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Notes to the Financial Statements (Continued)

28. Fair Value Reserve 
Group and Bank
At start of year
Revaluation – Available-for-sale assets
Deferred income tax

At end of year

2017
Shs’000

(8,146)
4,717

(1,415)

(4,844)

2018
Shs’000

(4,844)
21,376
(6,413)

10,119

Fair value reserve comprises the cumulative net change in the fair value of available-for-sale investments until the 
investment is derecognised or impaired.

29.	Off-Balance Sheet Financial Instruments, Contingent Liabilities and Commitments 	
	 (Group and Bank)	
In common with other banks, the Bank conducts business involving acceptances, guarantees, performance bonds and 
indemnities. The majority of these facilities are offset by corresponding obligations of third parties. 

In addition, there are other off-balance sheet financial instruments including forward contracts for the purchase and sale 
of foreign currencies, whose nominal amounts are not reflected in the statement of financial position. At the year end, 
the contingent items were as follows:	

Contingent Liabilities
Acceptances and letters of credit
Guarantees and performance bonds

Clients’ Investments
Clients’ treasury bonds
Clients’ treasury bills

2017
Shs’000

715,709
6,737,777

7,453,486

800
550

1,350

2018
Shs’000

1,079,918
5,620,912

6,700,830

1,800
1,250

3,050

12



101Discover A Friend You Can Bank On

Notes to the Financial Statements (Continued)

The Bank invests in Government of Kenya treasury bills and treasury bonds on behalf of its clients. These investments 
are held in Bank’s clients account with the Central Bank of Kenya separate from the Bank’s own investments. These 
investments are recognised as client investments and as off balance sheet assets in the Bank’s books.

Nature of Contingent Liabilities (Group and Bank)
An acceptance is an undertaking by a Bank to pay a bill of exchange drawn on a customer. The Bank expects most 
acceptances to be presented, but reimbursement by the customer is normally immediate. 

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

Guarantees are generally written by a Bank to support performance by a customer to third parties. The Bank will only 
be required to meet these obligations in the event of the customer’s default.

Commitments
(a) Operating Lease Commitments
Not later than one year
Later than 1 year and not later than 5 years

2017
Shs’000

103,227
181,496

284,723

2018
Shs’000

86,971
76,427

163,399

The Bank leases a number of branch and office premises under operating leases. The leases typically run for a period of 
up to six years, with an option to renew the lease after that date. The lease payments have escalation clauses at different 
interval periods to reflect market rentals.

(b)	 Legal Proceedings
There were a few of legal proceedings outstanding against the Bank at 31 December 2018. 

Claims and counter claims against the Bank regarding collaterals held by the Bank have been lodged. The Bank considers 
the cases as without merit and is defending them vigorously.

(c) Capital Commitments
At 31 December 2018, the Bank had Minimum capital commitments (2017: Kshs 23,157,000) in respect of software, 
buildings and equipment purchases. 

29.	 Off-Balance Sheet Financial Instruments, Contingent Liabilities and 	
	 Commitments (Continued)
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Notes to the Financial Statements (Continued)

Nature of Commitments
Commitments to lend are agreements to advance to a customer in future subject to certain conditions. Such commitments 
are normally made for a fixed period. The Bank may withdraw from its contractual obligation for the undrawn portion of 
agreed overdraft limits by giving reasonable notice to the customer.

30.	Assets Pledged as Security
As at 31 December 2018 treasury bonds valued at Shs 260,000,000 (2017: Shs 574,415,000) were pledged to secure 
trade finance lines with various banks.

The was no contingent liabilities outstanding under these facilities at 31 December 2018 (2017: Shs 1,463,000.00)

2017
Shs’000

995,565
(533,542)

637,705
146,040

1,245,768

969,177
(533,542)

637,705
146,040

1,219,380

31. Analysis of Cash and Cash Equivalents as Shown in  
the Cash Flow Statement
Group
Cash and balances with Central Bank of Kenya (Note 12)
Less: cash reserve requirement (see below)
Deposits and balances due from banking institutions (Note15)
Treasury bills with less than 91 days maturity (Note14)

Bank
Cash and balances with Central Bank of Kenya (Note 12)
Less: cash reserve requirement (see below)
Deposits and balances due from banking institutions (Note15)
Treasury bills with less than 91 days maturity (Note14)

2018
Shs’000

1,359,779
(638,889)

195,649
97,728

1,014,267

1,333,102
(638,889)

195,649
97,728

987,590

(d) Other Commitments
Undrawn formal stand-by facilities, credit lines and other 
commitments to lend

2017
Shs’000

2,149,395

2018
Shs’000

3,035,717

29. Off-Balance Sheet Financial Instruments, Contingent Liabilities and 
Commitments (Continued)
Commitments (Continued)

12



103Discover A Friend You Can Bank On

Notes to the Financial Statements (Continued)

For the purposes of the cash flow statement, cash and cash equivalents comprise balances with less than 91 days 
maturity from the date of acquisition including: cash and balances with central banks, treasury bills and other eligible 
bills, and amounts due to and from other banks. Cash and cash equivalents exclude the cash reserve requirement held 
with the Central Bank of Kenya.

Banks are required to maintain a prescribed minimum cash balance with the Central Bank of Kenya that is not available 
to finance the Bank’s day-to-day activities. The amount is determined as 5.25% (2017: 5.25%) of the average outstanding 
customer deposits over a cash reserve cycle period of one month.

32	 Related Party Transactions (Group and Bank)

Transactions with Key Management Personnel		
Key management personnel and their immediate relatives have transacted with the Bank during the year as follows:

Mortgage lending and other secured loans
Other loans

2018
Shs’000

Maximum
balance

210,895
3,536

2018
Shs’000
Closing
balance

208,108
3,153

2017
Shs’000

Maximum
balance

241,356
10,280

2017
Shs’000
Closing
balance

223,527
15,155

Interest rate charged to staff is at preferential rate whereas rates to Directors and related parties are at arm’s length 
transaction. The mortgages and secured loans granted are secured over property of the respective borrowers. Other 
balances are not secured and no guarantees have been obtained.

No impairment losses have been recorded against balances outstanding during the period with key management 
personnel, and no specific allowance has been made for impairment losses on balances with key management 
personnel and their immediate relatives at the period end.

31. 	 Analysis of Cash and Cash Equivalents as Shown in yhe Cash Flow 		
	 Statement (Continued)
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Notes to the Financial Statements (Continued)

2017
Shs’000

187,334

8,929

41,691

50,620

Key management compensation
Salaries and other short-term employment benefits

Directors’ remuneration
- fees for services as non executive directors 
- other emoluments (included in key management  
  compensation above)

2018
Shs’000

164,891

8,640

43,967

52,607

Loans and Advances to Directors and Their Associates (Group and Bank)
At 31 December 2018 advances to companies where the Bank’s directors or their families exert significant influence 
amounted to 588,701,000 (2017: Shs 351,412,000). 

At 31 December 2018 advances to employees amounted to Shs 714,103,000 (2017: Shs 553,064,000). The movement 
in advances to related parties is as shown below:

Key management personnel compensation for the year comprised

2017
Shs’000

482,855
230,864

(160,655)

553,064

Loans and Advances to Staff
Group and Bank
At start of year
Issued during the year
Repaid during the year

At end of year

2018
Shs’000

553,064
334,213

(173,174)

714,103

32. Related Party Transactions (Group and Bank) (Continued)
Transactions with Key Management Personnel (Continued)
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Notes to the Financial Statements (Continued)

Interest earned on staff loans during the year amounted to Shs 50,008,000 (2017: Shs 43,408,000).	

The Bank has entered into loan transactions with its directors and associates as follows:	

2017
Shs’000

238,308
41,751

198,189
(93,560)
(33,276)

351,412

41,751

At start of year
Interest charged
Loans disbursed
Repaid during the year
Net movement in overdraft balances

At end of year

Interest income earned on these advances

2018
Shs’000

351,412
55,123
30,000

(163,488)
131,608

404,655

55,123

No provisions have been recognised in respect of loans given to related parties (2017: nil).

At 31 December 2018, customer deposits include deposits due to directors or their families and employees of Shs 
1,378,723,827 (2017: Shs 1,383,042,000).

Other Related Party Transactions
Rent expense payments to related parties during the year amounted to Shs 38,304,234 (2017: Shs 43,067,000).

32. 	 Related Party Transactions (Group and Bank) (Continued)
	 Loans and Advances to Directors and Their Associates (Group and 	
	 Bank) (Continued)
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