Members of the Board

Kung'u Gatabaki, Chairman

Mr. Gatabaki was appointed Chairman in 2004, He previgusly worked for 30 years with Actis/CDC (formerly Commonwealth Development

Corparation) where he acquired wide experience in Project Finance, portfolio management and carporate board husiness.

He serves on various company hoards including: Chairman of Micro Kenya, Directar Mumnias Sugar Co., TPSEA {Serena Hotels ], Development Bank
of Kenya, Grain Bulk Handlers Ltd, Jacaranda Hotels, Kenya Safari Lodges & Hatels and Shelter Afrique, amang athers.

He studied Economics, Praject Finance and Management at Legon and Bradford Universities. He is married with 4 grown up children.
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Ms Beatrice Sabana

Beatrice Sabana joined the Board of Housing Finance on 19th April
20D7. Beatrice has an MBAin Finance and is currently pursuing
her PHE, her doctoral thesis being on the Microfinance industry

in Kenya, Beatrice is currently a Consultant, specializing in
Microfinance. Her previous working experience has been as CEQ of
the Association of Microfinance Institutions Kenya, s microfinance
finance specialist for the World Bank, an Assistant Professor at
the USIU University and lecturer at JKUAT and Kenyatta University.
Beatrice has alsc worked with the Standard Chartered Bank and a
short stint with the Ministry of Commerce and Industry in the early
BD’s.

Beatrice brings to Housing Finance her invaluable expertise in the

migrofinange fi

David R. Ansell

David Ansell was appainted Directar in Octaber 2001. He retired from
Citibank in February 2001, after 30 years of Service, including an
assignment as Director of {itibank's African Businesses based in

Nairobi.

He was also previously Managing Director of Ecobank Transnational
Inc. based in Lome, Togo. He also serves on the Advisory Board of
the Private Equity New markets fund managed by Banklnvest, the

largest Asset Manager in Denmark.

He is married with 2 grown up children.

Peter Kahara Munga, €BS

Mr. Peter Munga is the founder and Chairman of Equity Building
Society Ltd, the predecessor of Equity Bank Ltd where he also
serves as Board Chairman. Peter is a qualified Certified Public

Secretary.

also Chairman of Pioneer

Among other Hirectorships, Peter
International College, Chairman of National 0il Corporation and alse

sits on the Board of British American Insurance Company Ltd.

In his spare time, Peter enjoys reading and travelling.

Benson Irungu Wairegi

Benson is currently Group Managing Director of British American
Investments Ltd. Benson joined British American Insurance
Company in 19BD as the Managing Director. He had previously
worked with Price Waterhouse for 3 years.

Berscn holds a Bachelor of Commerce degree in Accountingandan
MEBA in Business Administration, He is a member of the Institute of

Certified Public Accountants of Kenya.

Benson's other Directorships are in Equity Bank Ltd and Agricultural

Finance Corporation.

Benson is a keen golfer and enjoys reading, especially finance

related periodicals,
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“Last year, | intimated that we were working towards the revival of the Kenya Building Society”

On gur core mortgage business, despite competition in the
inddustry, Housing Finance continues to retain its leadership
position. In addition, Housing Finance has continued ta lead the
market in product innovation and thus set the standards for

value-added products and services.

To reinforce the company’s strategic focus, the beoard and
managesment undertook a mid-paint review of our 5 year
strategy which runs from 2007 to 2011. The review reinforced
our confidence that the strategic direction is sound and vibrant

enough 10 meet the growth projections that we have setout.
Strategic Partners

In 2007, we welcomed our new shareholders Equity Bank Ltd
and British American Investments Company Lid as anchor
shareholders. Since then, we have continued to harness the
core strengths brought about by the synergies fram the three
institutions. We have in the past year harnessed this in the form
of joint launches of new products and services, as well as back-

office operations to create greater efficiencies.
Buginessg Environment

As mentioned earlier in this report, the business environment
in Kenya has been challenging. However, the real estate sector
remains vibrant and, despite the slight recession recorded in
the construction sector, we remain confident that the sector
will continue to perform well. We are well positioned to reap

benefits from a vibrant real estate sector due to the strategic

direction | have explained above. in addition, Kenya continues
to experience a shortfall in the supply of housing, estimated
at 35,000 annually against an estimated demand of 150,000.
In our guest to deliver strong performance and bridge the
demand and supply shortfall, we have chosen to work through
parinerships so as 10 harness the strengths of working together
with others to achieve commaon goals. To this end, we are
already in working partnerships with bodies such as the UN
Habitat to extend affordable housing to lower income groups. in
addition, we continug 1o use our Corporate Social Responsibility
initiatives with organisations such as Habitat for Humanity to
make a difference in the lives of the less fortunate and provide

them with decent housing,

Board

In the last year, we were pleased to welcome two new members
to our Board of Directors. These are Mr. Steve Mainda who is
currently the Chairman of the Insurance Regulatory Authority,
and Professor Shem Migot-Adhala, a renowned sociologist, and a

Non-Executive director of Equity Bank.

They bring with them a wealth of experience and we look forward

to their contribution to the growth of Housing Finance.

Dividend

In the light of improved results highlighted zbove, | am pleased

10 announce that this year the Board has proposed a full and

final dividend of 50 cts, being a B2% improvement over the 30

cts paid last year. We pay this dividend in recognition that our
business is in a growth phase and that we will need 10 retain

some reserve to help propel growth even further.

Finally, | wish to thank you our shareholders for the faith you
have placed in us to grow this company. We remain committed
to its success and 1o turning it into ‘The premier property

company in Kenya’.

Thank you and God biess you all.

Chairman

Mr. Kung'u Gatabaki,
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“Mwaka jana, nilitangaza kwamba tunaendeleza shughuli za kufufua Kenya Building Society”

Licha ya kuwepo kwa ushindani kwenye biashara yetu muhimu
Ya rehani, Housing Finance inazidi kushikilia uongozi hasa
katika uvumbuzi ambapo tumeweka viwango kuongeza

thamani zaidi katika bidhaa na huduma,

kuengezea nguvu mtazamo wa mkakati wa kampuni,
Halmashauri na Wasimamizi walichukua hatua kufanya tathmini
ya kati ya mkakati wa miaka 5 ambao ulicanza 2007 hadi 2011.
Tathenini ilibaini jmani Yelu kwamba mwelekeo wa mkakati
ambao tumeanzisha ni imara na unatesha kuafikia malengo ya
ukuaji tulioweka. Nina fahari kuwahakikishia wanahisa kuwa
biashara ya Housing Finance si thabiti tu, bali inaefekea kutwaa

nafasi ya katf katika sekta ya mashirika siku za usoni.
Washirika kwenye mkakati

Ushirtka na wanahisa muhimu; Benki ya Equity na British

American umetuwezesha kuvumbua manufaa mbali mbali

yaliyotokana na ushirikiano wa pamofa na taasisi hizi taty,
Kwa muda wa miaka michache yopita, tumetekeleza jukumu

la pamoja la uzinduzi wa bidhaa na hudums mpya pameja na

shughuli za ndani ofisini ili kuimarisha utendaji kazi. Ushirikiang

huu utaimarika huku tunapotafiti ushirika zaidi.
Mazingira ya Biashara

Kama nilivyotaja hapo awali kupitia ripoti hii, mazingira ya
biashara nchini Kenya yamekuwa na changamoto, Hata hivyo,
sekta ya ujenzi wa nyumba imekuwa imara na hata kama
kumekuwa naupungufu mdoge mwakajana, tuna imani kwamba

sekta hii itazidi kupata matokeo merma. Tumejihami barabara

kupata faida zote kutokana na sekta ua ujenzi inayokuwa kwa
haraka kutokana na mwelekes wa mkakati ambao nimesimulia
hapo juu.Huku taifa la Kenya likizidi kushuhudia upungufu wa
kukidhi mahitaji yapatao 150,000, tutazidi

kuwajibikia upatikanaji wa matokeo imara na kuzibs pengo la

huduma za makao

mahitaji na usambazaji. Kwa sababu hiye, tutazidi kutafuta

ushirikiano ili kuimarisha Lwezo wa kufanya kazi pamoja na
wengine na kufanikisha malengo yetu muhimu. Kufikia sasa,

tayari tunaendelea kushirikiana na mashirika kama vile UN

Habitat
kuwa na makao. Zaidi ya hayo, tunazidi kutumia mikakati ya

kuwezesha makundi yanayopata mapato ya chini
wajibu wetu kwa jamii kuongezea ngvu Juhudi za mashirika
kama vile Habitat for Humanity ilf kuleta mabadiliko kwa maisha
Ya wale wasiobahatika katika jamil na kuwapa makao ya kisasa.

Halmas hauri

Mwaka jana tulikuwa na furaha kuwakaribisha wanachama

Wwaw.

wapya kwenye Halmashauri ya Wakurugenzi
Wanachama hawa walikuwa Mabw. Steve Mainda ambaye
kwa sasa ni Mwenyekiti wa Halmashauri ya kusimamia Bima
(Insurance Regulatory Authority) na Shem Migot- Adhola
mwanaseshalojia mtajika na Mkurugenzi asiye na mamlaka
katika Benki ya Equity. Wataalamu hawa wamekuja na Ujuzi
mwingi na tunatazamia kupata msaada wao wa dhati kwa ukuaji

wa Housing Finance.
Mgao wa Faida

Kutokana na kuimarika kwa matokes kama ilivyotajwa hapo

juu, ning furaha kutangaza kwamba mwaka huu, Halmashauri

imependekeza kutolewa kwa malipo ya mwisho ya mgao wa
faida wa senti 50 hili likiwa imariko 1a asilimia 67 (67%) dhidi ya
senti 30 zilizolipwa mwaka jana. Tunatoa malipo haya ya mgao

wa faida twkizingatia kwambe biashara yetu imo kwenye hatua
Yya ukuaji na kuwa tutahitaji kuhifadhi kiwange fulani cha hazing

kuchochea ukuaji huu hata zaid).

Mwishe nashukuru usimamizi kutokana na uaminifu wake na
kujitolea kuinua kampuni yetu hadi upeo iliyofikia kimashirika.

Nawashukuru pia washikadau wetu na ninyi wanahisa kutokana

na imani ambayo mmedhihirisha kwetu kukuza kampuni i,
Tutazidi kuwajibikia mafanikio yake na kuigeuza kampuni kuwa
" kampuni inayeangoza kwa mali nchini Kenya".

Ahsanteni na Mungu Awahar

Bw. Kung'u Gatabaki
Mwenyekiti
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Cross-over is a savings account with features and benefits that link

one directly to a mortgage.

New Products

In 2009, the company continued in its chosen strategy of
leadership in product innovation which is one of our key
strategic pillars. To this end, we launched two key products,
namely Cross-over and Home Freedom.

Cross-over is a savings account with features and benefits that
link one directly to # mortgage. it encourages custormners to begin
saving for the home by offering very attractive interest rates on
their savings, and then offering discounts on your mortgage
once you are ready to migrate. In addition, it offers loyalty points
on one’s savings that are redeemable for household goods as
well as other attractive prizes. We believe that the Cross- over
product will go a long way in growing the numkers of people
taking up mortgages through mobilisation of their own savings,
as well @s helping grow the savings culture in Kenya,

The Home Freedom productis pension-backed mortgage product
we introduced following Government legislation allowing for
assignment of pension benefits towards a mortgage. With the
Home Freedom mortgage, one can assign up 1o 60% of accrued
retirement benefits to acquire a home, The Home Freedom
mortgage offers up to 115% financing for a mortgage which
includes maortgage closing costs. The Home Freedom product
provides another great opportunity to increase mortgage access
in the country, This is especia Yy so because many potential
mortgage takers are put off by the mortgage closing costs which
can account for up to 20% of the totat mortgage costs. The Home
Freedom product is a joint initiative with British American, a key
shareholder and collaboration partner of Housing Finance.

Yam aiso pleased to announce that for the second year running,
Housing Finance won the award for 'Best Bank in Product
Innovation’ at the 2009 Banking Awards for our Makao product.

Corporate Social Responsibility

Housing Finance continues to engage in varicus ways with
the communities in which we operate in the quest 1o be a
soctally responsible company. Cur relationship with Habitat for
Humanity has continued and this remains our key Corporate
Social Responsibility partner. Habitat for Humanity is & Christian
NGO operating in various parts of the country and is engaged in
upgrading the living standards through decent shelter for those
in difficult circumstances. In 2009, in addition to engaging
with the regular home building activities, Housing Finance also
contributed greatly towards construction of homes for I0P's in
Mai Mahiu through this partnership.

Housing Finance also responded ta the famine appeal that went
outin the early part of the year and, through the contributions
of our staff and company CSR kitty, we were able to make a
substantia! contribution through the Kenya Red Cross.

We will continue toencourage the spirit of giving and involverment
in the community amongst our staffas we believe it is important
to engage responsibly in the communities in which we operate.

Mid-Term Strategy Review and future plans

2009 marked the mid-point in our 5 year strategy running from
2007-2011. The Board and Management took the opportunity
to perform & mid-point strategy review, and also used the
opportunity to plan for the rext 3 years up to 2012 | am
pleased 10 report that the review showed that the strategic plan
is performing to expectations, which is also reflected in the
impraved financials that we have had over the last 3 years. We
will continue to keep a close eye on our strategic direction that
focuses on ensuring that HF:

* I the leading provider of integrated solutions for the
acquisition, developrent and improvement of property in
Kenya.

* Is top of mind for anything to do with acquisition and
development of property.

= Is the feader in product innovation

* Is the leader across the property value chain as a supplier
of housing stock, financier for property purchase and
development and, a retailer and marketer

Itisimportant to note that a strategy cannol came alive without
the right people to deliver it. As you are aware, we continue 1o
take & keen interest in the welfare and training of our staff to
provide them with the right skills and motivation to deliver
the company’s goals. In 2009, we stepped up leadership and
change training for all staff in the organisation. | am happy to
report that we have seen the effects of this in a more focussed
and energetic workfarce and we look forward to seeing the fruits
ofthis in the coming year.

Thank you and best wishes

- L

Frank Ireri
Managing Birector
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Cross-over ni akaunti ya uwekaiji akiba ambayo ina sifa na manufaa
yanayomuunganisha mteja na mkopo wa nyumba [rehani).

Bidhaa Mpya

Mwaka 2003, kampuni iliendelea na mkakati wake teule wa
vongozi katika uvumbuzi wa bidhaa ambaa ni mojawapo wa
nguzo muhimu ya mkakati wety, Hadi kufikia sasa, tumezindua
bidhaa mbill muhimu ambaza ni Cross- aver na Home Freedam.
Cross-over ni akaunti ya uwekaji akiba ambayo ina sifs na
manufaa yanayomuunganisha mteja na mkopo wa nyumba
(rehani]. Huduma hil inawahamasisha wateja kuanza kuweka
akioa ili kuwa na nyumba kwa kuwatoza riba inayovutia na
kisha  kuwapunguzia maiipo ya mkopo wa rehani mara tu
wanapokuwa tayari. Zaidi ya hayo, huduma h irawapa wateja
alama kwenye akiba zac ambazo hatimaye zinaweza kutumika
kununua bidhaa za nyum bani au zawadi nyingine za kuwutia.
Tunaamini kwambs huduma ya cross-aver itaongeza idadi
Y3 watu wanaotaka mikopo ya rehani kupitia akiba zao na pia
kusaidia kuimarisha tabia ya uwekaji akiba nchini Kenya.

Home Freedam ni hudurma ya uwekaji rehani inayounganishwa
na akiba ya uzeeni. Tulizindua huduma hii kufuatia  sheria ya
serikall inayoruhusu faida inayotokana na hazina ya uzeeni
kutumiwa kama mkapo kununua nyumba. Kupitia huduma ya
Home Freedaom, mteja anaweza kutoa hadi asilimia 60 {60%)
ya faida yake ya hazina ya uzeeni kununua nyumba. Huduma
ya rehani ya Home Freedom inasimamia udhamini wa had
asilimia 115 [115%] kwa rehani ambao unajumuisha gharama
za mwisho. Huduma ya Home Fresdom inatoa nafasi nyingine
muhimu kuimarisha uafikiaji wa mkapo wa rehani nchini. Hii ni
kwa sababu, wengi wanaochukua mkopowa rehani wanavunjwa
Mmoyo na gharama za mwisho ambaza zinaweza kufikia
asilimia 20 [20%) ya gharama zote. Home Freedom ni mpango
Wa pamuoja baina ya kampuni ya British American ambaye ni
mwanahisa muhimu na mshiriki wa Housing Finance.

Nina furaha kutangaza kwamba, kwa mwaka wa pi

mfuluiizo,

Housing Finance imepokea tuza la * benki bora kwa uvumbuzi
wa bidhaa" kupitia hafla ya kuyatuza mabenki mwaka 2009
kutokana na bidhaa yake ya makao.

Wajibu wa shirika kwa jamii

Hausing Finance inazidi kujihusisha na jamii inakohudumu
kwa njia mbali mba kuwa kempuni inayowajibika kijamii,
Ushirikiano wetu na Habitat for Humanity unazidi kuendeiea
na umekuwa mshiriki wetu mkul wa wajibu kwa jamii. Habitat
for Humanity ni shirika la kidini lisilo Ja kiserikali linaiotoa

huduma zake maeneo mbali mbali nchini na linajihusisha na
ufmarishajiwa hali ya maisha kupitia makao ya kisasa kwa wale
walio katika hali ngumu. Mbali na kujihusisha na shughuli za
kawaida za ujenzi wa nyumba, kupitia ushirikiana huu, mnamo
mwaka 2009, Hausing Finance ilitoa mchango wake kwa ujenzi
wa makao kwa wakimbizi wa ndani kwa ndani maeneg ya Mai
Mahiu

kia mwito wa njaa iligatokea mapema
michango ya wafanyakazi wake na

Fia, Housing Finance
kipindi cha mwaka. Kup
mfukowa kampuni katika wajibu wake kwa jamii, tuliweza kutoa
mchango mkubwa kwa Shirika la Msalaba Mwekundu,

P kuungs mkono moyo wa utoaji na kuwashirikisha

Tutazi
maafisa wetu na jamii kwani tunasmini kwamba ni muhimy
kuwsjitikia jamii mahali tunakohudumu,

Tathmini ya kati ya mkakati

Mwaka 2009 uliadhimisha kufanyika kwa tathmin ya kati ya
mkakati wetu wa miska 5 ulioanza mwaka 2007 hadi 2011,
Halmashauri na usimamizi zilichukua nafasi hii kufanya
tathmini ya kati na pia kutwaa nafasi kufanya mpanga wa miaka

3bhadi 2012. Nina furaha kuripeti kwamba tathmini h
kuwa mpango wa mkakati unasndelea kama
tka kupitia kuimarika kwz

huku matoker yake yakidhi
mapato ambayo tumeshuhudia zaidi ya miaka mitatu iliyopita.
Tutazidi kuchunguza kwa karibu mwelekeo wa mkakati wetu
kuhakikisha kwamba Housing Finance:

* inaongoza katika maswala ya umiliki, maendeleo na

uimarishaji wa mali nchini Kenya.
* Inaongoza katika hali zote zinazohusiana na uvumbuzi wa

umiiiki na maendelec ya mali

* Inaongo7a kattka uvumbuzi wa bidhaa

* Inaongoza kote katika mlciongo wa mali kama muuzaji wa
nyumba, mdhamini kwa ununuzi wa mali na maendsleo na
mchuuzi wa reja reja.

Nimuhimu kufahamu kwamba mkakati hauwezi kufanikiwa
bila ya kuwepo kwa watu wanaofaa kuufanikisha, Kama
mnavyofahamu , tunazidi kuangazia kwa kina masiahi na
i kuwapa maarifa

utoaji mafunzo kwa wafanyskazi wetu
yanaychitajika na kuwahamisha kufanikisha malenge ya
kampuni.Mnamao 2009, tuiianzisha mafunzo ya usimamizi na
mabadiliko kwa wafaryakazi wote kwenye shirika. Nina furaha
kuripoti kwamba, tumeshuhudia athari zake kupitia timu ya
wafanyakazi wenye macno na nguvu na tunatazamia kupata
maturtda yake mwaka unackuja,

Asanteni na nawatakia kila la heri

-

Frank Ireri
Meneja Mkurugenzi

KShs (Billions)

Value af Tatal Loan Beok {Net)

2003 2004 2005 2006 2007 X008 2009
Year
Value of Good Baok
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SEATED L-R

David Maveke Head of Mortgage Sales

Winnie Kathurima-lmanyara Oirector Change & Strategy

Sam Waweru Director Finance and Administration

Julius Ngugi Head of Branch Business
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Ripoti ya Wakurugenzi

KWA KIPINDI CHA MWAKA ULIOMALIZIKA 31 DESEMBA 20083

Wakurugenzi wanafuraha kutoz ripoti ya pamoja na tagrifa ya hesabu zz pesa iliyokaguliwa katika kipindi cha mwaka viiomalizika 31 Desemba 2009,

Ripoti hii inafichua msimamo wa haii ya kundi na kampuni.

1. SHUGHULI MUHIMU
Kampuni imepewa igseni kama kituo cha kuendesha shughuli za utoaji mkopo kwa ujerizi wa nyumba chini ya sheria za benki [ kifungu nambari 488) na imejitolea
kuhimiza na kusaidia uwekaji akiba kwa watu binafsi na umma il kugharamia ujenzi wa makao.

zostawishwa na kutoa huduma za ushauri kuhusu mati.

Shughuii nyingine ndogo ni pamoja na kuuza na kukodisha nyumba

3. MGAC WA FAIDA

Wakurugenzi wanapendekeza maiipo ya mgao wa faida wa Shilingi

2. Matokeo na Makisio Desemba 31 Desemba 31
2009 2008 Milioni 115, 000, D00 (2DDE- Milioni 69, 00D, DOD]
KShs'000 KShs'000
4, WAKURUGENZI

Mapato Kwa jumia 2031024 1,533,032 Wakurugenzi waliohudumu mwaka huu wameangaziwa ukurasa
Faida kabla ya ushuru wanne.
Housing Finance Company of Kenya Limited 333,575 195,806 5. WAHASIBU
Kenya Building Society Limited ! 23 (1,037) Wahasibu wa kampuni ya KPMG Kenya wameonyesha nia yao ya
First Permanent East Africa) Limited ﬂf 7801 kutaka kuendelea na jukumu hili kwa mujibu wa kifungu nambari

159(2] cha sheria za makampuni za Kenya [kifungu nambari 486)

Faida ya kampuni kabia ya ushuru 202,670 . X o

na kwa mujibu wa sehemu ya 24 (13 ya sheria za benk! [kifungu
Ushuru (116,942} [66,243) nambar488]
Faida beada ya ushuru 234176 135,427 . KUIDHINISHWA KWA TAARIFA YA MATUMIZi YA PESA

Tearifa za kifedha zilizoko ukurasawa 28 hadi 63 ziliidhinishwa

. - 4
Jumia ya faidz ifiyowas lishwa 138.2r2 125,141 wakati wa mkutano wa wakurugenzi uiiofanyika 4 Machi 2010.
EER R 261,568 KWA AMRI'YA HALMASHAURI
Mgao wa faida uliopendekezwa T11s.000] (89,000) Katibu wa Kampuni
Mchango kwa Hazina ya serikali 104.232] 33,296)
L]

Faida iliyohifadhiwa 174,216 159,272

Imenukuliwa: 4 Machi 2010
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Corporate Governance (continued)

Risk Management Committee
This committee is composed of two non-executive Directors and the Managing

Director:

= Shem Migot-Adholla [Chairman)
+ Beatrice Sabana

= Frank Ireri

The Risk Management committee's primary responsibility is to ensure the
guality, integrity and reliability of the Group's risk management framewacrk.
The Committee reviews and assesses the integrity of the risk control systems

and ensures that the risk policies and strategies are effectively managed,

The basic principles of risk management that are followed and enforced through

ude:

the Risk Management committee i

* The Beard assumes the ultimate respensibility for the level of risks taken by
the Group and is responsible to oversee the effective implementation of the
nsk strategies;

= The organizational risk structure and the functions, tasks and powers of the
employees, committees and departmentsinvolved in the risk processes are

continucusly being reviewed to ensure clarity of their roles and

responsibilities;

* Riskissues are taken into consideration in all business decisions;

* Identified risks are reported in a transparent and timely mannerand in full te
the responsible senicr management; and

* Appropriate, effective controls exist for all processes entailing risks.

Nomination and Remuneration Committee
The members of the Nomination and Remuneration committee are:

*  Peter Munga (Chairman)

* Benson Waireg
* Franklreri

All the committee members are independent non-executive directors with the
exception of the Managing Director.

The Committee's responsibilities include:

* Reviewing the structure, size and compasition of the Board o ensure the
optimum balance of skills, knowledge and experience taking into account the
appertunities and chailenges which face the Group;

* ldentifying and neminating for the approval of the Board a suitable candidate
forany Beard vacancy which may arise;

* Monitoring the development of succession plans for the Group relating 1o
senlor executive management;

* Reviewing the emoluments of both executive and non executive Directors,

and senior management,

This Committee carries out a peer and seff-evaluation of the Board and its
committees to assess their contribution and also to ensure that there is the
requisite mix of skills and experience available 1o effectively discharge their
duties.

Credit Committee
This 1sa Board Committee comprising of four Non-Executive Directors:

« Steve 0 Mainda [Chairman]
*  David Anse
* Naftali Mogere

* Beatrice Sabana

The primary responsibi

es of the Board Credit Committee are:

Review and oversee the overall Credit policy and ensure that the risk lending
limits are reviewed annually as and when the environment so dictates;.
Deliberate and consider [oan applications beyond the limits of Management

Lending Committee;

Direct, monitor, review and consider all issues that may materially impact o
the present and future quality of the Company's credit risk management;

Ensure that the credit policy sets out acceptable levels of exposure to the

various economic sectors, currencies and maturities as well as target

markets, cation and concentration of the credit portfolio.

This is the enly Board Committee that carries out its duties without formally

constituted meetings. All the business of the Board Credit Committee is carried

out via circulation of papers and virtual meetings,

Board Strategy Committee

This committee is composed of three Non-Executive Directors and the Managing

Director.

Benson Wairegi (Chairman)
Peter K Munga
Steve D Mainda

Frank irert

The principal roles of the committee are t0:

Dversee the implementation of the Group's strategy;

Approve and participate in the annual strategy review process;
Approve all key strategic initiatives including but not limited to; appointment

of consultants, capital & revenue expenditure and investments.
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Corporate Governance (continued)

6. Major shareholders as a1 31 December 2009

Name No of shares % age sharehoiding
1 £quity Bank L1d 57.270,000 2490
2 British-American Investments Co. of Kenya Ltd 17,250,000 250
3 National Social Security Fund 15,716,448 6.83
4 Permanent Secretary Treasury 8,422,850 367
5 Ndungu Paul Wanderi 6,336,300 2.76
6 Mobicom Investments Ltd 6,000,000 2.61
7 Northbound Holdings Ltd 5,287436b 2.29
8 British American Insurance Company [Kenya) Ltd 5,169,400 2.25
9 Steel Son Limited 4,080,068 1.77
10 Nomura Nominees Ltd A/C JMM 3,621,026 158

TOTAL 129,153,528 56.16

7. Distribution of sharehoiders as at 31 December 2009

Sharehoider No. of No. of % age
[Number of shares] shareholders shares held sharehelding
1:500 9,978 2,880,739 1.25
5011,000 5,305 4,572,971 1.99
1,001-15,000 14,565 40,928,723 17280
10,001-50,000 1,071 20,672,202 B.99
50,001-100,000 89 6,539,935 2.84
100,001 - 1,000,000 75 18,196,875 791
Over 1,000,000 14 136,208,555 59.22
TOTAL 31,097 230,000,000 100%

23 2009 | ANNUAL REPORT & FINANCIAL STATEMENTS




Joy3ang

jeqgeleq nauny

J012341g butbouoyy

1134 Yue.

g yieyag
511 U0 pauBIs 31am pue OTOZ YW & UD SI0332410 JO pieog a4l

g pasosdde asam ‘anoqe pareajpul se ‘sjusLIB)E)S [BIDUERUY 34|

SIUIWINEIS [BIDUBUY 3y} JO (EACsddy

UL

SIULJ0 212 BY) LWIGIS SLIUOUL JA[SML1X3U 341 1SES| JE 10J UI3IUDI
3u108 e 3g 10u |1m Aueduwiay a1 pue dnoig a1 aA31ag 0) UDSEa)
ou BAeY pue Waouaa 3u108 & se anunuod 01 fpge s huedwoy

ay) pue dnolg 3yl J0 JUSWSS3SSE U IPRW JARY SI01DEI BY)

IDAUOY [EIDUBUY
{ewsaiuy o swiaishs ajenbape se (|am se ‘sluswialels |=1auUBLl JO
uonededasd syy ur vodn panas ag Rew yiym sprosar Bununoaoe

40 32ueuauew ay) Joy fupgisuodsal ydaaoe rayiny sioang 34

dnoug ay) 4o pue Auedwoy ayl pue dnoig ayyyo sieye [eURUY
A1 40 31EIS YL JO MBIA JTB) pLE 3nJY 2 3AIS SUSWAIELS (B IRy
ayney uouido sy yo aue sso1a211g 2y 10y saluadwo’y uefiuay
au Rg paiinbal Jsuuew ayy ui pue spiepueg uinoday |erueuy
{euoneusaIu| yum Ryuiiopuoa ur'sajewnsa pue spuawagpnl
wapnid pue 3|qeuoseas fig parloddns sanijod Buiunaaae
arendosdde Buisn paledald uaaq arsy Yolym ‘SlUSWAIELS

{enueuY renuue ayy oy fiqisuadsar ydasoe s:op3ng ay)

Ruedwon ayy
pue dnoig sy 30 uoisod [epueuly ayy Raeinase ageuosear yum

3s0[351p Y21y Spiodas Bulunooae Jadosd sdasy dnosg sy a:nsua

o Y2 SLNIWALYLS 19IINYNIR [40d

01 5101231i] 3\ sannbas 0s)e ) seafiley) Joy dnosg ay) 4o synsal
Bunesado ayy yo pue seafi [maueu) ayy §o pus ay e se fuedwo)
3 pue dnoig 3yl 40 SHEYE JO 31218 BYL J0 MBIA 1B QUR 3NIL E
aA13 Yoiym seah jenueun; ydea oy siuawaieys jepueuy asedaad

01 pauinbal ase s1010ax7 ayy 1oy sauedwon uefuay ayyJapup

"SAIURISLINGI 343 U| 3|gEu0Seal

ate 12U sajewisa uiunodde Bunjew pue 'saniod Buunoiie
ajeudoidde BuiRidde pue Bunzaas ouss 10 prey 01 3np Jay1aym
JUSWIBIEISSIU [€l3leW W0} 321 J1E 18U SIUSWSLRLS [BIDUEUY
asayl jo uonewuasald pue uonesedaid ayy 0y JueA3| 31 j0LED
(ewsaul Buluiejulew pue Bunuawadwr ‘SuiuBisap ‘sajueisunaig
313 Ul suaWRIRLS (BueUy aY) Bunuasasd pue Bupedaid soy

srseq s|qeidadne ue st £ A10N Ul paquasap Bununoie jo siseq

3y 1eu Buiujuuaiap sapnjau Rupgisuodsal siowang sy

'sarou Fuojeuedxa sauio pue sanijod Buyunoaae

weayiudis jo fuewuins e pue ‘papusa uayl seaf 3yl 1oy smoy
Yse340 Jswaes pue funba ursadueys jo Juawaiels ‘auwiodu
aaisugyasdwio yo wawanels sdnaig al pue ‘{o0g 2quadag 1€
1e fuedwiog syi pue dnasg ayy yo suonsod [2I3uBLY J0 WBLIBIELS
ayy asudwoa yaym pg 01 g7 saded uo 1no 135 panwr ehuay

40 fueduioy asueury Busnoy Jo siuawaiels |eDueuy ay) jo

voneuasasd pue uonesedasd ay) 1oy 3|qisuodsa. axe S1010341Q IuY)

LY16002

b00Z ¥38W3330 TE QIANT ¥V3IA IHL HO4

SaNIqISuUodsay S,4012341( JO JUSWEIS



Taarifa kuhusu wajibu wa Wakurugenzi

Wakurugenzi wana wajibu wa kuandaa na kutangaza taarifa
kuhusu matokeo ya fedha ya Housing Finance Company of Kenya
Limited kama ilivyofafanuliwa kupitia ukurasa wa 28 hadi 63
ambao unajumuisha taarifa kihusu hali ya fedha ya kampunina
kundi kufikia 31 Desemba 2009. Pia ingjumuisha taarifa ya kina

kuhusu mapatg, makadiliko kuhusu umiliki pa mtiririko wa pesa

katika kipindi cha mwaka uliomalizika na muhtasari kuhusu sera

maalumu 7a uhasibu na vidokezo vingine vinavychitaji ufafanuzi.

Wajibu wa wakurugenzi unahusu: kufanya uamuzi kwa mujibu
wa taratibu za uhasibu kama ilivyofafanukiwa kupitia vidokezo
nambari tatu kuwa vinakubalika kwa maandalizi na uwasilishaji
wa taarifa za matumizi ya pesa kwa njia ya ; kuandaa, kuzindua
na kuhifadhi udhi
ha taarifa hizi za fedha ambazo hazitakuwa danganyifu

i wa ndani ambao ni muhimu kutayarisha na

kuwas
iwe ni kwa hila au makaosa ; kuteua na kutumia sera zinazohitajika

za uhasibu na kutoa makadirio ya maana ya pesa.

Chini ya Sherta za Makampuni za Kenya, wakurugenzi
wanahitajika kuandaa ripoti ya uhasibu kwa kila kipindi cha
mwaka cha matumizi ya pesa ambayo itatoa sura kamili ya hali
ya kundi na kampuni na pia matokeo ya uendeshaji ya kundi. Pia,
inawahitaji wakurugenzi kuhakikisha kwamba kundi linahifadhi
ya kifedha.

vyerna rekod: zinazofichua hali ha

KWA KIPINDI CHA MWAKA ULIOCMALIZIKA 31 DESEMBA 2009

Wakurugenzi wanakubali kuwajibikia matekeo ya kifedha ya
kampuni ambayo yametayarishwa kwa kutumia sera za uhasibu
na kuungwa mkono na uamuzi wa busara na wa maana na
makadirio kwa kufungamana na viwango vya kimataifa vija
kuripoti matokeo ya fedha na kwa njia ambaye inakubalika

na shetia za makampuni za Kenya. Wakurugenzi wana imani
kwamba matckeo ya fedha ni ya kweli kuhusu hali ya kifedha ya

kundi na kampuni pamoja na shughuli za uendeshaji.

Zaidi ya hayo wakurugenzi jukumu la uhifadhi wa rekodi za
uhasibu ambaze zinaweza kutegemewa wakati wa matayarisho

ya taarifa na pia usimamizi wa ndani wa fedha.

Wakurugenzi wamefanya tathmini yao kuhusu uwezo wa kundi
na kampuni kuendelea na shughuli zake na hawana kikwazo
chochote kuamini kwamba Kundi na Kampuni hazitaweza
kutekeleza majukumnu yake kwa kipindi cha miezi 12 ijayo

kuanzia siku ya kutolewa kwa taarifa hii.
Kuidhinishwa Kwa Taarifa za Fedha
Taarifa za matumizi ya pesa zilizoonyeshwa hapo juu zilipitishwa

na Halmashauri ya Wakurugenzi 4 Machi 2009 na kutiwa sahihi

kwa niaba yake na;

Frank Ireri

-—

Meneja Mkurugenzi

Kung'u Gatabaki

Mkurugenzi
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Ripoti ya Wahasibu wa kujitegemea

Kwa wanachama wa Housing Finance Company of Kenya Limited

RIPOTI KWA WANACHAMA WA HOUSING FINANCE COMPANY OF KENYA LIMITEQ
KUTOKA KWA WAHASIBU WA KUJITEGEMEA

Tumefanya ukaguzi wa taarifa za matumizi ya pesa ya kundi, za Housing
Finance Company of Kenya Limited kama ilivyofafanuliwa kupitia ukurasa
wa 28 hadi 63. Taarifa hii inahusisha hali ya kundi na kampuni kufikia 31
Desernba 2009 na taarifa ya kina ya mapato , mabaditiko ya umiliki wa hisa
na mtiririko wa pesa katika kipindi cha mwaka uliomalizika na pia muhtasari
wa sera muhimu za uhasibu na ufafanuzi wa vidokezo vingine.

Wajibu wa Wakurugenzi Kuhusiana na Taarifa za Matumizi ya Pesa

Kama ifivyofafanuliwa kupitia ukurasa wa 25, wakurugenzi wana wajibu wa
kuandaa na kutoa ripoti isiyopendelea kuhusu taarifa hii ya matumizi ya pesa
kwa mujibu wa viwango vya kimataifa. Wajibu huu unahusu; kutayarisha,
kuzindua na kuhifadhi usimamizi na udhibiti wa ndani unaohitajika
kutayarisha na kuwasilisha taarifa ya matumizi ya fedha isiyodanganyifu iwe
ni kutokana na hila, makosa, ubaguzi na kutumia sera hitajika za uhasibu na
kufanya makadirio ya maana kwa hali zake.

Wajibu wa Wakaguzi wa Fedha

Wajibu wetu ni kutoa maoni kuhusu taarifa hii ya matumizi ya pesa kwa
mujibu wa ukaguzi wetu. Tuliendesha zoezi letu la ukaguzi kwa mujibu wa
viwango vya uhasibu vya kimataifa. Viwango hivyo vinatuhitajl kuafikiana
na mahitaji fulani ya kimaadili, kupanga na kuendesha ukaguzi wa hesabuili

KWA KIPINDI CHA MWAKA ULIOMALIZIKA 31 DESEMBA 2009

kupata uhakika wa maana kuthibitisha kwamba taarifa ya matumizi ya pesa kwa mujibu wa ukaguzi wetu wa hesabu kwamba;

haina udanganyifu wowote.
i] Tumepata maelezo yote na fafanuzi ambazo kwa uwezo wetd tunaamini

Ukaguzi wa pesa urahusu kufyata taratibu kubainisha ushahidi kuwa zifikuwa muhimu kuhusiana na ukaguzi huu;

unaohusiana na viwango na fichuzi zilizoko kwenye taarifa ya matumizi ya i) Kwa maoni yetu, kundi fimehifadhi vyema rekodi zake za hesabu kama
pesa. Hatua zilizochaguliwa zinategemea hukumu yetu ikiwemo tathmini inavypashiriwa kupitia ukaguzi wa vitabu hivyo;na

ya hatari ya kutoa taarifa isiyo sahihi ya kifedha iwe ni kutokana na hila iii] Taatifa ya fedha kuhusiana na hali ya kampuni inakubaliana na ile ya
au makosa. Wakati wa kufanya tathmini kuhusu hatari hizo, tunazingatia vitabu vya hesabu.

usimamizi wa ndani ambao ni muhimu kuandaa na kuwasilisha taarifa ya
matumizi ya pesa ifiyo ya haki lakini si kwa madhumuni ya kutoa maoni.

Ukaguzi wa pesa pia unahusu kufanyia tathmini matumizi ya sera za pesa

zilizotumika na uhalisi wa maana wa makadirio yaliyotumiwa na wasimamizi E 3. $
pamoja ha uwasilishaji wa jumla wa taarifa.

Turaamini kwamba ushahidi kuhusu ukaguzi wa pesa ambao tumepata

unatosha na unafaa kusimamia msingi wa maoni yetu.
Maoni

Kwa maoni yetu, taarifa za matumizi ya pesa zinatupatia hali halisi ya
mtazamo wa fedha wa kundi na kampuni kufikia 31 Desemba 2009 na
matokeo ya fedha ya kundi na miiririke wa pesa katika kipindi hiki kwa
mujibu wa viwango vya kimataifa na sheria za makampuni za Kenya.

KPMG KENYA, CERTIFIED PUBLIC ACCOUNTANTS
Ripoti Kuhusu Mahitaji Mengine ya Kisheria S.L.P. 40612 NAIROBI

Tarehe: 4 Machi 2D1D
Kama inavyohitajika kupitia sheria za makampuni za Kenya, tunaripoti kwenu
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Consolidated Statement of Financial Position

Assets

Cash and bank balances

Placements with other banks
Investment in Gavernment securities
Mortgage advances to customers [Met]
Other assets

Housing development projects
Praperty and equipment

Prepaid operating lease rentals
Intangible assets

Qeferred tax asset

Tax recoverable

TOTAL ASSETS
LIABILITIES

Customers’ deposits
Other liabilities

Tax Payable

Loans fram banks
SHAREHOLDERS' EQUITY
Share capital

Reserves
Shareholders' income notes and loans

TOTAL LIABILITIES AND
SHAREHOLDERS' EQUITY

Note
15

18
17[a)
20
21
22(a)
23
24
25(al

27
28

29

30

31

2009
Kshs'000

319,639
2,106,419
509,507
14,495,208
83,203
20,130
580,907
49,25/
4,146
70,043

18,239,358

12,219,449

220,444
0ot
1,200,000

14,165,983

1150000
2972626
50,750

18,239,359

2008
KShs'000

186,896
2,585,603
478,534
10,414,658
118,474
20,130
349,856
49,900
9,520
65,022
15,615

14,294,368

10,063,830
178,122

400,000

10,641 952

1,150,000
2,451,666
50,750

3,652,416

ST

14,294,368

The notes set out on pages 34 to 63 form an integral part of these financial statements.

AS AT 31 DECEMBER 2009

The financial statements set out on pages 28 to 63 were
approved by the Baard of Directors on 4 March 2010
and were signed an its behalf by:

Frank Iren

- ¥

Managing Directar

David Ansell

SA. fun—

Director

Kung'u Gatabaki

Chairman

Joseph Kania

Campany Secretary
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Consolidated Statement of Cash Flows

FOR THE YEAR ENDED 31 DECEMBER 2009

2009 2008

Note KShs'000 KShs'000
Net cash flows from operating activities 32{a) {2B5,520] [?38,715])
INVESTING ACTIVITIES
Purchase of property and equipment [11.801) (19,337)
Proceeds from sale of equipment g0 912
Purchase of intangible assets R 261
Net cash flow from investing activities 11,721 (18,686])
FINANCING ACTIVITIES
Dividend paid [69,000] (28,750)
Proceeds from rights issue - 2,098468
Net cash flow from financing activities (59,0G0]) 2,069,718
Net {decrease)/increase in cash
and cash equivaients 32{b) (346,241 1,311,317

The notes set out on pages 34 to 63 form an integral part of these financial statements.
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Company Statement of changes in Equity

FOR THE YEAR ENOEO 31 OECEMBER 2009

Share Revaluation Share Proposed Statutory Retained
capitai reserve premium dividends reserve profits Total

KShs’000 KShs’000 KShs'000 KShs'000 KShs'000 KShs'000 KShs'000
At 1 January 2008 575,000 193,418 25,705 28,750 447,507 138,838 1,409,218
Tatal comprehensive
income for the period
Net profit after taxation - - - - - 131,620 131,620
Transfer to statutory reserve - - - - 33,296 [33,296]) -
Tatal comprehensive income - - - - 33,296 98,324 131.620
Transactions with owners,
recorded directly in equity
Rights issue 575,000 - 1,523,4b8 - - - 2,098,468
Dividend paid - - . (28,750} . - (28,750)
Proposed dividends - - - 69,000 - (69,000} -
Total transactions with owners for the year 575,000 - 1,523,468 40,250 - (69,000) 2,069,718
Balance as at 31 December 2008 1,150,000 193,418 1,549,173 69,000 480,803 168,162 3,610,556
Total comprehensive income for the period
Net profit after taxation . - - - - 236,141 236,141
Revaluation surplus - 255,784 - - - - 255,784
Transfer to statutory reserve - - - - 104,232 [104,232) -
Total other comprehensive income - 255,784 - - 104,232 131,909 491,928
Transactions with owners,
recarded directly in equity
Dividend paid - - - [ 69,000} - - {69,000}
Proposed dividends - - - 115,000 - (115,000} -
Total transactions with owners for the year . - - 46,000 - [115,000) [69,000]
Balance as at 31 December 2009 1,150,000 449,202 1,549,173 115,000 585,035 185,071 4,033,481

The notes set out on pages 34 10 63 form an integral part of these financial statements.
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Notes to the Financial Statements

(e] Use of estimates and judgements

The preparation of financial statements requires management to make
judgements, estimates and assumptions that affect the application of
accounting palicies and the reported amounts of assets, iabilities, incames

and expenses. Actual results may differ from these estimates.

Estimates and underlying assumptions are reviewed on an ongoing basis.
Revigions to accounting estimates are recognised in the year in which the

estimate is revised and in any future periods affected.

In particutar, information about significant areas of estimation and critical
judgements in applying accounting policies that have the most significant
effect on the amount recognised in the financial statements is described in

Nate B.
3. SIGNIFICANT ACCOUNTING POLICIES

The accounting palicies set out below have been applied consistently to
all periods presented an these finantial statements and have been applied

consistently by the Group.
(a) Consclidation principles

The consalidated financia! statements comprise the financial statements
af the parent company and its subsidiaries made up to 31 December 2009,
Subsidiaries are entities controlied by the company. Control exists when

the company has pawer, directly or indirectly, to govern the financial and

FOR THE YEAR ENDED 31 DECEMBER 2009

operating policies so as to obtain benefits from its activities. In assessing
contro!, potential voting right that presently are exercisable are taken inta

account. A listing of the subsidiaries is set outon Note 18,

[b) Revenue recognition

Income is recagnised on an accrual basis.

{il Interest

Interest income and expense are recognised in the statement of
comprehensive income using the effective interest method. The effective
interest rate is the rate that exactly discounts the estimated future cash
payments and receipts through the expected life of the financial asset of
fiabitity (or, where appropriate, a shorter petiod] to the carrying amount
of the financial asset or liability. The effective interest rate is established

on initial recognition of the financial asset and liability and is not revised

subsequently.

The calcutation of the effective interest rate includes all fees paid or received,

transaction costs, and discounts or premiums that are an integral past of
the effective interest rate. Transaction costs are Incremental costs that are

directly attributable ta the acquisition, issue or disposal of a financial asset

ty.

orlia

Interest income and expense presented in the statement of comprehensive

income include:

+ interest on financia! assets and ies at amortised cost on an
effective interest rate basis;

« interest on avaitable-for-sale investment securities on an effective
interest basis; and

« interestincome and expense on alf trading assets and fiabilities are
considered ta be incidental to the Group's trading operations and are

presented together with all other changes in the fair vatue of trading

ies in net tr

assets and liabi ing income.

{ii} Fees and commission incame

Fees and commission income that are integra! to the effective interest
vate on a financial asset ar liabifity are included in the measurement of the

effective interest rate.

Dther fees and commission income, including account servicing fees, are

recognised as the related services are performed.
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Notes to the Financial Statements

3. SIGNIFICANT ACCOUNTING POLICIES [Continued)
(g) Employee benefits [Continued)

{i] Employee Retirement Benefits Pian - Continued

Contributions are determined by the local statute and the Group’s
contributions are charged to the statement of comprehensive income in
the year to which they relate. The Group has no further chligation once the
contributions have been paid.

{ii] Employee Shore Ownership Plan [ESOP]

Approval to establish an ESOP was given by the shargholders on 26 July
2006. The necessary steps have been taken to operationalise it.

{iii] Accrued leove

Accrual for annual leave is made as employees earn it and reduced when

taken.
{iv] Termination benefits

Termination benefits are recognised as an expense when the Groupis
demonstrabiy committed, without realistic possibifity of withdrawal, to a
formal detailed plan to either terminate employment before the normal
retirement date, or 0 provide termination benefits as a result of an offer
made to encourage voluntary redundancy. Termination benefits for voluntary
redundancies are recognised if the Group has made an offer of voluntary
redundancy, it is probable that the offer will be accepted, and the number of
acceptances can be estimated reliably.

FOR THE YEAR ENOEO 31 OECEMBER 2009

{v] Short-term benefits

Short-term employee benefit obligations are measured on an undiscounted
basis and are expensed as the related service is provided.

Aprovision is recognised for the amount expected to be paid under short-
term cash bonus or profit-sharing plans If the Group has a present legal
or constructive obligation to pay this amount as a result of past service
provided by the employee and the obligation can be estimated refiably.

{h] Taxotion

Tax on the operating results for the year comprises the current charge and
change in deferred tax. Current tax is provided on the results in the year as
shown in the financial statements adjusted in accordance with tax legislation.

Deferred tax is provided using the statement of financial position fiability
method on all temporary differences between the carrying ameunts for
financial reporting purposes and the amounts used for taxation purposes,

except differences relating to the initial recognition of assets and liabilities

which affect neither accounting nor taxable profit.

Deferred tax is calculated on the basis of the tax rates currently enacted.
Deferred tax assets refating to the carry forward of unused tax losses are
recognized to the extent that future taxable profit is expected to be available

against which the unused tax losses can be utilized.

Deferred tax assets are reduced to the extent that itis no fonger probable that
the related tax benefit will be realized.

{i] Cash ond cash equivalents

Cash and cash equivalents inctude notes and coins on hand, and highly liguid
financial assets with original maturities of less than three months, which are
subject to insignificant risk of changes in their fair value, and are used by the

Group inthe management of its short-term commitments.

Cash and cash equivalents are carried at amortised cost in the statement of

financial position.
{i] Finoncigl assets ond liabilities
{il Recognition

The Group initially recognises loans and advances, deposits and debt
securities on the date at which they are originated.

Purchases and sales of financial assets are recognised on the trade date at
which the Group commits 1o purchase or sell the asset.

A financia! asset or liability is initially measured at fair value plus (for an itern
not subsequently measured at fair value through profit or loss ] transaction

costs that are directly attributable to its acquisition or issue.

{ii] Classification

The Group classifies its financial assets in the following categories: financial
assets at fair value through profit or loss; loans and receivables; held-to-
maturity investments; and available-for-sale financial assets. Management
determines the classification of its investments at initial recognition,
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Notes to the Financial Statements

3. SIGNIFICANT ACCOUNTING POLICIES [Continued)
{j] Financial assets and fiabifities [cantinued)

i] Iidentification and measurement of impairment of financial aasets -
cantinued

In assessing collective impairment the Group uses statistical modelling

of historical trends of the probability of default, timing of recoveries and

the amount of less incurred, adjusted for management's judgement as to
whether current economic and credit conditions are such that the actual
losses are likely to be greater or less than suggested by historical modelling.
Default rate, loss rates and the expected timing of future recoveries are
regularly benchmarked against actual outcomes to ensure that they remain

appropriate.

Impairment losses on assets carried at amortised cost are measured

as the difference between the carrying amount of the financiai assets

and the present value of estimated cash flows discounted at the assets’
original effective interest rate. Losses are recognised in the statement of
comprehensive income and reflected in an allowance account against joans
and advances. Interest on the impaired asset continues to be recognised

through the unwinding of the discount.

When a subsequent event causes the amount of impairment less to
decrease, the impairment loss is reversed through the statement of

comprehensive income.

impairment losses on available-for-sale investment securities are recognised
by transferring the difference between the amortised acquisition cest and

current fairvalue out of equity to the statement of comprehensive income.

FOR THE YEAR ENDED 31 DECEMBER 2009

When a subsequent event causes the amount of impairment [oss cnan
available-for-sale debt security w0 decrease, the impairment loss is reversed

through the statement of comprehensive income.

However, any subsequent recovery in the fair value of an impaired
available for-sale equity security is recognised directly in equity. Changes
in impairment provisions attributabie 10 time value are reflected as a

cornponent of interest income.
{iv] Derecognitian

The Group derecognises a financial asset when the contractual rights to the
cash flows from the financial asset expire, or when it transfers the rights to
receive the contractual cash flows on the financial asset in a transactionin
which substantially al} the risks and rewards of ownership of the financial
asset are transferred. Any interest in transferred financial assets thatis

created or retained by the Group is recognised as a separate asset or liability.

The Group derecognises a financial iiability whenits contractual otligations

are discharged or canceiled or expire.

The Group enters into transactions whereby it transfers assets recognised on
its statement of financial position, but retains either ali or substantially all of
the risks and rewards of the transferred assets ora portion of them. if ali or
substantially all risks and rewards are retained, then the transferred assets
are not derecognised from the statement of financial position. Transfers of
sks and rewards include, for

assets with retenticn of all or substantialiy al

example, securities iending and repurchase transactions.

{k} impairment far nan-financiol assets

The carrying amounts of the Group’s non-financiai assets, cther than deferred
tax assets, are reviewed at each reporting date to determine whether there
is any indication of impairment, If any such indication exists then the assets’

recoverable amount is estimated.

An impairment i0ss is recognised if the carrying amount of an asset or its
cash-generating unit exceeds its recoverable amount. A cash-generating
unitis the smailest identifiable asset group that generates cash flows that
largely are independent from cther assets and groups. impairment losses are
recognised in the statement of comprehensive income. impaimmentiosses
recognised in respect of cash-generating units are allccated first to reduce
the carrying amount of any goodwill aliccated te the units and then to reduce
the carrying amount of the other assets in the unit (group of units} on a

pro-rata basis.

The recoverable amount of an agset or cash-generating unit is the greater of
its value in use and its fair value less costs to seli. in assessing value in use,
the estimated future cash flows are discounted te their present value using
a pre-tax discount rate that reflects current market assessments of the time

vaiue of meney and the risks specific to the asset.
{1} Segmental reparting

An opesating segment is a component of the Group that engages in business

activities from which it may earn revenues and incur expenses, including
revenues and expenses that relate to transactions with any of the Group's

other components.
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4. FINANCIAL RISK MANAGEMENT (Continued]

All these principles are enshrined in the newly adopted risk management
framework. Itis further supplemented by specific guidelines for measuring
and monitoring individual risk types as issued by the CBK Risk Management

Guidelines.

The section below provides details of the Group's exposure to various risks
and describes the methods used by management to control risk. The mast
important types of financial risks to which the Group is exposed are credit
risk, liquidity risk and market risk mainly interest risk and operational risk.
{i} Credit risk

Credit risk is the current or prospective risk To earnings and capital arising
from an obligor’s failure ta meet the terms of any contract with the company
or if an obligor otherwise fails to perform as agreed.

Management of credit risk

The Group is subject to credit risk through its lending and investing activities.

Credit risk is the Group's largest risk and considerable resources, expertise

and controls are devoted to managing it and comprehensive strategies,

The Board provides effective oversight of the overall credit portfolio through
the Board Credit Committee [BCC). This committee is the decision making
body with responsibility for loans that exceed the scope of authority of the

es and procedures have been developed to effectively manage this risk.

Notes to the Financial Statements

FOR THE YEAR ENDED 31 DECEMBER 2009

management lending committee. Acting on the basis of the powers granted
10 it by the Board, the BCC decides on the overal! lending limits for the Group
and approves the credit risk strategies 1o be adopted.

The campany has adequate Board approved Credit Policies which are
reviewed annually and which cover all aspects of credit risk management
(mortgage origination, analysis and appraisal, acceptable co ateral, approval

authorities and non-performing loan management).

At the management leve!, there is a Credit Risk Department staffed with
highly skilled personnel who ensure credit risks are identified and mitigated.
Within this department there is a fully fledged mortgage recoveries and
rehabilitation unit with the responsibility of formutating workout solutions

and restructuring mortgages in distress.

The Group’s primary exposure to credit risk arises through its mortgage
advances to customers. The amount of credit exposure in this regard

is represented by the carrying amounts of the assets on the statement
of financial position. The Group is also exposed to credit risk on debt
investrments. The current credit exposure in respect of the instruments is

equal to the carnying amount of these assets in the statement of financial

posi

The risk that counterparties to instruments might default on their obligations
is monitored on an ongoing basis. To manage the level of credit risk, the
Group deals with counterparties of good credit standings and obtain

collateral.

The Group aiso monitors concentration of credit risk that arises by customer

in relation to mortgage advances to customers. The Group has no significant

exposure to any individual customer or counterparty.
Impaired mortgage advances

Impaired loans and securities are loans and advances for which the Group
determines that it is probable that it will be unable to collecta principal and
interest due according to the contractual terms of the laan. These loans are
graded as substandard to loss categories in the Group's internal credit risk

grading system.
Past due but not impaired mortgages

Past due but not impaired loans are those for which contractual interest or
principal payments are past due but nat for mare than three months and

the Group beligves that impairment is not appropriate an the basis that in

the Group's assessment the total outstanding balances are recoverable and
the level of security / collateral available and / or the stage of collection of
amounts owed to the Group is adequate. Any amounts past due for mare than

three months are considered impaired.
Mortgages with renegotiated terms
Mortgages with renegotiated terms are mortgages that have been

restructured due to deterioration in the barrawer’s financial position and

where the Group has made concessions that it would not otherwise consider.

A1 20091 ANNUAL REPORT & FINANCIAL STATEMENTS
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Notes to the Financial Statements

FOR THE YEAR ENOEO 31 OECEMBER 2009

4. _"_z>zn_>_.=__m.nz>z>mmzmz.qHnu...z::mﬁ
[i} Credit risk{ Continued}

{ii} Liquidity risk in addition the Group holds a portfolio of liquid assets as part of its liquidity
risk management strategy.

Liquidity risk is the current or prospective risk 10 earnings and capital arising

An estimate of the fair values of co ateral against loans and from the institution's failure to meet its maturing obligations when they fall Expaosure to fiquidity risk
advances to customers is shown below: due without incurring unacceptable losses.
The key measure used by the Group for managing liquidity risk is the
2009 2008 The Group’s approach 10 managing liguidity is to ensure, as far as possible, ratio of net liquid assets to deposits fram customers. For this purpose net
KShs'GGD KShs'000 that it will always have sufficient liquidity 1o meet its liabilities when due, liquid assets are considered as including cash and cash equivalents and
under both normal and stressed conditions, without incurring unacceptable investment securities for which there is an active and liquid market less any

Against impaired accounts 2067062 2,112,110 losses or risking damage 10 the Group's reputation. deposits from banks, other borrowings and commitments maturing within
Against accounts not impaired 23,894 606 20,672,650 the next month. Details of the reported Group ratio of net liquid assets to

30,981,668 22,784,760 To »:_m.mga_ there is a Board approved policy to m:.mn:.éf manage liquidity cugtomers’ deposits at the reporting date and during the reporting period

| S at all times to meet morigage demand and deposit withdrawals, regulatory were as follows:

requirements (liquidity ratio), unexpected outflow / non-receipt of expected
inflow of funds as well as ensure adequate diversification of funding sources.
The Asset & Liability Committee [ALCO] undertakes statenent of financial

Details of financial and non-financial assets obtained by the Group . . .
position liquidity management and scenario analysis as per the policyona 2009 2008

during the year by @king possession of coliateral held against loans bi-weekly basis.

and advances held at the year end are shown below:

At 31 December 239 30.40%
The Broup has access to a diverse funding base. Funds are raised mainly Average for the period 55 (% 2735%
d i [ . Thi fundi ihil ;
*.a_..: eposits, share capital and loans. This enhances funding flexibility, Waximurm for the period 2B 40.09%
2009 2008 fimits dependence on any one source of funds and generally lowers the . . o
. . o ) Minimurn fer the period 23.9% 15.58%
KShs'00D KShs'000 cost of funds. The Group strives tomaintain a balance between continuity of
funding and flexibility through the use of liabi ies with a range of maturities.
Properties 30,861,668 22,784,760 The Group continually assesses liquidity risk by identifying and monitoring

changes in funding required 1o meet business goals and targets set interms

\ L . L . of the overall cormpany strategy.
The Group's policy 1sto pursue timely realisation of the collateral in

an orderly manner. The Group generally does not use the ron-cash
collateral for its awn operations.
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Notes to the Financial Statements

4. FiNAMCIAL RISK MANAGEMENT [Continued)

if) Liquidity risk {continued]

FOR THE YEAR ENDED 31 DECEMBER 2009

31 December 20D8:
Due on Due within Due between 3 Due between Due after
demand 3 months and 12 months 1and Syears 5 years Total

KShs000 KShs 000 KShs’D00 KShs'000 KShs’DDD KShs’000
Financiai assets
Cash balances 186,896 - . . - 186,895
Piacements with other banks 536,438 1,349,165 700,000 - - 2,585,603
investment in Government securities - - 8,594 470,060 - 478,554
Net martgage advances to customers - 251,650 1,540,278 1,549,587 7,073,743 10,414,658
Total 723,334 1,600,215 2,248,872 2,018,587 7,073,743 13,665,751
Financial liabitities
Customer deposits . 4,284,193 1,216,189 3,230,285 1,333,163 10,063,830
Loan from Bank . 400,000 - . . 400,000
Government income notes . - . - 50,750 50,750
Total - 4,684,193 1,216,189 3,230,285 1,383,913 10,514,580
Unrecognised mortgage commitments . 1,204,450 1,408,967 - - 2,613,417
At 31 December 2008 723,334 {4,288,428) [376,284] [1,210,698) 5,689,830 537,754

{iii] Marketrisk
Management of market risk

Market risk is the risk that changes in market prices, such as interest

rate and foreign exchange rates will affect the Group’s income or the

value of its holdings of financial instruments. The abjective of market

risk management is 1o manage and control market risk exposures within
acceptable parameters, while optimising the return on risk. Qverali autharity

for market risk is vested in ALCO. ALCO is respansihle for the development
of detailed risk management policies and for the day-to-day review of their
implementation.

Exposure to interest rate risk

The principal risk 10 which financial assets and liabflities are exposed is
the risk of loss from fluctuations in 1he future cash flows or fair values of

financial instrument because of a change in market interest rates. Interest

rate risk is managed principally through monitaring interest rate gaps and by
having pre-approved limits for repricing bands. ALCO is the monitoring body
for compliance with these limits and is assisted by Risk Management in its
day-ta-day monitoring activities.

The 1able below summarises the exposure ta interest rate risks. Included in
the table below are the Group’s assets and liabilities at carrying amaunts,
r of contractual repricing ar maturity dates:

categorized by the ea
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Notes to the Financial Statements

FOR THE YEAR ENDED 31 DECEMBER 2009

4. FiNANCIAL RiSK MANAGEMENT (Continued)

i} Market risk {continued]

31 Decernber 20D8:
Average Dueon Due within Due between 3 Due between Due after
interest rate demand 3 months and 12 months 1 and 5 years Syears Total
% KShs'DDD KShs ‘DOC KShs'DOD KShs'000 KShs'DDD KShs'000
Financiai assets
Cash balances 186,896 - - - - 186,896
Placements with other banks 536,438 1,349,165 »00,000 - - 2,585,603
Investment in Government securities - - 8,594 470,000 - 478,594
Net mortgage advances to customers . 251,050 1,540,278 1,549,587 7 D73,743 10,414,658
Total 723,334 1,600,215 2,248,872 2,019,587 7,073,743 13,665,751
Financial iiabliities
Customer deposits 5.09 - 4,284,193 1,216,189 3,230,285 1,333,163 10,063,830
Loan from Bank 11.57 - 400,000 . - - 400,000
Government income notes 8.25 - - - - 50,750 50,750
Tetai : 4,684,193 1,216,189 3,230,285 1,383,913 10,514,580
Unrecegnised mertgage cemmitments - 1,204,450 1,408,967 - - 2,613,417
At 31 December 2008 723,334 (4,288,428) (376,2B4) [1,210,698) 5,689,830 537,754
Sensitivity analysis interest rate risk 26.211 million} higher arising mainly as a result of an increase in the fair 25.728 million {2008 — KShs 25.140 million] fower, arising mainly as a result
value of fixed rate financial assets classified as held tomaturity. ofa decrease in the fair value of fixed rate financial assets classified as held
At 31 December 2009, if interest rates at that date had been 100 basis points to maturity.
lower with all ather variables held constant, pre-tax prefit for the year would If interest rates had been 10D basis points higher, with all other variables held
have been KShs 50.43B million [200B — KShs 37445 million) higher arising constant, pre-tax profits would have been KShs 36.754. million [2008 - KShs Profit is more sensitive to interest rate decreases than increase because of
rnainly as a result of lower interest expense on varable borrowings, and other 35.914 million] lower, arising mainly as a result of higher interest expense on borrowing with capped interest rates. ‘
companents of equity would have been KShs 35.307 million (2008 — KShs variable borrowings and other components of equity would have been KShs
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Notes to the Financial Statements

FOR THE YEAR ENDED 31 DECEMBER 2009

4. FINANCIAL RISK MAMAGEMENT [Continued) 5. OPERATING SEGMENTS
it} Market risk {cantinued} The Group is arganised in two main reporting segments: Mortgages and
The company’s regulatory capital position as at 31 December was as follows: Deposits mobilisation. This is based on the Group’s management and internal
reporting structure. The mortgage segment is further spl it between Retail
2009 2008 martgages, Schemes mortgages and Projects, while depesits mobilisation
KShe'000 KShs'000 segment is further split between Retail deposits and Corporate deposits.
Tier 1 capital .
Ordinary share capital 1,150,000 1,450,000 The foliowing summary describes the operations of each Group's reportable
Share premium 1549173 1,549.173 segment;
Retained earnings 185,071 168,162
« Retail mortgages: This segment is mainly responsible for sourcing
2 584,244 2 867335 qmmam:,:m_ mortgages for :&E&cmu owner occupiers and it forms the major
Tier 2 capital propertion of the mortgage lending of the Group.
Collective allowances far impairment 116,004 88,459 + Schemes mortgages: This segment is mainly responsible for arranging
Qualifying subordinated liabilities 163,051 89105 corporate mortgage packages with empioyers such that the employees of
the participating companies can enjoy preferential interest rates on their
209,065 187,564 mortgage loans.
= Projects: This segment provides lending to property developers
Total regulatary capital 3,163,299 3,054,899 for construction. This includes construction of residentiat houses for
. sale, construction of office blocks, schools, hospitals and other related
Risk weighted assets 9,280,302 7.076,724 infrastructure.
« Retail Daposits: This segment plays a critical rale In the operations of the
Capital ratios 2009 2008 Broup by sourcing for deposits from retail customers which are then used to
Total regulatory capital expressed as a finance the Group's martgage products.
percentage of total risk-weighted assets 43.17% » Corporate Deposits: This segment is respensible for sourcing for deposits
from corporate crganizations.
Total tier 1 capital expressed as a
Percentage of risk-weighted assets 31.08% 40.52%
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OPERATING SEGMENTS [Continued)

Reconciliations of reportabio segmont revenues, profit
or loss, assets and liabiiities.

Net interest income
Total netinterest income for reportable segments
Other interest income adjustments

Consolidated net interest income

Non interest income

Total non interest income for reportable segments
Other non interest income

Consolidated non interest income

Profit or loss

Total profit or loss for reportable segments

Other profit or loss

Consolidated profit before income tax

Assets

Total assets for reportable segments

Other assels

Consolidated total assets

Liabilities

Total liabi
Other liabi

ies for reportable segments
ies

Consolidated total lisbilities

2009
KShs'000

1,14/441
102

1140543

208,41
18131

13247240
8128/

2008
KShs000

830,587
131

194 416
19,208

14,330,495
36,1¢7

14,294,368

T A

10,714,938
[72,987]

10,641,952

e il Bl

Notes to the Financial Statements

FOR THE YEAR ENDED 31 DECEMBER 2009

6. USE OF ESTIMATES ANO JUOGEMENTS

Allowances for credit iosses

Assets accounted for at amortised cost are evaluated for impairmenton a

basis described in accounting poticy 3(j)[ii].

The specific counterparty component of the total allowances for impairment
applies to financial assets evaluated individually for impairment and is
based upon management’s best estimate of the present value of the cash
flows that are expected to be received. In estimating these cash flows,
management makes judgements about counterparty’s financial situation
and the net reatisable value of any underlying collateral. Each impaired asset
is assessed on its merits, and the workout stratepy and estimate of cash
flows considered recaverable are independently appraved by the Credit Risk

function.

Collectively assessed impairment allowances cover credit losses inherent in
portfolios of loans and advances and held-to-maturity investment securities
with similar credit risk characteristics when there is objective evidence to
suggest that they contain impaired loans and advances and held-to-rmaturity
investment securities, but the individual impaired items cannot yet be
identified. In assessing the need for collective loss allowances, management
considers factors such as credit quality, portfolio size, concentrations and
economic factors. In order to estimate the required allowance, assumptions
are made to define the way inherent losses are modelled and to determine
the required input parameters, based on historical experience and current

economic conditions.
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Notes to the Financial Statements

FOR THE YEAR ENDED 31 DECEMBER 2009

10. PROFIT BEFORE TAXATION
12. EARNINGS PER SHARE
The profit before taxation is arrived at after charging/(crediting): Basi
asic
2009 2008 Earnings per share is calculated based on the profit attributable 1o shareholders divided by the number of
KShs'000 KShs'000 ordinary shares in issue in each year as follows:
Directors’ remuneration:
- Fees 1,988 2,296 200¢ 2008
- Expenses 4,106 3,704 K3hs'000 Kshs000
- As executives 25431 24,668 ) .
Auditors remuneration 6815 6.815 Net profit for the year attributable to shareholders 234,176 136,427
Amortisation of pregaid operating lease rentals 643 645 ) L ,
Amortisation of intangitle assets 5 474 21332 Mumber of ordinary shares in issue [000's] 230,000 230,000
Depreciation 36,530 33,222 ) .
Profit on sale of equipment g0] (912) Weig hted average number of ordinary shares [000's] 230,000 172,500
11. TAXATION Basic earnings per share KShs 1.02 ¥Shs 0.79
Diluted earnings per share KShs 1.02 KShs 0.79
Current tax a1 30% 177 603 £8,988
Deferred tax (credit)/charge [Note 25(a]) 2,745
116,942 66,243
B o = 13. DIVIOENO PER SHARE 2008 2008
The tax on the Group's profit before tax differs from the KShs'000 KShs'0D0
theoretical amount using the basic tax rate as follows: »
2009 2008 Dividend 115,000 69,000
KShs'000 KShs'000
Number of ordinary shares (000's) 230,000 230,000
Accounting profit before taxation 202,670 .
Dividends per share KShs 0.50 KShs 0.30
Tax at the applicable corporation tax rate of 30% 105,335 60,801 . . . ) .
Tax effect of non-deductible costs and non-taxable income 11577 5442 The dividend per share is based on the number of issued and fully paic ordinary shares.
116,942 66,243

53 20091 ANNUAL REPORT & FINANTIAL STATEMENTS
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Notes to the Financial Statements

FOR THE YEAR ENDED 31 DECEMBER 2009

14. FINANCIAL ASSETS AND LIABILITIES [Continued] 17. MORTGAGE ADVANCES TD CUSTOMERS
Group and Company: 2009 2008
The fair value of treasury bonds is based on the indicative price of the specific issues as at the statement KShs'000 KShs'0DD0D
of financial pesition date. The indicative prices are derived from trading at the Nairobi Stock Exchange. For [a) Mortgage advances at amortised cost
Treasury bills, placements with other banks, cash and cash equivalents and deposits the amortised cost is
deerned a reasonable approximation of fair value because of their short term nature. Mortgages 14,124,010 11,313,477
Less: Provision for impairment losses [Note 17(h]) 528,802 598,819
The fair value of mortgage advances has not been disclosed as this cannot be determined reliabiy.
14,495,208 10,414,658
15. CASH AND BANK BALANCES 2009 2008 Maturing:
Group Company Group Company Within five years 3,703,752 2,789,893
Kshs'000 KShs'000 KShs'00D KShs'D0D Over five years to ten years 4.504,914 3,760,513
Over ten years to fifteen years 4,346,072 2,877,348
Cash at hand 106,118 106,118 113,321 113,318 Over fifteen years 1,540,469 986,904
Current account balances 213,221 213,721 73,575 73,562
14,485,208 10,414,658
319,839 319,839 186,896 186,880
[b] Reserve forimpairment losses Impalrment Portfolio
16. INVESTMENT IN GDVERNMENT SECURITIES losses Impalrment Total
KShs'000 KShs'000 KShs'00D
Group and Company: 2009 2008
KShs'000 KShs'000 At 1 January 2008 1,188,571 28,867 1,217,438
Held te Maturiy Impairment made in the year 100,459 [ 1,712) 98,747
Treasury bonds due Written off against balance 417,366 = 417,366
after 180 days 509,507 47B,594
At 31 Oecember 2008 871,664 27,155 898,819
The weighted average effective interest rate on government securities as at 31 December 2009 was 7.0%
(2008 - 6.93%]. Impairment made in the year 220,330 5,157 225,487
Written off against balance 495,504 - 495,504
At 31 December 2009 596,490 32,312 628,802
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Notes to the Financial Statements

FOR THE YEAR ENDED 31 DECEMBER 2009

22. PROPERTY AND EQUIPMENT [Continued) Included in equipment are assets with a gross value of KShs 299,707,541 [2008 — KShs 296,079,132)
(2] Group [Continued) which are fully depreciated and still in use. Such assets would have attracted a notional depreciation of
KShs 58,024,081 [ 2008 — KShs 50,668,300).
Furniture, fixtures,
(a) Group Freehold equipment & . .
20D8: land Buildings  motor vehicles Total (b] Company Furniture, fixtures,
KShs'DDD KShs'DDD KShs'000 KShs'DDD Freehold equipment &
Cost or valuation: 2009: land Buildings  motor vehicles Total
At 1 January 2008 7000 233,651 488,498 729,148 K5hs'000 K5hs’000 KShs'0D0 KShs'DOO
Additions : . 19,337 19,337 Cost or valuation:
Disposals : : [2332] [2.332] At 1 Januany 2009 2000 225,055 500,137 732,192
At 31 December 2008 200D 233,651 505,503 746,154 Additions ) ’ 11,501 11,801
Revaluation surpfus - 241,945 - 241,945
Comprising: Disposal - - (2,185) [2,185]
At cost - 20,651 505,503 526,154
At valuation 700D 213,000 - 220,000 At 31 December 2009 2000 467,000 509,753 883,753
00D 233,651 505,503 746,154 -
e Comprising:
Depreciation:
# 1 January 2008 : 9,575 355,733 366,408 Arcost . 54055 509,753 563.808
Charge for the year . 3.302 29,920 33,222 At valuation 2000 412,945 - 413,345
Disposals - - 12,332) [2,332] 7000 467,000 509,753 983,753
Depreciation:
At 31 December 2008 - 12,977 383,321 396,298 At 1 January 2009 - 10,608 377954 388,562
Net book val Charge for the year - 3,229 33,228 36,457
et book value:
j - - 13,837
At 31 December 2008 2,00D 220,674 122,182 349,856 Revaluation [13.837] (13837)
Disposals - - [2,185] [2.185)
The Group’s land and buildings were professionally valued by an independent valuer on an open market
basis on 31 December 2009. The resulting surplus was credited to revaluation reserve. At 31 December 2009 - - 408,997 408,997
The net book value [NBY) of properties at their historical cost is as follows: Net boak value:
At 31 December 2009 2000 467000 100,756 574,756
2009 2008
KShs DDD KShs ‘000
Freehold land 206 206
Buildings 41,346 44533
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Notes to the Financial Statements

FOR THE YEAR ENOEO 31 OECEMBER 2009

25. DEFERRED TAX ASSETS AND LIABILITIES

Deferred tax assets and liabilities are attributable ta the follawing:

(a) SBroup

31 December 2009:

Arising from:

Flant and equipment

Other general provisians
General provision on mortgages

Tax losses carried farward

Net deferred tax

31 December 2008:

Arising from:

Plant and equipmert

Other general provisions
General provision on morigages

Tax losses carried forward

Net deferred tax

Comprising:

Deferred tax assets

01.01.2009
KShs'000

(3,646)
(5D7)
[ 8,146

52,723
[65,022)

01.01.2008
KShs'000

600
[305]
{10,099)

52473
62,277)

Recognised
in income 31.12.2009
KShs'000 KShs ‘00O
[2,275) (5,921}
[1,828) (2.335)
[1,547] [9.593)
8] [52.794]
[5.721) 70,743
Recognised
inincome 31.12.2008
KShs'000 KShs ‘000
(4,746) (3.645)
(2D2) (507]
1,953 (8,146)
250 52,723
[2,745) (65,022)
65,022

(b) Company

31 December 20D9: 01.01.2009
KShs'000

Arising from:

Plant and equipment [3,531)

Dther general provisions (126)

General pravision on mortgages 8,146

(11,803)
31 December 2008: 01.04.2008
KShs'0DO

Arising from:
Flant and equipment 34
Dther general provisions [3D5)
General provision an mortgages [ 10,099]
[85670]

Recognised
inincome
KShs'}00

(2,259)
(28]
(1,548]

[3,835])

Recognised
inincome
KShs'00D

(4,265)
179
1,953

{2,133)

26.EMPLOYEE BENEFITS - Employee Share Dption Plar (ESOP)

0n 26 July 2006, the sharehoiders gave approval for an Employee Share Ownership Plan [ESOF] to be set
up to facilitate the ownership of shares in Housing Finance Company of Kenya Limited by employees of

the company. There after, steps have been taken ta aperatianalise the Plan.

31.12.2009
KShs ‘000

[EXED]
[154]

9.694

[15.638)

31.12.2008
KShs ‘D00

(3,531)
(126)
[8.145)
[11,803)
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Notes to the Financial Statements

FOR THE YEAR ENDED 31 DECEMBER 2008

30. CAPITAL AND RESERVES [Continued) 32. NOTESTD THE STATEMENT OF CASH FLOWS
Group and company: [Continued)
[a) Ordinary share capital - Continued [a] Reconciliation of operating profit to 2009 2008
net cash flows from operating activities KShs’D0O KShs'000
The holders of ordinary shares are entitled to receive dividends declared from time to time and are entitled
to ane vote per share at annual general meetings of the company. Issued and fully paid ordinary shares Group profit before taxation 151,118 202,670
were 230 million sharesin 2009. Depreciation 36,530 33,222
Amortisation of intangible asset 5474 21,332
(b) Share premium Amaortisation of prepaid operating lease rentals 643 645
Profit on sale of property and equipment (80) [912)
These reserves arise at a time when the shares of the company are issued at a price higher than the Increase in customer deposits 2,155,619 1,287,004
nominal (Par) value. Net movement in mortgage advances to customers (4.080,550] [2,668,598)
Investment in Government securities {30,913} (4)
(c] Revaluation reserve Decrease in other assets 35,2721 41,188
Increase in other liahilities 42321 31,864
Revaluation reserves zrise fram the periodic revaluation of freehold fand and buildings. The book values of Increase inloans from banks 1,300,000 400,000
these assets are adjusted to the revaluations. Revaluation surpluses are not distributable. Increase in housing projects [ [7.28D]
[d) Statutory reserve Net cash flows from operating activities before tax [1B4,567) (658,769)
Where impairment losses required by legislation or reguiations exceed those computed under Income tax paid 180.853] [60,946]
International Financial Reporting Standards [IFRSs], the excess is recognised as a statutary reserve and
accounted for as an appropriation of retained profits. These reserves are not distributable. Net cash flows from operating activities (265,520] (739,715)
31. SHAREHOLDERS' INCOME NDTES AND LOANS [b] Analyses of cash and cash equivalents Change in
2009 2008 2009 2008 the year
Group and company: KShs'000 KShs'000 KShs'00D Kshs'000 KShs’DD0
Government of Kenya — Income Notes 50,750 50,750 Cashin hand and bank 319,639 186,896 132,943
Balances due from banking institutions 2,106,419 2,585,603 (479,184]
The Gavernment of Kenya — Income Nates carry no redermption date and are charged interest at a fixed 2,426,258 2,772,499 [346,241)

rate of 8.25% per annum [2008 - 8.25%}.
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Notes to the Financial Statements

FOR THE YEAR ENOEOQ 31 CECEMBER 2009

37. CAPITAL COMMITMENTS Included in the related party are staff car loans of KShs 14,776,669 (2008 —
2009 2DD8 KShs 19,089,852]. The related interest income in 2009 was KShs 1,237,777
KShs'000 KShs'DDD (2008 - KShs 1,684,558].

Group and company:

Authorised but not contracted 63,008 39,976 In the normal course of business, transactions have been entered with
certain related parties at commercial terms.

38. ASSETS PLEOGEO AS SECURITY
[b) Remuneration ta directors is disclosed under Nate 10.

As at 31 December 2009, there were no assets pledged by the Group to

ies and there were no secured Group liabilities. (c) Compensation to senior management for the year ended 31 December

2009 amounted to KShs 56,463,942 [2008 - KShs 66,559,182].

secure fia

39. RELATED PARTY TRANSACTIONS

Group and company:

The Group has entered into transactions with its employees as follows:
[a) Loans 2009 2008

KShs’'000 KShs'000
At 1 January 245,543 255,195
Loans advanced during the year 162,049 34,451
Loans repayments received [88,747) (44,103)
At 31 December 318,845 245,543
Comprising:
Mortgage advances 303.307 225,321
Staff car loans 14,777 19,080
Other 761 1,132
At 31 December 318,845 245,543
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