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SMEP Microfinance Bank Limited is a public limited company incorporate under the companies Act
(Cap 486) and licensed under the Microfinance Act (Cap 4930) regulated by The Central Bank of
Kenya to offer banking services focusing on Group (Microfinance) banking and SME & Church

banking SMEP has a subsidiary company, SMEP Insurance Agency, which provides insurance
services to diverse customer insurance needs.
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Became the 3rd microfinance
institution (MFI) in Kenya to
be awarded a nationwide

Deposit Taking Microfinance
licence by CBK

‘R
Rebranded to SMEP

and dropped the long
name Small and

Microenterprise
Programme
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Launched SMEP mobile
banking system. SMEP
customers can transact
using their mobile
phones

2012 &

Registered as a company limited The first MF1 in Africa The first MFl in Kenya
by guarantee under the name and second in the to obtain a nod by
Smalland Microenterprise world to launch a Capital Market
Programme (SMEP) VISA debit card to Authority to raise
. customers capital through
private placement
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Started out as arelief
arm of the National
Council of Churches of
Kenya (NCCK)
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Launched mobile wallet

% dubbed CashKash
Opens SMEP Insurance
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BAMK PUBLIC LIMITED COMPANY [Formerly: SMEP Microfinance Bank Limited)

SMEpB:ik

MNotice is hereby given that the 12th Annual General Meeting of the shareholders of SMEFP
Microfinance Bank (“Company”) will be held via electronic communication, on Friday, 5th
May, 2023 at 2.30 p.m. when the business set out below will be transacted.

Shareholders will not be able to attend the meeting in person but will be able to register
for, access relevant information, follow the meeting in the manner detailed below and vote
electronically or by proxy. Shareholders may ask guestions in advance of the meeting as
detailed in the instructions below.

AGENDA

1.
2

To read the notice convening the Meeting and determine if a quorum is present
To receive, consider and if approved, adopt the Company’s audited financial
statements for the year ended 31 December 2022, together with the reports of the
Chairman, Directors and Auditors therson.
To note that the Directors do not recommend the payment of a dividend for the
Financial Year under review
Election of Directors
a) Rotation of Directors: In accordance with Article 111 of the Company's
Articles of Association, the following Directors retire by rotation and
being eligible, offer themselves for re-election
i. Canon Chris Kinyanjui Kamau
1. Mr. James Jeremiah Nyokang'i
To note that auditors Mazars will continue in office in accordance with the
provisions of Section 721(2) of the Companies Act, 2015 and to authorize the
Directors to fix their remuneration for the ensuing financial year.

To approve the remuneration of Directors for the period ended 31st December
2022.

By Order of the Board

CS. LAWRENCE KIBET

COMPANY SECRETARY
IMAGE REGISTRARS LIMITED
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CHAIRMAN'S STATEMENT
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It Is with much pleasure that | present to you the Financial Statements and Annual Report for the period ended 31st December
2022, Iwould like to take this opportunity to update you on the progress we have made over the past year.

Operating and Economic Environment

According to the World Bank report, Kenya's economy continued to rebound from the pandemic in 2022 with real gross
domestic product (GDP) increasing by 6% year-on-year in the first half of 2022, driven by broad-based increases in services
and industry. Thisrecovery wasdampened by global commodity price shocks, the long drought in the region, and uncertainty
in the run up to the 2022 general elections.

However, despite these challenges, at SMEP Microfinance Bank we have remained committed to our goals and have
continued with efforts to grow our business. In order to adapt to the changing economic and political environment, we
implemented several measures to ensure business continuity, such as adopting remote work arrangements, increasing
our online presence, and leveraging technology to enhance operational efficiency. Despite the challenging environment,
we remain optimistic about the future and believe that Kenya's economy will rebound strongly in the coming years with
increased opportunities for our business.

Success in getting a strategic partner.

We are pleased to announce that after a long search we have successfully secured an appropriate strategic partner. Thisis a
significant milestone for our business, as it will provide us with the necessary resources and impetus to accelerate our growth
and expand our operations. Our strategic partner, HOPE INTERNATIONAL, is a reputable global faith - based microfinance
institution with a proven track record of success. They share our vision and mission and are committed to supporting us in
achieving our goals. With their expertise and resources, we are confident that we shall be able to take our business to the
next level and deliver even greater value to our stakeholders.

Reorganisation of the Board of Directors

With thecomingin of Hope International as a Strategic
Partner with 51% shareholding, we shall have their

efforts, | am delighted to report that we have re-entered the profit
zone by recording a profit in the year 2022, This is a testament to the

representatives as new board members joining the
Board of Directors of SMEP Microfinance Bank PLC.
This will ensure that we have diverse backgrounds
and expertise, and fresh perspectives and ideas will
be brought into the Board. We believe that this will
strengthen our capadity to navigate the complex
business environment and enable us to deliver
sustainable growth. Furthermore, this will help to
consolidate the effectiveness of the measures that
we have been implementingin the pastwith theaim
of enhandng transparency and accountability of our
board, improving our reporting and communication
channels, and establishing clear guidelines for ethical
conduct and management of conflict of interest.

Profitability

Despite the challenging economic environment,
we remained focused on delivering value to our
customers and shareholders. We optimized our
operations, managed our costs effectively, and
pursued strategic growth opportunities that aligned
with our vision and values. As a result of these

effective guidance of the Board and the hard work and dedication of
management and staff, and the resilience of our business model. The
outcome also reflects our commitment to sustainable growth and the
ability to adapt to changing market conditions.

Financial Results and Highlights

The highlights of the Bank's financial performance are as tabled
below:

2017 2M8| 2019 2020 2021 2022
Total Income 562M 653M 837M 620M B58M 6B4AM
Total Assets 273B 2948 33B 340B 34B 3328
Customer Deposits 16B 198 214B 2398 236B 2.24B
Loans to Customers (net) 1.67B 1.65B 168B 176B 15B 14B

Net Profit before Taxes  120IM -159M 1949M -98M -58M 10.8M

The Board of Directors recommends that no dividend is paid for the
year. This is because, despite the improved performance and modest
profit, our Bank is still recovering from a trail of past losses. However,
believe that we have now come out of the worst situation and with
sustained growth and improvement in performance we should be able

to pay a dividend in the future. —
(1 1)
i
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In conclusion, | would like to express my gratitude to my fellow directors, customers and shareholders for their continued
support. Equally | commend management and staff for their hard worl, loyalty and commitrnent. It is also appropriate for
me to acknowledge the great support and understanding extended to us by the Central Bank of Kenya, our regulator.

Finally, | exhort all of us to remain committed to delivering sustainable growth and creating value for our stakeholders. For
the Board and management, we will continue to pursue our strategic goals with determination and agility, leveraging our

strengths and resources to seize opportunities and overcome challenges.

Thank you.

Dr. Melson C. Kuria, OGW, MBS, F.loDK
Chairman of the Board

N\ g e
KING At SMEP we recognise the role of men in the
SOLOMON family and community. As vision bearers, we

support you realise your goals. Our team and
service module will provide what you need to

Tailored for
Wise Men With a Vision.

SMEpPBsT

Reguloted by the Central Bank of Kenya and Member, KDIC
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GENERAL SECRETARY'S STATEMENT

Esteermned shareholder, on behalf of the Mational Council
of Churches of Kenya (NCCK), we would like to express our
gratitude for your continued support of SMEP Microfinance
Bank. Your investment has enabled SMEP to serve its
customers and stakeholders with excellence. Together, our
dreams of transforming lives and fulfiling dreams of the
people continues to be realized.

MCCK is exdted to welcome Hope International on board
as our strategic partner. The partnership marks a significant
milestone for SMEP. We believe that it will bring tremendous
benefits to our customers, shareholders, and other
stakeholders. By leveraging the strengths and resources
of Hope Intemational, we can enhance SMEP's capabilities,
expand its reach, and better serve its customers. We also
appreciate the alignment of the vision and missions of both
organisations which place Jesus Christ at the center of our
life and work. Hope International’s mission is to invest in the
dreams of families in the world's underserved communities
as they proclaim and live the Gospel. NCCK Mission is halistic
transformation of lives for a just, resilient and sustainable
society.

MNCCK will now hold a 34 percent shareholding in SMEP, while
the rest of the shares will be ceded to Hope Intemational
not only for regulatory and strategic reasons but to grow
shareholder value. We assure you that this decision was
made after careful consideration of the best interests of the
shareholders. We believe in Ecclesiastes 4:12 that "Though
one may be overpowered, two can defend themselves. A
cord of three strands is not quickly broken”.

MCCK values the your investrment and your trust in the SMEP
brand. We are committed to ensuring that you recelive a fair
return on your investment, and we will work closely with
Hope International to achieve this objective. We believe
that the partnership will create opportunities for growth,
profitability, and impact, and we are confident that it will
benefit our shareholders in the long run.

Kenya's economy has been adversely affected by both
internal and external factors. The cost of living continues
to be a concem for most people. In this scenario, our hope
lies in supporting the people at the bottom of the pyramid
to not only have hope but power their dreams by investing
intheirsmall and micro enterprises. SMEP has done this for
years offering a lifeline for families and dignified livelihood
for young people.

In Colossians 2:6-7, the Apostle Paul encourages us to “continue
tolivein Christ, rooted and built up in him, strengthenedinthe
faith as youwere taught, and overflowing with thankfulness.”
We aregrateful for the blessings that SMEP has received aver

Annual report and financial statements for the year ended 31 december 20232

theyears, and we believe that this partnershipis a testimony
to God's faithfulness and provision.

We believe that the future is bright. "Trust in the Lord with
all your heart and lean not on your own understanding; in
all your ways submit to him, and he will make your paths
straight” The words from Proverbs 3.5-6 should fuel our faith
and strengthen our hands for the work ahead. We may not
know what the future holds, but we trust in God's plan and
purpose not only for SMEP but for all of our shareholders.
Let us submit to God's guidance and wisdom, He will guide
us to the paths of peace and prosperity.

Inconclusion, wewant to refterate cur commitment toSMEP's
mission and vision. We thank you once again for your trust
and faith in SMEP. God bless SMEP. God Eless you all.

Rev. Canon Chris Kinyanjui, General Secretary,
National Council of Churches of Kenya

£ £ We are committed
to ensuring that
you receive a

fair return on your

investment, and we

will work closely with

Hope International to

achieve this objective.
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CEO'S STATEMENT

Market Environment in Kenya

The Kenyan market environment has been challenging in the
pastyear, with the after-effects of COVID-19 pandemic. The
Kenya shilling has been on a downward trend againstthe LIS
Dollar, which has affected the cost of doing business. The
resultant inflation has greatly eroded the purchasing power of
our customers. Despite these challenges, we have remained
committed to serving our customers and stakeholders and
continued to pursue our vision and mission.

We have observed a shift in customer behavior and
preferences, with many customers embracing digital channels
and seeking more value-added services. In response, we
have invested in digital technologies, expanded our product
and service offerings, and strengthened our customer
engagement and support capabilities. These efforts have
helped us to stay relevant and competitive in the market
and to deliver value to our customers.

Income Growth

|am delighted to report that we achieved significant revenue
growth over the past year, driven by our focus on delivering
value to our customers and expanding ourcustomer base. Cur
owverall revenue increased by 4% to Kshs. 684M compared
to the previous year's Kshs. 658MThis growthis a testament
to the strength and resilience of our business.

One of the key drivers to our revenue growth was the
introduction of Trade Finance and starting of a subsidiary,
SMEP Bancassurance Intermediary Limited to carry out
Bancassurance Business. These two strategic initiatives
contributed to57% growth of other Operating incomes from
Kshs 674 M in year 2021 to Kshs 1039 M in year 2022, By
offering more comprehensive and value-added services, we
have been able toenhance our competitiveness in the market
and provide greater value to our customers. We have also
strengthened our sales and marketing capabilities, increased
our market penetration, and improved our customer retention
rates.

Financial Performance

It is with great pleasure that | present to you the SMEP
Microfinance Bank PLC Financial Statements and Annual
report for the year ended 31st December 2023,

| am pleased to report that we recorded a pre-tax profit of
Ksh10.8m during the past year compared to alossof 584 M
in year 2021. This translates to 119% growth in profitability.
This achieverment was the result of our continued focus on
operational efficiency, cost management, and revenue growth.

——— snnual repoert and financial statements for the year ended 31 December 2022

We have streamlined our processes, optimized our resources,
and reduced our interest expenses by 19% to improve our
bottom line. We have also invested in our staff training and
development to enhance their productivity and performance.

Our performance has been summarized inthe table & graph
below:

2017 2019 2020 2021 2022
Total Income  562M 653M 837M 620M 658M 684M
TotalAssets 2738 2948 33B 340B 34B 32B
Customer
Deposits 168 19B 214B 239B 2.36B 224B
Loans to
Customers 167B 1658 1688 176B 15B 14B
(net)
Met Profit
before Taxes -20IM -159M 1949M -98M -58M 10.8M

10,863,862
O 0 /;

2020 2021 2022

- -58,405,952
-98,010,000

{FYear @@ Loss/Profit

Strategic Partnership

As announced by our Board Chair, we are thrilled to have
Hope International onboard. This partnership will enable us
toleverage Hope International’s expertise and resources to
expand our reach, enhance our capabilities, and better serve
our customers.

Through this partnership, we aim to develop innovative
products and services that meet the evolving neads of our
customers, expand our distribution channels, and improve
our operational efficiency We also hope to leverage Hope
International's experience in social impact and community
development to create sustainable value for our stakeholders.

We also believe that the partnership will create synergies
and opportunities for collaboration, knowledge sharing, and
capacity building. We will work closaly with Hope International
to identify and pursue joint initiatives that create value and
impact for our stakeholders.

®
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SMEPBak

Market Environment in Kenya

The Kenya shilling has been on a downward trend
against the US Dollar, which has affected the cost
of doing business.

Financial Performance
We recorded a pre-tax profit of Ksh10.2m during the
pasty ympared to a loss of S8.4 M in year 2021.
This translates to 119% growth in profitability.

. ST e ey g i e e e by Sl B Sl eyl

Focus on Recovery

& We will continue to pursue our strategic
goals with determination and focus,
leveraging our strengths and resources

Focus on Recovery

Looking ahead, we remain focused on recovery in the year 2023, We recognize that the high inflation and prolonged drought
and other related challenges will continue to affect our business and operations. However, we are confident inour ability to
adapt, innovate, and overcome these challenges. We will continue to pursue our strategic goals with determination and focus,

leveraging our strengths and resources to overcome challenges and seize opportunities. We are committed to delivering
sustainable growth and creating value for our stakeholders.

Conclusion

In conclusion, | want to express my appredation to our shareholders, the Board of Directors, customers, employees, and
stakeholders for their continued support. We believe that by working together, we shall navigate the challenges ahead and
achieve our long-term objectives.

Thank you & God bless!

Symon Kamore, CPA, MBA, B.Ed (5ci), CISA
Chief Executive Officer, SMEP Microfinance Bank PLC

()
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REPORT OF THE DIRECTORS

The Directors submit their report and the audited financial
statements for the period ended 31 December 2022, which
show the state of SMEP Microfinance Bank Public Limited
Company and subsidiary (the “group”)

| hi(r:r;tumtinn

The Company is incorporated in Kenya under the
Companies Act. It is a public limited liability company
domidiled in Kenya. The company’s subsidiary provide
insurance agency services. The address of the registered
office is as set out on page 1.

2  Principal activity

The Company’s mission is to empower members
through provisionof market driven financial services. The
principal activity of the bank is to provide microfinance
services through provision of loans to micro, small
entrepreneurs, churches and deposit taking from the
public. The company’s subsidiary provide insurance
agency services,

3  Results for the year

2022|| 2022

Kshs|| Kshs
‘000" || 000
Group || Bank
Net loss before tax 10863 3494 (58496)
Tax credit/{charge) (3.335) (974) 12J20
Net loss after tax

e 7528 2520 (46376)

4 Business review

Kenya's Banking Industry

The Kenyan Banking Sector recorded growth, whereby
the aggregate balancesheet stood at Ksh 65966 billion,
Gross loans at Ksh.3677.3 bilion and Total deposits
increased ksh4, 7201 billion in December 2022 for the
period ending Decamber 2022, The reported growth
was largely witnessed in the Manufacturing, Personal
and Household, and Real Estate sectors. The increasein
gross loanswas mainly due to increased credit granted
for working capital purposes, and loans granted to
individual borrowers.

The economy recorded strong performance in the
third quarter of 2022, growing by 4.7 percent. Services
continue to perform strongly, particularly wholesale and

.ﬂ‘\
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retall trade, and accommodation and food services. The
manufacturing sector grew at 2.4 percent. However,
performance of the agriculture sector continued to be
subdued duetounfavorable weather conditions. Overall
inflation dedined further to 91 percent in December
2022 from 9.5 percent in November due to easing
food prices with the favorable rains and declining of
international prices of edible oils. Food inflation declined
to 13 8 percent from 15 4 percent in November. (Central
Bank of Kenya, 2022)

Company Review

Smep Microfinance Bank Public Limited Company has
maintained its growth trajectory by reportingincreasing
profit before tax of Kshs10.8 million for the period
ending 31st December 2022 from a loss of Kshs.589
million for the same period in 2021,

Future Outlook

The major priorities continue to be sustaining the
expansion of theloan book and lowering the propaortion
of non-performing loans, which will increase interest
revenue and eliminate the need for further loan
impairment provisions. As long as the bank keeps its
focus on other revenue streams and enhances its
present digitalization infrastructure and initiatives, itwill
be able to capitalize on evolving market dynamics and
sustain growth. In order to further carve out a position
for itself as Kenya's church banker, the bank continues to
concentrate oncreating tailored productsand services
that serve to this unigue market sector.

The company's transformation requirements demanda
comprehensive, all-encompassing change management
approach that incorporates fundamental corporate
values. Because of this, SMEP MFE plans to dominate
its niche market and restructure its operations to
maintainits robustness in the face of changing economic
dynamics.

Dividends

The Directors do not recommend the payment of
dividends in respect of the year ended 31 December
2022 (2021: Nil)

Financial statements

At thedate of this report, the directors were not aware
of any drcumstances which would have rendered the
values attributed to the assets in the financial statements
misleading,

Accumulated losses

The accumulated losses of the company are set out in
note 28 to these financial statements.

(21

.
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Directors

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

Corporate Governance Statement

SMEP Microfinance Bank Public Limited Company is
committed to the standards of world-class corporate
governance as set in Microfinance Act 2006, Kenya
Companies Act, the Central Bank of iKerya and by itselfin
conformity to theinternational Best Practice. The Board
of Directors is responsible for the long-term direction
for the profitable growth of the company whilst being
accounted to the shareholders for legal compliance
and maintenance of the highest corporate governance
standards and business ethics.

Board Committees

The Board is responsible for drawing and implermenting
strategies for the success of the company, establishing
and maintaining the company’s system of internal
controls so that the objectives of profitability and
sustainable growth and shareholders” value growth
are fully realized.

The Board is made up of 7 non-executive directors and
1 executive director L.e Chief Executive Officer.

1 Dr.Melson Kuria Chairperson
Rev Canon Peter Karanja
Rev. Canon Chris Kinyanjui
Ms. Jane Wangare Ngugi
Mr. John Thiongio

Mr. James Nyokangi

Mr. Lawrence Kibet

Mr. Symon Kamore -
Officer

Secretary
Chief Exacutive

0o =l i s W M

Board Meetings

The Board of Directors meets on quarterly basis to
monitor the implementation of the company’s planned
strategy, review it in conjunction with its financial
and budgetary performance and approve issues of
strategic nature. Specific reviews are also undertaken
on operational issues and future planning,

TheBoard held 4 meetings during the year under review.

Board Committee

The Board has constituted committees which
meet regularly namely Audit and Risk Management
Committee, Finance and Strategy Committes, Human
Resource and Gowvernance Committee and Credit
Committee, The terms of reference for each committee
are well set by the board.

{a) Audit Committee

The Audit Committee meets on quarterly basis. The
Committee comprises 3 non-executive members of
the Board who are independent of the day-to-day
management of the company’s operations.

The following are the members of the committee:
Mr. John Thiongo Chairperson

Rev. Canon Peter Karanja

Ms. Jane Wangare Ngugi

The Internal Audit Manager is the secretary to the
committee.

The committee;

a. Reviews and monitors the integrity of the
company's annualand interim financial statements.

b.  Considers the appropriateness of the company's
accounting policies and procedures.

c.  Monitors and assesses the role and effectiveness
of the internal audit function.

d. Deals with matters relating to appointment,
remuneration and resignation or dismissal of
external auditors.

e. Ensuresimplementation of the ERM Framework
in a systematic, timely and effective manner.

f. Reviews, monitors, interrogatesand reports to the
Board on the risk management information, with
referencesto Key Risk Indicator (KRI) information.

The committee held 4 meetings during the year under
review.

(b) Credit Committee

The Committee meetson quarterly basis or as required
to review the credit risk profile of the company and
recommend for Board approval policies and standards
for the credit risk governance and management.

The committee comprises the following directors:

1 MrJames MNyokang  -Chairperson

2 Ms. Jane Wangare Ngugi

The Head of credit is the secretary to the committee.
The committee;

a.  Reviews and oversees the overall credit policy.

b. Considers all loan applications above the
management lending limits.

c. Handles all matters relating to credit risk
management.

The committee held 4 meetings during the year under
review.

(c) Finance and Strategy Committee

This Committee mests on a quartery basis whose
mandate is to support the boardin driving strategy
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to ensure achievement of the company's financial
and other goals.

The committeeiscomprised of the following directors:
1 Rev. Canon Peter Karanja -Chairperson
2 Dr. Nelson Kuria

3 Ms. Jane Wangare Ngugi

4 Mr. John Thiongo

L Mr James Nyckangi

&  Rev.Canon Chris Kinyanjui

7 Mr. Symon Kamaore

The mandate of the committee Is:

a. Toreview, oversee implementation of, and make
recommendations to the full board regarding all
the aspects of the SMEP Strategic plan.

b.  Review the relevance of the current strategy.

c.  To monitor and review the performance of the
bank against targets.

d. To review transformation proposals for the
business.

Thecommittes held 4 meetings during the yearunder
review.

(d) Governance and Human Resource
Committee

The Governance and HR committee is constituted to
ensure the company’s greatest asset (human resource)
iswellmanaged and that the company and its directors
embrace good corporate governance in all their dealings.

The committeeiscomprised of thefollowing directors:
1 Rev. Canon Chris Kinyanjui -
Chairperson
2 Mr.Symon Kamore
The mandate of the committes is:
a. o review and monitor the implementation of

the human rescurce policies and strategy in the
organization.

b.  Toreview theimplementation of the Performance
Management Tool.

c.  Toreview and monitor the implementation of
staff welfare especially on the Employee Share
Ownership Plan.

d. Toensure that thestaff pensionscheme is properly
administerad.

Thecommittez held 4 meetings during the yearunder
review.

{a) Monitoring and Evaluation
The directors have a wide range of skills and experience
and each contributes independent judgment and

knowledge to the Board's discussion. They have
developed self-assessments to monitor their roles and

T ———— annual report and Tinancial statements for the year ended 31 December 2022

effectiveness in leading SMEP Microfinance Bank Public
Limited Company to maximize performancein the light
of the future strategy.

(b) Appointment of the Chief Executive
The Chief Executive is the accounting officer of SMEP
Microfinance Bank Public Limited Company and is

appointed by the Board with prior approval of the
Central Bank of Kenya,

(c) Reckless and fraudulent activities

SMEP Microfinance Bank Public Limited Company
has not allowed a credit facility or guarantees to be
outstanding, incurred and liability, entered into any
contract or transaction or conducted its business or part
thereofin a fraudulent or reckless manner detrimental
to her interest of depositors or the general public.

(d) Schemes of arrangement

Mo scheme ofarrangement has beenentered with our
creditors.

{e) Restrictions on trading investments

SMEP Microfinanca Bank Public Limited Company has
not acquired or held, directly orindirectly, any part of
the share capital of:- or have a benefidial interestin any
financial, commercial, agricultural, industrial or other
undertaking, where the value of SMEP Microfinance
Bank Public Limited Company’s interest exceeds twenty
five percent (259%) in the aggregate of her core capital.
(f) Single borrower limit

SMEP Microfinance Bank Public Limited Company has
extended fourteen (14) loan exceeding 5% of her core
capital to a single end-user-borrower. All loans were
performing as at the year end.

(g) Insider lending limits

SMEP Microfinance Bank Public Limited Company has
not extended any advances or credit facility exceeding
two percent (2%) of her core capital to significant
shareholders and her directors.

(h) Know your customer requirements

The management of SMEP Microfinance Bank Public
Limited Company has: -

i Maintained proper identification of customers
wishing to openaccountsor make transactions or
to an engagement directly or indirectly through
Proxy.

i Maintained adequateand accurate records for
aminimum of seven years regarding its customers,
sources of funds and transactions.

P,

T’
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Board and Board committees attendance register

Finance and
i HR and Governance

Audit and Risk | Credit

No. of meetings hald Board 2 : 7 : Strateg - R
= Committee | Committee oM tﬁ Committee
Dr. Nelson Kuria 4 1 nfa nfa 4 nfa
Rev. Cancn Peter Karanja 4 1 4 nfa 4 nfa
Rev. Canon Chris Kinyanjui 4 1 nfa nfa i 4
Ms. Jane Wangare Mgugi 4 1 4 4 4 nfa
Mr. John Thiongo 4 1 4 nfa 4 nfa
Mr. James Nyokang 4 1 nfa 4 4 nfa
Mr. Lawrence Kibet 4 1 nfa nfa nfa nfa
Mr. Symon Kamore 4 1 nfa nfa 4 4

Management Committees
Management has constituted the Assets and Liabilities Committee which meets regularly. The terms of reference for
each committee are well set by the management.

The Assets and Liabilities Committee which meets on a quarterly basis. The compaosition of the ALCO Committee of
SMEF Microfinance Bank Public Limited Company consist of: -

1. Chief Executive Officer - Chairperson L Chief Accountant
2. Headof Finance and Strategy E. Team Leader Risk & Compliance
3. Headof Business 7 Head of Credit

4. Head of Human Resource & Administration

Assets and Liabilities Committee (continued)

The Chief Accountant is the secretary for the committee. The Committes;
Reviews local and national economic forecasts,

Reviews and assesses the integrity of the internal and risk control systems;
Ensure that the risk policies and strategies are effectively managed;

Sets out the nature, role, responsibility and authority of the risk management function of SMEP Microfinance
Bank Public Limited Company.

e. Provide an independent and objective oversight and review of the information raised by the management at
different levels.

f. Monitors limits on loans to deposit and loans to capital ratios as well as the percentage on a deposit category as
set by the board.

g Monitors levels of maximum and minimum maturities for all categories of assets and liabilities as set by the board.

h. Monitors limits of the sensitivity of the net interest margin on changsas in the market interest rates as set by the
board:

.. Monitors maximum percentage imbalance between rates and sensitive assets and liabilities as sat by the board.

J Monitors limits of minimum liquidity provisions to be maintained to sustain operationswhile longer time adjustrments
are set by the board,

k. Monitors limits of minimum spread acceptable between costs and yields of liabilities and assets as set by the board;
. Monitors source of funds:

m. Monitors SMEP Micrafinance Bank Public Limited Company’s policies, procedures and holding portfolios to ensure
that it achieves its goals;

n. Generally, implements the funds managemeant policy of SMEP Microfinance Bank Public Limited Company; and

0. Review an explanation of any known exceptions to this policy as well as an action plan and timetable bring SMEP
Microfinance Bank Public Limited Company into compliance with such policy limits.

The Committee held 4 meetings during the year under review.

)
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10 Statement as to disclosure to the company auditor
Each of the persons, who was a director at the time the report was approved confirms that:

(@) There is, so far as the person is aware, no relevant audit information of which the company’s auditor is unaware;

(b} The person has taken all the steps that the person ought to have taken as a director to be aware of any relevant
audit information to establish that the company's auditor is aware of that information.

1 Directors' benefits

The company started its operations as a Microfinance Bank in 2011, During the year under review, the directors were only

paid sitting allowance. The Bancassurance started operations in 2022 and no directors has been paid or entitled to any
benefits or allowances.

12  Auditor

Thegroup auditor Mazars LLP, Certified Public Accountants () has indicated willingness to continue inoffice in accordance
with the section 719 of The Companies Act, 2015, The directors monitor the effectivenass, 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.

By order of the board

Boar: airman

'™ febs ez oz




SMEF MICROFIMANCE BANK PUBLIC LIMITED COMPANTY [Formerily: SMEP Microfinance Bank Limited)
Annual report and financial statements for the year ended 31 De e ber 202 2 |

STATEMENT OF DIRECTOR'S RESPONSIBILITIES

The Kenyan Companies Act 2015, the Microfinance Act and the Insurance Act requires the directors to prepare finandial
statements for each financial year that give a true and fair view of the state of affairs of the group and of the company as at
the end of the financial year and of its operating results for that year. The three Acts of parliament require the directors to
ensure that thecompany keeps proper accounting records which disclose with reasonable accuracy at any time the financial
position of the company. The directors are also responsible for safeguarding the assats of the group.

The directors accept responsibility for the preparation and fair presentation of financial statements that are free from material
misstaternent whether due to fraud or error. They also accept responsibility for:

i) Designing, implementing and maintaining internal controls relevant to the preparation and fair presentation of the
financial statements;

i) Selecting and applying appropriate accounting policies; and
iy Making accounting estimatas and judgements that are reasonable in the circumstances.

Thedirectors are of the opinion that the group and company’s financial statements give a true and fair view of the state of the
financial affairs of the group as at 31 December 2022 and of its 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 assessed 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 group’s ability to continue as a going concern. The directors

are therefore of the view that the group will remain a going concern for at least the next twelve months from the date of
this statement.

Approved by the Board of Directorson _\ € R b wn:j 2023 and signed on its behalf by:

T}»ﬁ%@@ A

Board Chairman Director

_—
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REPORT OF THE INDEPENDENT AUDITOR

Opinion

We have audited the accompanying consolidated and separate financial statements of SMEP Microfinance Bank Public
Limited Company (the group and company/bank), set out on pages 19 to &8, which comprise the statement of financial
position as at 31 December 2022, the statements of comprehensive income, changes in equity and cash flows for the year
that ended, and notes, including a summary of significant accounting policies.

In our opinion the accompanying consolidated financial statements give a true and fair view of the financial position of the
group and company as at 31 December 2022 and of its financial performance and cash flows for the year then ended in
accordance with Intermational Financial Reporting Standards and the requirements of the Kenyan Companies Act, 2015

Basis for opinion

We conducted our audit in accordance with International Standards on Auditing (15As). Our responsibilities under those
standards are further described in the Auditors’ Responsibilities for the Audit of the Financial Statements section of our
report. We are independent of the group in accordance with the Intemational Ethics Standards Board for Accountants Code
of Ethics for Professional Accountants (IESEA Code) together with the ethical requirements that are relevant to our audit of
the finandial statements in Kenya, and we have fulfilled our ethical responsibilities in accordance with these requirements
and the [ESBA Code. We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis
for our opinion.

Our audit approach

Overview

Key audit matters in the audit process and professional judgement was excised in determining the materiality, audit scope
and sampling. These areas are summarised as below:

In determining our materiality, the total assets were considered as the suitable benchmark, as
themicrofinance bank business line ison issue of Loans and has beenina loss-making position.
Scope We audited the finandial statements of the Bank for the year under review.

The key areas the audit exdse focused on were:

+  {Compliance with IFRS 9 model
+ [T systems and controls
. Know Your Customer (KYC) procedures on loan issuance

Materiality
Area of Focus

Key audit matters

1 Impairment of loans to customers.
See Accounting policy Note 1 on Financial Instruments.

The Bank applies IFRS S (Financial Instruments), which requires an impairment charge to be recognised when losses
are expected rather than when they are incurred. Impairment of loans and advances to customers is considered a
key audit matter because the directors make complex and subjective judgments over both timing of recognition of
impairment and the estimation of the size of any such impairment
The information regarding the effect of this standard are disclosed in accounting notes.
The key areas where we identified greater levels of management judgement and therefore increased levels of audit
focus in the implementation of IFRS 9 are:
i} Significant Increase in Credit Risk ('SICR’) - The criteria selected toidentify a significant increase in credit risk
is a key area of jJudgement within the banks's ECL calculation as these criteria determine whether a 12-month or
lifetime expected credit loss is assessed.
S,
(1?)
T’
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i} Classification and measurement of financial instruments as well as Expected Credit Loss (ECL) modelling
- Judgmental modelling is used to estimate ECLs which involves determining Probabilities of Default ('PD), Loss
Given Default (LG, and Exposures at Default(EAD") and ultimately the Expected Credit Loss (ECL). The PD
models used in the different loan portfolios are the key drivers of the banks's ECL results and are therefore most
significant judgmental aspect of the Group’s ECL modelling approach.

iii}) Relevance and reliability of data used for ECL measurement - Judgement was applied in assessing the
persuasiveness and reliability of the data in contributing assurance owver the accuracy and completeness of the
loans.

How the matter was addressed

Reviewing management's judgment around the dassification and measurement of financial assets and significant
increase in credit risk.

Reviewing the ECL model for compliance with the principles of IFRS 9 as well as ensuring consistency with the
prior year application.

Evaluating key data inputs and assumptions impacting ECL calculations to assess the reasonableness of and PD
assumptions applied.

Selecting a sample of facilities from the banks's loan book and performing tests to establish whether significant
facilities are correctly staged/classified.

Assessing whether the disclosures appropriately disclose the key judgements and assumptions usad in determining
the expected credit losses.

Reviewing the data and assumptions made by management in arriving at the provisions and recomputing the
loan provision based on the accounting policy

IT systems and environment

Weidentified the IT system and controls over financial reporting as an area of focus in the microfinance’s financial
accounting We focused on this area basically because the Bank's finandal accounting and reporting systems are
heavily dependent oncomplex systems and thereis a risk that autornated accounting procedures and related [T
dependent manual controls are not designed and operating effectively.

How our audit addressed the area of focus and what we found

Weassessed and tested the design and operating effectiveness of the controls over the continued integrity of the
IT systems that arerelevant to financial reporting. We examined the framewaork of governance over the Company's
IT organisation and the controls over program development and changes, access to programs and data and IT
operations, including compensating controls where required. Where necessary we also carried out direct tests
of cartain aspects of the security of the Company’s IT systems including access management and segregation of
duties.

The combination of the tests of the controls and the direct tests that we carried out gave us sufficient
evidence toenable us torely on the continued and proper operation of the Company's [T systemns for the purposes
of our audit.

Know Your Custormner (KYC) procedures on loan issuance

We focused on this area becausa KYC policy is an indispensable part of banking operation, whether it's about account
opening or advancement of loans because of the inherent risk to the financial institutions, all the banks are required
by the regulator to obtain information about their customers’ identity and address, which are heavily dependent
on the KYC policies and procedures operating effectively

Our response

We assessed and tested the design and operating effectiveness of the KYC and in our exercise we considered
the following aspects;

O

i) Customer acceptance policy - This was to ensure that documented guidelines are in place for acceptance
of customers.

i) Customer identification procedures - To identify the customer and werify hisfher identity by using
reliable, independent source documents, data orinformation.
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i) Regular monitoring of transactions - We held discussions with management to understand as well as
observe the normal and reasonable activity of the customer inorder to identify transactions that fall outside
any regular pattern of activity.

The Board ensures that management obtains and maintains proper identification of customers wishing
to open accounts or make transactions or enter into an engagement with the institution whether directly or
indirectly through proxy: and maintains adequate and accurate records regarding its customers, sources
of funds and transactions, as required by the Microfinance Act 2006,

Other information

The directors are responsible for other information. Other information comprises the information included in the Annual
Report, but does not include the financial staterments and our auditor’s report thereon.

Our opinion on the financial statements does not cover the other information and we do not exprass any form of
assurance conclusion thereon.

In connection with our audit of the financial statements, our responsibilityis to read the other information and, in doing
s, consider whether the other information is materially inconsistent with the financial statements or our knowledge
obtained in the audit or otherwise appears to be materially misstated. If, based on the work we have performed, we
conclude that there is a material misstaterment of this other information, we are required to report that fact. We have
nothing to report in this regard.

Directors’ responsibility for the financial statements

The directors are responsible for the preparation and fair presentation of the finandal staternents that give a true
and fair view in accordance with International Financial Reporting Standards and the requirements of the Kenyan
Companies Act, and for such internal controls as the directors determine is necessary to enable the preparation of
financial staternents that are free frorm material misstaterment, whether due to fraud or error,

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

Auditor’s responsibilities for the audit of the financial statements

Our objectives are to obtain reasonable assurance about whether the financial statements are free from material
misstatement, whether due to fraud or error, and to issue an auditor's report that includes our opinion. Reasonable
assuranceis a high level of assurance but is not a guarantee that an audit conducted in accordance with 15As will always
detect a material misstatement when it exists. Misstatermnents can arise from fraud or error and are considered material
it, individually or in the aggregate, they could reasonably be expected to influence the economic decisions of users
taken based on these financial statements.

As part of an audit in accordance with [S4s, we exercise professional judgement and maintain professional skepticism
throughout the audit. We also:

Identify and assess the risks of material misstatement of the finandal 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 intermal control.

Obtain an understanding of internal control relevant to the audit in order to design audit procedures that are
appropriate in the drcumstances, but not for the purpose of expressing an opinion on the effectiveness of the
company’s internal contraol.

Bvaluate the appropriatenass of accounting policies used and the reasonableness of accounting estimates and
related disclosures made by management.

Conclude on the appropriateness of management'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 cast
significant doubt on the company’s ability to continue as a going concern. f we condude thata material uncertainty
exists, we are required to draw attentionin our auditor's report to the related disclosures in the finandial statements

()



SMEF MICROFIMANCE BANK PUBLIC LIMITED COMPANTY [Formerily: SMEP Microfinance Bank Limited)
Annual report and financial statements for the year ended 31 December 20232

or, if such disclosures are inadequate, to modify our opinion. Our conclusions are based on the audit evidence
obtained up to the date of the auditor’s report. However, future events or conditions may cause the company to
cease to continue as a going concern.

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

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.

Report on other legal requirements

In our opinion the information given in the report of the directors on page 19 - 23 is consistent with the financial statements.
The engagement partner responsible for the audit resulting in this independent auditors report was CPA Evanson Nganga,
B/No. 2146. PL

e )
M/No. 5951
piNeo, 2146
MAZARS LLP . 25N Az ci|—
Certified Public Accountants
Mairobi 2023
T,
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CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME

Note| | 2022 2021
Kshs '000" Kshs ‘000
Interest income 5 519,512 531575
Interest expense 6 (147169) (182 512)
Net interest iIncome 372343 345,063
Fees eamed 7 58,620 58,524
Other operating iIncome 8 103.905 67,207
Foreign exchange gains - net 2]159 255
Operating income 537027 475,049
Expenses
Administration and operating expenses 9 472480 445,766
Impairment losses on financial assets at amortized costs 15 42,399 74.81
Financa cost 20 1,285 12.968
526,164 533545
Net profitf (loss) before tax 10,863 (58,496)
Taxation n (3.335) 12120
Profit/ (loss) after tax 7528 (46376)
Other comprehensive income
Gain on revaluation of property
Deferred tax attributable to gain revalution of property
Other comprehensive income for the year, net of tax
Total comprehensive profit/ (loss) for the year 7528 (46376)

(3
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STATEMENT OF COMPREHENSIVE INCOME

2022

Kshs 000"

Interest income 5 519,512
Interest expense 6 (147169)
Net interest income 372,343
Fess aarned 7 58,620
Other operating income 8 93545
Foreign exchange gains - net 2]159
Operating Income 526,667
Expenses
Administration and operating expensas 9 469,489
Impairment losses on financial assets at amortized costs ] 42,399
Finance cost 20 11,285

523,173
Net profit/ (loss) before tax 3494
Taxation m (974)
Profit/ (loss) after tax 2,520

Other comprehensive income

Gain on revaluation of property
Deferred tax attributable to gain revalution of property

Other comprehensive income for the year, net of tax

Total comprehensive profit/ (loss) for the year 2,520

2

L

2021
Kshs 000"

531575
(182.512)
349,063
58,524
67.207

255
475,049

445,766
74.811

12968
533,545

(58,496)
2.120

(46,376)

(46,376)
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CONSOLIDATED STATEMENT OF FINANCIAL POSITION

ASSETS

Cash and bank balances

Deposits with banks

Loans to customers

Cash balances with Central Bank of Kenya
Taxrecoverable

Other assets

Intangible assets

Property and equipment

Right of use asset

Deferred taxation

TOTAL ASSETS
LIABILITIES

Customer deposits
Borrowings

Lease liability
Other liabilities

EQUITY

Share capital

Share premium
Accumulated losses
Revaluation surplus
Shareholders equity
Funds awaiting allotment

TOTAL RESERVES AND LIABILITIES

The financial statements on pages 29 to 68 were approved for issue by the Board of Directors on

[aia ﬂbmm’\jzﬂﬂ and were signed on its behalf by

Chieth"e‘Ell’.lﬁue Dfﬁcevy

12
13
14
16
n
17
18
19
20
21

oM

24

B 55

Qﬂm—

2022

Kshs ‘000" |

367556
339,252
1.411,556
109436
30,335
g7
10124
405,086
80320
88,765

3227847

2,240,189
460,994
100404

308390

2.832477

558,256
14,607
(331,743)
154,250
385,370

385,370

3,227,847

Director

2021
Kshs '000"

343607
425,11
1500307
19,436
28,866
335,097
18,837
424278
96,707
89,739

3,382,045

2,365,891
423,207
117.326
88,176
2,994,600

544543
2354
(339.271)
154,250
361,876
25569

387445

3,382,045

G
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STATEMENT OF FINANCIAL POSITION

_ 1l 2022 2021
ASSETS Kshs ‘000 Kshs 000
Cash and bank balances » 342930 343,607
Deposits with banks B 339,252 425171
Loans to customers 14 1,411,556 1,500,307
Cash balances with Central Bank of Kenya 16 109,436 119,436
Tax recoverable n 31,754 28,866
Other assets 17 377773 335,097
Intangible assets 18 9,874 18,837
Property and equipment 19 409,086 424,278
Right of use asset 20 80320 96,707
Deferred taxation 2 88,765 89,739
Investment in Subsidiary 15,000 -
TOTAL ASSETS 3.215.746 3382045

LIABILITIES
Customer deposits 2 2,240,189 2,365,891
Borrowings 3 460,994 423207
Lease liability 20 100,404 17326
Other liabilities 24 23,797 88,176
2,825,384 2,994600

EQUITY

Share capital 26 558,256 544543
Share premium 26 14,607 2,354
Accumulated losses 28 (336,751) (339,271)
Revaluation surplus 154,250 154.250
Statutory reserve . .
Shareholders equity 390,362 361,876
Funds awaiting allotment 27 . 25,569
390,362 387445
TOTAL RESERVES AND LIABILITIES 3,215,746 3,382,045

The financial staterments on pages 29 to 68 were approved for issue by the Board of Directors on
g~ ﬂbmwj 2023 and were signed on its behalf by

Jon
Director
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CONSOLIDATED STATEMENT OF CHANGES IN EQUITY

Share Share Funds = Revenue Revaluation|| Statutory|||
capital  Premium  awaiting = Reserves Surplus || loanloss
allotment | I | reserves||| Total
ksh'000"  ksh'000° ksh'000" ksh 000’ ksh’000" || ksh'000" ||| ksh’'000
Year ended 31 December 2022
Asat1January 2022 544,543 2354 25569 (3392n) 154,250 - 387445
Issued shares B.3 12253  (25569) : - ¢ 397
Profit for the year - . - 7528 - - 7528
Transfer to statutory reserve - - - - - -
At 31 December 2022 558.256 14,607 - (331,743) 154,250 e 395370
Year ended 31 December 2021
Asat 1 January 2021 544,543 2354 25569 (292,895) 154,250 ; 433,821
Loss for the year - . - (46,376) - - (46,376)
Transfer to statutory reserve - - - - - -
At 31 December 2021 544,543 2354 25569 (339.27) 154,250 - 387445

The statutory reserve related to the excess provisions for impairment of loans and advances as computed per the Kenyan
Microfinance Act, 2006 over the loans and advances impairment provisions as computed in accordance with IFRS 9 on financial
instruments (Note 29). The statutory reserve is not distributable.
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STATEMENT OF CHANGES IN EQUITY

Funds  Revenue| Revaluation|| Statutory |

Share

Share capital Prerdtin aﬂ;u;:.:: ::E i Reserves surplus :z‘:ﬂ,'f:: —
ksh'000' || ksh'000 || ksh'000°  ksh '000° ksh'000" || ksh'000" || ksh'000"

Year ended 31 December 2022
As at1January 2022 544,543 2,354 25569  (339.271) 154,250 - 387445
Issued shares 13,713 2253 (25569) - - - 397
Profit for the year - - - 2,520 - - 2,520
Transfer to statutory reserve - . . - - . -
At 31 December 2022 558,256 14,607 - (336751) 54,250 - 390362

Year ended 31 December 2021
As at1January 2021 544,543 2,354 25569 (292,895) 154,250 - 433,821
Issuad shares - - . - - - -
Share capital refund - - - - . . :
Loss for the year - - - [(46,376) - - (46,376)
Transfer tostatutory reserve - - . - E Z i
At 31 December 2021 544,543 2354 25,569 (339.271) 54.250 - 387445

The statutory reserve related to the excess provisions for impairment of loans and advances as computed per the Kenyan
Microfinance Act, 2006 over the loans and advances impairment provisions as computed in accordance with IFRS 9 on
financial instruments (Note 29). The statutory reserve is not distributable.

o)
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CONSOLIDATED STATEMENT OF CASH FLOWS

Note 2022 2021
Kshs 000 Kshs "000"

Net profitf (loss) before tax 10.863 (58,496)
Adjustment for:
Depreciation - Property and equipment 33,772 40,230
Depreciation - ROU 40,617 40455
Amortisation of computer software 9468 12332
Interest expense on lease liability 11285 12968
Impairment losses on financial assets at amortized costs - (3.266)
Working capital changes:
Increase in loans to customers 88,751 260920
Increase in other assets (46.323) (39,030)
Increase in customer deposits {125.702) (31.914)
Increase in other liabilities (57.286) {10.251)
Increase in cash reserve ratio - CBK 10.000 -
Cash (used in)/generated from operations (24 555) 223948
Tax paid (3.830)
Net cash (used in)/ generated from operating activities (28385) 223948
Cash flows from Investing activities
Payments for right-of-use assets (52.433) (50.713)
Purchase of intangible assets (755) (2.223)
Purchase of property and equipment (18,580) (28.373)
Net cash used in investing activities (71.768) (81.309)
Cash flows from financing activities
Loans received/ (repaid) 104,867 (58,858)
Allotment of shares 25966 -
Funds awaiting allotment (25.569) -
Net cash generated from{ (used in) financing activities 105.264 (58.858)
Increase in cash and cash equivalents 5. 83781
Atstart of year 646,187 562,406
Atend of year 651,297 646,187
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STATEMENT OF CASH FLOWS
Bank Bank
2022 201
Kshs '000° Kshs ‘000"
Net profit/ (loss) before tax 3494 (58.496)
Adjustment for:
Deprediation - Property and equipment 33772 40,252
Depredation - ROU 40617 40455
Amartisation of computer software 9,468 12,310
Interest expense on lease liability 11,285 12968
Impairment losses on financial assets at amortized costs - (3.266)
Working capital changes:
Increase in loans to customers 88751 260920
Increase in other assets (42,679) (39,030)
Increase in customer deposits (125,702) (31.914)
Increase in other liabilities (64.379) {10.251)
Increase incash reserve ratio - CBK 10,000 -
Cash (used in)/generated from operations (35.373) 223948
Tax paid (2.888)
Net cash (used in)/ generated from operating activities (38.261) 223948
Cash flows from Investing activities
Investment in subsidiary (15,000)
Payments for right-of-use assets (52.433) {50,113)
Purchase of intangible assets (505) (2,223)
Purchase of property and equipment (18580) (28.373)
Net cash used in investing activities (86518) (81.309)
Cash flows from financing activities
Loans recelved/ (repaid) 104,867 {(58.858)
Allotment of shares 25966 -
Funds awaiting allotment (25.569) -
Net cash generated from/ (used in) financing activities 105264 (58,858)
Increase/ (decrease) in cash and cash equivalents (19516) 83781
At start of year 646,187 562,406
At end of year 626,6T 646,187
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NOTES TO THE FINANCIAL STATEMENTS

1

a)

Summary of significant accounting policies

The significant accounting policies adopted in the preparation of these financial statements are set out below:.

Basis of preparation

The financial statements are preparad on a going concern basis in compliance with International Financial Reporting
Standards (IFRS). They are presented in Kenya Shillings (Kshs), which s also the functional currency, rounded to the
nearest thousand (KshsDOO).

The financial staterments comprise a profit and loss account (income statement), statement of comprehensive
income, balance sheet (statement of financial position), statement of changes in equity, statement of cash flows,
and notes to the financial statements. Income and expenses, excluding the components of other comprehensive
income, are recognized in the profit and loss account. Other comprehensive income is recognized inthe statement
of comprehensive income and comprises items of income and expense (including redassification adjustments) that
are not recognized in the profit and loss account as required or permitted by IFRS. Reclassification adjustments are
amounts redassified to the profit and loss account in the current period that were recognized inother comprehensive
income in the current or previous periods. Transactions with the owners of the company in their capacity as owners
are recognized in the statement of changes in equity.

Measurement basis

The measurement basis used is the historical cost basis except where otherwise stated in the accounting policies
below;

Under the historical cost basis, assets are recorded at the amount of cash or cash equivalents paid or the fair value
of the consideration given to acquire them at the time of their acquisition. Liabilities are recorded at the amount
of proceeds received in exchange for the obligation or, in some cases, at the amounts of cash or cash equivalents
expected to be paid to satisfy the liability in the normal course of business.

For those assets and liabilities measured at fair valug, fair value is the price that would be received to sell an asset
or paid to transfer a liability in an orderly transaction between market participants at the measurement date. When
measuring the fair value of an asset or a liability, the Company uses market observable data as far as possible. If the
fairvalue of an asset or a liability is not directly observable, it is estimated by the Company using valuation technigues
that maximise the use of relevant observable inputs and minimise the use of unobservable inputs (eg. by use of
the market comparable approach that reflects recent transaction prices for similar items or discounted cash flow
analysis). Inputs used are consistent with the characteristics of the asset/liability that market participants would take
into account.

Fair values are categorised into three levels in a fair value hierarchy based on the degree to which the inputs to
the measurement are observable and the significance of the inputs to the fair value measurement in its entirety:
+  Level1fairvalue measurements are those derived from quoted prices (unadjusted) in active markets for
identical assets or liabilities.
+  Level 2 fair value measurements are those derived from inputs other than quoted prices included within
Level 1 that are observable for the asset or liability, either directly (i.e. as prices) or indirectly (l.e. derived
from prices).
+  Level 3 fairvalue measurements are those derived from valuation technigues that include inputs for the
asset or liability that are not based on observable market data (unobservable inputs).
Transfers between levels of the fair value hierarchy are recognised by the Company at the end of the
reporting period during which the change occurred.
Statement of compliance

The financial statements have been prepared in accordance with International Financial Reporting Standards (IFRS).

()
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For the Kenyan companies Act reporting purposes, in these financial statements the balance sheet is represented
by/is equivalent to the statement of financial position and the profit and loss account is presented in the statement
of profit or loss and other comprehensive income.

Use of estimates

The preparation of financial statements in conformity with IFRS requires the use of certain critical accounting
estimates. It also requires management to exercise its judgment in the process of applying the group’s accounting
policies. The areas involving a higher degree of judgment or complexity, or areas where assumptionsand estimates
are significant to the consolidated financial statements are disclosed in note 3

Consolidation

®

L

(a) Subsidiaries

Subsidiaries are all entities (including structured entities) over which the group has control. The group controls an
entity when the group is exposed to, or has rights to, variable returns from its involverment with the entity and has
the ability to affect those returns through its power over the entity. Subsidiaries are fully consolidated from the
date on which control is transferred to the group. They are deconsolidated from the date that control ceases.

The group applies the acquisition method to account for business combinations. The consideration transferred for
the acquisition of a subsidiary is the fair values of the assets transferred, the liabilities incurred to the former owners
of the acquiree and the equity interests issued by the group. The consideration transferred includes the fair valug
of any asset or liability resulting from a contingent consideration arrangement. Identifiable assets acquired, and
liabilities and contingent liabilities assumed in a business combination are measured initially at their fair values at the
acquisition date. The group recognises any non-controlling interest in the acquiree on an acquisition-by-acquisition
basis, either at fair value or at the non-controlling interest’s proportionate share of the recognised amounts of
acquiree’s identifiable net assets.

Acquisition-related costs are expensed as incurred.

If the business combination is achieved in stages, the acquisition date carrying amount of the acquirer’s previoushy
held equity interest in the acquiree is re-measurad at fair value at the acquisition date; any gains or losses arising
from such re-measurement are recognised in profit or loss.

Any contingent consideration to be transferred by the group is recognised at fair value at the acquisition date.
Subsequent changes to the fair value of the contingent consideration that is deemed to be an asset or liability
is recognised in accordance with |1AS 39 either in profit or loss or as a change to other comprehensive income.
Contingent consideration that is dlassified asequity is not re-measured, and its subsequent settlement is accounted
for within equity.

The excess of the consideration transferred, the amount of any non-controlling interest in the acquiree and the
acquisition-date fair value of any previous equity interest in the acquiree over the fair value of the identifiable net
assets acquired is recorded as goodwill. If the total of consideration transferred, non-controlling interest recognised
and previously held interest measured is less than the fair value of the net assets of the subsidiary acquiredin the
case of a bargain purchase, the difference is recognised directly in the statement of profit or loss.

Inter-company transactions, balances and unrealised gains on transactions between group companies are eliminated.
Unrealised losses are also eliminated. When necessary amounts reported by subsidiaries have been adjusted to
conform to the group’s accounting policies.

(b) Changes in ownership interests

Transactions with non-controlling interests that do not result in loss of control are accounted for as equity transactions
- that is, as transactions with the owners in their capacity as owners. The difference between fair value of any
consideration paid and the relevant share acquired of the camrying value of net assets of the subsidiary is recorded
in equity. Gains or losses on disposals to non-controlling interasts are also recorded in equity.
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(c) Disposal of subsidiaries

When the group ceases to have control any retained interest in the entity is remeasured to its fair value at the
date when control is lost, with the change in carrying amount recognised in profit or loss. The fair value is the initial
carrying amount for the purposes of subsequently accounting for the retainedinterest as an associate, joint venture
orfinancial asset. In addition, any amounts previously recognised in other comprehensive income in respect of that
entity are accounted for as if the group had directly disposed of the related assets or liabilities. This may mean that
amounts previously recognised in other comprehensive income are reclassified to profit or loss.

| Y. [ [Resangn BT T o] = i
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i) Adoption of new and revised standards

Warious standards became effective for the first time in the finandial year beginning Ist January 2022 and have been
adopted by the group. Meither of the Amendments has had an effect on the group’s financial statements.

Amendments to IAS 37 titled Onerous Contracts - Cost of Fulfilling a Contract (issued in May 2020)

The amendments clarify that for the purpose of assessing whether a contract is onerous, the cost of fulfilling the
contract includes both the incremental costs of fulfilling that contract and an allocation of other costs that relate
directly tofulfilling contracts. They are effective for contracts forwhich an entity has not yet fulfilled allits obligations
on or after 1 January 2022,

Amendments to IAS 16 titled Property, Plant and Equipment: Proceeds before Intended Use (issued in
May 2020)

The amendments, applicable to annual periods beginning on or after 1 January 2022, prohibit a company from
deducting from the cost of property, plant and equipment amounts received from selling items produced while
the company is preparing an asset for its intended use. Instead, a company will recognise such sales proceeds and
related costin profit or loss.

Amendment to IFRS 1titled Subsidiary as a First-time Adopter (issuedin May 2020 as part of the Annual
Improvements to IFRS Standards 2018-2020)
The amendment, applicable to annual periods beginning on or after 1 January 2022, provides a subsidiary that

becomes a first-time adopter later than its parent with an exemption relating to the measurement of its assets and
liabilities. The exemption does not apply to components of equity.

Amendment to IFRS 9titled Feesin the 10 per cent’ Test for Derecognition of Financial Liabilities (issued
in May 2020 as part of the Annual Improvements to IFRS Standards 2018-2020)

The amendment, applicable to annual periods beginning on or after 1 January 2022, to IFRS 9 clarifies the fees that a
company includes when assessing whether the terms of a new or modified financial liability are substantially different
from the terms of the original financial liability:

Amendment to IAS 41 titled Taxation in Fair Value Measurements (issuedin May 2020 as part of the
Annual Improvements to IFRS Standards 2018-2020)

Theamendment, applicable to annual periods beginning on or after 1 January 2022, to 1AS 41 removed the requirement
to exclude taxation cash flows when measuring fair value. This amendment aligned the requirements in [AS 41 on
fair value measurement with those in other IFRS Standards.

ii) New and revised standards that have been issued but are not yet effective

The Company has not applied the following new and revised standards and interpretations that have been published
but are not yet effective for the year beginning 1st January 2022,

(41)
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Amendments to IAS 1titled Classification of Liabilities as Current or Non-current (issued in January
2020)

The amendments, applicable to annual periods beginning on or after 1 January 2023, clarify a criterion in 1AS 1 for
classifying a liability as non-current: the requirement for an entity to have the right to defer settlement of the liability
for at least 12 months after the reporting period.

Amendments to IAS 8 titled Definition of Accounting Estimates (issued in February 2021)

The amendments, applicable to annual periods beginning on or after 1st January 2023, introduce a definition of
‘accounting estimates’ and include other amendments to |AS 8 to help entities distinguish changes in accounting
policies from changes in accounting estimates.

Amendments to IAS 1titled Disclosure of Accounting Policies (issued in February 2021)

The amendments, applicable to annual periods beginning on or after 1st January 2023, require entities to disclose
their material accounting policy information rather than their significant accounting policies.

Amendments to IAS 12 titled Deferred Tax Related to Assets and Liabilities arising from a Single
Transaction (issued in May 2021)

The amendments, applicable to annual periods beginning on or after 1st January 2023, narmrowed the scope of the
recognition exemption in paragraphs 15 and 24 of IAS 12 (recognition exemption) so that it no longer applies to
transactions that, on initial recognition, give rise to equal taxable and deductible temporary differences.

Amendments to IFRS 10 and IAS 28 titled Sale or Contribution of Assets between an Investor and its
Associate or Joint Venture (issuedin September 2014}

The amendments, applicable from a date yet to be determined, address a current conflict between the two standards
and clarify that a gain or loss should be recognised fully when the transaction involves a business, and partially if it
involves assets that do not constitute a business.

d) Classification of finandal assets and financial liabilities
IFRS S contains three principal classification categories for financial assets: measured at amortized cost, fair value
through other comprehensive income (FVOCI) and fair value through profit or loss (FVTPL). IFRS 9 classification is
generally based on the business modelin which a financial asset is managed, and its contractual cash flows. The standard
eliminates the previous |AS 39 categories of held-to-maturity, loans and receivables and available-for-sale.

IFRS 9 largely retains the existing requirements in |AS 39 for the classification of finandial liabilities. However, although
under IAS 39 all fair value changes of liabilities designated under the fair value option were recognized in profit or loss,
under IFRS 9 fair value changes are generally presented as follows:

the amount of change in the fair value that is attributable to changes in the credit risk of the liability is presented
inCCl: and

the remaining amount of change in the fairvalue is presented in profit or loss.

Impairment of financial assets

IFRS 9 replaces the 'incurred loss model in [AS 39 with an 'expected credit loss’ model. The new impairment model
also applies to certain loan commitments and financial guarantee contracts but not to equity investments.

Under IFRS 9, credit losses are recognized earlier than under [AS 35,

Impact of initial application of IFRS 9 Financial Instruments

IFRS 9 sets out requirements for recognizing and measuring financial assets, financial liabilities and some contracts to
buy or sell non-financial items. This standard replaces IAS 39 Financial Instruments: Recognition and Measurement.
The requirements of IFRS 9 represent a significant change from [AS 38, The new standard brings fundamental changes
to the accounting for finandial assets and to certain aspects of the accounting for financial liabilities.

As permitted by IFRS 9, the company has elected to continue to apply the hedge accounting requirements of |AS 39,
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As a result of the adoption of IFRS 8, the company has adopted consequential amendments to 1AS 1

Presentation of Finandial Statements, which require separate presentation in the statement of profit or loss and OC|
of interest revenue calculated using the effective interest method. Previously, the Company disclosed this amount in
the notes to the finandal statements.

The key changes to the company’s accounting policies resulting from its adoption of IFRS 9 are summarized below.
The full impact of adopting the standard is set out in Note 2.

IFRS 9 contains three principal classification categories for financial assets: measured at amortized cost, fair value
through other comprehensive income (FVOCI) and fair value through profit or loss (FVTPL). IFRS 9 classification is
generally based on the business model inwhich a financial asset is managed, and its contractual cash flows. The standard
eliminates the previous |AS 39 categories of held-to-maturity, loans and receivables and available-for-sale.

IFRS 9 largely retains the existing requirements in |AS 39 for the dassification of financial liabilities. However, although
under 1AS 39 all fair value changes of liabilities designated under the fair value option were recognized in profit or loss,
under IFRS S fair value changes are generally presented as follows:

- theamount of change in the fairvalue that is attributable to changesin the credit risk of the liability is presented
in OCl; and

- the remaining amount of change in the fair value is presented in profit or loss.

a) Recognition and Initial Measurement

The company initially recognizes loans and advances, deposits and subordinated liabilities on the date on which they
are originated. Allother financialinstrurments are recognized on the trade date, which is the date onwhich the company
becomes a party to the contractual provisions of the instrument.

A financial asset or financial liability is measured initially at fair value plus, for an item not at FVTPL, transaction costs
that are directly attributable to its acquisition or issue

b) Classification
Financial assets - Policy applicable from 1 January 2018
On initial recognition, a financial asset is classified as measurad at: amortized cost, FVOC! or FVTPL.

Afinancial asset is measured at amortized cost if it meets both of the following conditions and is not designated as at
FVTPL:

- theasset is held within a business model whose objective is to hold assets to collect contractual cash flows;
and

- thecontractual terms of the financial asset give rise on specified dates to cash flows that are Solely Payments
of Principal and Interest (SPPI).
In addition, on initial recognition, the company may irrevocably designate a financial asset that otherwise meets the
requirements to be measured at amortized cost or at FVOCl as at FVTPLIf doing so eliminates or significantly reduces
an accounting mismatch that would otherwise arise.

Business model assessment

The Bank makes an assessment of the objective of a business model in which an asset is held at a portfolio level because
this best reflects the way the business is managed, and information is provided to management. The information
considered indudes:

- thestated policies and objectives for the portfolio and the operation of those policies in practice. In particular,
whether management's strategy focuses on earning contractual interest revenue, maintaining a particular
interest rate profile, matching the duration of the financial assets to the duration of the liabilities that are
funding those assets or realizing cash flows through the sale of the assets;

- how the performance of the portfolio is evaluated and reported to the Bank's management;

- therisksthat affect the performance of the business model (and the financial assets heldwithin that business
model) and its strategy for how those risks are managed;

- howmanagers of the business are compensated (e.g. whether compensation is based on the fair value of
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the assets managed or the contractual cash flows collected); and

the frequency, volume and timing of sales in prior periods, the reasons for such sales and its expectations
about future sales activity. However, information about sales activity is not consideredin isolation but as
part of an overall assessment of how the Bank's stated objective for managing the financial assets is
achieved and how cash flows are realized.

Financial assets that are held for trading or managed, and whose performance is evaluated on a fair value basis are
measured at F\VTPL because they are neither held to collect contractual cash flows nor held both to collect contractual
cash flows and to sell financial assets.

Assessment of whether contractual cash flows are solely payments of principal and interest

For the purposes of this assessment, ‘principal is defined as the fair value of the financial asset on initial recognition.
‘Interest’ is defined as consideration for the time value of money and for the credit risk associated with the principal
amount outstanding during a particular period of time and for other basic lending risks and costs (e.g. liquidity risk and
administrative costs), aswell as profit margin.

Assessment of whether contractual cash flows are solely payments of prindpal and interest

In assessing whether the contractual cash flows are SPPI, the Bank considers the contractual terms of the instrument.
This indudesassessing whether the financial asset contains a contractual term that could change the timing or amount
of contractual cash flows such that it would not meet this condition. In making the assessment, the Bank considers:

contingant events that would change the amount and timing of cash flows;

leverage features;

prepayment and extension terms;

terms that limit the Bank's claim to cash flows from specified assets (e.g. non-recourse loans);
features that modify consideration of the time value of money (e.g. periodical reset of interest rates).

The Banlk holds a portfolio of long-term fixed-rate loans for which the Bank has the option to propose to revise the
interest rate at periodic reset dates. These reset rights are limited to the market rate at the time of revision. The
borrowers have an option to either accept the revised rate or redeem the loan at par without penalty. The Bank has
determined that the contractual cash flows of these loans are SPP| because the option varies the interest rate ina way
that is consideration for the time value of money, credit risk, other basic lending risks and costs associated with the
principal amount outstanding.

Mon-recourse loans

In some cases, loans made by the Banlk that are secured by collateral of the borrower limit the Bank's daim tocash flows
of the underlying collateral (non-recourse loans). The Bank applies judgment in assessing whether the non-recourse
loans meet the SPPI criterion. The Bank typically considers the following information when making this judgment:

whether the contractual arrangement specifically defines the amounts and dates of the cash payments of
the loan;

the fair value of the collateral relative to the amount of the secured financial asset;

the ability and willingness of the borrower to make contractual payments, notwithstanding a decline in the
value of collateral;

whether the borrower is an individual or a substantive operating entity or is a special-purpose entity;
the Banlk's risk of loss on the asset relative to a full-recourse loan;

the extent to which the collateral represents all or a substantial portion of the borrower’s assets; and
whether the Bank wil benefit from any upside from the underlying assets.

Contractually linked instruments

The Bank has some investrments in securitizations that are considered contractually linked instruments. Contractually
linked instruments each have a specified subordination ranking that determines the order in which any cash flows
generated by the pool of underlying investments are allocated to the instruments. Such aninstrument meets the SPP
criterion only if all of the following conditions are met:

()



SHMEP MICROFINANCE BANK PUBLIC LIMITED COMPANY |Fermerly: SMEP Microfinance Bank Limited)
Annual report and financial statements for the year ended 31 december 20232

- the contractual terms of the instrument itself give rise to cash flows that are SPPI without looking through
to the underlying pool of finandal instruments;
- theunderlying pool of financial instruments (i) contains one or more instruments that give rise to cash
flows that are SPPI; and (i) may also contain instruments, such as derivatives, that reduce the cash
flow variability of the instruments under () and the combined cash flows (of the instruments
under (i) and (ji)) give rise to cash flows that are SPPI; or align the cash flows of the contractually
linked instruments with the cash flows of the pool of underlying instruments under (i) arising as
a result of differences in whether interest rates are fixed or floating or the currency or timing of
cash flows; and

- theexposure to credit risk inherent in the contractually linked instruments is equal to or less than the
exposure to credit risk of the underlying pool of financial instruments.

Reclassifications

Financial assets are not reclassified subsequent to their initial recognition, except in the period after the Bank changes

its business model for managing financial assets.

e)

g

h)

Interest income and expense

Interest income and interest expense for all interest bearing financial instruments are accrued on a time basis, by
reference to the principal outstanding and at the effective interest rate applicable, whichis the rate that exactly discounts
estimated future cash receipts through the expected life of the financial asset to that asset’s net carrying amount.

Interest income and expense on all trading assets and liabilities are considered to be incidental to the bank's trading
operations and are presented together with all other changes in the fair value of trading assets and liabilities in net
trading income. Fair value changes on other financial assets and liabilities carried at fair value through profit or loss, are
also presented in net trading income induded in the profit or loss.

Once a financial asset or a company of financial assets has been written down as a result of an impairment loss, interest
income is recognized using the rate of interest that was used to discount the future cash flows for purposes of measuring
the allowance for impairment.

Interestincome includes interest onloans and receivables, placements with other banks and investments in government
securities, and Is recognized in the year inwhich it is earned.

Fees and commission income

In the normal course of business, the bank eams fees and commission income from a diverse range of services to its
customers. Fees and commission income and expenses that are integral to the effective interest rate on a financial
asset or liability are included in the measurement of the effective interest rate.

Other fees and commission income, including account servicing fees, investment managemeant fees, placement fees
and syndication fees, are recognized as the related services are performed. When a loan commitment is not expected
to resultin the draw-down of a loan, loan commitment fees are recognized on a straight-line basis over the commitment
period. Fees and commission expense relates mainly to transaction and service fees, which are expensed as the services
are received.

Met trading income

Met trading income arises from the margins which are achieved through market marking and customer business and
from changes in market caused by movements in interest and exchange rates, prices and other market variables. It
comprises gains less losses related to trading assets and liabilities, and includes all realized and unrealized fair value
changes.

Equipment
Equipment is stated at cost less accumulated depreciation and any accumulated impairment losses. Depreciation

is calculated on a straight line basis at annual rates estimated to write off the cost of equipment over their expected useful
lives using the following rates

Computers and office equipment 200%
Mator vehicles 250%
Furniture, fittings and office renovations 12.5%
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i)

)

k)

Intangible assets-computer software costs

Generally, costs associated with developing computer software programmas are recognized as an expense incurred.
However, a cost that is clearly associated with an identifiable and unique product which will be controlled by the bank
and has a probable benefit exceeding the cost beyond one year, are recognized as an intangible asset.

Expenditure which enhances and extends computer software programmes beyond their original specifications and
lives is recognized as a capital improvement and added to the original costs of the software. Computer software
development costs recognized as assets are stated at cost less amortization. Amortization is calculated on a straight
line basis over the estimated useful lives not exceeding a period of & years.

Impairment of non-financial assets

At the end of each reporting period, the bank 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). Where it s not possible to estimate the recoverable amount of an individual asset, the company estimates the
recoverable amount of the cash-generating unit towhich the asset belongs. Where a reasonable and consistent basis
of allocation can be identified, corporate assets are also allocated toindividual cash-generating units, or otherwise they
are allocated to the smallest group of cash-generating units for which a reasonable and consistent allocation basis can
be identified.

Recoverable amount is the higher of fairvalue less costs to sell and valug inuse. In assessing value in use, the estimated
future cash flows are discounted to their present value using a pre-tax discount rate that reflects current market
assessments of the time value of money and the risks specific to the asset forwhich the estimates of future cash flows
have not been adjusted.

If the recoverable amount of an asset (or cash-generating unit) is estimated to be less than its carrying amount, the
carrying amount of the asset (or cash-generating unit) is reduced to its recoverable amount. An impairment loss is
recognized immediately in profit or loss.

Where an impairment loss subsequently reverses, the carrying amount of the asset (or a cash-generating unit) is
increased to the revised estimate of its recoverable amount but so that the increased carrying amount does not
exceed the carrying amount that would have been determined had no impairment loss been recognized for the asset
{or cash-generating unit) in prior years. A reversal of an impairment loss is recognized immediately in profit or loss,
unless the relevant asset is carried at a revalued amount, in which case the reversal of the impairment loss is treated
as a revaluation increase.

Taxation
Income tax expense represents the sum of the tax currently payable and deferred tax.
{i) Current taxation

The corporate tax currently payable is based on taxable profit for the year. Taxable profit differs from profit as
reported in the statement of comprehensive income because of items of income or expense that are taxable
or deductible in other years and items that are never taxable or deductible. The bank’s liability for current tax is
calculated using tax rates that have been enacted orsubstantively enacted by the end of the reporting period.

(ii) Deferred tax

Deferred tax is recognized on temporary differences between the carrying amounts of assets and liabilities in
the financial statements and the corresponding tax bases used in the computation of taxable profit. Deferred
tax liabilities are generally recognized for all taxable temporary differences. Deferred tax assets are generally
recognized for all deductible temporary differences to the extent that it Is probable that taxable profits will be
avallable against which those deductible termporary differences can be utilized. Such deferred tax assets and
liabilities are not recognized if the temporary difference arises from goodwill or from the initial recognition (other
thanina business combination) of other assets and liabilities in a transaction that affects neither the taxable profit
nor the accounting profit.

Deferred tax liabilities are recognized for taxable termporary differences assodated with investments in associates,
except where the bank is able to control the reversal of the temporary difference and it is probable that the
temporary difference will not reverse in the foreseeable future. Deferred tax assets arising from deductible
temporary differences associated with such investments and interests are only recognized to the extent that
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it is probable that there will be sufficient taxable profits against which to utilize the benefits of the temporary
differences and they are expected to reverse in the foreseeable future.

The carrying amount of deferred tax assets is reviewed at the end of each reporting period and reduced to the
extent that it is no longer probable that sufficient taxable profits will be available to allow all or part of the asset to
be recovered.

Deferred tax liabilities and assets are measured at the tax rates that are expected to apply in the period in which
theliability is settled or the asset realized, based on tax rates (and tax laws) that have been enacted or substantively
enacted by the end of the reporting period. The measurement of deferred tax liabllities and assets reflects the tax
consequences that would follow from the manner in which the bank expects, at the end of the reporting period,
to recover or settle the carrying amount of its assets and liabilities.

(iii) Current and deferred tax for the year

Current and deferred tax are recognized in profit or loss, except when they relate to items that are recognized in
other comprehensive income or directly in equity, inwhich case, the current and deferred tax are also recognized
in other comprehensive income or directly in the equity respectively.

Foreign currencies

Transactions in foreign currencies during the year are translated at the rates ruling at the time of the transactions.
Monetary assets and liabilities denominated in foreign currencies are translated into Kenya Shillings at the rates of
exchange ruling at the end of each reporting date. Non-monetary items that are measured in terms of historical costs
in a foreign currency are not retranslated. Gains and losses on exchange of monetary items are dealt with in the profit
or loss in the period in which it arises.

Provisions

Provisions are recognized when the bank has a present legal or constructive obligation as a result of past events, it is
probable that an outflow of resources embodying economic benefits will be required to settle the obligations and a
reliable estimate of the amount of the obligation can be made.

Statutory reserve

IFRS 9 requires the bank to recognize an impairment loss when there is objective evidence that loans and receivables are
impaired. However, Central Bank of Kenya prudential guidelines require the bank to set aside amounts for impairment
losses on loans and advances in addition to those losses that have been recognized under IFRS 9. Any such amounts
set aside represent appropriations of retained earnings and not expenses in determining profit or loss. These amounts
are dealt with in the statutory reserve.

Offsetting finandial instruments

Financial assets and liabilities are offset and the net amount reported in the statement of financial positionwhen there
is a legally enforceable right to set off the recognized amounts and there is an intention to settle on a net basis, or realize
the asset and settle the liability simultaneously.

Cash and cash equivalents

Cash and cash equivalents include notes and coins on hand, unrestricted balances held with Central Bank of Kenya
(CBI), items in the course of collection from other banks, deposits held at call with banks and treasury bills with original
maturities of less than three months. Such assats are generally subject to insignificant risk of changes in their fair value,
and are used by the bank in the management of its short-term commitments. Cash and cash equivalents are carried
at amortized cost in the statement of financial position.

Leasas

Leases are classified as finance leases whenever the terms of the lease transfer substantially all the risks and rewards
of ownership to the lessee. All other leases are classified as operating leases. Rentals payable under operating leases
are charged to profit or loss for the year on a straight-line basis over the term of the relevant leasa.

Contingent liabilities
Letters of credit, acceptances, guarantees and performance bonds are generally written by the bank to support
performance by a customer to third parties. The bank will only be required to meet these obligations in the event
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of the customer's default. These obligations are accounted for as off finandal position transactions and disclosed as
contingent liabilities.

s) Fiduciary activities
Assets and income arising thereon together with related undertakings to return such assets to customers are excluded
from these financial statements where the bank acts in a fiduciary capacity such as nominesg, trustee or agent.

t) Employee benefit costs
i) Bank's defined contribution retirement benefit scheme

The bank operates a defined contribution retirement benefit scheme for its permanent employees. The assets of
the scheme are held and administered independently of the bank’s assets by an insurance company. The scheme
is funded by contributions from both the bank and employees.

ii) Statutory defined benefit obligation pension scheme

The bank contributes to the Mational Social Security Fund (NSSF). This is a defined contribution scheme regjsterad
under the Mational Social Security Act. Contributions are determined by local statute. The bank's contributions to
the statutory retirement benefit scheme are charged to the profit or loss for the year to which they relate.

iiii) Other employee entitlements

Employee entitlements to annual leave are recognized when they accrue to employees. A provision is made for
the liability for annual leave outstanding at the financial position date.

u) Comparatives
Where necessary, comparative figures have been adjusted to conform to changes in presentation inthe current year.

2  Critical accounting estimates and judgments in applying the entity's accounting policies

In the process of applying the entity’saccounting policies, management has made estimates and assumptions that affect the
reported amounts of assets and liabilities within the next financial period. Estimates and judgments are continually evaluated
and are based on historical experience and other factors, including expectations of future events that are believed to be
reasonable under the circumstances. These are dealt with below:

Critical accounting judgmentsin applying the company’s policies
Impairment losses on loans and receivables

The entity reviews its loan portfolios to assess impairment regularly. In determining whether an impairment loss
should be recorded inthe profitor loss, the company makes judgments as towhether thereis any observabledata
indicating that thereis a measurable decreasein the estimated future cash flows from a portfolio of loans, before
a decrease can be identified with an individual loan in that portfolio. This evidence may include observable data
indicating that there has been an adverse change in the payment status of borrowers in a company, or national
or local economic conditions that correlate with defaults on assets in the entity. Management uses estimates
based on historical loss experience for assets with credit risk characteristics and objective evidence of impairment
similar to those in the portfolio when scheduling its future cash flows. The methodology and assumptions used
for estimating both the amount and timing of future cash flows are reviewed regularly to reduce any differences
between loss estimates and actual loss experience.

Key sources of estimation uncertainty
Property and equipment

Critical estimatas are made by the directors in determining depreciation rates for property and equipment.
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l  Going concern

The group reported a net profit before tax of Ksh10.2 million compared with net loss of Ksh. 58.5 million (2021) during the
wear and had borrowings of Ksh461 million and Ksh.423 million as at 31 December 2021. The directors are of the opinion
that with ongping onboarding of a strategic partner, implementation of the new 2021 - 2023 strategic plan and seeking
for additional funding for business growth, the company will continue to operate profitably and be in a position to fund
operating expenses and capital expenditure requirements over the coming years, as well as to meet payment cbligations.
The directors are confident of the success of these measures and have therefore deemed it appropriate to prepare the
financial staterents on a going concem basis.

4  Financial risk review
This note presents information about the company's exposure to finandial risks and the company's management of capital.
The company has exposure to the following risks from its use of financial instruments:

= Credit risk

«  Liquidity risk
«  Market risks

a) Creditrisk

Credit risk is the risk of financial loss to the company if a customer or counterparty to a financial instrument fails to
meet its contractual obligations, and arises principally from the company’s loans and advances to customers and other
banks and investment securities. For risk management reporting purposes, the company considers and consolidates
all elements of credit risk exposure.

The following aspects of credit risks have been considered:
«  Credit quality analysis
+ (Collateral held and other credit enhancements
= Amounts arising from ECL
+ Impaired financial assets
+ Concentrations of credit risk
«  Offsetting financial assets and financial liabilities

(i)  Credit quality analysis

Ananalysis of the company’s credit risk exposure per class of financial asset, internal rating and "stage” without takinginto
account theeffects of any collateral or other credit enhancements is provided in the following tables. Unless specifically
indicated, for financial assets, the amounts in the table represent gross carrying amounts. For loan commitments and

financial guarantee contracts, the amounts in the table represent the amounts committed or guaranteed, respectively.
Explanation of the terms Stage 1, Stage 2" and ‘Stage 3

Type of credit exposure

Loans and advances to customers at amortised Cost: ksh '000°

Stage1 Stage2 Stage3 | . _ : i :
12-month Lifetime Lifetime st ‘i{'}ﬁ (e R ‘TH'?:
ECL | ECL ECL | ol -
Kshs Kshs Kshs Kshs Kshs
Grade 1: Normal 100,337 - - 1.100,337 1,210,849
Grade 2: Watch 4104 . - 141114 132,379
Grade 3: Substandard . 2284 - 22,841 30,258
Grade 4: Doubtful - 15,782 - 5,782 9,095
Grade 5: Loss - . 552,874 552.874 48718
Gross carrying amount 1.241,451 38623 552,874 1.832,948 1.879.299
Loss allowance 102,986 4,581 313,825 421392 379152
Carrying amount 1138465 34.042 239.049 141,556 150047
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The following table sets out information about the overdue status of loans and advances to customers in Stages 1,2
and 3.

Loans and advances to customers at amortised Cost : ksh '000'

Inthousands ‘Kenya 2022

shilling’ Stage2 Stage3 ksh

Current 1100337 - - - 1100,337 1,210,849

Overdue <30 days 131,889 - 2,234 134123 132379

Overdue > 30 days 9225 . 38.623 550,640 598,488 536,071

Total 1.241,451 . 38623 - 552,874 - 1,832,948 1879299
Cash andcash equivalents

The company held cash and cash equivalents of Shs.375.8 million at 31 December 2022 (2021: Shs. 437 Million). The
cash and cash equivalents are held with financial institution counterparties that are rated at least B, based on Global
Corporate Default Study ratings.

(ii) Collateral held and other credit enhancements

The company holds collateral and other credit enhancements against certain of its credit exposures. The following
table sets out the principal types of collateral held against different types of financial assats.

Type of credit exposure

Percentage of exposure that is subject to collateral requirements
Inthousands Kenya shillings 31-Dec

2021( Principal type of collateral held

Loans to customers 4 1,832,948 1.879.300 property & equipment & cash

The following tables stratify credit exposures from customer loans and advances by ranges of loan-to- value (LTV) ratio.
LTV s calculated as the ratio of the grossamount of the loan -or the amount committed for loan commitments -tothe
value of the collateral. The valuation of the collateral excdudes any adjustments for obtaining and selling the collateral.
For credit-impaired loans the value of collateral is based on the most recent appraisals.

Inthousands Kenya Shillings

LTV ratio

Less than 50% 888,800 982,288
51-70% 49,758 59,262
71-80% 67,740 42 587
91-100% 32,069 41,654
More than 100% 794,581 750,182
Total 1832948 1,875,973

Loans and advances to corporate customers

The general creditworthiness of a corporate customer tends to be the most relevant indicator of credit quality of aloan
extended to it (see Note 3(BE)). However, collateral provides additional security and the company generally requests
that corporate bormowers provide it. The company may take collateral in the form of a first charge over real estate,
floating charges over assets and other liens and guarantees.

Because of the Company’s focus on customers' creditworthiness, the company does not routinely update the valuation
of collateral held against all loans to customers. Valuation of collateral is updated when the loan is put on a watch list
and the loan is monitored more closely. For credit-impaired loans, the company obtains appraisals of collateral because
it provides input into determining the management credit risk actions.
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Loans and advances to customers designated as at FVTPL

At 31 December 2022, the maximum exposure to credit risk of loans and advances to customers designated asat FVTPL
was their carrying amount of 421 million (2021: Ksh.278 million). The company has mitigated the credit risk exposure
of some but not all of these loans and advances by developing an effective system of internal control, to consistently
determine adequate allowances in accordance with the company’s stated policies and procedures, IFRSs and relevant
supervisory guidance. Focus s also in developing and maintaining the company’s risk processes for measuring Expected
Credit Loss induding monitoring of credit risk, incorporating forward looking information and the method used to
measure ECL.

(iii) Amounts arising from ECL

Inputs, assumptions and techniques used for estimating impairment
Significant increase in credit risk

When determining whether the risk of default on a finandal instrument has increased significantly since initial
recognition, the Company considers reasonable and supportable information that is relevant and available without
undue cost or effort. This includes both quantitative and qualitative information and analysis, based on the
company's historical experience and expert credit assessment and including forward- looking information.

The objective of the assessment is to identify whether a significant increase in credit risk has occurred for an
exposure by comparing:

- theremaining lifetime probability of default (PD) as at the reporting date; with

- the remaining lifetime PD for this point in time that was estimated at the time of initial recognition of the
exposure (adjusted where relevant for changes in prepayment expeactations).

The ECL model contains a three-stage approach that is based on the change in the credit quality of assets since
initial recognition.

Stage1- If, at the reporting date, the credit risk of non-impaired financial instruments has notincreasad significantly
since initial recognition, these finandal 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 finandal
instruments are migrated to Stage 2, and a loss allowance that is measured, at each reporting date, at an amount
equal tolifetime expected creditlossesis recorded. In subsequent reporting periods, if the credit risk of the financial
instrument improves such that there is no longer a significant increase in credit risk since initial recognition, the
ECL model requires reverting to recognition of 12-month expected credit losses

Stage 3 - When one or moreevents that have a detrimentalimpact 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 anallowance
equal to lifetime expected losses continues to be recorded or the financial asset is written off.

Credit risk grades

The company allocates each exposure to a credit risk grade based on a variety of data that is determined to be predictive
of the risk of default and applying experienced credit judgement. The credit risk grades within company are based on
a probability of default. The company structures the levels of credit risk it undertakes by placing limits on the amount
of risk accepted in relation to the nature and type of loans.

Credit risk grades are defined and calibrated such that the risk of default occurring increases exponentially as the credit
risk deteriorates so, for example, the difference in risk of default between credit risk grades 1 and 2 is smaller than the
difference between credit risk grades 2 and 3.

The company grades its loans into five categories on the basis of the following criteria:

Performingloans, being loans which are well documented and performing according to contractual terms. Such loans
are considered under stage 1 - no significant increase in credit risk for purposes of the ECL calculation;

Watch loans, being loans whose prindpal or interest have remained un-paid for one day to thirty days or where
one instalment is cutstanding for less than 30 days. Such loans are also classified as stage 1 for purposes of the ECL
calculation;

Substandard loan, being loans not adequately protected by the current repayment capacity and the prindpal or
interast have remained un-paid between thirty-one to one eighty days orwhere two to six instalments have remainad
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outstanding. Under this category, loans past due between 31 - 90 days (or 2-2 pending instalments) are classified
within in stage 2 - significant increase in credit risk for purposes of the ECL calculation. Loans aged beyond 90 days
are classified as stage 3 - credit impaired;

Doubtfulloans, being loans not adequately protected by the current repayment capadty and the prindpal orinterest
have remained un-paid between one hundred and eighty-one to three hundred and sixty days or where sevien to twelve
instalments have remained outstanding. Such loans are dassified as stage 3 for purposes of the BCL calculation; and

Loss loans, being loans which are considerad uncollectible or of such little value that their continued recognition as
receivable assets s not warranted, not adequately protected and have remained un-paid for more than three hundred
and sixty days or where more than twelve instalments have remained outstanding. Such loans are also classified as
stage 3 for purposes if the ECL calculation.

The table below provides an indicative mapping of how the company’s intemal credit risk grades relate to PD.

Grading 12-month weighted -average PD

2022 2021
Grades 1: Low-fair risk 20.0% 249%
Grades 2: Higher risk 90.0% 90.2%
Grades 3-5: Substandard, doubtful, loss 100.0% 100.0%

Generating the term structure of PD

Credit risk grades are a primary input into the determination of the term structure of PD for exposures. The Compary
collects performanceand defaultinformation about its credit risk exposures analysed by historical product and borrower
performance as well as by credit risk grading.

The Company employs statistical models to analyse the data collected and generate estimates of the remaining lifetime
PD of exposures and how these are expected to change as a result of the passage of time.

Determining whether credit risk has increased significantly

The Company assesses whether credit risk has increased significantly since initial recognition at each reporting date.
Determining whether an increase in credit risk is significant depends on the characteristics of the financial instrument
and the borrower, and the geographical region. What is considered significant differs for different types of lending, in
particular between wholesale and retail.

Accounts which are more than 20 days overdue have been determined as havinga SICR. For accounts with a SICR PD
and LGD has been assessed under the life time credit losses basis.

Discounting used in the ECL calculation

The average contractual interest rates foreach credit risk category was taken as the discounting rate for the respective
category.

Collateral information

Collateral available for the various buckets determined for IFRS 9@ modelling has been considered at the Loss Give
Default formulation.

Collateral amounts considered for modelling purposes has been based on the forced sale values, this information was
extracted from the bank's core banking system. These values were discounted by one year with the average interest
rates per bucket used as the discount rate.

Discounting was done for one year since information available on collateral realization shows that the bank is able to
dispose collateral with 12 months from date of sezure and the amounts realized based on historical data provided.

Proceeds on sale of collateral based on historical data have always exceeded the forced sale values hence no further
haircuts have been considered.

For the groups budket only group savings have been applied as collateral for modelling purposes, these have been
proportionately apportionad to members with outstanding loan balances per bucket based on the total group outstanding
loan balance. Mo discounting has been done on the group savings.
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Cash recoveries

Subsequent cash recovery factor has been incorporated under the Loss Given Default formulation. These are recoveries
received after an account has dropped to the non-performing classes. Thase amounts have been discounted based
on the year the cash was received to present value.

Stage 3 Expected Credit Losses (ECL)

Stage 3 ECL applies to accounts which are credit impaired i.e. over 90 days overdue. For stage 3 ECL is/ has been
computed after considering the present value for security and the recoveries history.

Deposits and bank balances Expected Credit Losses

An expected credit loss model for deposits and call balances placed with banks will be based on the default rate assigned
by global credit rating bodies 5&P and GCR.

The S&P ranking has assigned a risk/default rate of 0.00% for finandial institutions rated AAA, 0.02% for AA rated,
0.07% A rated, 0.29% for BBB rated, 0.76% for BB rated, 2.92% for B rated and 15.79% for CCC/C rated financial
institutions (Source 2017 Annual Global Corporate Default Study, Standard & Poor). GCR has carried out a credit rating
of Kenyan banks but has not assigned risk/default rates for the various ratings given. On the other hand, S&P has not
done a rating specific to Kenyan finandal institutions but has risk rates assigned tovarious ratings as documentad above
whose description we have reviewed and came up with the risk rates applicable to Keryan banks.

In the GCR rating of Kenyan financial institutions such as KCB Bank, Equity Bank and Commercial Bank of Africa arg
described as consistently having a stable cutlook which is what is similar to the S&P description of financial institutions
rated BE. Hence a default rate of 0.76% has been considerad for deposits held with Tier one banks. Tiertwo banks such
as Diamond Trust Bank are described as having a stable or positive outlook in the GCR rating which can be equated to
the S&P rating of B with a default rate of 2.93%. Whilst Tier three banks such as stable or positive or watch outlook by
GCR which bear similar descriptions as the CCC/C rating by S&P with a risk/default rate of 15.79%.

Definition of default

The Company considers loans that have been outstanding for more than 30 days as defaulted loans. Loans that are
more than 90 days past due are considered to be credit impaired. The Company considers a financial asset as credit
impaired when one or more events that have a detrimental impact on the estimated future cash flows of a finandial
asset have occurred or when contractual payments are 90 days past due. The company's write-off policy under 145
39 is not expected to be materially different under IFRS 9.

For the purposes of IFRS 9 and based on the company's loan book and risk profile, the bank has considered product
type as most appropriate for aggregating its loan book. The following product buckets have been determined:

Asset Finance - this category comprises of loan products issued by the bank secured by motor vehides and by a
charge on title deeds.

Groups - category indudes loan products issued to organised groups and members of organised groups. Loans in this
category are secured by the log books, a charge on title deeds and group savings held by the bank.

Church - category comprises of loan products issued to churches and affiliates for development purposes and secured
by a charge on title deeds.

Agriculture - comprises loan products to customers engaged in the Agri business.

Consumer and Household - this category comprises loan products issued to individuals, staff and other salary based
products. The loans are secured by log books and by a charge on title deeds.

SME - this category comprises loan products to SME sector and Staff Development loans. Loans are secured by vehicle
log books and by a charge on title deeds.

Insurance - comprises of IPF loan products.

Incorporation of forward-looking information
IFRS 9 requires the ECL models to consider forward looking information and not simply relying on past experience.

The relevant forward looking information will impact PD in terms of the changes to the likelihood of a loss event
occurring compared to history and LGD in terms of impact on actual loss were a default event to take place.

The relevant forward looking information will impact PD in terms of the changes to the likelihood of a loss event
occurring compared to history and LGD in terms of impact on actual loss were a default event to take place.
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The company considers the following forward looking factors to be relevant to the business:
Inflation
Interest rates
GDP growth
Employment levels

However the Company did not apply macro-economic adjustments to the PD because the Company is focused on
short term lending.

As an equal probability would be assigned to each of these outcomes, the forward looking factors are not expected to
have a material impact on the ECL.

The company also considers interest rates, inflation and employment to be the relevant factors influencing PD. It has
been noted that economic factors do not have any significant impacton PD, all the economic factors having a correlation
of less than one.

Modified financial assets

A modification of a financial asset occurs when the contractual terms governing the cash flows of a financial asset
are renegotiated or otherwise modified between initial recognition and maturity of the financial asset. A modification
affects the amount and/or timing of the contractual cash flows either immediately or at a future date. In addition, the
introduction or adjustment of existing covenants of an existing loan would constitute a modification even if these
new or adjusted covenants do not yet affect the cash flows immediately but may affect the cash flows depending on
whether the covenant s oris not met (e.g. a change to the increase in the interest rate that arises when covenants are
breached).

The company renegotiates loans to customers in financial difficulty to maximise collection and minimise the risk
of default. A loan forbearance is granted in cases where although the borrower made all reasonable efforts to pay
under the original contractual terms, there is a high risk of default or default has already happened and the bormower
is expected to be able to meet the revised terms. The revised terms in most of the cases include an extension of the
maturity of the loan, changes to the timing of the cash flows of the loan (principal and interast repayment), reduction
in the amount of cash flows due (principal and interest forgiveness) and amendments to covenants. The company has
an established forbearance policy which applies for corporate and retail lending.

When a financial asset is modified, the company assesses whether this modification results in derecognition. Inaccordance
with the company’s policy a modification results in derecognition when it gives rise to substantially different terms.

Todetermine if the modified terms are substantially different from the original contractual terms the company considers
the following:

+  Qualitative factors, such as contractual cash flows after modification are nolonger SPPI, change in currency
orchange of counterparty, the extent of change in interest rates, maturity, covenants. If these do not clearly
indicate a substantial modification, then;

+  Aqguantitative assessment is performed to compare the present value of the remaining contractual cash
flows under the original terms with the contractual cash flows under the revised terms, both amounts
discounted at the original effective interest.

Measurement of ECL

The key inputs into the measurement of ECL are the term structure of the following variables:
probability of default (PD);
loss given default (LGD); and
exposure at default (EAD).

ECL for exposures in Stage 1is calculated by multiplying the 12-month PD by LGD and EAD. Lifetime ECL is calculated
by multiplying the lifetime PD by LGD and EAD.

ECL is calculated by multiplying the lifetime PD by LGD and EAD.

LGD is the magnitude of the likely loss if there is a default. The Company estimates LGD parameters based on the
history of recovery rates of claims against defaulted counterparties. The LGD models consider the structure, collateral,
and recovery costs of any collateral that is integral to the finandal asset.

EAD represents the expected exposure in the event of a default. The Company derives the EAD from the current
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exposure to the counterparty and potential changes tothe current amount allowed under the contract and arising from
amortisation. The EAD of a financial asset s its gross carryingamount at the time of default. Forlending commitments,
the EADSs are potential future amounts that may be drawn under the contract, which are estimated based on historical
observations and forward-looking forecasts. For financial guarantees, the EAD represents the amount of the guaranteed
exposure when the finandal guarantee becomes payable. For some financial assets, EAD is determined by modelling
the range of possible exposure outcomes at various points in time using scenario and statistical techniques.

becomes payable. For some financial assets, EAD is determined by modelling the range of possible exposure outcomeas
at various points in time using scenario and statistical techniques.

As described above, and subject to using a maximum of a 12-month PD for Stage 1financial assets, the Company
measures ECL considering the risk of default over the maximum contractual period (including any borrower s extension
options) over which it is exposed to credit risk, even if, for credit risk management purposes, the Company considers
a longer period. The maximum contractual period extends to the date at which the Company has the right to require
repayment of an advance or terminate a loan commitment or guarantee.

Where modelling of a parameter is carried out on a collective basis, the financial instruments are grouped on the basis
of shared risk characteristics that include:

- instrument type;

- creditrisk grading:

- lype;

- LTVratio,

- date of initial recognition;

- remaining term to maturity:

- industry;and

- geographic location of the borrower,

The groupings are subject to regular review to ensure that exposures within a particular group remain appropriately
homogeneous.

For portfolios in respect of which the company has limited historical data, external benchmark information is used
to supplement the internally available data. The portfolios for which extermnal benchmarlk information represents a
significant input into measurement of ECL are as follows.

Loss allowance

The following tables show recondiliations from the opening to the closing balance of the loss allowance by class of
finandal instrument.

Loans and advances to customaers at: ksh '000"

o Stage 2 Stage3 Year ended

i E_IMI:'::_‘:‘EEH Lifetime Lifetime Total 2021

i ECL ECL Total

Kshs Kshs [l Kshs Kshs

Loss as at 01 January 1820 2]92 374,982 378993 307447

Change In loss allowance - -

- Transfertostage1 15951 - (15,951) 7 2

- Transfer tostage 2 (998) 31 967 - -

- Transfertostage3 (24.239) (4.465) 28.704 . .
New finandial assets originated

or purchased 1305 1456 73679 76440 76.440

it i (2.800) (5170) (287583) (302.553) (302553)

Loss allowance as at 31
December 2022 698 1143 419,550 421391 378.993
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Loans and advances to customers at: ksh "000'

| Allowance for ECL!| ECL charge to profit and loss

Summary of finandal instruments to
which impairment requirements in
IFRS 9 are applied
1832948 421,392 42,359

Allowance forECL|| ECL charge to profit and loss

Summary of finandal instruments to
which impairment requirements in
IFRS 9 are applied

1.879,300 378993 T 545

More information about the significant changes in the gross carrying amount of financial assets during the period that
contributed to changes in the loss allowance, is provided at the table below:

SR Stage 2 Stage 3

Iz-mmitI?EELI Lil‘@tin]e Lifetime  Total Kshs
| ECL|| ECL

Kshs Kshs Kshs
Gross carrying amount as at 01.01.22 1229230 38696 61,374 1879299
Change in loss allowance -
Transfer tostage 1 1.244.936 (1.273) (1243 .663) &
Transfer tostage 2 (35,708) 313 35,395 -
Transfer tostage 3 (84.621) (22.192) 106,813 -
New finandal assets originated or purchased 616,077 12455 260,529 889,061
Derecognized finandal assat (2134.743) 329 1199,000  (935.414)
Gross carrying amount as at 31.12.22 835N 28,328 965448 1.832946

" Stage 2 Stage3
i 2_".":“3:;1%3 Lil‘etin]@ Lifetime  Total Kshs

ECL || ECL

Ksh Kshs Kshs
Gross carrying amount as at 01.01.21 1,611,301 24,631 432,744  2,068675
Change in loss allowance -
Transfer tostage 1 590468 (254) (590.214) -
Transfer tostage 2 (15.733) 270 15463 -
Transfer tostage 3 (78,724) (12,827) 91,550 -
New finandal assets originated or purchased 680,105 22,855 140468 843.420
Derecognized finandal assat (1.558.188) 4,00 521,362 (1,032,805)
Gross carryingamount as at 3112.21 1,229,230 38,696 e11.374 1,879,209

1 Loans with renegotiated terms

Loanswith renegotiated terms are defined as loans that have been restructured due to a deterioration in the borrower’s
financial position, for which the Bank has made concessions by agreeing to terms and conditions that are more favourable
for the borrower than the Bank had provided initially and that it would not otherwise consider. Aloan continues to be
presented as part of loans with renegotiated terms until maturity, early repayment or write-off.

Loans andinvestment debt securities that were past due but not impaired

Loans and investment debt securities that were ‘past due but not impaired are those for which contractual interest or
principal payments were past due but the Bank believed that impairment was not appropriate on the basis of the level
of security or collateral available and/or the stage of collection of amounts owed to the Bank. The amounts disclosed
exclude assets measuredat FVTPL.
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(v} Concentration of credit risk

The company monitors concentrations of credit risk by sector and by geographic location. An analysis of concentrations
of credit risk from loans and advances, loan commitments, financial guarantees and investrment securities is shown
below.

Loans to customers - gross:

2022 _ 201
Shs ‘000 Shs 000 |
Agricultura 66,016 4% 55,756 3%
Business services 31619 17% 360,050 1B%
Consumer 1,450,813 T9% 1436484 TEY%
1832948 1,852,290

Concentration by location forloans and advances, loan commitments and financial guarantees is based on the customer's
country of domicile. Concentration by location for investment securities is based on the country of domicile of the
issuer of the security.

Offsetting financial assets and financial liabilities

There were no financial assets and financial liabilities that were offset in the Bank's statement of financial position
and none are subject to an enforceable master netting arrangement or similar agreement that covers similar financial
instruments.

b) Liquidity risk
The company is exposed to the risk that it will encounter difficulty in raising funds to mest commitments associated
with customer requirements. Liquidity risk is addressed through the following measures:

(i) Management of liquidity risk

The company's approach to managing liquidity is to ensure, as far as possible, that it will always have sufficient liquidity
to meet its liabilities when due, under both normal and stressed conditions, without incurring unacceptable losses or
risking damage tothe company's reputation. The Audit and Risk Committee, is tasked with the responsibility of ensuring
that all foreseeable funding commitments and deposits withdrawals can be met when due and that no difficulties
meeting financial liabilities as they fall due is encounterad.

A portfolio of short-term liquid assets largely made up of short-term liquid investrnent securities and bank facllities
ensure that sufficient liquidity is maintained within the company as a whole,

(ii) Source of funding

The company has an aggressive strategy aimed at increasing the customer base and maintains a diversified and stable
base of customers. The company also borrows from the banks for short term liquidity requirements.

(iii) Exposure to liquidity risk

The key measure used by the company for managing liquidity risk is the ratio of net liquid assets to deposits from
customers. For this purpose net liquid assets are considered as including cash and cash equivalents and investment
in securities for which there is an active and liquid market less any deposits from banks, debt securities issued, other
borrowings and commitments maturing within the next month. The company regulators require that the company
maintains a liquidity ratio of 20%. The company complied with the liquidity requirements during the year. The average
liquidity ratio for the year was 25% (2021 - 24%).

The table below represents the cash flows payable by the company under non- derivative financial liabilities by
remaining contractual maturities at the end of the reporting date. The amountsdisclosed in the table are the contractual
undiscounted cash flows. The company manages the inherent liquidity risk based on expected undiscounted cash
inflows.
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Less than Between Between  1yearless || Overs |

Imonth 1-3months = 4-12months  than year3 years Total
Asat 31 December 2022 || Kshs.'000"  Kshs. 000’ Kshs.'000"  Kshs.'000' || Kshs.'000"  Kshs. 000

b) Liquidity risk
Financial Liabllities
Customer deposits (1,358.127) (164,226) (630.169) (87.583) (84) (2.240189)
Related party 1199 . - - - 1199
Borrowings (50,870) (15,668) (40,253) (344,203) - (460,994)
Total liabilities Contractual
ettty cates) (1.417.798) (179,894) (670.422) (431,786) (84) (2.699,984)
Financial Assets
Cash and bank balances 367556 . - - - 367556
Eal'll;rk;term deposits with 339,252 \ ; . : 339,252
Cash reserve ratio - CBK 109,436 - - - - 109436
Loan to customers (net) 436,807 5014 297041 493,686 133908 1.411,556
Total assets (expected
maturity dates) 1,253,051 5014 297041 493,686 133908 2227800
NET LIQUIDITY GAP (164.747) (129,780) (373.381) 61900 133,824 (472,184)
As at 31 December 2021
Total liabilities Contractual
(maturity dates) (1,248,999) (262.283) (895,755) {383.003) (257) (2.790.297)
Total assets (expected
maturity dates) 975224 47026 343,689 4997 307585 2,388520
MET LIQUIDITY GAP (273.776) (215,257) (552 .066) 331,994 307328 (401.777)

c) Market Risk

Market risk is the risk that changes in market prices, such as interest rate, equity prices, foreign exchange rates and credit
spreads will affect the company’s income or the value of its holdings of financial instruments. The objective of market
risk management is to manage and control market risk exposures within acceptable parameters, while optimising the
return on risk.

Management of market risks

Owerall authority for market risk is vested in the Risk Committee which is responsible for the development of detailed
risk management policies. The policies are subject to review and approval by the board.

Exposure to interest rate risk

The company is exposed to various risks associated with the effects of fluctuation in the prevalling levels of market
interest rates on financial position and cash flows. The risk committee closely monitors the interest rates trends to
minimize the potential adverse impact of interest rate changes. The table overleaf summarizes the exposure of interest
rate risk at the reporting date. The company maintains an appropriate mix of fixed and floating rates deposit base.
Interest rates on advances to customers and other risk assets are either pegged to the company’s lending rate The
Company’s rates are adjusted from time to time to reflect the cost of deposits.

Interest rates on cash collateral held are determined by the company with the company retaining the discretion to
adjust the rates in line with changes in market trends. The interest mtes, therefore, may fluctuate depending on the
movement in the market interest rates. The company also invests in fixed interest rate instruments issued by the
Government of Kenya through the Central Bank of Kenya.
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Included in the table overleaf are financial assets and liabilities at carrying amounts categorized by the earlier of

contractual repricing or maturity dates.

Lass than
1month
As at 31 December 2022 Kshs.
- ‘000°
Liquidity risk
Financial Liabilities
Customer deposits (15,043)
Related party i
Eaphl (60,870}
(75.913)
Financial Assets
Cash and bank balances

Short term deposits with banks 339,252
Cash reserve ratio - CBK -

Loan to customers (net) 436,807
776,059
On statement of financial
position
interest sensitivity gap 700146
As at 31 December 2021
Total liabilities Contractual
(maturity dates) i
Total assets (expected maturity
fates) 48 665
On statement of financial
position
interest sensitivity gap 204,238
Interest rate risk stress test

Between Between
EY 4-12

months months
Kshs. Kshs.

‘000 000

(164.226) (630,169)

(15668)  (40,253)
(179,894) (670.422)

50114 297041
50114 297,041

(129,780) (373,381)

(243607) (794.649)

47026 343,689

(196,582) (450,960)

1yearless

than year

3
Kshs.

‘000

(87.583)

{mznsi
(431,786)

493,686
493686

61,900

(361175)
4997

353,822

Over 3

yedrs

Kshs.

‘000

(84)

(84)

133.908
133,908

133,824

(172)

307,585

307413

Non-

interest ||

bearing

Kshs. '000

(1.343,084)
1199

(1.341.885)

367556

109,436

476,992

(864,893)

(1,078,355)

476992

(601363)

Total

Kshs. '000"

(2.240,189)
1195
(460,994)

(2.699,984)

367556
339,252
109436
141,556
2,227800

(472,184)

(2.702.386)

2318953

(383.433)

The impact that an immediate hypothetical increase or decrease in interest rates of 10% applied at the beginning of
the year would have on the profit for the year assuming a growing balance sheet and current interest rate risk profile

wiould be as follows:

109% increase in interest rates

10% decrease in interest rata

Effect on|]
rofit

34,906

(34.906)

2022 sh'000

Effecton |

Uity
27925

(27.925)

Effecton ]
rofit

33,881

(33.881)

2021 sh'000°
Effect on
LIt

27104

(27104)
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The model does not take into account any corrective action in response to interest rmte movements, particularly in
adverse situations.

Currency risk
The company operates wholly within Kenya and its assets and liabilities are reported in the local currency.

The company's currency position is as follows:-

KES || uUsD Euro || Total
Sh'o00 Sh'o00 sh'o00 Sh'o00
Cash and bank balances 367556 . 367556
Short term deposits with banks 326,502 6,150 6,600 339,252
Cash reserve ratio- CBK 109,436 . - 109436
Loans to customers (net) 1411556 - - 141,556
Total financlal assets 2.215.050 6150 6,600 2227800
Liabilities
Balances due to banking Institutions - - - -
Customer deposits 2,240,189 . . 2,240)89
Related party 1199 - - 1199
Borrowings (460.994) - - (460,994)
Revolving fund - - - -
Total financlal liabilities 1780394 - - 1.780,394
Net balance sheet position 434,656 6150 6,600 447406
KES UsD | Euro
Sh'000 Sh'000 sh'o00 sh'000
Total finandal assets 2.215,050 6,150 6,600 2.2271800
Total finandal liabilities (1.780,394) - (1.780354)
Met balance sheet position 434,656 650 6,600 4474086

The table below summarizes the estimated impact of a 10% appreciation/depreciation of the Kenya shilling against
the two major currencies traded by the company i.e. the US Dollar and the Euro.

2022 sh'00C | 2021sh 000

Effecton || Effecton | Effecton  Effecton

rofit Uity rofit gLty

+10% KES maovement 2 1 28 20
-10% KES movement 2 (n (28) (20)

The Central Bank of Kenya sats and monitors capital requirements for Microfinance Bank Institutions as a whole.
The Microfinance Bank regulatory capital is analysed into two tiers:

+ Tier capital, which includes ordinary share capital, share premium, perpetual bonds (which are classified
as innovative Tier 1 securities), retained eamings after deductions for intangible assets, and other regulatory
adjustments relating to items that are included in equity but are treated differently for capital adequacy purposes.

+  Tier 2 capital, which includes qualifying subordinated liabilities, collective impairment allowances Tier2capital,
which includes qualifying subordinated liabilities, collective impairment allowances and the element of the fair
value reserve relating to unrealised gains on equity instrurments classified as available-for-sale.

Warious limits are applied to elements of the capital base. Qualifying tier 2 capital cannot exceed tier 1 capital, and
qualifying term subordinated loan capital may not exceed 50% of tier1 capital. There also are restrictions on the amount
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of collective impairment allowances that may be included as part of tier 2 capital. Other deductions from capital include
the carrying amounts of investments in subsidiaries that are not included in the regulatory consolidation, investments
in the capital of Microfinance Bank and certain other regulatory items.

Risk-weighted assets are determined according to specified requirements that seek to reflect thevarying levels of risk
attached to assets and off-statement of financial position exposures.

The institution's aimis to build a strong capital base so as to maintain investor, creditor and market confidence and to
sustain future development of the business. The impact of the level of capital on shareholders' retumis also recognised
and the Microfinance Bank recognises the need to maintain a balance between the higher returns that might be possible
with greater gearing and the advantages and security afforded by a sound capital position.

In implementing current capital requirements, the Central Bank of Kenya requires each Microfinance Bank to maintain;

« A minimum level of regulatory capital of Shs 60 million.

+  Aratio of core capital to the risk-weighted assets plus risk-weighted off-statement of financial position assets
at or above the required minimum of 8%.

+  Corecapital of not less than 8% of total deposit liabilities.
+  Supplementary capital of not less than 12% of risk-weighted assets plus risk-weighted off-statement of financial

position items.
The Microfinance Bank externally imposed capital requirements are as computed below.
Group
(| 2022 | [l
Tier 1capital Ksh 000 Ksh 000
Share capital 558,256 558,256 544543
Share premium 14.607 14.607 2,354
Accumulated losses (339.271) (339.27) (292.895)
Net after tax profitf{loss) 7528 2,520 (46,376)
Intangible Assets (119,00) (120,519} {118,605)
122,020 115593 839,01
Tier 2 capital
Revaluation reserves (25%) 38,563 38,563 38563
38,563 38,563 38563
Regulatory capital 160,583 156,675 127584
Total risk-weighted assets 2,264,573 2272172 2,271,590
Capltal ratios

Total regulatory capital expressed as a percentage of total risk-
welghted assets (CBK minimum - 12%) 7% 7% 6%

Total ter 1capital expressed asa percentage of total risk-
welghted assets (CBK minimum - 8%) 5% 5% 4%

Capital allocation

The process of allocating capital to specific operations and activities is undertaken independently of those responsible
for the operation, by Risk and Compliance and Credit, and is subject to review by the Board Credit Committee or ALCO
as appropriate.

Although maximisation of the retum on risk-adjusted capital is the principal basis used in determining how capital is
allocated within the Microfinance Bank to particular operations or activities, it is not the sole basis used for decision

making. Account also is taken of synergies with other operations and activities, the availability of management and
other resources, and the fit of the activity with the Microfinance Bank's longer term strategic objectives.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

5 | Interest income

Loans to customers
Depaosits with banks

6 Interest expenses

Borrowings
Customer depaosits

7 Feesincome
Loan disbursement
Loan application
Membership
Training

8 Other operating income

Group
2022
Kshs ‘000

Front office income 9,080
Guarantee commissions 33,338
Insurance agency Income 10,736
Other income and charges 50.751
103,905
9  Administration and operating expenses

Staff costs (note 10) 208,881
Office rent and service charge 62,934
Computer expenses 22,066
Depredation (note 19) 33772
Communication 2881
Travel and transport 15773
Amortization of computer software (note 18) 9,468
Legal expenses 9914
Programme expenses 9329
General Insurances 15B.591
Directors fee 6.959
Advertising expenses 5.867
Office expenses 1.026
Bank charges 7272
Office equipment maintenance 1379
Printing and stationery 3,651
AGM expenses 1,736
Audit fees 1827
Taxation fees 783
Subscriptions and donations 1.624
Insurance agency expenditure 2,851
Transaction advisory expenses 906
472,480

(sz)

g

Bank
2022

Kshs ‘000

476,677
42,835
519,512

61449
85,720
147169

Kshs ‘000"

9,080
33,338

376
50,751
93545

207625
61,468
22,066
33772
28,87
15,690
9418
9838
Spl)
15,591
6,959
5.867
12410
1212
1379
3,651
1.736
1.827

1,604

906
468,063

Banl
2011
Kshs '"000'

493,626
37949
531575

1.631

445,766
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Group
2022 2022

Kshs "000" Kshs ‘000 Kshs ‘000"

10

i = 1
rersonnel costs

Salaries and wages 178.234 177,059 181224
Medical expenses 10,957 10,876 -
Pension fund expenses 10473 10,473 11,502
Other payroll expenses 8,388 8388 6,376
Staff recruitment training and exposure costs 174 174 75
Statutory pension contributions (NSSF) 655 655 593

208,881 207625 199,770

Group Bank
2022 2022

Kshs ‘000" Kshs 000" Kshs ‘000"

11
@

(b)

(©

Taxation

Tax credit/(expense)

Current tax at 30% (2021: 30%,)
Deferred tax (note 21)

Reconciliation of expected tax based on accounting loss to tax credit

Accounting loss before tax

Tax applicable rate of 30% (2021: 30%)
Tax effect of:

Expensa not deductible (note 21)

Tax recoverable

At 1January

Tax charge for the year

Withholding tax paid

At 31 December

Cash and bank balances

Cash at bank

Cash in hand

Mpesa afc

Cash and bank balances

2.361 : )
974 974 (12120)
3,335 974 (12.,120)
10,863 3.494 (23.685)
3259 1048 (7106)
76 (74) (5.015)
3,335 974 (12.,120)
28.866 28866 29,108
(2.361) - (242)
3,830 2.888 ;
30335 31754 28,866
55174 30548 103,074
52 52 52
312,330 312330 240,481
367,556 342930 343607
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For the purpose of the cash flow statement, cash and cash equivalents comprise cash in hand and deposits held with banks,
net of bank overdrafts.

Group Bank Bank
2022 2022 2021
Kshs ‘000’ Kshs '000 Kshs '000°

13 Deposits with banks maturing within 1 year
Co-operative Bank of Kenya Limited 10,736 10,736 9422
Kingdom Bank Limited 108,682 108,682 306359
UBA Bank Limited - - 4.884
Middle East Bank Limited 231,744 231,744 16416
Smep Microfinance Bank Public Limited - 24,626 -
351162 375,788 437,081
Less impairment provision for low credit risk assats {11,910) (11.910) {11,910}
339252 363,878 42511

‘The effective average interest rate on deposits with banks as at 31 December 2022 was 109 (31 December 2021: 12%).

Bank Banl
2022 2011
Kshs ‘000 Kshs "000"
14 Loans to customers

Loans to customers 1.805.751 1,852,290
Loans to staff 27197 27010
Accumulated impairment losses (note 15) (421,392) (378,993)

1.411.556 1500,307

The effective interest rate on loans to customers at 21 December 2022 was 271% (2021 - 271%)

Bank Bank
2022 201

Kshs "000' Kshs "000"

15 Changesinexpected credit losses and other credit impairment charges

a) Impairment losses on loans and advances
At 1January 378993 307448
Impairment losses recognised on loans in the year 42,399 71,545
At 31 December 421392 378993

b} Impairment losses on financial assets
At 1January 11,910 8,644
Impairment loss in the year - 3.266
At 31 December n910 1,910
:;E}E]Immt losses on loans and advances (Note 42.399 71545
Impairment losses on financial assets at 3266
amortised costs '

42,399 74.81
16 Cash balances with Central Bank of Kenya
Cash ratio requirement 109436 119436

"The cash ratio requirement is maintained based on the customer deposits with the company as adjusted by the Central Bank
of Kenya requirements. As as 31 December 2022, the cash reserve ratio requirement was 4.25% for all customer deposits
(2021: 4.25%).
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Other assets

Depasits and prepayments

Interest recelvable
Sundry debtors
Stationery Inventory
Treasury Bills
Investment in subsidiary

Intangible assets

Cost

As at 1January

Additions during the year
As at 31 December

Amortization

As at 1 January
Amortization

As at 31 December

Met book value
As at 31 December

SHMEP MICROFINANCE BANK PUBLIC LIMITED COMPANY |Fermerly: SMEP Microfinance Bank Limited)
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Group
2022

Kshs ‘000"

22,283
299498
32,258
1567
10,81
15,000
381417

157181
755
157.936

138,344
9468
147.812

10124

2022
Kshs '000°

18,639
299498
32,258
1.567
10.81
15.000
3777713

157181
505
157686

138,344
9468
147,812

9,874

201
Kshs '"000

19,961
274,007
38,151
2978

335,097

154,958
2223
157181

126,012
12,332
138344

18,837
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These are computer software used in company's operations and are measured at cost less accumulated amortization

Frechold
land and

buildings

Motor
Vehicles

Equipment
Fumiture Total
and fittings

Kshs "000'

19 Property and equipment
Cost
At 1January 2022 330477
Additions 180
Disposal -
At 31 December 2022 330,657
At 1January 2021 330458
Additions 19
Disposal -
At 31 Dacember 2021 330477
Deprediation
At 1January 2022 977
Charge for the year 33
Disposal -
At 31 Dacember 2022 1308
At 1January 2021 651
Charge for the year 326
Disposal -
At 31 December 2021 977
Net book value
At 31 December 2022 329349
At 31 December 2021 329,500

MNet book value - Cost basis

Kshs '000"

123

Kshs ‘000" Kshs "000"

368,674 717592
18.400 18580
(3.306) (3.306)

383768 732,866
340673 689442
28.204 28,373

(223) (223)

368,674 717.592
274,019 293314
33409 33773
(3.3086) (3.306)
304121 323,780
234,394 253331
39,837 40,195

(212) (212)

274,019 293314
79647 409,086
94,655 424,278

Had the company’s freehold land and buildings besn measured on historical cost basis, the carrying amounts would have

been as follows:

Frechold
land and

buildings

Motor
Vehicles

Kshs "000'

Net book value - Cost basis
At 31 December 2022 101,816

At 31 Dacember 2021 102,467

Kshs 000

Fair value measurements of the company’s freehold land and buildings:

Equipment

Furniture
and fittings Total
Kshs'000 Kshs '000°
19647 181,553
94,655 197245

The table below shows an analysis of freshold land and buildings at fair value by level of the fair value hierarchy. Freehold
land and buildings are grouped into levels 1 to 3 based on the degree to which the fair value is observable.

i) Level 1fairvalue measurements are those derived from quoted prices (unadjusted) in active markets for identical

assets and liabilities.
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i) Level 2 fair value measurements are those derived from inputs other than quoted prices included within level 1
that are observable for the asset or liability, either directly (i.e. as a price) or indirectly (i.e. derived from prices);
and

iy Level 3fair value measurements are those derived from valuation technical techniques that include inputs for the
asset or liability that are not based on observable market dat {unobservable inputs)

Level1 Level 2 Level3 Total
Ksh'000" Ksh ‘000 Ksh 000" Kshs '000°
At 31 December 2022
Freehold land and buildings - 330,000 - 330,000
At 31 December 2021
Freehold land and buildings - 330,000 - 330,000

The company's freehold land and buildings are stated at their revaluation amounts, being the fair value at the date of
revaluation, less any subsequent accumulated depreciation and subsequent accumulated impairment losses. The fair value
measurements of the company’s frezhold land and buildings were performed as at 31 December 2018 by Tysons Limitad,
independent valuers.

Thefair value of the freehold land and buildings was determined based on market comparable approach that reflects recent
transactions prices for similar properties. The resultant surplus was credit to the revaluation reserves in the shareholders equity.

There were no transfers between level 1, 2 and 3 during the years ended 31 December 2022 and 31 December 2021.

Group Bank
2022 2021

Kshs 000" Kshs '"000Q"°

20 Right of use asset

Balance as at 1 January 96,707 93.776
Additions in the year 24,230 43,386
Depreclation charge {40,617) (40.455)
Balance as at 31 December 80.320 96,707
Leasa liabilities

Maturity analysis

Less than one year 50,604 50,604
More than one year 45,800 66,722
Total undiscounted leasa liabilities as at 31 December 100,404 N7.326
Current 50,604 50604
Non-current 45,800 66,722
Total 100404 17326

Amount recognized in profit and loss

Interest on lease liabilities N,285 12,968
Depreciation charge 40,617 40455

Amount recognized in the statements of cash flows

Total cash outflow of the lease (52,433) (50.713)

(¢7)
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Group
2022

Kshs '000"

21 Deferred tax

The net deferred tax asset Is attributable to the following tems:

Assets
Provision for leave pay 1.070 1.243
Provision for bad debts 133,564 120,844
Other provisions (159) 813
Tax losses carried forward 3,622 20997
138,097 143,897
Liabllities
Unrealized exchange gain (648) (77)
Excess depreciation over capital allowance 13,951 8553
Revaluation surplus (62,634) (62,634)
(49331) (54.158)
Net deferred tax 88.766 89,739
The movement in the deferred tax account during the year were as follows:
At1 January 89739 77619
Deferred tax credit for the year (note Ti(3)) (974) 12,120
At 31 December 88765 89,739
Bank Bank
2022 2011
Kshs 000" Kshs ‘000"
22 Customer deposits
Demand deposits 1.056,741 932634
Short term depasits 286,343 367951
Fixed deposits 897105 1,065,306

2240189 2365,891

The effective intenest rate on customer deposits as at 31 December 2022 was 10% (2021: 10%)

Group Bank
2022 2021

Kshs 000 Kshs 000"

23 Borrowings

Loans - at amortized cost

Cooperative Bank Limited 273425 256,756
Middle East Bank 14,308 -
Christian Aid 7900 7900
Danish Church Aid 9,850 7124
Rabobank loan account - 5194
BNP - Profit Programme - 18,552
Plan International - 5,090
405,483 300,616
Bank overdraft
Bank overdrafts 55,511 122,591
460,994 423207
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Group
2022
Kshs '000° Kshs '000°
Maturity of the borrowing
Due within one year 76,538 194,250
Due after one year 328945 106366
405483 300,616
Movement in loan balance
At1January 300,616 359474
Loans received 240,522 82124
Loans repaid {135,655) (140,982)
405483 300,616

The effective interest rate on long term borrowings as at 31 December 2022 was 10% (2021: 9%)

i) Summary of borrowing arrangements

a) The bank has a term loan facility of up to sh.300 Million with The Co-operative Bank of Kenya Limited. The
term loan attracts interest at a rate of 11% p.a and is repayable within &0 months on a monthly basis. The loan
is secured by a general lien over all the company’s collection accounts held with The Co-operative Bank of
Kenya Limited and a floating debenture over all assets of the company, with a valuation of ksh120 Million to
be up-stamped to ksh.269 Million.

b) There was an additional loan facility with Middle East Bank of Ksh. 120 Million. Theinterest of the facility s 13.5%
p.a to be repaid within 5 years on a revolving basis. The purpose of the loan was to finance the working capital.
The loan is secured by a lien over the Company’s fixed deposit funds of Sh. 120 Million.

c) Plan International loan is interest free and is unsacured.

d) BNP - Profit Program loan Is a fund established by the MNational Treasury for the purpose of availing credit
to participating Microfinance Bank institutions to support rural and agriclutural access to credit on a six year
program effective from December 2010, SMEP Microfinance Bank Public Limited Company joined the program
in December 2012, The loan tenure is 10 years with a four year grace period all inclusive. The loan shall be repaid
in twelve equal consecutive semi-annual installments at the rate of 5% p.a. on a reducing balance.

e) Rabobank Foundation provided a term loan facility of ksh.30 Million at an interest rate of 9% p.a repayable

within 72 months on a semi-annual basis. The loan issecured by ajoint and several liability agreement betwesn
the National Council of Churches of Kenya and Smep.

Group Bank

2022 2022

Kshs 000 Kshs ‘000

24  Other liabilities

Leave pay provision (note 24(a)) 3.566 3,566 4142
Sundry payables 26,125 19.032 82,835
Due to related party note (note 26(b)) 1199 1199 1199
30,890 23,797 88176

a) Movement in leave provision is as follows:

At start of year 4142 3.275
(Charge) fcredit for the year (576) 867
At the year end 3,566 4142

(=)
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25 Related parties
Parties are considered to be related if one party has theability to control the other party or exercise significant influence
over all the other party in making financial or operational decisions.

Alltransactions with related parties are atarm’s lengthin the normal course of business, and on terms conditions similar
to those applicable to other customers.

SMEF Bancassurance Intermediary Limited, as a subsidiary, is fully owned by SMEP Microfinance Bank Public Limited
Company

SMEP Microfinance Bank Public Limited Company is a subsidiary of Small and Micro Enterprise Program Limited, a
company limited by guarantee.

Smalland Micro Enterprise Program Limited, a company limited by guarantee is owned by National Council of Churches
of Kenya (NCCK)

a) Transactions
The remuneration of members of key management during the year was as follows:-

Kshs '000°
Salaries and other benefits 44 886 33,687
Rent charged by NCCK 7330 8,411
b) Balances
Due to related parties
small and Micro Enterprise Programme {1199) {1.199)
Due from related parties
National Council of Churches of Kenya (loan) 487 1,793
Loans to staff 4,556 5337
Loans to directors 7196 3.864
1M.040 9,795

The effective interest rate on staff loans and loans to directors is 13.5% and 20% respectively.

T I s e B e S L e e B
0 . aNare capital and share preamium

As at 31 December 2022 the authorised share capital of the company comprised of 100,000,000 (2021: 420,000,000) ordirary shares
with a par value of Shs 5. The issued shares as at 31 December 2022 are 111651160 (2021: 108,595,344) and are fully paid. Issued and fully paid
ordinary shares have a par value of Shs 5, carry one vote per share and a right to dividend.

Banlk Bank
2022 2021
Kshs ‘000" Kshs ‘000"

27  Funds awaiting allotment
At 1January 25,569 25,569
Allotted shares (25,569) -
At 31 December - 25569
Group Bank
2022 0 201
Kshs '000° Kshs 000"

28 Accumulated losses

As at1January (333,792) (333,792) (310,804}
Profit for the year 7528 2520 (22.988)

(326.264) (331.273) (333.792)



SMEP MICROFINANCE BANK PUBLIC LIMITED COMPANY |Fermerly: SMEP Microfinance Bank Limited)
T ———— annual report and Tinancial statements for the year ended 31 December 2022

Group
2022 2022

Kshs '000 Kshs ‘000 Kshs ‘000"

29 Statutoryreserves
Graduated scale provisions 14,002 130,876

IFRS 9 provisions 421,392 378,993

In 2015, Kenya Revenue Authority ("KRA") carried out a tax audit on Pay as You Earn, Value Added Tax and Withholding
Tax for theyears 20T to 2015 and issued a preliminary assessment Shs 75,496 248, The amount disclosed as a contingent
liability represents management's estimate of the tax liability whose prospects of waiver by the Kenya Revenue Authority
are considered good.

Bank Banlk
2022 2021
Kshs '000Q° Kshs '000"
30 Contingent liabilities
Contingent liabilities 58,736 58,736

In 2015, Kenya Revenue Authority ("KRA") carried out a tax audit on Pay as You Earn, Value Added Tax and Withholding
Taxfor theyears 2011 to 2015 and issued a preliminary assessment Shs 75,496 248, The amount disclosed as a contingent
liability represents management's estimate of the tax liability whose prospects of waiver by the Kenya Revenue Authority
are considered good.

Other contingent liabilities represent legal cases in the ordinary course of business. The directors have determined
that the probability of occurrence of a liability are remote.,

2021
Kshs ‘000° Kshs '000°

31 Capital commitments
Authorised but not contracted for 82,600 64.000

‘Capital commitments comprise of funds committed for acquiring ICT hardware infrastructure, motorvehicleand branch
renovations.
The company has accumulated losses from business operations of the last three years as shown above. The directors

have reviewed the business performance as noted in the directors’ report. Necessary plans are being undertaken to
ensure the company’s business is profitable in foreseeable future.

32 Subsequent events

Mone as at the year end.

13 Incorporation

The company is domiciled and incorporated in Kenya under the Kenyan Companies Act.

4 - % I
34 Comparatives

These financial statements are presented in Kenya Shillings rounded to the nearest thousands (Sh'000), which is also
the functional currency.
Where necessary, comparative figures have been adjusted to conformwith changes in presentation in the current year.

35 Ultimate holding company

The immediate holding company is Small and Microenterprise Programme (a company limited by guarantee). The
ultimate holding entity is the National Council of Churches of Kenya.

(1)
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FORM OF PROXY

lfwe

being a memberfmembers of SMEP Microfinance Bank Public Limited Company hereby appoint

of (address):

or failing him/her:

of (address):

and failing him'her the Chairman of the meeting to be mylour proxy, to vote for mefus and on
mylourbehalf at the Annual General Meeting of the Company to be held on Friday, 5 May 2023, or at
anyadjournment thereof.

Given under myfour hands this day of
2023.

Signed:

Please clearly mark the box below to instruct your proxy how to vote. If no instruction is given, your proxy
will vote or withhold his or her vote at his or her discretion. By signing the Proxy Form, you authorize your
proxy to vote or withhold his or her vote as he or she thinks fit in relation to any other matter which is
properly put before the meeting. The overriding vote on each resolution shall be the vote cast at the
meeting by the duly appointed proxy.

RESOLUTION FOR | AGAINST | WITHHELD

1. | Annual Report and Financial Statements for the year
ended 31 December 2022

To receive, consider and if approved, adopt the Company’s
audited financial statements for the year ended 31December
2022, together with the reports of the Chairman, Directors
and Auditors thereon.

2-| Electlon of Directors

i. Mr. Canon Chris Kinyanjui Kamau, a director retiring by
rotation who being eligible offers herself for re-election in
accordance with Article 111 of theCompany's Articles of
Association.

ii. Mr. James Jeremiah Nyokang'i, a director retiring by
rotation who being eligible offers herself for re-election in
accordance with Article 111 of theCompany’s Articles of
Association.

3J' | Re-Appointment of Auditors Mazars a

To note that auditors Mazars will continue in office in
accordance with the provisions of Section 721(2) of the
Companies Act, 2015 and to authorize the Directors to fix their
remuneration for the ensuing financial year.

4- | Director's Remuneration

To approve the remuneration of Directors for the penod ended
| 31st December 2022.




ELECTRONIC COMMUNICATIONS CONSENT FORM
Please complete in BLOCK CAPITALS

Full name of Proxy(s):

Address:

Mobile Number

Date:

Signature:

Please tick ONE of the boxes below;

Approval of Registration

I/WE approve to register to participate in the virtual Annual General Meeting
to be held on 5t May 2023.

Consent for use of the Mobile Number provided
I/WE would give myfour consent for the use of the mobile number provided
for purposes of voting at the AGM.

Proxy Form Notes:

1.

If a member is unable to attend personally, this Proxy Form should be completed and retumed to reach the
Company's share registrar, Image Registrars Limited, 5th Floor, ABSA TOWERS, (formerly Barclays
Plaza), Loita Street, P.O. Box 9287, GPO 00100, Mairobi, or via email to SMEPAGM@image.co.ke to arrive
not later than 10:00 a.m. on 3rd May 2023, i.e_, 48 hours before the meeting or any adjournment thereof.

In case of a member being a corporate body, the Proxy Form must be under its common seal or under the
hand of an officer or duly authonzed attorney of such corporate body.

As a shareholder you are entitled to appoint one or more proxies to exercise all or any of your shareholder
rights to attend and to speak and vote on your behalf at the meeting. The appointment of the Chairman of
the meeting as proxy has been included for convenience. To appoint as a proxy any other person, insert the
full name of your proxy in the space provided. A proxy need not to be a shareholder of the Company.

Completion and submission of the Proxy Form will not prevent you from attending the meeting and voting at
the meeting, in which case any votes cast by your proxy will be excluded.

To be valid the Proxy Form should be completed, signed and delivered (together with a power of attorney or
other authonty (if any) under which it is assigned, or a notarized certified copy of such power or authority) to
Image Registrars Limited, ABSA TOWERS (formerly Barclays Plaza), 5th Floor, Loita Street and address
P.O. Box 9287-00100 Mairobi not later than 10.00 am on 3rd May 2023 or, in the case of a poll taken
subsequent to the date of the meeting, or any adjourned meeting, not less than 24 hours before the time
appointed for the taking of the poll which is taken more than 48 hours after the day of the meeting or
adjourned meeting.

In the case of a company being a shareholder then this Proxy Form must be executed under its common seal
or signed on its behalf by an officer of that company or an authorized attorney for that company.

A “vote withheld" option has been included on the Proxy Form. The legal effect of choosing this option on
any resolution is that you will be treated as not having voted on the relevant resolution. The number of votes
in respect of which votes are withheld will, however, be counted and recorded, but disregarded in calculating
the number of votes for or against each resolution.
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SMEP Microfinance Bank PLC

HEAD OFFICE: Kirichwa Road, off Argwings Kodhek Road
P-0. Box 63063-00620 Mairobi, Kenya

CUSTOMER CARE: 0711 606 300 = 0726 156 016 = 0736 156015
0712 693 382 = 0736 118 723

V 0711 606 500 info@umep.coke

o SmepMFB V E25mephMFB = www.smep.co.ke

@ BEsmep_microfinance_bank SMEF Microfinance Bank PLC
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