1,410,701
not later than 5 years

Later than & years 1,044 167 980,216 1,044,167

2,826,086 2,504,394 2,802,242
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72 Notes
{continued)

30 Prepaid operating lease rentals — Group and Company

Prepaid operating lease rentals relate to payments made in advance
for the rental of sites on which the company’s equipment is located.

The analysis of prepaid operating lease rentals is as follows:

2009 2008

KShs'000 KShs’000

At start of year 330,007 262,393

Additions 346,997 299,621
Amortisation charge for the year (296,174} (232,007)

At end of year 380,830 330,007
Current portion reflected in prepayments (376,370} (322,891)

Non current portion 4,460 7,116
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continually growing our people




