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Annual report and consofidated financial statements
For the year ended 31 December 2019

REPORT OF THE DIRECTORS

The directors submit their report and the audited financial statements for the year ended
31 December 2019, which disclose the state of affairs of the company and the group.

PRINCIPAL ACTIVITIES

The principal activities of the group are that of providing automated clearing, delivery and seftlement
facilifies in respect of transactions carried out at the Nairobi Securities Exchange and the holding of
securities as nominees on behalf of investors.

BUSINESS REVIEW

During the year ending 31 December 201¢, the total turnover of the company decreased from

Shs. 342,505,483 to Shs. 322,702,312, The profit before tax decreased from Shs. 115,619,108 to
Shs. 76,782,241.

As at 31 December 2019, the net current asset position of the company was Shs. 391,197 242 compared
io Shs. 353,032,108 as at 31 December 2018.

Group Company
Key performance indicat 2019 2018 2019 2018
Revenue (Shs) 335,332,112 355,275,708 322.702,312 342,505,483
Profit for the year (Shs) 43,468,671 82,183,351 43,379,188 79,608,142
Net profit margin {%) 13% 23% 13% 23%
Net assets (Shs) 598,755,170 569,303,167 581,245,366 560,002,183

PRINCIPAL RISKS AND UNCERTAINTIES

The principal risk and uncertainty affecting the business is fluctuation of market turnover which affects the
transaction levies.

DIVIDENDS

The directors propose a final dividend of Shs. 6.86 per share (2018; Shs. 10} amouniing to a total of
Shs. 12,000,000 (2018: Shs. 17,500,000).

DIRECTORS

The directors who held office during the year and to the date of this report are shown on page 1.

In accordance with the group's Articles of Association, Samuel Kimani, Bob Karina and Eunice Kariuki

retire by rotation in accordance with the company's Articles of Association and being eligible, offer
themselves for re-election.

STATEMENT AS TO DISCLOSURE TO THE COMPANY'S AUDITOR

With respect to each director at the time this report was approved:

{a) thereis, so far as the person is aware, no relevant audit information of which the company's auditor is
unaware; and

(b) the person has taken all the steps that the person ought to have taken as a director so as 1o be aware

of any relevant audit information and to establish that the company's auditor is aware of that
information.
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REPORT OF THE DIRECTORS {(CONTINUED)

TERMS OF APPOINTMENT OF THE AUDITOR

PKF Kenya continues in office in accordance with the group's Arficles of Association and Section 719
of the Kenyan Companies Act, 20115. The directors monitor the effectiveness, objectivity and

independence of the auditor. The directors also approve the annual audit engagement contract which
sets out the terms of the auditor's appointment and the related fees.

COMPANY SECR E:é

‘NAIROBI

25 Mareh 2020







Central Depository and Setilement Corporation Limited
Annual report and consolidated financial statements
For the year ended 31 December 2019

STATEMENT OF DIRECTORS' RESPONSIBILITIES

The Kenyan Companies Act, 2015 requires the directors to prepare financial statements for each financial
year which 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 and company's profit or foss for that year. It also requires the directors
to ensure that the company keeps proper accounting records that are sufficient {o show and explain the
transactions of the group and the company; that disclose, with reasonable accuracy, the financial position
of the group and the company and that enable them to prepare consolidated financial staternents of the
group and the company that comply with International Financial Reporting Standards and the requirements
of the Kenyan Companies Act, 2015. The directors are also responsible for safeguarding the assets of the
company and for taking reasonabie steps for the preventicn and detection of fraud and other irregularities.

The directors accept responsibility for the preparation and fair preseniation of the consolidated financial
statements in accordance with International Financial Reporting Standards and in the manner required by
the Keriyan Companies Act, 2015. They also accept responsibility for:

1) Designing, implementing and maintaining such internal control as they determine is necassary to enable
the preparation of consolidated financial statements that are free from material misstatement, whether
due to fraud or error

iy Selecting and applying appropriate accounting policies; and

i) Making accounting estimates and judgements that are reasonable in the circumstances.

The directors are of the opinion that the consolidated financial statements give a true and fair view of the
financial position of the group and the company as at 31 December 2019 and of the group’s and company's
financial performance and cash flows for the year then ended in accordance with International Financial
Reporting Standards and the requirements of the Kenyan Companies Act, 2015,

Having made an assessment of the company's ability to continue as a going concern, the directors are not

aware of any material uncertainties related to events or conditions that may cast doubt upon the company's
ability to continue as a going concern,

The directors acknowledge that the independent audit of the consolidated financial statements does not
relieve them of their responsibilities.

Approved by the board of directors on 2020 and signed on its behalf by:

Ol el

DIRECTOR DIRECTOR
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REPORT OF THE INDEPENDENT AUDITOR
TO THE MEMBERS OF CENTRAL DEPOSITORY AND SETTLEMENT CORPORATION LIMITED

Opinion

We have audited the accompanying consolidated and company financial statements of Central Depository
and Settlement Corporation Limited and its subsidiaries, (collectively referred to as the 'group') set out on
pages 9 to 46 which comprise the consolidated and company statement of financial position as at 31
December 2019, the consolidated and company statement of profit or loss and other comprehensive income,
the consolidated and company statement of changes in equity, consolidated and company statement of cash
flows for the year then ended and a summary of significant accounting policies and other explanatory
information.

I our opinion, the accompanying financial statements give a true and fair view of the conselidated and
company financial position of as at 31 December 2019 and of the consolidated and company financial
performance and cash flows for the year then ended in accordance with International Financial Reporting
Standards and the Kenyan Companies Act, 2015.

Basis for Opinion

We conducted our audit in accordance with International Standards on Auditing (ISAs). Our responsibilities
under those standards are further described in the Auditor's Responsibilities for the Audit of the Financial
Statements section of cur report. We are independent of the group in accordance with the International
Ethics Standards Board for Accountants’ Code of Ethics for Professional Accountants (IESBA Code)
together with the ethical requirements that are relevant to our audit of the consolidated financial statements in
Kenya and we have fulfilled cur other ethical responsibilities in accordance with these requirements and the
IESBA Code. We believe that the audit evidence we have obtained is sufficient and appropriate to provide a
basis for cur opinion.

Key Audit Matters

Key audit matters are those matters that, in our professional judgement, were of most significance in our
audit of the consolidated financial statements of the current year. These matters were addressed in the
context of our audit of the consolidated financial staterents as a whole, and in forming our opinion thereon
and we do not provide a separate opinion on these matters.

- Recoverability of bank balances held with SBM Bank (Kenya) Limited

As disclosed in Note 18 to the financial statements, at the reporting date the company held deposits
measured at Shs, 46,631,963 included within cash and cash equivalents with SBM Bank (Kenya) Limited.
These deposits were transferred from Chase Bank Kenya Limited (In Receivership) as part of the transfer of
assets and liabilities. The directors have exercised significant judgement and estimation as detailed in
accounting poiicy (b) whilst assessing the recoverability and measurement of these balances. Because of the
significance of these judgements and the value of these balances at the reporting date, this is a key audit

matter.
5

Kalamu House « Grevillea Grove + Wesllands « P O Box 14077 - 00800 + Nairobi » Kenya
Tel +254 20 4270000 » Mobile +254 732 144000 « Emall pkinbi@ke.pkfea.com » www. pkfea.com

PKF Kenya, a partnership carrying on busingss under BN registration no. 309855 was on 10 March 2020 converied 1o
PKF Kenya LLP {LLP-G519PL), a fimited liabilily patnership under Limited Liability Parinership Act, 2611,

Partners: B Shah, A. Stah, A. Vadher, P. Shah, B. Mirchandarne, D, Kababen, C. Ogutle ™, A& Chaudhry, K. Shah™, b Mburugu, G. Sanigkh, D. Shah, §. Alibhai. L. At-an,
F. Kuria, M. Shah, J. Shah, € Njuguna, P. Kahi. & Chandria. M. Kimundu, 5. Chheda®'. M. Bhavsar, C. Mobkurd, K. Bharadwa ( Indian, *~Brilish, ~*Ugandany

PKF Kenya LLP and its associales are member firnrs of the PKF Iniernabonal Limhed family of lzgally independsnt finnz and do nol accept any raspansibility of Tabiliy i e
achions o inactions of any other Individual member ar cormssporkdent fim or firms






PKF

REPORT OF THE INDEPENDENT AUDITOR
TO THE MEMBERS OF CENTRAL DEPOSITORY AND SETTLEMENT CORPORATION LIMITED
(CONTINUED)

Key Audit Matters (continued)
- Information technolegy (IT) systems and controls over financial reporting

The group is heavily reliant on complex T systems. There is a risk that the controls around complex IT systems
may not be designed and operating effectively.

We assessed and tested the overall design and operational effectiveness of controls over information systems
that are critical to financial reporting. Where deficiencies were abserved that affected application and databases
within the scope of our audit, we performed additional controls and substantive procedures to determine the
reliance placed on the completeness and accuracy of the system generated information.

Other information

The directors are responsible for the other information. The other information comprises the report of the
directors and the schedule of expenditure but does not include the financial staterments and our auditor's report
thereon, which we obtained prior to the date of this auditor's report, and the report to shareholders, which is
expaected to be made available to us after that date.

Our opinion on the financial statements does not cover the other information and we do not express any form of
asgurance conclusion thereon,

In connection with our audit of the financial statements, our responsibility s to read the other information and, in
doing s0, consider whether the other information is materially inconsistent with the financial statements or our
knowledge cbtained in the audit, or otherwise appears to be materially missiated.

If, based on the work we have performed on the other information that we obtained prior to the date of this
auditor's report, we conclude that there is a material misstatement of this other information, we are required to
report that fact. We have nothing to report in this regard.

When we read the report to shareholders, if we conclude that there is a material misstatement therein, we are
required to communicate the matter to those charged with governance.

Responsibilities of Directors for the Financial Statements

The directors are responsible for the preparation of financial statements that give a true and fair view in
accordance with International Financial Reporting Standards and the requirements of the Kenyan Companies
Act, 2015 and for such internal control as management determines is necessary to enable the preparation of
financial statements that are free from material misstatement, whether due to fraud or error.

In preparing the financial statements, the directors are responsible for assessing the company's abhility to
continue as a going concern, disclosing, as applicable, matters related to going concern and using the going
concern basis of accounting unless the directors either intend to liguidate the company or to cease operations,
or has no realistic alternative but to do so.

Auditor’s Responsibilities for the Audit of the Consolidated Financial Statements

Qur objectives are to obtain reasonable assurance about whether the financial statements as a whole are free
from material misstatement, whether due to fraud or error, and to issue an auditor's report that includes our
opinion. Reasonable assurarice is a high tevel of assurance, but is not a gquarantee that an audit conducted in
accordance with (nternational Standards on Auditing (ISA's) will always detect a material misstatement when it
exists. Misstatements can arise from fraud or error and are considered material if, individually or in the
aggregate, they could reasonably be expected to influence the economic desisions of users taken on the basis
of these financial statements.
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REPORT OF THE INDEPENDENT AUDITOR
TO THE MEMBERS OF CENTRAL DEPOSITORY AND SETTLEMENT CORPORATION LIMITED

Opinion

We have audited the accompanying consolidated and company financial statements of Central Depository
and Settlement Corporation Limited and its subsidiaries, {(¢ollectively referred to as the 'group') set out on
pages 9 to 46 which comprise the consolidated and company statement of financial position as at 31
December 2019, the consolidated and company statement of profit or loss and other comprehensive income,
the consolidated and company statement of changes in equity, consolidated and company statement of cash
flows for the year then ended and a surmmary of significant accounting policies and other explanatory
information.

In our opinion, the accompanying financial statements give a true and fair view of the consolidated and
company financial position of as at 31 December 2019 and of the consolidated and company financial
performance and cash flows for the year then ended in accordance with International Financial Reporting
Standards and the Kenyan Companies Act, 2015.

Basis for Opinion

We conducted our audit in accerdance with International Standards on Auditing (ISAs). Our responsibilities
under those standards are further described in the Auditor's Responsibilities for the Audit of the Financial
Statements section of our report. We are independent of the group in accordance with the International
Ethics Standards Beard for Accountants’ Code of Ethics for Professional Accountants (IESBA Code)
together with the ethical requirements that are relevant to our audit of the consolidated financial statements in
Kenya and we have fulfilled our other ethical responsibilities in accordance with these requirements and the
IESBA Code, We believe that the audit evidence we have obtained is sufficient and appropriate to provide a
basis for our opinion.

Key Audit Matters

Key audit matters are those matters that, in our professional judgement, were of most significance in our
audit of the consolidated financial statements of the current year. These matters were addressed in the
context of our audit of the consolidated financial statements as a whole, and in forming our opinion thereon
and we do not provide a separate opinion on these matters,

- Recoverability of bank balances held with SBM Bank {Kenya) Limited

As disclosed in Note 18 to the financial statements, at the reporting date the company held deposits
measured at Shs. 46,631,963 included within cash and cash equivalents with SBM Bank {Kenya) Limited.
These deposits were transferred from Chase Bank Kenya Limited (In Receivership) as part of the transfer of
assets and liabilities. The directors have exercised significant judgernent and estimation as detailed in
accounting pelicy (b} whilst assessing the recoverability and measurement of these balances. Because of the
significance of these judgements and the value of these balances at the reporting date, this is a key audit

matter.
5

Kalarmu House » Grevillea Grove » Westlands » P O Box 14077 - 00300 « Nairolx = Kenya
Tel +254 20 4270000 » Mobile +254 732 144000 +« Email pkinki € ke.pkfea.com « www.pkfea.com

PKF Kenya, a partnetship carrying on business under BN registration no. 309655 was on 10 March 2020 converted to
PKF Kenya LLP (LLP-8519PL), a limited liability patnership undar Limited Liability Partnership Act, 2011,

Partners: F. Shah, A, Shah, A Vadher, P, Shah, R. kiirchandam, 0. Kabeten, G, Oguttu®**. A Chaudhry, K. Shah™, M. Mburugu, G. Santokh, D. Shan, S. Alibhad, L. Abeeo,
P Kuria, M, $hah, J. Shah, E. Muguna, F. Kahi, & Chandria, M. Kimundu, 5. Chheda™, M. Bhavsar, C. Mukuru, K. Bharadva ("Wndian, **Briligh, ***Ligandan)

PKF Kenya LLP and ils associates are member finms of the PKF Inlemalional Limited family of legaily ndependent s and do nol accepl any responsibilily o laiile o i
acllons ¢r inacuons of any other individual member ar correspondent firm or Hiims






PKF

REPORT OF THE INDEPENDENT AUDITOR
TO THE MEMBERS OF CENTRAL DEPOSITORY AND SETTLEMENT CORPORATION LIMITED
{CONTINUED)

Auditor's Responsibilities for the Audit of the Consolidated Financial Statements (continued)

As part of an audit in accordance with ISAs, we exercise professional judgement and maintain professional
skepticism throughout the audit. We also:

- Identify and assess the risks of material misstatement of the financial statements, whether due to fraud or
error, design and perform audit procedures responsive to those risks, and obtain audit evidence that is
sufficient and appropriate to provide a basis for our opinion. The risk of not detecting a material misstatement
resulting from fraud is higher than for one resulting from error, as fraud may involve collusion, forgery,
intentional omissions, misrepresentations, or the override of internal control.

- Ohbtain an understanding of internal cantrol relevant to the audit in order to design audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the
group’s internal control.

- Evaluate the appropriateness of accounting policies used and the reasonableness of accounting estimates
and related disclosures made by the directors.

- Conclude on the appropriateness of director’s use of the going concern basis of accounting and based on
the audit evidence obtained, whether a material uncertainty exists related to events or conditions that may cas
significant doubt on the company’s ability to continue as a going concern. If we conclude that a material
uncertainty exists, we are required to draw attention in our auditor's report to the related disclosures in the
financial statements or, if such disclosures are inadequate, to modify our opinion. Our conclusions are based
on the audit evidence obtained up to the date of our auditor's report. However, future events or conditions
may cause the group 1o cease to continue as a going concern.

- Ewvaluate the overall presentation, structure and content of the financial statements, including the disclosures,
and whether the consolidated financial statements represent the underlying transactions and events in a
manner that achieves fair presentation.

- Obtain sufficient appropriate audit evidence regarding the financial information of the entities or business
activities within the group to express an opinion on the consolidated financial statements. We are responsible
for the direction, supervision and performance of the group audit. We remain solely responsible for our audit
opinion.

We communicate with those charged with governance regarding, among other matters, the planned scope and
timing of the audit and significant audit findings, including any significant deficiencies in internal control that we
identify during our audit.

We also provide those charged with governance with a statement that we have complied with relevant ethical
requirements regarding independence, and to communicate with them all relationships and other matters that
may reasonably be thought to bear on our independence, and where applicable, related safeguards.

From the matters communicated with those charged with governance, we determine those matters that were of
most significance in the audit of the consolidated financial statements of the current year and are therefore the
key audit matters. We describe these malters in our auditor's report uniess law or regulation precludes public
disclosure about the matter or when, in extremely rare circumstances, we determine that a matter should not be
communicated in our report because the adverse consequences of doing so would reasonably be expected to
outweigh the public interest benefits of such communication.






PKF

REPORT OF THE INDEPENDENT AUDITOR
TO THE MEMBERS OF CENTRAL DEPOSITORY AND SETTLEMENT CORPORATION LIMITED
(CONTINUED)

Repott on other matters prescribed by the Kenyan Companies Act, 2015

In our opinicn the information given in the report of the directors on pages 2 and 3 is consistent with
the financial statements,

cf lﬁ-’u {/LF

Certified Public Accountants
NAIROBI 30 -03 - 2

CPA Ritesh Haresh Mirchandani, Practising certificate No. 1631
Signing partner responsible for the independent audit

179/20






Central Depository and Settiement Corporation Limited
Annual report and consolidated financial statements
For the year ended 31 Decamber 2019

CONSOLIDATED STATEMENT OF PROFIT OR LOSS AND OTHER COMPREHENSIVE

INCOME

Notes

Revenue 1
Other operating income 2

Remeasurement (loss)/gain on balances held with
banks under receivership 18

Administrative expenses

Other operating expenses

Operating profit 3
Finance costs 5
Profit before tax

Tax 6
Profit for the year

Items that may be reclassified subsequently
to profit or loss:

- Exchange differences on translation of foreign
operations

Total comprehensive income for the year

Profit for the year is attributable to:
- Owners of the parent company
- Non-controlling interests

Other comprehensive income:

Dividend:
Proposed final dividend for the year 8

2019
Shs

335,332,112

48,248,885

(1,811,704)

(243,970,193}

2018
Shs

365,275,708

22,404,438

14,092 268

(217,218,918)

(61,417,712} {50,151,447)
76,281,388 124,402,049
(4,424,829) {1,014,286)
71,856,550 123,387,763
(28,387,688) (41,204,412)
43,468,671 82,183,351
2,946,018 (496,768)
46,414,689 81,686,583
46,004 863 84,322,919
(3.526,192) (2,139,568)
43,468,671 82,183,351
12,000,000 17,500,000

The notes on pages 17 to 46 form an integral part of these financial statements.

Report of the independent auditor - pages 5 to 8.



Central Depository and Settlement Corporation Limited

Annual report and consolidated financial statements

For the year ended 31 December 2019

COMPANY STATEMENT OF PROFIT OR LOSS AND OTHER COMPREHENSIVE INCOME

2019 2018

Notes Shs Shs
Revenue 1 322,702,312 342,505,483
Other operating income 2 47,470,179 21,373,203
Remeasurement (loss)/gain on balances held with
banks under receivership 18 (1,911,704} 14,092,268
Administrative expenses {230,715,120) {215,828,672)
Other operating expenses (56,829,456) {46,315,780)
Operating profit 3 80,716,211 115,826,502
Finance costs 5 {3,933,970) (207,394)
Profit before tax 76,782,241 115,619,108
Tax 6 (33,403,053} {36,010,966)
Total comprehensive income for the year 43,379,188 79,608,142
Dividend:
Proposed final dividend for the year 8 12,000,000 17,500,000

The notes on pages 17 to 46 form an integral part of these financial statements.

Report of the independent auditor - pages 5 to 8.
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Central Depository and Setllement Cormporation Limited

Annual report and consolidated financial statements
For the year ended 31 December 2018

CONSOLIDATED STATEMENT OF FINANCIAL POSITION

CAPITAL EMPLOYED
Share capital
Preference shares
Translation reserve
Retained earnings
Proposed dividends

Equity attributable to owners of the company
Non-controlling interests
Total equity

Non-current liabilities
Preference shares

Lease liabilities

Trade and other payables

REPRESENTED BY

Non-current assets
Property and equipment
Right-of-use assets
Intangible assets
Deferred tax

Current assets

Assets of disposal group classified as held-for-sale
fnvestments

Trade and other receivables

Cash and cash equivalents

Tax recoverable

Current liabilities

Liabilities directly associated with assets classified
as held-for-sale

Lease liabilities

Trade and other payables

Net current assets

Notes

-

10
18

11
12

14

20
16

i8

20

19

As at 31 December

2019 2018
Shs Shs
175,000,000 175,000,000
2,307,206 2,307,206
(32,528) (2,978,546)
409,480,492 377,474,507
12,000,000 17,500,000
598,755,170 569,303,167
8,372,271 11,898,463
607,127,441 581,201,630
5,747,055 5,399,404
10,060,608 -
2,255,196 -
18,062,859 5,399,404
625,190,300 586,601,034
75,172,032 16,110,202
17,622,601 -
111,432,311 174,920,212
16,209,533 23,367,833
220,436,527 214,398,247
11,189,731 -
56,230,542 92,464,813
69,457,050 38,333,857
279,845,013 309,911,053
46,997,737 22,806,808
463,720,073 423,516,531
1,972,445 -
14,080,341 -
42,913,514 51,313,744
58,966,300 51,313,744
404,753,773 372,202,787
625,190,300 586,601,034

The financial statements on pages 9 to 46 were approved and authorised for issue by the Board of

e

DIRECTOR

2020 and were signed on its behalf by:

M Do\ biRECTOR

The notes on pages 17 to 46 form an integral part of these financial statements.

Report of the independent auditor - pages 5 to 8.
11



Central Depasitory and Settlement Corporation Limited
Annual report and consolidated financial statemenis

For the year ended 31 December 2018

COMPANY STATEMENT OF FINANCIAL POSITION

CAPITAL EMPLOYED
Share capital

Retained eamnings
Proposed dividends

Equity attributable to owners of the company

Non-current liabilities
Lease liabilities

REPRESENTED BY

Non-current assets
Property and equipment
Right of use assets
Intangible assets

Deferred tax

Investment in subsidiaries
Trade and other receivables

Current assets
Investments

Trade and other receivables
Cash and cash equivalents
Tax recoverable

Current liabilities
Lease liabilities
Trade and other payables

Nat current assets

Motes

10

11
12
13
14
15
17

16
7
18

10
19

As at 31 December

2019 2018
Shs Shs

175,000,000 175,000,000
394,245 366 367,502,183
12,000,000 17,500,000
581,245,366 560,002,183

10,080,608 -
591,305,974 560,002,183
74,677,846 15,967,211

17,622 601 -
91,366 411 152,537,137
16,180,831 28,380,816
261043 261,043
- 9,823,868
200,108,732 206,970,075
56,230,542 52,464 813
75199011 42,154,811
278,722,846 266,036,793
36,945 227 17,925,231
447,097 626 398,582,348

14,080,341 -
41,820,042 45,550,240
55,900,384 45,550,240
391,197,242 353,032,108
591,305,974 560,002,183

The financial statements on pages 9 to 46 were approved and authorised for issue by the Board of

Directors on

\AJ DIRECTOR
L"

2020 and were signed on its behalf by:

The notes on pages 17 to 46 form an integral part of these financial statements.

Report of the independent auditor - pages 5 to 8.

12
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Central Depository and Settfement Corporation Limited
Annual report and consolidated financial statements

For the vear ended 31 December 2019

COMPANY STATEMENT OF CHANGES IN EQUITY

Year ended 31 Becember 2018
At start of year

Transition adjustments:
- Changes on initial application of IFRS 9

At start of year - as restated
Total comprehensive income for the year
Transactions with owners:
- Final for 2017 (paid) 3
- Final for 2018 (proposed)
Atend of year
Year ended 31 December 2019

At start of year - as previously stated

Transition adjusiments:
- Changes on initial application of IFRS 16

At start of year - as restated
Tota! comprehensive income for the year
Transactions with owners:

- Final for 2018 {paid)
- Final for 2019 (proposed)

o 0o

Atend of year

Share Retained Proposed
capital earnings dividends Total
Shs Shs Shs Shs
175,000,000 307,758,649 12,000,000 494,758 649
- (2,364,608) = (2,364,608)
175,000,000 305,394,041 12,000,000 492,394 041
- 79,608,142 - 79,608,142
- - (12,000,000) (12,000,000)
- (17,500,000) 17,500,000 -
175,000,000 367,502,183 17,500,000 560,002,183
175,000,000 367,502,183 17,500,000 560,002,183
- (4,636,005) - (4,636,005)
175,000,000 362,866,178 17,500,000 555,366,178
- 43,379,188 - 43,379,188
. - (17,500,000) (17.500,000)
- {12,600,000) 12,000,000 -
175,000,000 394,245,366 12,000,000 681,245,366

The notes on pages 17 to 46 form an integral part of these financial statements.

Report of the independent auditor - pages 5 to 8.
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Central Depository and Settlement Corporation Limited
Annual report and consolidated financial statements
For the year ended 31 December 2019

CONSOLIDATED STATEMENT OF CASH FLOWS

Notes
Operating activities
Cash from operations 21
Interest received
Tax paid
Net cash from operating aclivities
investing activities
Additions to right-of-use assets 10
FPurchase of property and equipment 11
Purchase of intangible assets 13
Net cash (used in} investing activities
Financing activities
Dividends paid 8
Proceeds from issue of preference shares 9
Proceeds from issue of ordinary shares 9

Net cash {used in)/from financing activities
Increase in cash and cash equivalents
Movement in cash and cash equivalents
At start of year

increase

Exchange differences on translation of foreign operations

At end of year 18

2019 2018
Shs Shs
103,397,857 230,015,041
(26,316,744) {16,013,083)
{37.,333,171) (58,847 669)
39,747,942 155,155,189
(12,008,922) -
(5,548,064) (8,235,163)
8,121,111) {52,110,458)
(25,678,097) (60,345 621}
{17,500,000) {12,000,000}
- 7,085,440
- 17,186,760
(17,500,000) 12,272,200
{3,430,155) 107,081,768
293,365,033 186,773,566
(3,430,155) 107,081,768
(491,286) (490,301)
288,443,502 283,365,033

The notes on pages 17 to 46 form an integral part of these financial statements.

Report of the independent auditor - pages 5 to 8.
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Central Depository and Settiement Corpeoration Limited
Annual report and consoiidated financial statements
For the year ended 31 December 2019

COMPANY STATEMENT OF CASH FLOWS

Notes
Operating activities
Cash from operations 21
Interest received
Tax paid
Net cash from operating activities

Investing activities
Additions to right-of-use assets 10

Purchase of property and equipment 11
Purchase of infangible assets 13

Net cash (used in} investing activities

Financing activities
Dividends paid 8

Net cash (used in) financing activities
Increase in cash and cash equivalents
Movement in cash and cash equivalents

At start of year
Increase

Atend of year 18

2019 2018
Shs Shs
125,141,364 223,312,270
(25,538,038) (14,985,848)
(38,235,505) (54,719,258)
61,367,821 153,607,164
(12,008,922) -
(5,097,1386) (8,129,206)
(7,931,411 (27,682,268)
{25,037,169) (35,811,474)
(17.500,000) {(12,000,000)
{17,500,000) {12,000,000)
18,830,652 105,795,690
269,490,773 163,695,083
18,830,652 105,795,690
288,321,425 269,490,773

The notes on pages 17 to 46 form an integral part of these financial statements.

Report of the independent auditor - pages 5to 8.

16



Central Depository and Setilement Corporation Limited
Annual report and consolidated financial statements
For the year ended 31 December 20719

NOTES

SIGNIFICANT ACCOUNTING POLICIES

The principal accounting policies adopted in the preparation of these consclidated financial statements are set
out below. These policies have been consistently applied to all the years presented, unless otherwise stated.

a)} Basis of preparation

The consolidated and company financial statements have been prepared under the historical cost convention
and are in accordance with International Financial Reporting Standards (IFRS), The historical cost
convention is generally based on the fair value of the consideration given in exchange of assets.

The financial performance of the group is set out in the report of the directors and in the consolidated
statement of profit or loss and other comprehensive income. The financial pesition of the group is set out in
the consolidated statement of financial position and the company staternent of financial position. Disclosures

in respect of risk management are set out in Note 24 and disclosures in respect of capital management are
set out in Note 25.

These financial statemenis comply with the reguirements of the Kenyan Companies Act, 2015. The statement
of profit or loss and other comprehensive income represents the profit and loss account referred to in the
Act. The statement of financial position represents the balance sheet referred to in the Act.

Going concern

Based on the financial performance and position of the group and its risk management policies, the
directors are of the opinion that the group is well placed to continue in business for the foreseeable future
and as a result the financial statements are prepared on a going concern basis.

i) New and amended Standards adopted by the group

All new and amended standards and interpretations that have become effeciive for the first time in the
financial year beginning 1 January 2019 have been adopted by the group. Of those, the following has had
an effect on the group’s financial statements:

International Financial Reporting Standard 16 (IFRS 16): Leases

From 1 January 2019, to comply with IFRS 16, Leases, which replaced |AS 17, Leases, the group now
recognises lease liabilities relating to leases under which the group is the lessee that had previously been
classified as operating leases (other than leases with less than 12 months to run from 1 January 2019 and
leases of low value items). Such liabilities have been measured at 1 January 2019 at the present value of the
remaining lease payments discounted using the group’s incremental borrowing rate as at 1 January 2019,
Corresponding right-of-use assets have been recognised, measured as if the group's new accounting policy
(see Note 1(k)) had been applied since the commencement of each lease but discounted using the group's
incremental borrowing rate as at 1 January 2019, The difference between the lease liahilities and

right-of-use assets at 1 January 2019 has been recognised as an adjustrent to retained earnings at that
date.

As permitied by the transition provisions in the new standard, comparative amounts have not been restated.

The group's accounting policy for leases under which the group was lessee was, up to 31 December 2018,
as follows:

- Leases of property, plant and equipment including hire purchase contracts where the group assumes
substantially all the risks and rewards incidental to ownership are classified as finance leases. Finance
leases are recognised as a liahility at the inception of the lease at the lower of the fair value of the leased
asseis and the present value of the minimum lease payments, The interes{ rate implicit in the lease is used
as the discount factor in determining the present value. Each lease Property, plant and equipment
acquired under finance leases are capitalised and depreciated over the estimated useful life of the asset.
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Central Depository and Settfement Corporation Limited
Annual report and consolidated financial statements
For the year ended 31 December 2019

NOTES (CONTINUED)
SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

a)

Basis of preparation {continued)
i} New and amended standards adopted by the group (continued)
international Financial Reperting Standard 16 (IFRS 16): Leases (continued)

- Leases of assets where a significant proportion of the risks and rewards of ownership are retained by
the lessor are classified as operating leases. Payments made under operating leases are charged to
the profit or loss on a straight-line basis over the lease period. Prepaid operating lease rentals are
recognised as assets and are subsequently amortised over the lease period.

The measurement of assets and kabilities that were recognised as finance leases under the pravious
accounting policy has continued unchanged right-of-use assets and lease liabilities in respect of operating
leases (excluding leases with a term, on commencement, of 12 months or less and leases for which the
underlying asset is of low value) in force at 1 January 2019 have been recognised in accordance with the
transition requirements of IFRS 18, as described above.

in applying IFRS 16 for the first time, the group has used the following practical expedients permitted by
the standard:

- applying a single discount rate to a portfolio of leases with reasonably similar characteristics

- accounting for operating leases with a remaining lease term of less than 12 months January 2019 as
short-term leases;

- excluding initial direct costs for the measurement of the right-of-use asset at the date of initial
application, and

- using hindsight in determining the lease term where the contract contains options to extend or terminate
the lease.

The resulting adjustment passed at 1 January 2019 as a result of applying IFRS 16, was as follows:

Shs.
Lease liabilities 32,413,302
Right-of-use assets 25,790,438
Net deferred tax {asset) {1,986,859)
Net adjustment to retained earnings at t January 2019 4,636,005

Other standards and amendments

The foliowing, which became effective from 1 January 2019, have been adopted but have not had a
significant impact on the group’s financial statements.

- Amendments to IAS 12 ‘income Taxes' effective for annual periods beginning on or after 1 January
2019 clarifying on the recognition of income tax consequences of dividends.

- Amendments to IAS 19 'Employee Benefits' effective for annual periods beginning on or after 1
January 2019 clarifying the effects of a retirement benefit ptan amendment, curiaiment or settliement.

Amendments to IAS 23 'Borrowing Costs’ effective for annual periods beginning on or after 1 January
- 2019 clarifying that specific borrowings remaining unpaid at the time the related asset is ready for its
intended use or sale will comprise general horrowings.

Amendments to 1AS 28 'Investments in Associates and Joint Ventures' effective for annual periods
- beginning on or after 1 January 2019 clarifying that IFRS 9 is only applicable to investments to which
the equity method is not applied.

Amendments fo IFRS 3 'Business Combinations' and IFRS 11 'Joint Arrangements’ effective for annual
- periods beginning on or after 1 January 2019 in relation to remeasurement of previously held interests
on a joint operation on obtaining control.
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Ceniral Depository and Seftlement Corporation Limited
Annual report and consolidated financial statements
fFor the year ended 31 December 2019

NOTES (CONTINUED)
SIGNIFICANT ACCOUNTING POLICIES (CONTINUED}
a) Basis of preparation (continued})
i} New and amended standards adopted by the group (continued)

Cther standards and amendments {continued)

- Amendments to IFRS 9 'Financial Instruments' effective for annual periods beginning on or after 1
January 2019 clarifying that the existence of prepayment features with negative compensation wil not
in itself cause the instrument 1o fail the amostised cost classification.

- Amendments to IFRS 11 'Joint Arrangements ' effective for annual periods beginning on or after 1
January 2019, clarify that when an entity obtains joint control of a business that is a joint operation, it
does not remeasure its previously held interests.

- IFRIC 23 'Uncertainty over Income Tax Treatments' {issued Juna 2017) effective for annual periods
beginning on or after 1 January 2018 clarifies the accounting for uncertainties in income taxes.

iy Mew standards, amendments and interpretations issued but nof effective

At the date of authorisation of these consolidated financial statements the follewing standards and

interpretations, which have not been applied in these consolidated financial statements, were in issue but
not yet effective for the year presented:

- Amendments to IFRS 10 and IAS 28 'Sale or Contribution of Assets between an Investor and its
Associate or Joint Venture' (issued in September 2014) applicable from a date yet to be determined,
address a current confiict between the two standards and clarify that a gain or loss should be

recognized fully when the transaction involves a business, and partially if it involves assets that do not
constitute a business,

- IFRS 17 ‘Insurance Contracts’ (issued in May 2017) effective for annual periods beginning on or after 1
January 2021 establishes the principles for the recognition, measurement, presentation and disclosure
of insurance contracts issued. It also requires similar principles to be applied to reinsurance contracts
held and investment contracts with discretionary participation features issued. The objective is to

ensure that entities provide relevant information in a way that faithfully represents those contracts. The
Group does not issue insurance contracts.

- Amendments to IFRS 3 'Definition of 2 Business' (issued in October 2018) applicable to business
combinations for which the acquisition date is on or after the beginning of the first annual reporting
period beginning on or after 1 January 2020 and to asset acquisitions that occur on or after the
beginning of that period, clarify the definition of a business, with the objective of assisting entities to
determine whether a transaction should be accounted for as a business combination or as an assst
acquisition.

- Amendments to IAS 1 and IAS 8 'Definition of Material’ {issued in October 2018) applicable to annual
periods beginning on or after 1 January 2020, clarify the definition of material and how it should be
applied by including in the definition guidance that previously featured elsewhere in IFRS.

Tha directors do not expect that adoption of these standards and interpretations will have a material impact
on the financial statements in future periods. The group plans to apply the changes above from their
effective dates.

b} Critical accounting estimates and judgement

In the application of the accounting policies, the directors are required to make judgements, estimates and
assumptions about the carrying amount of assets and liabilities that are not readily apparent from other
sources. The estimates and associated assumptions are based on historical experience and other relevant

factors. Such estimates and assumptions are reviewed on an ongoing basis. Revisions to estimates are
recognised prospectively.
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Central Depository and Setffement Corporation Limited
Annual report and consolidated financial statements
For the year ended 31 December 2019

NOTES (CONTINUVED}
SIGNIFICANT ACCOUNTING POLICIES {CONTINUED)
b} Critical accounting estimates and judgement (continued)

Management have made the following estimate that has a significant risk of resuliting in a material
adjustment to the carrying amounts of assets and liabilities within the next financial year.

- Measurement of expected credit losses (ECL):

The measurement of the expected cradit loss aliowance for financial assets measured at amortised
cost is an area that requires the use of complex medels and significant assumption about future
economic conditions and credit behaviour.

A number of significant judgements are also required in applying the accounting requirements for
measuring ECL, such as:

- Determining criteria for significant increase in credit risk;

- Choosing appropriate models and assumptions for the measurement of ECL;

- Establishing the number and relative weightings of forward-looking scenarios for each type of
product/market and associated ECL; and

- Establishing groups of similar financial assets for the purposes of measuring ECL.

ECLs are measured as the probability-weighted present value of expected cash shorifalls over the
remaining expected life of the financial insfrument.

The measurement of ECLs are based primarily on the product of the instrument’s Probability of Default
(PD}, Loss Given Default (LGD), and Exposure At Default {(EAD).

The ECL model applied for financial assets other than trade receivables and contains a three-stage
approach that is based on the change in the credit quality of assets since initial recognition,

- Stage 1 - If, at the reporting date, the credit risk of non-impaired financial instruments has not
increased significantly since initial recognition, these financial instruments are classified in Stage
1, and a loss allowance that is measured, at each reporting date, at an amount equal to 12-month
expected credit losses is recorded.

- Stage 2 - When there is a significant increase in credit risk since initial recognition, these
non-impaired financial instruments are migrated to Stage 2, and a loss allowance that is measured,
at each reporting date, at an amount equal to lifetime expected credit losses is recorded. In
subseguent reporting periods, if the credit risk of the financial instrument improves such that there
is no longer a significant increase in credit risk since inittal recognition, the ECL maodel requires
reverting to recagnition of 12-month expected credit losses.

- Stage 3 - When one or more events that have a detrimental impact on the estimated future cash
flows of a financial asset have occurred, the financial asset is considered credit-impaired and is

migrated to Stage 3, and an allowance equal {o lifetime expected losses continues to be recorded
or the financial asset is written off.

Assessment of significant increase in credit risk: The determination of a significant increase in credit
risk takes into account many different factors including a comparison of a financial instruments credit
risk or PD at the reporting date and the credit or PD at the date of initial recognition. IFRS ¢ however
includes rebuttable presumptions that contractual payments are overdue by more than 30 days will
represent a significant increase in credit risk (stage 2) and contractual payments that are more than 90
days overdue will represent credit impairment (stage 3). The group uses these guidetines in determining
the staging of its assets unless there is persuasive evidence available to rebut these presumptions.
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Cenfral Depository and Settlement Corporalion Limited
Annual report and consolidated financial statements
For the year ended 31 December 2019

NOTES {CONTINUED}
SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
b) Critical accounting estimates and judgement {continued)
- Measurement of Expected Credit Losses (ECL) (continued):

For trade receivables, the group has applied the simplified model under IFRS 9 where lifetime
expected credit loss allowance is recognised on the basis of a provisioning matrix,

- Impairment of balances due from related party, CDSC Registrars Limited

Management has carried out an impairment review on balances due from related parties. Whilst
determining whether the balances receivable are impaired, management has made a judgement as fo
whether any evidence exists indicating a decrease in estimated future cash flows from the subsidiary.

- Useful lives of property and equipment and intangible assets

Management reviews the useful lives and residual values of the items of property and equipment and
intangible assets on a regular basis. During the financial year, the directors determined no significant
changes in the useful lives and residual values.

- Accounting for leases under IFRS 16
Managemeni has made various judgements and estimates under IFRS 16 as detailed below:

Incremental borrowing rate: To determine the incremental borrowing rate, the group:

- where possible, uses recent third-party financing received as a starting point, adjusted to reflect
changes in financing conditions since third party financing was received;

- uses a build-up approach that starts with a risk=free interest rate adjusted for credit risk, which
does not have recent third party financing; and

- makes adjustments specific to the lease, e.g.. term, country, currency and security.

Lease term/period: In determining the lease term, management considers all facts and
circumstances that create an econcinic incentive to exercise an extension option, or not exercise a
termination option. Extension options (or periods after termination options) are only included in the
lease term if the lease is reasonably ceriain to be extended {or not terminated).

iFor leases of offices, the following factors are normally the most relevant:

- If there are significant penalties to terminate (or not extend), the group is typically reasonzhly
certain to extend {or not terminate).

- If any leasehold improvements are expected to have a significant remaining value, the group is
typically reasonably ceriain to extend (or not terminate).

- Otherwise, the group considers other factors including historical lease durations and the costs
and business disruption required to repiace the leased asset.

Most extension options in offices and vehicles leases have not been included in the lease liability,
because the group could replace the assets without significant cost or business disruption.

The lease term is reassessed if an option is actually exercised (or not exercised) or the group
hecomes obliged to exercise (or not exercise) it. The assessment of reasonable certainty is only
revised if a significant event or a significant change in circumstances occurs, which affects this
assessment, and that is within the control of the lessee.
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Central Depository and Selflemnent Corporation Limited
Annual report and consolidated financial statements
For the year ended 31 December 2019

NOTES (CONTINUED)

SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

c)

d)

)

Revenue recognition

The company recoghises revenue from services upon performance of the transactions and recognition
in the Central Depository System. The company recognises revenue as and when it satisfies a
performance obligation by transferring control of a service to a customer, The amount of revenue
recognised is the amount the company expects to recelve in accordance with the terms of the contract,
and excludes amounts collected on behalf of third parties, such as Value Added Tax.

i) Transaction, depository and bond levy income

Transaction levy income is recognised upon completion of equity and bond transactions in the Central
Depository System. There is no variable element to the contract price, and payment is typically due
within 30 days of performance of trading.

ii} Other income
Interest income is accounted for in the period in which it is earned.
Significant judgements made by management in applying the group's accounting policies

Management have made the following judgements that are considered to have the most significant effect
on the amounts recognised in the consolidaied financial statements:

- Impairment of trade and other receivables

The group reviews its portfolio of trade and other receivables at the reporting date. In determining
whether receivables are impaired, the management makes judgement as to whether there is any
evidence indicating that there is a measurable decrease in the estimated future cash flows expected.

- Impairment of balances held with banks under receivership

The group has reassessed the need for impairment of balances held with banks that are under
receivership. In determining whether these bank balances are impaired, the management has made
judgements which have been disclosed in Note 18 of these consolidated financial statements.

Consolidation

Subsidiaries are all entities (including spacial purpose entities) over which the group has the power to
govern the financial and operating policies. Control is achieved when the group has power over the
investee, is exposed or has right to variable returns from its involvement with the investes and has the
ability to use its power to affect its returns.

The group also assesses the existence of control where it does not have a majority of the voting rights
power but is able to govern the financial and operating policies of a subsidiary. Control may arise in
certain circumstances where including the size of the group’s voting rights relative to the size and
dispersion of holdings of other shareholders give the group the power to govern the financial and
operaling policies, where potential voting rights are held by the company and rights from other
contractual arrangements etc.

When the company has assessed and has less than a majority of the voting rights of an investee, it has
power aver the investee when the voting rights are sufficient to give it the practical ability to direct the
relevant activities of the investee unilaterally.

The company reassesses whether or not it controls an investee if facts and circumstances indicate that
there are changes to ong or more of the three elements of controks listed above.
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Central Depository and Settlement Corporation Limited
Annual report and consolidated financial statements
For the year ended 31 December 2019

NOTES (CONTINUED)

SIGNIFICANT ACCOUNTING POLICIES {CONTINUED)

e)

Q)

Consolidation {continued)

Consolidation of a subsidiary begins when the company obtains control over the subsidiary and ceases
when the company loses confrol of the subsidiary. Specifically, income and expenses of a subsidiary
acquired or disposed of during the year are included in the consclidated statement of profit and loss and

cther comprehensive income from the date the company gains control untii the date the company ceases
to control the subsidiary.

Income and expenses of subsidiaries acquired or disposed of during the year are included in the
consolidated statement of profit or loss from the effective date of acquisition and up to the effective date of
disposal as appropriate. Total comprehensive income of subsidiaries is attributed to the owners of the

company and to the non-controlling interests even if this results in the non-controlling interests having a
deficit balance.

Intra-group balances, income and expenses on transactions between group companies are eliminated.
Profits and losses resulting from inter-company transactions that are recognised in assets are also
eliminated. Accounting policies of subsidiaries have been changed where necessary adjustmenis are
made to financial statements of subsidiary to bring their accounting policies into line with the groups
accounting policy.

Translation of forefgn currencies

Transactions in foreign currencies during the year are converted into Kenya Shillings (the functional
currency), at the rates ruling at the transaction dates.

At the end of each reporting period, monetary items denominated in foreign currencies are refransiated at
the rates prevailing at that date. Non-monetary items carried at fair value that are denominated in foreign
currencies are retranslated at the rates prevailing at the date when the fair value was determined.
Non-monetary items that are measured in terms of historical cost in a foreign currency are not
retranslated.

The resulting differences from conversion and translation are dealt with in profit or loss in the year in which
they arise.

Property and equipment

All property and equipment is initially recorded at cost and thereafter stated at historical cost less
depreciation. Historical cost comprises expenditure initially incurred to bring the asset to its location and
condition ready for its intended use.

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 can be reliably measured. The carrying amount of the replaced part is derecognised.

All other repairs and maintenance are charged ta profit or loss during the financial year in which thay are
incurred.

Depreciation is calculated on the straight line basis to write down the cost of each asset to its residual
value over its estimated useful life using the following annual rates:

Prorated

Rate % _
Leasehold improvements 12.5
Motor vehicles 25
Office equipment 25
Furniture, fittings and equipment 12.5
Computer, faxes and copiers 25
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Central Depository and Setftement Corporation Limited
Annual report and consolidated financial staternents
For the year ended 31 December 2019

NOTES (CONTINUED)
SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
g) Property and equipment (continued)

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

An asset's carrying amount is written down immediately to its recoverable amount if the asset's carrying
amount is greater than its estimated recoverable amount.

Gains and losses on disposal of property and equipment are determined by reference to their carrying
amount and are taken inte account in determining profit before tax.

h) Intangible assets - Computer software

Computer software and licences are capitalised on the basis of the costs incurred to acquire and bring to
use the specific software, Computer software is amortised over its estimated useful life which is estimated
to be at four years and eight years in respect of CDSC website and CDS software respectively.

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

An asset’s carrying amount is written down immediately to its recoverable amount if the asset’s carrying
amount is greater than its estimated recoverable amount.

Gains and losses on disposal of intangible assets are determined by reference to their carrying amount
and are taken into account in determining operating profit.

Capital work in prograss is not amortised.

i} Financial instruments

Financial instruments are recognised when, and only when, the company becomes party to the
contractual provisions of the instrument. All financial assets are recognised initially using the trade date
accounting which is the date the company commits itself to the purchase or sale.

« Financial assets

The group classifies its financial assets which include cash and bank, trade and other receivables and
investments into the following category:

- Amortised cost;
Financial assets that are held within a business mode! whose objective is to hold assets in order to
collect contractual cash flows, and for which the contractual terms of the financiaf asset give rise on
specified dates to cash flows that are Solely Payments of Principal and Interest (SPPI) on the
principal amount outstanding and are not designated at Fair Value Through Profit or Loss (FVTPL),
are classified and measured at amortised cost; The carrying amount of these assets is adjusted by
any expected credit loss allowance recognised and measured.

At initial recognition of a financial asset, the group determines whether newly recognised financial assets
are part of an existing business model or whether they reflect the commencement of a new business
model. The group reassess its business models each reporting period to determine whether the business
models have changed since the preceding period. For the current and prior reperting period the group
has not identified a change in its business models.
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SIGNIFICANT ACCOUNTING POLICIES {(CONTINUED)

)

Financial instruments {continued)
- Financial assets (continued}
Derecognitiondwrite off

Financial assets are derecognised when the rights to receive cash flows from the financial asset have
expired, when the group has transferred substantially all risks and rewards of ownership, or when the group
has no reasonable expectations of recovering the asset.

Financial instruments that are subsequently measured at amortised cost are subject to impairment.
Impairment

The group recognises loss allowances for Expected Credit Losses (ECLs) on the following financial
instruments that are measured at amortised cost:

- Cash and cash equivalents

- Trade receivables and related party balances

The loss allowance is measured at an amount egual to the lifetime expected credit losses for trade
receivables and for financial instruments for which:

- the credit risk has increased significantly since initia recognition; or

- there is cbservable evidence of impairment (a credit-impaired financial asset).

If, at the reporting date, the credit risk on a financial asset other than a trade receivable has not increased
significantly since initial recognition, the loss allowance is measured for that financial instrument at an
amount equal to 12-month expected credit losses. Alf changes in the loss allowance are recognised in profit
or loss as impairment gains or losses.

Lifetime expected credit losses represent the expected credit losses that result from alf possible default
events over the expected life of a financial instrument. 12-month expected credit losses represent the portion
of lifetime expected credit losses that result from default events on a financial asset that are possible within
12 months after the reporting date.

Expected credit losses are measured in a way that reflects an unbiased and probability-weighted arount
determined by evaluating a range of possible outcomes, the time value of money, and reasonable and
supportable information that is available without undue cost or effort at the reporting date about past events,
current conddions and forecasts of future economic conditions.

Ali financial assets are classified as non-current except those that are held for trading, those with maturities
of less than 12 months from the reporting date, those which management has the express intention of
holding for less than 12 months from the reporting date or those that are required to be soid to raise
operating capital, in which case they are classified as current assets.

- Financial liabilities
All other financial liabilities are classified and measured at amortised cost.

All financial liabilities are classified as non-current except those held for trading, those expected to be
settled in the Company's normal operating cycle, those payable or expected to be paid within 12 months of
the balance sheet date and those which the group does not have an unconditional right to defer setttiement
for at least 12 months after the balance sheet date.

- Offsetting financial instruments

Financial assets and liabifities are offset and the net amount presented in the statement of financial position
when there is a legally enforceable right to offset the amounts and there is an intention to settle on a net
basis, or realise the asset and setile the liability simultaneously.
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SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

)

Taxation

The tax expense for the year comprises current and deferred tax. Tax is recognised in profit or loss.

Current tax
Current tax is provided on the results for the year, adjusted in accordance with tax legislation.

Deferred tax

Deferred tax is provided using the liability method for all temporary differences arising between the tax
bases of assets and liabilities and their carrying values for financial reporting purposes. Currently
enacted tax rates are used to determine deferred tax. Deferred tax assets are recognised only to the

extent that it is probable that future taxable profits will be available against which temporary differences
can be utilised.

Accounting for leases

The group as a lessee;

On the commencement date of each lease (excluding leases with a term, on cormmencement, of 12
months or less and leases for which the underlying asset is of low value) the company recognises a
right-of-use asset and a lease liability,

The lease liability is measured at the present value of the lease payments that are not paid on that
date. The lease payments include fixed payments, variable payments that depend on an index or a
rate, amounts expected to be payable under residual value guarantees, and the exercise price of a
purchase option if the company is reascnably certain to exercise that option. The lease payments are
discounted at the interest rate implicit in the lease. If that rate cannot be readily determined, the
company’s incremental borrowing rate is used.

For leases that contain non-lease components, the company allocates the consideration payable to the
lease and non-lease components based on their relative stand-alone components.

The right-of-use asset is initially measured at cost comprising the initial measurement of the lease

liability, any lease payments made on or before the commencement date, any initial direct costs
incurred, and an estirnate of the costs of restoring the underlying asset to the condition required under
the terms of the lease.

Subsequently the lease liability is measured at amortised cost, subject to remeasurement to reflect
any reassessment, lease modifications, or revised fixed lease payments.

Al right-of-use assets are subsequently measured at cost less accumulated depreciation and any
accumulated impairment losses, adjusted for any remeasurement of the lease liability. Depreciation is
calculated using the straight-line method to write down the cost of each asset to its residual value over
its estimated useful life. If ownership of the underlying asset is not expected to pass to the company at
the end of the lease ferm, the estimated useful life would not exceed the lease term.

For leases with a term, on commencement, of 12 months or less and leases for which the underlying

asset is of low value, the total lease payments are recognised in profit or loss on a straight-line basis
over the lease period.

The above accounting policy has been applied from 1 January 2019. Note 12 sets out the equivalent
policy applied in the previous year and the impact of the change in accounting policy.
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SIGNIFICANT ACCOUNTING POLICIES {(CONTINUED)

)]

Impairment of non-financial assets and intangible assets

At the end of each reporting period, the company reviews the carrying amounts of its tangible and
intangible assets to determine whether there is any indication that those assets have suffered an
impairment loss. If any such indication exists, the recoverable amount of the asset is estimated in
order to determine the extent of the impairment loss (if any).

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.

Nen-financial assets that suffered an impairment are reviewed for possible reversal of the impairment
at the end of each reporitfing period.

m) Dividends

n)

0}

P}

q)

Propesed dividends are disclosed as a separate component of equity until declared.

Dividends are recognised as a liabilities in the period in which they are approved by the company's
shareholders.

Employee entitlements

The estimated monetary liability for employees’ accrued annual leave entitliement at the reporting
date is recognised as an expense accrual,

Retirement benefit obligations
The group operates a defined contribution staff retirement benefit scheme for its permanent and
pensionable employees. The scheme is administered by an insurance company. The group's

contributions to the defined contribution retirement benefit scheme are charged to profit or loss in the

year to which they relate. The company has no further payment obligations once the contributions
have been paid.

The group and its employees contribute to the National Social Security Fund {NSSF), a statutory
defined contribution scheme registered under the NSSF Act. The group's contributions to the defined
contribution scheme are charged to profit or loss in the year to which they relate.

Cash and cash equivalents

For the purposes of the statement of cash flows, cash and cash equivalents comprise cash in hand
and deposits held at call with banks and treasury bills maturing within 91 days of the reporting date.

Restricted cash balances are those balances that the group cannot use for working capital purposes.

Share capital

Ordinary shares are classified as equity. Mandatorily redeemable preference shares are classified as
equity and liabilities.
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SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

"

t)

Translation reserve

The translation reserve represents translation gains and losses arising from consolidation of foreign
operations.

Non-current assets (or disposal groups) held-for-sale

Non-current assets (or disposal groups) are classified as assets held-for-sale when their carrying
amount is to be recovered principally through a sale transaction and a sale is considered highly
probable. They are stated at the lower of carrying amount and fair value less costs to sell if their
carrying amount is to be recovered principally through a sale transaction rather than through
continuing use.

When the group is commitied to a disposal plan involving loss of control of a subsidiary, all of the
assets and liabilities of that subsidiary are classified as held for sale when the above criteria are
met regardless of whether the group will retain a non-controlling interest in its former subsidiary
after the szale.

Comparatives

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

Recognised at a point in time:
- Transaciion levy
Depository levy

Registry fees

Bond levy

Others

2. Other operating income

Interest income
- financial assets at amortised cost
Other income

3. Operating profit

The following items have been charged in
arriving at opesating profit:

Depreciation on property and equipment (Note 11)

Depreciation on right-of-use assets (Note 12)
Amortisation of intangible assets {Note 13)
Impairment loss on investments

Impairment toss on cash and bank balances
Impairment loss on trade and other receivables
Impairment loss on refated party balances
Auditors' remuneration

- current year

- underprovision in prior years

Short term lease rent

Staff costs (Mote 4)

Repairs and maintenance

4. Staff costs

Salaries and wages

Other staff costs

Pension costs:

- National Sacial Security Fund

- Defined contribution pension scheme

The average number of persons employed during

the year:
Management and administration

5. Finance costs

Interest on lease liabilities
Interast expense on preferenca shares
Net foreign exchange loss

29

Group Company
2019 2018 2019 2018
Shs Shs Shs Shs
244 642 854 281,151,919 244 642 854 281,151,919
17,127,146 20,089,460 17,127,146 20,089,460
8,419 8537 12 770,225 - -
26,067,264 22.411,480 26,067,264 22,411,480
382,075,311 15,852,624 34,865,048 18,852,624
335,332,112 355,275,708 322,702,312 342 505,483
26,316,744 16,013,083 25,538,038 14,985,848
21,932,141 6,391,355 21,932,141 6,387,355
48,248,885 22,404,438 47470179 21,373,203
10,979,270 6,374,399 10,879,537 6,332,295
8,167,837 - 8,167,837 -
7.115,976 3,869,845 4,608,801 1,824,730
28,839 28,471 28,839 28,471
(50,363) 350,318 {39,981) 350,083
1,217 566 1,154,646 302,326 1,007,093
- - 9,893,868 16,246,948
3,327,801 2,729,222 2,980,000 2,500,000
486,029 74,820 480,034 74,820
2122045 14,345,327 1,800,053 13,297,400
168,116,439 150,540,153 155,120,497 140,271,727
4,436 988 3,868,130 4,148,807 3.406.830
137,356,084 125,769,874 125,727 509 116,521,047
20,950,621 14,767,353 19,756,921 13,781,416
304,840 194,520 170,640 18G,72C
9,505,004 9,808,405 9,465,127 9,779,544
168,116,439 150,540,153 155,120,497 140,271,727
Group Company
2019 2018 2019 2018
55 54 42 44
3,736,569 . 3,736,569 -
347,651 621,170 - -
340,609 393,116 197,401 207,394
4,424,829 1,014,286 3,833,970 207,394
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Group Company
6. Tax 2019 2018 2019 2018
Shs Shs Shs Shs
Current tax 19,245,282 38,007.618 19,216,209 37,956 447
Underprovision in current tax - prior year - 9,515,304 - 9,515,304
Underprovision in deferved tax - pricr year (Note 14) - {9,515,304) - (9,515,304)
Deferred tax charge/(cradit) (Note 14) 9,142,606 3,106,794 14,186,844 {1,945,481)
28,387,888 41,204,412 33,403,053 36,010,966
The tax on the group's profit hefore tax differs from
the theoretical amount that would arise using the
basic rate as follows:
Profit before tax 71,856,559 123,387,763 76,782,241 115,619,108
Tax calculated at a tax rate of 30% (2018 30%) 21,556,968 37,016,329 23,034,672 34,685,732
Tax effect of;
- expenses not deductible for tax purposes 7,211,180 3,715,409 10,553,332 2,034,616
- underprovision in prior year deferred {ax (184 952) - (184,952) -
- income not subject to tax {223,388) {308,136) - -
- impact of IFRS @ provisions - {790,928) - (709,382)
- effect of deferred tax asset not recognised 28,004 1,571,808 - -
- effect of translation reserve movement 106 (70} -
Tax charge 28 387,888 41,204,412 33,403,053 36.010,966
Effective rate of tax 40% 33% 44% 31%

The increase in the effective rate of tax was caused by an increase in expenses not deductible for tax purposes and

tax losses relating to suhsidiaries.
. Share capital

Authorised share capital:

2,000,000 (2018: 2,000,000} ordinary shares of Shs, 100 each

Issued and fully paid:

1,750,000 (2018: 1,750,000) ordinary shargs of Shs. 100 each

. Dividends

Group & Company
20193 2018
Shs Shs

200,600,000 200,000,000
175,000,000 175,000,000

The directors propose a final dividend of Shs. 6.86 per share (2018: Shs. 10) amounting to a total of Shs. 12,000,000

{2018: Shs. 17,500,000).

The total dividend for the year is therefore Shs. 8.86 per share (2018: Shs. 10) amounting to a total of Shs. 12,000,000

(2018: Shs, 15,000,000).

In accordance with the Kenyan Gompanies Act, 2015 these financial statements reflect this dividend payable which is
accounted for in the shareholders’ funds as an appropriation of retained profits in the year ended 31 December 2019.

Payment of dividend is subject to a withholding tax at the rate of 5% for residents and 10% for non-residents. Payment of
dividends to shares held by resident limited entities in excess of 12.5% of the shareholding are exempt from withholding ta:

. Preference shares

The convertible preference shares were issued on 1 March 2018 at an issue price of Shs. 1 per share. The shares are
convertible into ordinary shares of the company in 2022 based on certain pre-set criteria, but dependent on business
valuation carried out at the time of conversion. On Issue, the shares were convertible at a variable number of shares not

exceeding 10% of the issued and paid up capital.

The net proceeds received from the issue of the convertible shares have been split between the financial liability element
and an equity component representing the fair value of the embedded option to convert the financial liability into equity of

the company as follows;

Proceeds of issue of converiible loan notes:
Equity component

Liability component at date of issue:
Interest charged (Note 5)

Liability component at the end of year

30

Group
2019 2018
Shs Shs
2,307,206 2,307,206
5,399,404 4,778,234
347,651 621,170
5,747,055 5,399,404
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9. Preference shares {continued)
The equity component of Shs. 2,307,206 has been credited to equity reserve.

The interest expensed for the year is calculated by applying an effective inferest rate of 13% to the
liability component for the 12 months. The liability component is measured at amortised cost. The
difference between the carrying amount of the liability component at the date of issue and the amount
reported in the balance sheet at 31 December 2019 represents the effective interest rate less interest

payable fo that date.
Group & Company
10. Lease liabilities 2019 2018
Shs Shs
Non-current 10,060,608 -
Current 14,080,341 -
24,140,949 -
Reconciliation of lease liabilities arising
from financing activities:
At start of year - -
Transition adjustment (Note (a)} 32,413,302 -
interest charged to profit or loss 3,736,560
Cash flows:
- Payments under leases (12,008,922) -
At end of year 24,140,949 -

Lease liabilities are unsecured.

The leases expiring within one year are subject to review at various dates during the next financial year.

The exposure of the company's leases to interest rate changes and the contractual repricing dates at the
reporting date are as follows:
Group & Company
2019 2018
Shs Shs
6 months or less 4,845,226 -
6 - 12 months 5,215,382 -
1-5years 14,080,341 -

24,140,949 -

Weighted average effective interest rates at the reporting date was:
Group & Company

Lease liabilities

2019
13%

2019

The carrying amounts of the group's lease liabilities are denominated in Kenya Shillings

Maturity based on the repayment structure of lease

lizbilities is as follows:

Gross lease liabilities - minimurn lease payments

Not later than 1 year

Later than 1 year and not later than § years

Totai gross lease

Future interest expense on leases liabilities

Present value of lease liabilities
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Group & Company

2019

D

10,060,608
14,080,341

2018

b LE ]

24,140,949
3,068,540

27,199,489




Central Depository and Setflement Corporafion Limited
Annual report and consolidated financial statements

For the yvear ended 37 December 2019

NOTES {CONTINUED)

11. Property and equipment

Year ended 31 December 2019

Furniture, Computers,
Leasehold Motor Office fittings and faxes and

Group improevements  vehicles eguipment  equipment copiars Total

Shs Shs Shs She Shs Shs
Cost
At start of year 12,668,017 130,900 6,657,233 4,472,704 51,885,815 75,814,668
Additions - - 2,986,168 - 2,581,896 5,548,064
Reclassification from
intangible assets (Note - - - - 64,493,036 64,493,036
At end of year 12,668,017 130,900 5,623,401 4,472,704 118,060,747 145,855,768
Depreciation
At start of year 12,668,017 89,993 4,128,409 3186879 39,631,367 50,704 466
Charge for the year - 32,725 1,703,000 392,623 8,850,022 10,979,270
At end of year 12,668,017 122,718 5,831,410 3,579,302 48,482,280 70,683,736
Net book value - 8,182 3,791,991 893,402 70,478,458 75,172,032
Year ended 31 December 2018
Cost
At start of year 12,668,017 130,800 6,309,187 4,326,065 44,219,506 67,653,675
Additions - - 348,046 143,139 7,743,979 8,235,163
Impairment - - - - (79,900) {(79.800)
Translation difference - - 3,500 2,230 5,730
At end of year 12,668,017 130,900 §,657.233 4472 704 51,885,815 75,814,668
Depreclation
At start of year 12,668,017 57,268 2,675,006 2,719,723 35,284,624 53,404,638
Charge for the year - 32,725 1,453,403 463,859 4,424 411 6,374,399
Impairment - - - - (79,808) {79,898)
Translation difference - - 3,097 2,230 5,327
At end of year 12,668,017 £9,993 4,128,400 3,186,679 39,631,367 £9,704,466
Net book value - 40,907 2,528,823 1,286,025 12,254,448 16,110,202
All the additions made during the year were made through cash payments.
Year ended 31 December 2019

Furniture, Computers,
Company teasehold Mator Office fittings and faxes and
improvements  vehicles equipment  equipment coplers Total

Shs Shs Shs Shs Shs Shs
Cost
At start of year 12,668,017 130,900 6,482,357 4,700,010 51,519,670 75,500,954
Additions - - 2,818,240 - 2,277,896 5,007,136
Reclassification from
intangible assets (Note - - - - 64,493 036 64,493,036
Atend of year 12,668,017 130,900 8,301,597 4,700,010 118,290,602 145,091,128
Depreciation
At start of year 12,688,017 89,993 4081914 3,308,497 39,385,322 59,533,743
Charge for the year - 32,725 1,684,719 392,623 8,769,470 10,879,537
Atend of year 12,666,017 122,718 5,766,633 3,701,120 48,154,792 70,413,280
Net book vaiue - 8,182 3,534,064 S98 890 70,135,810 74,677,846
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11. Property and equipment {continued)

12

Year ended 31 December 2018

Cost

At start of year

Additions
Impairment

At end of year

Depreciation

At start of year
Charge for the year

impairment

At end of year

Net book value

Right-of use assets

Group and company

Office space

At start of year

Effect of change in accounting policy (Note (a))
Depreciation charge for the year

Furniture, Computers,
Leasehold Motor Office fittings and faxes and
improvements vehicles equipment  equipment copiers Total
Shs Shs Shs Shs Shs Shs
12,668,017 130,200 6,227 290 4,569 850 43,855,591 67,451,648
- - 255067 130,160 7,743,979 8,129,206
- - - - (79,900) (79,500)
12,668,017 130,900 6,482 357 4,700,010 51,519,670 75,500,954
12,668,017 - 2,663,063 2,852 190 35,040,810 53,281,348
- 32,725 1,418,851 456 307 4 424 412 6,332,295
- B 2 - (79,900} {79,900)
12,668,017 89,993 4,081,914 3,308,497 39,385,322 59,533,743
- - 2,400,443 1,391,513 12,134,348 15,967,211
All the additions made during the year were made through cash payments.
2019 2018
Shs Shs
17,622,601 -
25,790,438 -
{8,167,837)
17,622,601 -

At end of year

Under the previous accounting policy prepaid operating lease rentals were recognised at historical cost and
subsequently amortised over the lease period.

The company leases offices and storage spaces. The leased offices and storage spaces are typically for
periods of between 2 and 5 years, with no opfions to renew. None of the leases contains any restrictions or
cavenants other than the protective rights of the lessor or carries a residual value guarantee.

In the statement of cash flows, the amount for payments for right-of-use assets represents:

Additions, as above

Less: amounts financed through ilease liabilities

Group Company
2019 2018 2019 2018
Shs Shs Shs Shs
25,790,438 - 25,780,438 -
{25,790,438) - {25,790,438) -

For irfiormation on the relatad lease liabilities, see Note 10,
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13. Intangible assets

Year ended 31 December 2019
Group

Cost

At start of year

Additions

Transfers

Reclassification to property and equipment (Note 11)

At end of year

Amortisation
At start of year
Charge for the year

At end of year
Net bock value

Year ended 31 December 2018

Group

Cost
At start of year
Additions

Atend of year

Amortisation
At starl of year
Charge for the year

At end of year

Net book value

Computer Work in
software progress Total
Shs Shs Shs
88,712,075 147,619,847 236,331,722
2,720,551 5,400,560 8,121,111
153,020,207  (153,020,207) -
(64,423,036} - (64,493,036)
179,058,797 - 179,859,797
61,411,510 - 61,411,510
7,115,976 - 7,115,976
68,527,486 - 68,527,486
111,432,311 - 111,432,311
60,050,649 124,170,615 184,221,264
28,661,426 23,449,032 52,110,458
88,712,075 147,619,647 236,331,722
57,541,665 - 57,541,665
3,869,845 - 3,869,845
61,411,510 - 61,411,510
27,300,565 147,619,647 174,920,212

Amortisation costs of Shs. 7,115,976 (2018: Shs. 3,869,845) are included under other operating expenses in profit

orloss.

Company
Year ended 31 December 2019

Cost

At start of year

Additions

Transfers

Reclassification to property and equipment {(Note 11)

Atend of year

Amortisation
At start of year
Charge for the year

At end of year

Net book value

34

Computer Work in
software progress Total
Shs Shs Shs
83,744,453 147619647 211,364,100
2,530,551 5,400,560 7,931,111
153,020,207  (153,020,207) -
{64,493,036) - {54.493,036)
154,802,175 - 154,802,175
58,826,963 - 58,826,963
4,608,801 - 4,608,601
63,435,764 - 63,435,764
91,366,411 - 81,366,411
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13. Intangible assets {continued) Computer Work in
software progress Total
Year ended 31 Becember 2018 Shs Shs Shs
Cost
At start of year 59,511,217 124,170,615 183,681,832
Additions 4,233,236 23,448,032 27,682,268
At end of year 63,744,453 147619647 211,364,100
Amortisation
At start of year 57,002,233 - 57,002,233
Charge for the year 1,824,730 - 1,824,730
At end of year 58,826,963 - 68,826,963
Net book value 4,917,490 147,619647 152,537,137
14. Deferred tax
Deferred tax is calculated, in full, on all temporary differences under the liability method using a principal tax
rate of 30% (2018 30%). The movement on the deferred tax account is as follows;
Group Company
2019 2018 2019 2018
Shs Shs Shs Shs
At start of year (23,367.833) (16,961,481) (28,380,616) (16,920.031}
{Credit)/charge to profit or loss (Note 6) 9,142,608 3106794 14,186,844 (1,945,481}
IFRS 18 transition adjustment (1.986,855) - {1,886,859) -
Underpravision in deferred
tax - prior year (Noie 6) - {2,515,304) - (9.515,304)
Translation difference 2,503 2,158 - -
At end of year (16,209,583} (23,367,833)  (16.180,831) (28,320,318)
Deferred tax (assets) and deferred tax charge to profit or loss are attributable to the following items:
IFRS 16
At start {Creditifcharge Transition Translation At end
Group of year to profit ortoss  adjustment difference of year
Shs Shs Shs Shs Shs
Deferred fax (assets)
Property and equipment {3,563,626) 9,416,581 - - 5,852,955
Leave pay provision {336,084) {36,466) - - {372 550}
tmpairment provision (18,431,929} {1,058,212) - - (19,540,141}
Right of use assets - 12.450,351) 7,737,131 5,286,780
Lease liabilities - 2,481,706 (9.723,001) - {7,242, 285)
Gratuity provision {1,307 265) 1,307,265 - - -
Other provisions (31,259) - - 2,503 (28,752)
Tax losses (3,051,017) (2,827,110} - - (5,878,127)
Deferred tax asset not recognised 3,403,342 2,300,193 - - 5712,538
Deferred tax (asset} (23,367,833) 9,142 606 {1,986,859) 2,503  {16,209,583)
Deferred tax assets on tax iosses carried forward are only recognised to the extent of certainty of availability
of sufficient future taxable profits to utilise such losses against.
IFRS 16 (Credit)charge
At start Transition to profit Atend
Company of year adjustment orloss of year
Shs Shs Shs Shs
Deferred tax (assets)
Property and equipment (3,381,454) - 3,671,472 5,290,018
Leave pay provision (336,084) - (36,466) {372,550)
Bad debt provision (23,356,013} - 4,213,218  (19,142,793)
Right of ugse assets - 7737131 {2,450,351) 5,288,780
Lease liabilities - (9723,921) 2,481,708 (7,242 285)
Gratuity provision (1,307,265) - 1,307,265 -
Deferred tax (asset) (28,380.816) (1.986,859) _ 14,186,844  (16,180,831)

35




Central Depository and Settlement Corporation Limited
Annual report and consolidated financial statements

For the vear ended 31 December 2019

NOTES (CONTINUED)

15. Investment in subsidiaries
Shares at cost
CDSC Registrars Kenya Limited

CDSC Registrars Rwanda Limited
CDSC Nominees Limited

Country of

incorporation

Kenya
Rwanda
Kenya

Company
2019 2018
Holding Shs Shs
70% 100,000 100,000
100% 141,043 141,043
100% 20,000 20,000
261,043 261,043

The principle activities of the subsidiaries is to provide share registrar services to various companies listed
on the Nairobi Securities Exchange and administration of financial markets, trusts, funds and similar financial
services, security and commodity contract brokerage and holding of companies monetary intermediation,

18. Investments

Al start of year

Additions

Liguidation

Expected credit loss provisions
At end of year

Investments can be analysed as foliows:

Maturing within 91 days of the reporting
date (Note 18)

The carrying amounts of the company's investments are deneminated in Kenya Shillings.

17. Trade and other receivables

Non-current
Receivable from related parties {(Note 22)
Less: provision for expected credit losses

Current

Trade receivables

Other receivables

Receivable from related pariies (Note 22)
Less: provision for expected credit losses

Net trade and cther receivables
Prepayments

Total trade and other receivables

Group Company
2019 2018 2019 2018
Shs Shs Shs Shs
52 866,598 49,120,381 52,866,599 49,120,381
3,794,568 52,866,599 3,794,568 52 868,599
- (49,120,381) - (49,120,381)
56,661,167 52,866,599 56,661,167 52 866,599
(430,625) {401,786) {430,625) (401,786)
56,230,542 52,464,813 56,230,542 52 484,813
56,230,542 52,464,813 56,230,542 52,464,813
Group Company
2019 2018 2019 2018
Shs Shs Shs Shs

- - 9,893,868 9,823,868

- - {9,893,868) -

- - - 9,823,868
42,807 307 23,209,543 37,675,046 16,840,124
17,401,437 5,354,227 17,346,542 5,283,667

461,180 181,683 26,385,705 26,327,138
(7,845,229) (6,653,790) (22,840,637} (22,538 311)
52,824,695 22,091,664 58,566,656 25812618
16,632,355 16,242,193 16,632,355 16,242,193
69,457,050 36,333,857 75,169,011 42,154,811
88,457 050 38,333,857 85,092,879
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NOTES (CONTINUED}
Group Company
2019 2018 2019 2018
18. Cash and cash equivalents Shs Shs Shs Shs
Cash at bank and in hand 40,330,980 26,975,770 35,208,813 16,869,069
Restricted bank balances 46,631,963 69,010,833 46,831,963 69,010,833
Fixed deposits 192,882,070 213,924,450 192 882,070 200,156,891
279,845,013 309,911,053 278,722,846 286,036,793
For the purposes of the statement of cash
flows, the year-end cash and cash
equivalents comprise the following:
Cash at bank and in hand 40,330,980 26,975,770 36,208,813 16,869,069
Investments maturing within 91 days
{Note 18) 56,230 542 52,464,813 56,230,542 52,464,813
Fixed deposits 182,882,070 213,924,450 192,882 070 200,156,891
289,443,692 293,365,033 238,321,425 269,490,773
The carrying amounts of the group's and company's cash and cash equivalents are denominated in the following
currencies:
Group Company
2019 2018 2019 2018
Shs Shs Shs Shs
Kenya Shillings 270,444,707 293,040,118 278,659,341 285,797,011
United States Dollars 63,505 354,325 63,505 239,782
Rwandese Franc 9,336,801 16,516,610 - -
279,845,013 309,911,053 278,722,846 286,036,793

Restricted bank balances relate to balances held with SBM Bank (Kenya) Limited which were transferred from
Chase Bank Kenya Limited as part of the statutory management. These balances are not immediately available for

use,

In determining the basis of measurement of balances held with Chase Bank Kenya Limited (In Receivership) and
SBM Bank (Kenya) Limited, the directors have assessed whether there is any evidence indicating that there is a

measurable decrease in the estimatad future cash flows expected, the perpetual period of such cash flows and the
arrangement in relation to the transfer of deposits from Chase Bank Kenya Limited (In Receivership) to SBM Bank
{Kenya) Limited.

Chase Bank Kenya Limited {in Receivership) was placed under statutory management and subsequently 75% of all
balances held were transferred to SBM Bank (Kenya) Limited. Deposits amounting to Shs. 48,905,604 which relate
to the 25% of deposits still held with Chase Bank Kenya Limited (In Receivership) have been fully impaired due to
uncertainty over recovery of the same,

Of the 75% of deposits transferred to SBM Bank (Kenya) Limited, Shs. 73,358,406 representing 50% of deposits
transferred has been received by the client. The remaining 50% of deposits will be received over a pre-agreed 1-3
year period and will accrue interest at a rate of 6.3% per annum. These fixed deposits have been re-measured as at
the reporting period to a carrying amount of Shs. 48,543,667,

Total remeasurement losses amounting to Shs. 50,783,949 have been carried forward resulting into a
remeasurement loss of Shs. 1,911,704 during the yeat.
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18. Cash and cash equivalents {continued)

Expected cradit losses for the year have been accounted as follows:

2019 2018
Shs Shs
At start of the year (2.274,828) -
2017 ECL allowance credited to profit and loss - (1,924,510
Additional ECL provigion for the year 39,981 (350,318
At end of year (2,234,847 (2,274,828
Group Company
2019 2018 2019 2018
18 Trade and other payables Shs Shs Shs Shs
Non-current
Payable to related parties (Note 22) 2,255,198 - - -
Current
Trade payables 10,466,884 16,954 625 10,253,875 13,260,600
Other payables 25,226,628 31,127,036 12.106 615 21,573,601
Payable to related parties (Note 22) 7,220,002 3,232,083 12,458,553 10,716,039
42,913,514 51,313,744 41,823,043 45,550,240
Total trade and other payables 45,168,710 51,313,744 41,820,043 45 550,240
The maturity analysis of trade and other payables is as jollows:
Group Oto1 2to 3 41012 Over 1
month months months year Total
Year ended 31 December 2019 Shs Shs Shs Shs Shs
Trade payables 7.340.910 2,695,214 430,760 - 10,466,884
Other payables 14,532,589 7,456,825 3,237,214 - 25,226,628
Payable to related parties - - 7,220,002 2,255 196 9,475,198
21,873,499 10,152,039 10,887,976 2.255196 45,168,710
Year ended 31 December 2018
Trade payables 13,828,651 2,695,214 430,760 - 16,954,625
Cther payables 20,432,997 7,456,825 3,237,214 - 31,127,036
Payable to related parties - - 3,232,083 - 3,232,083
34,261 648 10,152,039 €,200,057 - 51,313,744
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19. Trade and other payables {continued)

Company Oto1 2to3 4to 12
month months months Total
Year ended 31 December 2019 Shs Shs Shs Shs
Trade payables 991,438 9,262,437 - 10,253,875
Other payables 11,008,237 7.104,930 995,448 19,106,615
Payable to related parties 3,937,807 - 8,621,746 12,459 5583
15,935,482 16,367,367 9,517,194 41,820,043
Year ended 31 December 2018
Trade payables 10,135,795 2,695.214 429,591 13,260,600
Other payables 7,613,155 7,589,101 6,371,346 21,573,602
Payable to related parties - - 10,716,038 10,716,038
17,748,950 10,284,315 17,516,975

45 550,240

In the opinion of the directors. the carrying amounts of the group's and company's trade and other payables

approximate to their fair value.

The carrying amounts of the company's trade and other payables are denominated in the following

currencias;
Group Company
2019 2018 2019 2018
Shs Shs Shs Shs
Kenya Shillings 45 168,710 33,410,373 41,820,043 45,550,240
Rwandese Francs - 2,947,286 - -
45 168,710 36,357,659 41,820,043 45 550,240

20. Assets and liabilities classified as held-for-sale

Assets of CDSC Rwanda Limited have been held for sale following approval by the company's management

on 9 October 2019,

Assets

Trade and other receivables
Cash and cash equivalents
Other current assets
Liabilities

Trade and other payables

1,126,669
9,336,782

726,280

_ 11189731

1,972,445

Discontinued operations have not been presented seperately under the statement of profit or loss mainly

due the operations of CDSC Rwanda not constituting to be a major line of business to the group.
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21. Cash from operations

Reconciliation of profit before tax to cash
from operations:

Profit before tax

Adjustments for:
Depreciation on property and equipment
{Note 11)

Depreciation on right of use assets (Note 12)

Amortisation of intangible assets (Note 13)
Interest income (Note 2)
Interest expense (Note 8)
Interest on lease liabilities (Note 10)
Effect of expected credit losses on:

- investments {Note 24)

- cash and bank balances (Note 24)

- trade and other receivables (Note 24)
Changes in working capital

- trade and other receivables

- irade and other payables

- restricted bank balances

- assets classified as held for sale

22,

Cash from operations

Related party transactions

The group transacts with other companies related to it by virtue of common shareholding.

The following transactions were carried out with related parties:

i) Outstanding balances arising from

sale and purchase of services

Receivabla from related parties can he
analysed as follows:

- Subsidiaries

- Other related parties

Total receivable from related parties
(Note 17)

Payable from related parties can be
analysed as follows:

- Subsidiaries
- Other related parties

Total payable to related parties (Note 19)

i) Key management compensation

Salaries and other shori-term employment

benefits:
- Directors
- Employees

Group Company
2019 2018 2019 2018
Shs Shs Shs Shs
71,856,659 123,387,763 76,782,241 115,619,108
10,979,270 8,374,399 10,879,537 6,332,295
8,167,837 - 8,167,837 =
7,115,976 3,869,845 4,608,801 1,824,730
26,316,744 16,013,083 25,538,038 14,985,848
347 651 621,170 - -
3,736,569 - 3,738,569 -
(28,839) (373,315} - (373,315)
50,363 {1,924 510) - (1,867,564)
1,217 566 (338,603) - (123,729)
(31,123,183) 7,606,361 (23,220,332) 16,982,660
(8,400,230) 14 956,084 (3,730,197) 10,108,573
22 378,870 50,823,664 22,378,870 59,823,664
{9,217,286) - - -
103,397,857 230,015,941 125,141,364 223,312,270
Group Company
2019 2018 2019 2018
Shs Shs Shs Shs
356,933 - 26,281,458 35,925,450
104,247 181,683 104,247 295,556
461,180 181,683 26,385,705 36,221,008
160,440 - 7,480,356 7,483,956
9,314,758 3,232,083 4,979,197 3,232,083
9,475,198 3,232,083 12 459 653 10,716,038
Group & Company
2019 2018
Shs Shs
15,337,528 11,936,805
74,892,445 77,504,405
90,229,973 89,441,310
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23

24,

Commitments

Contractual commitments for the acquisition of intangible assets Group & Company
2019 2018

At the reporting date these commitments were as follows: Shs Shs

Computer software 42,190,285 19,324,788

Risk management objectives and policies

Financial risk management

The group’s activities expose it to a variety of financial risks: market risk {including foreign exchange risk,
interest rate rigk), credit risk and liquidity risk.

The group’s overalt risk management programme seeks to maximise the returns derived for the lavel of risk

that it is exposed to and seeks o minimise potential adverse effects on its financial performance.
Risk management is carried out by the management under policies approved by the board of directors.
Management identifies, evaluates and hedges financial risks in close co-operation with various
departmental heads.
(a) Market risk
- Interest rate risk
The group's exposure to interest rate risk arises from lease liabilities.
The table below summarises the effect on post-tax proiit had interest rates been 1% higher, with all

other variables held constant. If the interest rates were lower by 1%, the effect would have been the
opposite.

Group & Company

2019 20138
Shs Shs
Effect on profit - (decrease) {84,493) -

A 1% sensitivity rate is being used when reporting interest risk internally to key management personnel

and represents managements assessment of the reasonably possible change in interest rates.

- Foreign exchange risk
The group is exposed to foreign exchange risk arising from various currency exposures primarily with
respect to the United States Dollar and Rwandese Francs. The risk arises from future transactions,
assefs and liabilities in the statement of financial position,

The table below summarises the effect on post-tax profit had the Kenya Shiiling weakened by 10%

against each cusrency, with all other variables held constant. i the Kenya Shilling strengthened against

gach currency, the effect would have been the opposite.

Group Company
2019 2018 2019 2018
Shs Shs Shs Shs
Effect of profit - (decrease)fincrease (1,833,537)  (2,495,803) 3,674 29,098

A 10% sensitivity rate is being used when reporting foreign risk internally to key management persorine!
and represents managements assessment of the reasonably possible change in foreign exchange rates.
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24. Risk management objectives and policies (continued)

(b) Creditrisk

Credit risk arises from cash and cash equivalents and deposits with banks and financial institutions, as

well as credit exposures to customers, including outstanding receivables.

Management assesses the credit quality of the customer, taking into account their financial position,

past experience and other factors.

Exposure io this risk has been guantified in each financial asset note in the financial statements along

with any concentration of risk.

In assessing whether the credit risk on a financial asset has increased significantly, the company
compares the risk of default occurring on the financial asset as at the reporting date with the risk of default
occurring on that financial asset as at the date of initial recognition. In doing so, the company considers
reasonable and supportable information that is indicative of significant increases in credit risk since initial
recognition and that is available without undue cost or eifort. There is a rebuttable assumption that the
credit risk on a financial asset has increased significantly since initial recognition when contractual

payments are more than 30 days past due.

For these purpose default is defined as having occurred if the debtor is in breach of contractual
obligations, or if information is available internally or externally that suggests that the debtor unfikely to
be able io meet its obligations. However, there is a rebuttable assumption that that default does not

occur later than when a financial asset is 90 days past due.

If the company does not have reasonable and supportable information to identify significant increases in
credit risk and/or to measure lifetime credit losses when there has been a significant increase in credit
risk on an individual instrument basis, lifetime expected credit losses are recognised on a collective basis.

For such purposes, the company groups financial assets on the basis of shared credit risk

characteristics, such as:
- type of instrument;

- industry in which the debtor operates; and

- nature of collaterai.

A financial asset is credit-impaired when one or more events that have a detrimental impact on the
estimated future cash flows of the financial asset have occurred. Evidence that a financial asset is credit

impaired include observable data about the the following events:

- significant financial difficulty of the debtor

- abreach of contract

- itis probable that the debtor will enter bankruptcy

- the disappearance of an active market for the financial asset because of financial difficulties.

The gross carrying amount of financial assets with exposure to credit risk at the reporting date was as follows:

Basis for measurement of loss allowance

As at 31 December 2019

Trade receivables

Other receivables

Receivable from related parties
Cash at bank

Investments

Gross carrying amount

Expected credit loss allowance

43

Lifetime expected credit losses

Group Company
Shs Shs
42,807,307 37,675,046
17,401,437 17,346 642
461,180 26,385 705
279845013 278,722,846
52,866,599 52,866,599
393,381 5386 412,996,738
(11,387,137) (35,342,775}
381,994,399

377,663,963
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24. Risk management objectives and policies {continued)

Financial risk management (continued)

(b) Credit risk {(continued)

As at 3t December 20158

Trade receivables
Other receivables

Receivables from related parties

Cash at bank
investments

Gross carrying amount

Expected credit loss allowance

Lifetime expected credit

Group Company
Shs Shs
23,209,543 16,840 124
5,354,227 5,283,667
181,683 26,327,138
308,911,053 286,036,793
52,866,599 52,866,599
391,523,106 387,354,321
{10,180,713) (25,157,723)
381,342 393 362,196,508

Financial assets for which the loss allowance has been measured at an amount equal 10 fifetime expected
credit logses have been analysed above based on their credit risk ratings as foliows:

a) financial assets for which credit risk has increased significantly since initial recognition but that are

not credit impaired;

b} financial assets that are credit impaired at the reporting date; and

¢} trade receivables, contract assets and lease receivables for which the loss allowance is always
measured at an amount equal to lifetime expected credit losses, based, as a practical expedient, on

provision matrices.

The age analysis of the trade receivables at the end of each year was as follows:

As at 31 December 2019
As at 31 December 2018

The changes in the loss allowance during the year were as follows:

Basis for measurement
of loss allowance

Group

Year ended 31 December
2019

At start of year
Changes relating to assets

At end of year

Year ended 31 December
2018

At start of year
Changes relating fo assets

Atend of year

Not past due

Shs

12,621,132
8,486,127

31-60
Shs

12,451,913

910,016

61 -90
Shs

6,014,049
545,000

91 -180
Shs

6,587,952

Total
Shs

37,675,046

6,898,980 16,840,124

Lifetime expected credit losses

44

Cash and
cash Related party Trade
Investments equivalents balances receivables Total

Shs Shs Shs Shs Shs
401,786 2,274,828 - 7,504,099 10,180,713

28,839 (39,981) - 1,217,566 1,206,424
430,625 2,234,847 - 8,721,665 11,387,137
373,315 1,924,510 - 6,349 453 8,647,278

28,471 350,318 - 1,154,648 1,633,435
401,786 2,274,828 - 7,504,099 10,180,713
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24, Risk management objectives and policies {continued)

Financial risk management (continued)

{b) Credit risk {continued)

Company

Year ended 31 December 2019

At start of year
Changes relating to assets

At end of year
Yeoar ended 31 December 2018

At start of year
Changes relating to assets

At end of year

(c) Liguidity risk

Lifetime expected credit losses

Cash and
cash Related party Trade
Investments equivalents balances receivables Total

Shs Shs Shs Shs Shs
401,786 2,217,626 16,246,948 6,291,363 25,157,723

28,839 (39,981) 9,893,868 302,326 10,186,052
430 625 2,177,645 26,140,816 6,693,689 35,342,775
373315 1,867,564 . 5,284,270 7,525,149

28 471 350,062 18,246,948 1,007,083 17.632,574
401,786 2,217,626 16,246,948 6,291,363 25,157,723

Prudent liquidity risk management implies maintaining sufficient cash and cash equivalents. Due to the nature of
the underlying business, the group's management maintains flexibility in funding by maintaining sufficient cash

and cash equivalents.

Note 19 discloses the maturity analysis of trade and other payables.

The table below disclose the undiscounted maturity profile of the group's financial lizbilities:

Group

Year ended 31 December 2019

Non-interest bearing fiabilities:
- Trade and oiher payables
Interest bearing liabilities:
- Lease liabilities

- Operating leases

Year ended 31 December 2018

Non-interest bearing liabifities:
- Trade and other payables

Company

Year ended 31 December 2019

Non-interest bearing liabifities:
- Trade and other payables
Interest bearing liabilities:
- Lease liabilities

- Operating leases

Year ended 31 December 20138

Non-interest bearing fiabilities:
- Trade and other payables

45

Interest
rate
o

0%

13%

0%

0%

13%

0%

Befween Between
Jto 3 4tod2
months months Total
Shs Shs Shs
32,025,538 10,887,976 42,913,514
2,361,284 7,689,324 10,060,608
34 386,822 18,587,300 52 974,122
44 413,688 6,900,057 51,313,744
32,302,849 9.517,193 41,820,042
2,361,284 7,699,324 10,060,608
34 664,133 17,216 517 51,880,650
28,033,265 17,516,975 45,550,24(
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25. Capital management

26.

27

The group's objectives when managing capital are:

- to provide an adequate return to shareholders by pricing services commensurate with the level
of risk;

- to safeguard the entity's ability to continue as a going concern, so that it can continue to provide
returns for shareholders and benefits for other stakeholders;

- to maintain a strong asset base to support the development of business; and

- to maintain an optimal capital structure to reduce the cost of capital.

The management sets the amount of capital in proportion to risk. The group manages the capital
structure and makes adjustments to itin the light of changes in economic conditions and the risk
characteristics of the underlying assets. In order to maintain or adjust the capital structure, the
group may adjust the amount of dividends paid to shareholders or issue new shares.

Incorporation

Central Depository and Seitlement Corporation Limited and its subsidiaries CDSC Registrars Kenya
Limited and CDSC Nominees Limited, are incorporated in Kenya under the Kenyan Companies Act,
2015 as private limited liability companies and are domiciled in Kenya. CDSC Registrars Rwanda
Limited is a limited liability company incorporated and domiciled in the Republic of Rwanda in
accordance with the Law relating to Companies No. 07/2009 of 27 April 2009,

Presentation currency

The financial statements are presented in Kenya Shillings (Shs).
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SCHEDVULE OF EXPENDITURE

Group Company
2019 2018 2019 2018
1 ADMINISTRATIVE EXPENSES Shs Shs Shs Shs
Employment:
Salaries and wages 137,660,724 125,964,394 125,898,449 116,710,767
Staff medical and welfare expenses 12,005,417 10,787,609 10,905,485 9,919,889
Other staff expenses 18,450,207 13,788,150 18,316,563 13,641,061
Total employment costs 168,116,439 150,540,153 156,120,497 140,271,727
Other administration expenses:
Postages and felephones 5,799,129 5,711,510 3,731,400 3,842,587
Entertainment and travelling 3,779,788 4,942 454 3,261,007 4,623,471
Beoard and commitiee expenses 20,148,315 15,514,916 19,192,368 14,971,787
Printing and stationery 1,365,484 1,508,731 1,204,604 1,166,753
Adverlising and marketing expenses 2,980,830 3,567,233 2,407,819 2,905,202
Computer expenses 14,786,807 12,960,524 14,512,807 12,960,524
M- Akiba expenses 3,965,040 4,942,155 3,965,040 4942 155
Audit fees
- cugrent year 3,327,891 2,729,222 2,980,000 2,500,000
- underprovision in prior years 486,029 74,820 480,034 74,820
Legal and professional fees 8.652,249 4,616,194 8,123,209 3,988,697
Bank charges and commissions 586,378 495,559 463,370 414,223
Donations 226,204 511,012 226,293 511,012
Subscriptions and periodicals 1,711,493 2,181,247 1,711,483 2,181,247
Office running expenses 2,359,258 2,229,086 2,150.127 2,008,393
Impairment loss on investments 28,839 28,471 28,839 28,471
Impairment loss on cash and bank balances (50,363) 350,318 (39,981} 350,063
Impairment loss on trade and ciher receivables 1,217,566 1,154,646 302,326 1,007,093
Impairment loss on related party balances - - 9,893,868 16,246,948
Fines and penalties 4,494 730 3,160,668 1,000,000 833,500
Total other administrative expenses 75,853,754 66,678,765 75,504 623 75,556,945
Total administrative expenses 243,970,193 217,218,918 230,715,120 215,828,672
2. OTHER OPERATING EXPENSES
Establishment;
Short term lease rent 2,122,045 14,345,327 1,800,053 13,287,400
Service charges 4,919,543 4,176,759 3,855,114 4,176,759
Parking fees 1,991,585 1,838,645 1,988,155 1,838,645
Electricity and water 2,432,630 2,563,001 2,343,381 2,503,023
Repairs and maintenance 4,436,988 3,868,130 4,148,807 3,406,830
Insurance 5,961,366 6,151,052 9,826,663 6,151,052
Licenses 12,049,848 5,882,913 11,972,484 5,803,670
Security expense 1,240,624 481,376 1,240,624 981,376
Depreciation on right of use assets 8,167,837 - 8,167,837 -
Depreciation on property and egquipment 10,979,270 6,374,399 10,874,537 6,332,295
Amortisation of intangible assets 7,115,976 3,889,845 4,608,801 1,824,730
Total other operating expenses 61,417,712 50,151,447 56,829,456 46,315,780
3. FINANCE COSTS
interest on lease liabilities 3,736,569 - 3,736,569 -
Interest expense on preference shares 347,651 621,170 - -
Net foreign exchange loss 340,609 393,116 197,401 207,394
4,424,829 1,014,286 3,933,070 207,394
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