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Watu Credit Lintited
Annual report and financial statements
For the year ended 31 December 2018

REFPORT OF THE BPIRECTORS

The dircetors submit their report together with the audited financial statements for the vear ended 31 December 2018,

Incorporation
The company is incorporated in Kenya vander the Kenyan Companies Act as a private company limited by shares, and is
domiciled in Kenya. The address of the registered office is set out on page 1.

Principal activities
The prineipal activity of the company is in respeet of micro-credit activitics.

Resuits ' 218 2017

Kshs Kshs
Profit before income tax 259,003,635 25,813,713
Income tax expense (75,963.684) (6,481,739}
Profit for the year transferred to retained earnings 183,039,971 19,331,974
Dividend

The directors recommend a final dividend of Kshs 36,607.994 which represents a dividend of Kshs 366 {or every ordinary
share of Kshs 100 for the year ended 31 December 2018, (2017: Nil}

Directors
The directors who served during the year are set out on page 1.

Business review

Watu Credit Limited is a fast growing non-bank credit company that haresses technology to offer both secured and unsecured
lending. Headquartered in Mombasa, Watu Credit aims to become the leading East African provider of a broad set of inclusive
financial products, delivered through technology and efficient customer care in a fast, efficient and professionat manner. The
Company commenced its business operations in July 2015 with the clear vision to be the best in class provider of short and
medium-term loan products, tailored to the exact needs of target customers,

In late 2016 the Company launched a new foan product — asset finance thus continuing to target prospective and underserved
potential clients in this segment. In 2017 the Company made a business decision o focus on asset finance product — financing
motorcycles and tiree-wheelers and expand geographically across Kenya.

The year 2018 was the strongest year yet for the Company both in terms of growth, expansion and profitability. Apart from a
continuous strong presence and business in the Coast region, Malindi and Mombasa as well as the nation’s capital Nairobi, the
company implemented a regional expansion plan and by the close of the year had branches in Nakuru, Eldoret, Bungoma.
Kakamega, Kisii, Kisumu and Kitale.

Statement as to disclosure to the company's auditor
With respect to each director at the time this report was approved:
(a) there is, so far as the person is aware, no relevant audit information of which the company's auditor is unaware; and

{b) the person has taken all the steps that the person ought to have taken as a dircctor so as to be aware of any relevant audit
information and to cstablish that the company’s auditor is aware of that information.




Watu Credit Limited
Annuial report and financial statements
For the vear ended 31 December 2018

REPORT OF THE DIRECTORS (CONTINUED)

Terms of appointment of the auditor

Baker Tilly Merali's continues in office in accordance with the company's Articles of Association and Section 719 of the Companies Act.
2015. The directors monitor the effectiveness. objectivity and independence of the auditor. The directors also approve the annual audit
engagement contract which sets out the terms of the auditor's appointment and the related fees. The agreed auditor's remuneration of Kshs
825,000 has been charged to profit or loss in the year.

By order of the board




Watu Credit Limited
Amual report and financial statenents
For the vear ended 31 December 2018

STATEMENT OF DIRECTORS' RESPONSIBILITIES

The Kenyan Companies Act, 2015 requires the directors to prepare financial statements for cach linancial year that give a true
and fair view of the financial position of the company as at the end of the financial year and of its profit or loss for that year. It
also requires the directors to ensure that the company maintains proper accounting records that are sufficient to show and
explain the transactions of the company and disclose, with reasonable accuracy, the financial position of the company. The
directors are also responsible for safeguarding the assets of the company, and for taking reasonable steps for the prevention and
detection of fraud and other irregularities.

The directors accept responsibility for the preparation and presentation of these financial statements in accordance with

International Financial Reporting Standards and in the manner required by the Kenyan Companies Act, 2015, They also accept
responsibility for:

i) designing. implementing and maintaining internal control relevant to the preparation and fair presentation of the financial
statements;

ii) selecting and applying appropriate accounting policies; and

iii) making accounting cstimates and judgements that are reasonable in the circumstances.

Having made an assessment of the company’s ability to continue as a going concern, the directors are not aware of any material
uncertainties related to events or conditions that may cast doubt upon the company s ability to continue as a going concern,

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

W Q
Approved by the board of directors on % é\_d\@ Q-‘C'\} .... and signed on its behalf by:

0 N

Signature:.....\........l,_;i................

Director's nnmc:..%%g(.\.‘ﬁ} \N}L‘CQ

aencon) - b))

Director's namel . e Signature:..




REPORT OF THE INDEPENDENT AUDITOR
TO TIIE SHAREHOLDERS OF WATU CREDIT LIMITED

Report on the audit of financials statements

Opinion

We have audited the financial statements of Watu Credit Limited. sct out on pages 6 to 31 which comprises the statement of financial
position as at 31 December 2018 and the statement of profit or loss, statements of changes in cquity and statement of cash flows for
the year then ended and a summary of significant accounting pelicics and other explanatory notes,

In our opinion, the accompanying financial statements give a true and fair view of the state of financial affairs of the company as at
31 December 2018 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 Kenvan Companies Act, 2013,

Basis for opinion

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

Cther information
The directors are responsible for the other information. Other information comprises the information included in the Annual Report,
but does not inclde the financial statements and our auditor's report thereon.

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

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

Responsihilities of directors and those charged with governance for the financial statements

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

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

Those charged with govemance are responsible tor over seeing the Company's financial reporting process.

()




INDEPENDENT AUDITORS' REPORT (continued)

Auditor’s responsibilities for the audit of the financial statements

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

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

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

+  Obtain an understanding of internal control relevant to the audit in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the eflectiveness of the Company's internal control.

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

« Conclude on the appropriateness of the directors' 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 signiticant doubt on the Company's
ability to continue as a going concern. [ we conclude that a material uncertainty exists, we are required to draw attention in our
auditor's report to the related disclosures in the financial statements or, if such disclosures are inadequate, to modify our opinion.
Our conclusions are based on the audit evidence obtained up to the date of our auditor's report. However, future events or conditions
may cause the Company to cease to continue as a going conceri.

+ Evaluate 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.

+  Obtain suflicient appropriate audit evidence regarding the financial information of the entity or business activities within the
Company to express and opinion on the financial statements. We are responsible for the direction, supervision and performance of
the Company's audit. We remain solely responsible for our audit opinion.

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

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

Report on other legal and regulatory requirements

As required by the Kenyan Companies Act, we report to you based on our audit, that:

i) we have obtained all the information and explanations which to the best of our knowledge and belief were necessary for the purposes
of our audit;

ii) in our opinion proper bogks of account have been kept by the company, so far as appears from our examination of those books: and

iii) thpgompany’s balancy sheet and the income statement are in agreement with the books of account.

agewent partner fesponsible for the audit resulting in this independent auditor's report is CPA Madhav Bhandari. P/No. 1213.

Baker Tilly Merali's
Certified Public Accountants — —J(L‘ )
P.O. Box 67486 - 00200, Nairohi B ot o G 11 1

5(b)




Watit Credit Limited
Fincancial statements
For the year ended 31 December 2018

STATEMENT OF PROFIT OR LOSS

Imerest income

Interest expensce

Net interest income

Fee and commission income
Fee and commission expenses

Net fees and commission income

Other operating income
Total income

Impairment of loans and advances to customers

Net operating income
Employment expenses
Administrative expenscs

Establishment expenses

Profit from operations

Finance cost

Profit before tax

Income tax expense

Profit for the year attributable to owners of the company

Earnings per share

Dividend per share

Naotes

10

12

13

14

17

26

2018 2017

Kshs Kshs
437.141.730 87.015.783

(73.222,004) (25.059,372)
363,919,726 61,956,411
364,722,599 67.841.507

(188,624,761) (31,293,637)
176,097,838 66,547,850
960,048 271,531
540,977,612 128,775,792

(49.785.720) (15,803.662)
491,191,892 112,972,130

(73,468.159) (28,151,386}

(123.243.872) (48.777.460)
(27.851,342) (7.202,087)
266,628,519 28,841,197

(7.624,864) (3,027.484)
259,003,655 25,813,713
(75.963.684) (6,481,739)
183,039,971 19,331,974

1,830 193
366 -




Wati Credit Limited
Financial statements

For the vear ended 31 December 2018

STATEMENT OF FINANCIAL POSITION AS AT 31 DECEMBER 2018

ASSETS

Cash and cash equivalents

Loans and advances to customers

Other asscts
Property and equipment
Intangible assets

Deferred tax asset

TOTAL ASSETS

LIABILITIES AND EQUITY

Liabilities

Borrowings due to banks
Other borrowings

Trade and other payables
Current tax

Provisions

Total liabilities

Equity and reserves
Issued share capital

Retained earnings

Proposed dividend

Total equity attributable to owners of the company

TOTAL LIABILITES AND EQUITY

Notes

19
20
21

2
23
24

27
27
28
17

29

25

26

2018 2017

Kshs Kshs
39.268.015 13.262.011
967,400,786 242,482,651
13,468,262 8,276,439
28.082.730 7.498.152
8.275.785 1,023,374
16,390,884 3,657,161
1,072,887,062 276,199,788

228.194.213 -
450,650,542 217,061,294
103,166,449 24,381,493
77,529,915 8.224.774
5,258.251 1,484,506
864,799,370 251,152,067
10,000,000 10,000,000
161.479.698 15.047.721
36.607.994 -

208,087,692 25,047,721
1,072,887,062 276,199,788

The financial statements on pages 6 to 31 were approved and authorised for issue by the Board of Directors on

:}L\.\}\_’lﬁ& cieeeeene 2019 and were signed on its behalt by:

Director:......... /‘Q.\




Wanie Credit Limited
Financial statements
For the year ended 31 December 2018

STATEMENT OF CHANGES IN EQUITY

Year ended 31 December 2017
As at | January

Profit for the year

Transactions with owners recorded in equity
Proposed dividend
Total distributions

As at 31 December

Year ended 31 December 2018
As at 1 Jannary

Profit for the year

Transactions with owners recorded in equity
Proposed dividend

Total distributions

As at 31 December

Share Propaosed Retained
capital dividend earnings Total
Kshs Kshs Kshs Kshs
10,000,000 - (4.284.253) 5.715.747
- - 19.331.974 19.331.974
10,000,000 - 15.047.721 25.047.721
10,000,080 - 15,047,721 25,047,721
10,000,000 - 15,047,721 25,047,721
- - 183.039.971 183.039.971
10,000,000 - 198,087,692 208.087,692
- 36,607,994 (36,607,994} -
- 36,607,994 (36.607.994) -
14,000,000 36,607,994 161,479,698 208,087,692




Watu Credir Limited
Financial statements
For the year ended 31 Decentber 2018

STATEMENT OF CASH FLOWS

Operating activities

Reconciliation of profit before 1ax to cash from operations:

Profit before tax

Adjustments for:

Depreciation of property and equipment
Amortisation of intangible assets

Changes in operating assets and liabilities
Net increase in loans and advances to customers
Net increase in other assets

Net increase in trade and other payables

Net increase in provisions

Net cash used in operating activities
Tax paid

Net cash used in operating activities
Investing activities

Purchase of property and equipment
Purchase of intangible assets

Net cash used in investing activities
Financing activities

Net increase in bank borrowings

Net increase in other borrowings

Net cash from: financing activities

Inercase in cash and cash equivalents

Movement in cash and cash equivalents

Cash and cash equivalent at stari of the year
Net increase in cash and cash equivalents

Cash and cash equivalents at end of the year

2018 2017
Notes Kshs Kshs
259.003.655 25.813.713
22 7,517,849 2,167,815
23 3.740.744 442.797
(724,918.135) (149.296,400)
{5.191,822) (4,680,428)
78,784,956 17.094,333
3,773,745 -
(377,289,008) (108,458,170}
17 (19.392.267 (2,434 040
(396,681,275) (110,892,210)
22 (28.102,427) (7,003,347)
23 (10.993.155) (1,443,257)
(39.095,582) (8,446,604)
228,194,213 -
233.589.248 130,878,120
461,783,461 130,878,120
26,006,604 11,539,306
13.262.011 1,722,705
26,006,604 11,539,306
39,268,615 13,262,011




Watu Credit Limited
Finastcial stetenments
For the year ended 31 December 2018

NOTES TO THE FINANCIAL STATEMENTS

1 CORPORATE INFORMATION

Watu Credit is a hmited liability company incorporated and demiciled in Kenya. {ts registered office is at Avenue Plaza. Ist
Avenue Nyali, Mombasa.

Watu Credit Limited provides micro credit lending activities in various parts of the country. The principal activity of the company
1s set oul on page 2 of these financial statements.

2 BASIS OF PREPARATION

The financial statmnents are prepared on a geing concern basis and in compliance with International Financial Reporting
Standards (EFRS) issued by the Intemational Accounting Standards Board. They are presented in Kenya Shillings, which is also
the functional currency.

The financial statements comprise a profit and loss account (income statement), balance sheet (statement of financial position).
statement of changes in equily, statement of cash flows, and notes. Income and expenses. excluding the components of other
comprehensive income, are recognised in the profit and loss account. Reclassification adjustments are amounts reclassified to the
profit and loss account in the cumrent period that were recegnised in other compreftensive income in the current or previous
perteds. Transactions with the owners of the company in their capacity as owners are recognised in the statement of changes in
equity.

Fair values arc catcgorised into three fevels in a tair value hierarchy based on the degree to which the inputs to (he measurement
are observable and the significance of the inputs to the fair value nieasurement in its entirety. Transters between levels of the fair
value hierarcliy are recognised by the company at the end of the reporting period during which the change occurred.

3 SIGNIFICANT ACCOUNTING POLICES

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

{a) New standards, amendments and interpretation
i} Changes in aceounitng policies and disclosures
Adoption of new and revised standards
The company has adopted the following new standard and amendments during the year ended 31 December 2018 with the date of
initial application by the company being | Janvary 2018, The nature and effects of the changes are explained below:

IFRS 9: Financial instruments (2014)

+ IFRS 9 Financial Instruments {issued in Tuly 2014} — this standard will replace 1AS 39 (and all the previous versiens of IFRS 9)
effective tor annual periods beginning on or after 1 Janvary 2018. §t conlains requirements for the classification and measurement
of financial assets and financial liabilitics, impairment, hedge accounting and derecognition:

J IFRS 9 requires all recognised financial assels to be subsequently measured at amortised cost or fair value (through profit or
foss or through other comprehensive income), depending on their classification by reference to the business model within which
they are held and their contractual cash flow characteristics.

\ For financial liabilities, the most significant elTect of IFRS 9 relates to cases where the fxir value option is taken: the amount of
change in fair value of a financial liability designated as at fair value throngh profit or loss that is attributable 1o changes in the
credit risk of that liability is recognised in other comprehensive income (rather than in profit or loss), unless this creates an
accounting mismatch.

Y For the impairment of financial assets, IFRS 9 introduces an “expected credit loss™ madel based on the coneept of providing for
expected tosses at inception of a contract: it will ne longer be necessary for there te be objective evidence of impairment before a
credit loss is recognised.

¥ For ledge accounting, 1FRS 9 introduces a substantial overhaul allowing financial statements to better retlect liow risk
management activities are undertaken when hedging financial and non-financial risk exposures,

v The derecognition provisions are carried over almost unchanged from IAS 39.

10




Wartu Credit Limited
Financial statements
For the year ended 31 December 2018

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

{a) New standards, amendments and interpretation (continued)

i) Changes in accounting policies and disclosures (continued)

Transition from [AS 39 to ITFRS 9

As perinitted, the company has used an exemplion not to restate prior year comparative financial statements with respect to
classification and measurement({ including impairment) of financial instruments on adoption of the requircinents of the new
standard, (herefore comparative period have not been restated. Difterences in the carrying amounts of financial instruments
resulting from the adoption of JFRS 9 are recognized in opening retained earnings and reserves as at ! January 2018.
Accordingly the information presented for 2017 does not generally reflect the requirements of IFRS 9 but rather those of IAS
39,

The key changes to accounting polices and the impact resulting from the adoption of [FRS ¢ are described below:

Impairment of financial assets

[FRS 9 replaces the ‘incurred loss® model in TAS 39 with an ‘expected credit loss® (ECL) model. The new impairment model
applies to financial assets measured at amortised cost. Under 1FRS 9, credit losses are recognised earlicr than under JAS 39.

For assets in the scope of the IFRS 9 impairment model, impairment losses are generally expected to increase and become
meore volatile. The Group has determined that the application of IFRS 9's impairment requirements at 1 January 2018 results
in an additional impairment allowance as follows:

Kshs
Loss allowance at 31 December 2017 Undet IAS 39 10,235,831
Additional impairment recognised at | January 2018 on loans and advances 7.567.869
Loss allowanee at 1 January 2018 under IFRS 9 17,803,700

Impact on the financial statements
The adoption of IFS 9 is expected to reduce shareholders’ equity by approximately Kshs.7.567.869 as at 1 January 2018 as
illustrated below:

Retained earnings Kshs
Recognition of expected credit loss under IFRS 9 7,567,869
Impact as at t January 2018 7,567,869

Presentation and disclosure

As a result of the adoplion of IFRS 9, the company has adopted consequential amendments to IAS 1 Presentation of Financial
Statements, which require impairment of financial assets to be presented in a separate line item in the statement of profit or
foss. Previously. the company's approach was to include the impairment of loans and advances in administrative expenses.
Consequently, the company reclassified impairment losses amounting to Kshs 15.803,662, recognised under 1AS 39, trom
‘administrative expenses’ to ‘impairment loss on loans and advances in the statement of profit or foss tor the year ended 31
December 2017,

Additionally. the compasy has adopted consequential amendments to IFRS 7 Financial Instruments. which provides
"Modified refief from restating comparative periods and associated disclosures in IFRS 7. Ammendements to IFRS 7 apply
when an entity first applics the requirements of IFRS 9 and so apply to annual periods beginning on or after 1 January 2015 or
such dates when an entity applies IFRS 9.




Watu Credit Linited
Financial statenents
For the vear ended 31 December 2018

NOTES TO THE FINANCIAL STATEMENTS (CONTINVED)

a) New and revised standards {continued)

i) New and revised standards amd interpretations which have been issucd but are not effective

The following revised standards and interpretations have been published but are not yet effective for the year beginning !
Tanuary 201 8.

+ Amendments to IFRS 9 titted Prepayment Features with Negative Compensation (issued in October 2017). The amendments,
applicable to anmual periods beginning on or atter 1 January 2019, allow entities to measure prepayable financial asscts with
negative compensation at amortised cost or fair value through ether comprehensive income if a specificd condition is met.

+ Amendments to 1AS 12 - annual 1 improvements to [ FRSs 2015-2017 Cycle, issucd in December 2017. The amendments,
applicable to annual periods beginning on or alter ist January 2019, clarify that all inceme tax consequences of dividends
should be recognised when a liability 1o pay a dividend is recognised, and that these income tax consequences should be
recognised in profit or loss, other compreliensive income or cquity according to where the entity originally recognised the
{ransactions to which they are linked.

« IFRIC 22 titted Foreign Curreney Transactions and Advance Consideration (isswed in December 2016) — The Interpretation,
applicable to annual periods beginning on ot after 1 January 2018, clarifies that the exchange rate 1o use in fransactions that
involye advance consideration paid or received in foreign currency is the one at the date of initial recognition of the non-
inonetary asset or fiability.

+ 1IFRIC 23 Uncertainty over Income Tax Treatment (issued in June 2017) - the Inlerpretation, applicable to annual periods
beginning on or afler 1 January 2019, clarities how to apply the recognition and measurement requirenents of 1AS 12 when
there is uncertainty over income tax trealmemts.

« Amendments 1o IAS 1 and [AS § titled Detinition of Material {issued in October 2018). The amendments clarity the definition
of materiat and how it should be apphied by including in the definition guidance that until new has featured elsewhere in IFRS.

“The Directors do not plan to apply any of the above umtil they become effective. Based en their assessment of the potential
jmpact of application of the abeve. they do not expect that there will be a significant impact on the Company's financial
statements.

b} Translation of foreign currencies

[

——

On initial recognition, all transactions are recorded in the functional cuerency (the currency of the primary cconomic
environment in which the company operates), which is Kenva Shillings.

Transactions in foreign currencies during the year are converted into the functional currency using the exchange rate prevailing
at the transaction date. Monetary assets and liabilities at the balance sheet daie denominated in foreign currencies are transiated
into the functional currency using the exchange rate prevailing as at that date, The resulting foreign exchange gains and losses
from the settlement of such transactions and from year-end translation are recognised on a net basis in the profit and loss
account in the year in which they arise, except for differences arising on translation of non-monetasy avaitable-for-sale financial
assets, which are recognised in other comprehensive income.

Recognition of income and expenses

Revenue is recognized to the exient that it is probable that cconomic benefits will flow to the company and the revenue will be
retiably measured. The following specific recognition criteria must also be met before revenue is recognized.

12




Watn Credit Limited
Finuncial statements
For the vear ended 31 December 2018

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

<)

¢}

Revenue recognition (continwed)

Interest income

Interest income from loans and advances to customers is tecognised in the profit and loss account using the effective
interest method. The effective interest rate is the tate that exactly discounts the estimated future cash payments and
receipts through the expected life of the financial asset or liability to the carrying amount of the financial asset or liability.

The effective interest rate is established on initial recognition of the financial asset and is not revised subsequently.
Interest income relates to interest on loans and advances and is recognised in the period in which it is carned.

Fee and commission income

The company earns fee and commission income from a diverse range of services it offers to its customers. Loans may
attract a processing fee, loan extension interest and late payment fees. These fees are recognized as connmission income™.

Praperty and equipment

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

Subsequent costs are inctuded in the asset’s carrying amount or recognised as a separale usset, as appropriate. only when it
is probable that future economic benefits associated with the item will flow to the company and the cost can be reliably
measured. The carrying amount of the replaced part is derecognised. All other repairs and maintenance are charged to the
profit or loss during the financial period in which they are incurred.

Depreciation on other assels is catculated on the reducing balance basis to write down the cost of cach asset, to its residual
value over its estimated useful lite using the following annual rates:

Rate %
Furniture and fittings 12.5
Computer 30
Telecommunications equipment 20
Equipment 12.5
Motor vehicle 25

Each part of an item of property, plant and equipment with a cost that is significans in relation 1o the total cost of the item.
is depreciated separately.

An assef’s carrying amoeunt is written down immediately 10 its recoverable amount if the asset’s carrying amount is greater
than its estimated recoverable amount.

Gains and losses on disposal of properiy. plant and equipment are determined by comparing the proceeds with the
carrying amount and are taken into account in determining eperaiing profivloss. On disposal of revalue assets. amounts in
the revaluation reserve relating to that asset are transferred to retained earnings in the statement of changes in equity.

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

Current tax
Current income tax is the amount of income tax payable on the taxable profit for the year, and any adjustment to tax
pavable in respect of prior years, determined in accordance with the Fiscal Laws of Kenva.

13
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NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

fy Faxation {continued)
Deferred tax
Peferred income tax is provided in full on all tempaorary differences except those arising on the initial recognition of an assct ot lability,
other than a business combination, that at the time of the transaction atfects neither the accounting nor taxable profit or loss. Deterred
income fax is determined using the liability method on all temporary differences arising hetween the tax bases of assets and liabilities and
their carrving values for financial reporting purposes, using tax rates and laws enacted or substantively enacted a¢ the balance sheet date
and expected to apply when the related deferred income tax asset is realised or the deferred tax liability s settled.

Deferred income tax assets are recognised only 1o the exteni that it is probable that future taxable profits will be available against which
temporary differences can be utitised. Recognised and unrecognised deferred tax assets are reassessed at the end of cach reporting period
and, if appropriate. the recognised anount is adjusted to reffect the extent that it has become probable that future taxable profits will
allow the deferred tax asset 1o bg recovered,

—

g) Intangible assets

Software Ticence cosls and computer software that is not an integral part of the related hardware are initiafly recognised at cost, and
subsequently carried at cost less accunmilated amortisation and accunilated impairment losses. Costs that are directly attributable to the
produciien of identifiable computer software products conirolled by the company are recognised as intangible assets. Amertisation is
caleulated using the straight line method o write down the cost of each licence or jtem of sofiware to its residual value over its estimated
usefiat life using an annual rate of 30%.

L} Cash and cash equivalents

For the purposes of the statenicnt of cash flows, cash and cash equivalents comprise cash in hand, deposits held at call with banks, net of
bank overdraiis, In the statement of (inancial posilion, bank overdrafts are included within borrowings in current liabilitics.

i} Financial instruments-Initial recognition and subsequent measurement
Pate of recognition
Loans and advances to customers are recognized under the following circumstances:
- Loans and advances arising out of assct finance arrangenents are recognized when all contractual agreements have been fully
executed and tie customer has obtained custody of the tinanced asset;

- Other loans and advances to customgrs resulting from short term loans and business loans are recognized when the funds are
transferred to customer account.

Initial measurement and classification
Financial instraments such as loans and advances to customers are measured initially at faic value plus transaction costs.

Loans and advances due from customers include non-derivative financiat assets with fixed or predeterntined payments that arc not quoted
it an active market.

After initial measurement, loans and advances due front customers are subsequently measured at amortised cost less allowances for
impairment.

Impairment of financial asscts

The company assesses at each teporting date, whether there is any objective evidence that a financial asset or a group of financial assets is
assessed to be impaired. A financial asset or a group of financial assets, is deemed to be impaired if, and only if. there is objective
evidence of impainuent as a result of one or more events that have occurred after initial recognition of the asset{an incurred loss event)
and that loss event or events has impacted on the estimated future cash flows of the financial asset or group of assets (hat can be reliably
estimated.

Evidence of impairment may melude: indications that the borrower or group of borrowers is experiencing significant financial difftculty:
the probability that they will enter into bankruptcy or other financial reorgarization; default or deliquescence in interest or principal
payments; and where observable data indicates that there is a measurable decrease in the estimated future cash tlows such as changes in

arrears or economic conditions that correlate with the default.
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NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

]

Financial insteuments {continued}
Impairment of financial assets (continued)

The company's impairment methodology for financial assets carried at amortized costs comprises ol
- Specific impaiment losses for individually signiticant of specifically identificd exposures.

- Collcctive impairment of:
a) Individuatly not signiticant exposures

Specific impairment losses for individually significant or specifically identified exposures

For financial assels carried at amortized cost such as loans and advances to customers, the campany first assesses whether
objective evidence of impairment exists for financial asscts that are individeally significant.

H is the company policy that for loans and advances 1o customers, specific assessment is made on a bundle basis for loans
and advances that are 180 days past due. 1f there is an objective evidence that that an impairment 10ss has been incurred, the
amaunt of the loss s measured as the difference between the assets carrying value and the present value of the estimated
future cash flows. The carrying amount of the asset is reduced through the use of an allowance account and the amount of the
loss is recognized in credit loss expense in the income statement. Interest income continues to be accrued on the reduced
carrying ameunt.

Loans and advances to customers together with assoctated allowances are written off when there is no realistic prospect of
fiture recovery. If in subsequent year the amount of cstimated impairment loss increases or decreases, because of an event
oceurring afier tie impairment was recognized, the previousky recognized impairment toss is increased or decreased (but only
up to the extent of the carrying amount had the impairment not been recognized) by adjusting the allowance account.If a
write-ol¥ amount is later recovered, the recovered amount is credited to the loss expenses.

Coflective impairment

The company's collective impairment methodelogy has two components:

- Individually not significant exposure

- Collectively significant exposure

These portfolio comprises mainty loans and advances to customers that are grouped into small homegenous porifolio of
individually insignificant loans and advances based on key characteristics that are relevant 1o the estimation of future cash
flows. Generafly the impaitment trigger within this portfalio is when they reach a pre-defined delinguency level e.g. of the
barrower falls 90 days pust due with its contractual payments in beth principal and accrued intcrest.

Future cash flows on a group of loans and advances to customers that are collectively evaluated for impairment are estimated
on the basis of historical loss experience for financial assets with credit eharacteristics similar to those in the assessed group.
Histarical loss experience is adjusted on the basis of current observable data to reflect the effects on the current conditions on
which the historical loss experience is based and to remove the eliects of conditions in the historical period that de not
currently exist.

Estimates of changes in future cash tlows retlect and are directionally consistent with the changes in related observable data
from period to period. The methodology and assumptions used in for estimating future cash tlows are reviewed regularly 1o
reduce any difference between loss ¢stimate and actual loss.

Under this methodology and based on observable historical data, the company has applied the following collective
impaitment rates on the lean categories witicut significant individual exposure.

Default range (in days)

Category by portfolio  Perforning 0-30 30-90 90-180 Over 180
Asset finance 2% 3% 20% 50% 100%
Business loans 2% 5% 20% 50% 100%%
Short term loans 2% 5% 20% 50% 100%
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NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

B

K)

m)

n)

n)

Other assets

Reeeivables are carricd at originat invoiced amount less specific provision for all known doubtful debtors based on a review of
all outstanding amounts at the vear end. Bad debis are written off in the year in which they are identified when all the
reasonable steps to recover them have been taken without success.

A provision for impairment is recognized in the profit and loss account in the year when the recoverability of the amount as per
the original terms is considered doubtful. The provision is based on the difference between the carrying amount and the present
value of the expected cash Hows. discounted at the effective interest rate.

Receivables not collectable are written off against related provisions. Subsequent recoveries of amounts previously written off
are credited to the profit and loss account in the year of recovery.

Other liabilities
Pavables are recorded at their undiscounted amount of cash and cash equivalents expected to be paid or the fair value of tie
consideration received in excliange of the obligation. Trade and other payables are stated at their nominal value.

Retirement benefits obligations

The company and the employees contribute to the National Social Security Fuud. a national detined contribution scheme.
Coniributions are determined by the local statute and the company's contributions are charged to the profit and loss account in
the period o which they relate.

Share eapital
Ordinary shares are recognised ai par value and classificd as share capital in equily, Any amounts received in ¢xcess of the par
value of the shares issucd are classitied as share premium in cquity.

Provision for liabifities and charges

Provisions are recognised when the company has a present legal or constructive obligation as a result of past events and it 1s
probable that an outtlow of resources embodying economic benefits will be required to settle the obligations and a reliable
estimate of tiie amount of the obligation can be made.

Borrowing costs

Borrowing costs, net of any temporary investment income on those borrowings, that are attributable to acquisition, consiruction
or production of a qualifying assct are capitalized as part of the asset. The net borrowing cost eapitalized is either the actual
botrowing cost incurred on the amount borrowed specifically to finance the asset; or in the case of general borrowings, the
borrowing cost is determined using the overall weighted average cost of the borrowings on all outstanding borrowings during
the year less any specific borrowings dircctly attributable to the asset and applying this rate 1o the borrowing atiributable to the
asset. Capitalisation of borrowing costs ceases when all activities fecessary to prepare the qualifying asset for its intended use
or sale are complete. All other borrowing costs are recognised in the profit or loss in the year in which they are incurred.

1o
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NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

4

FINANCTAL RISK MANAGEMENT

The company’s activities expose it 1o a variety of financial risks including credit. liquidity and market risk. The conpany risk
limits are regularly assessed to ensure alignment with the company objectives and prevalent market conditions.

The Board of Directors has the overall responsibility for the establishment and oversight of the company's risk management
framework. Directors are closely involved in ensuring a variety of techniques arc used to assess and manage the said risks.

The company risk management policies are cstablished to identify. analyse and monitor risks faced by the company and aid
the board in setting appropriate risk limits and controls to ensure adherence to such limits.

Risk management polices and sysiems are reviewed regularly by the Board, to reflect changes in the operating market
conditions. products and services offered. The Board sceks to develop a disciplined and effective control environment in
which all employees understand their roles and obligations to risk management.

a) Credit risk

Credit risk is the risk that the company will incur a loss because its customers or counterparies fail to discharge their
contractua! obligations. The company mitigates and controls credit risk by setting limits on the amount of risk it is willing to
aceept for individuals or counterparties and by consistently monitoring exposures in relation to such limits. Credit risk

mainly arises from financial assets, and is managed on a company-wide basis. The company does not grade the credit quality
of financial assets that are neither past due nor impaired.

i} Governance and oversight

The Board of Directors has the overall responsibility for the day to day management of credit risk to the company which
include:

- Formulating the company's credit management framework and policics ineluding credit risk assessment procedures,
collateral requirements, and policies on the general documentation of various credit risk exposures;

- Periodic review of the company’s credit risk management framework:
- Establishing the authorization structure for the approval and renewal of credit facilities:

- Developing and maintaining the company's credit risk grading in order to catcgorize exposures according {0 various
degrees of risk of financial loss faced and to focws management on the identifed risk grades. The risk grading system is
used in determining where impairment provisions may be required against specific credit risk exposures.

ii} Credit risk management and monitoring

Credit risk management framework enables the company to manage eredit risk within the limits of its acceptable risk
appetite, develop risk response strategies. and optimize risk taking by anticipating and acting on potential opportunities or
threats.

Credit risk exposures are managed through the company's robust credit assessment. structuring and monitoring process.
Exposures showing signs of deterioration are placed on early alert list for closer monitoring where appropriate.
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NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
£ FINANCIAL RISK MANAGEMENT (CONTINUED)
#) Credit visk {continued}

iii) Credit risk measurement

Credit risk measutement consist of appraising the track record of various customers as appropriate for the prediciion of the likely
future behaviours of the existing accounts for on-going credit management. The company's credit risk grades refleet the range ol
parameters developed to predict the default probabilities of each rating class in linc with international best practices.

The companies credit risk rating is as follows:

Default rate (Days) Level type
0-30 Normal risk
30-90 Average risk
90-130 Doubtful risk
Over 130 Loss

iv) Lmpairment and alflowance policies

The company uses an incuered loss model for the recognition of losses on impaired financial assets. This means that losses can
only be recognized when objeetive evidence ofa specific loss event has been observed as defined in Note L(i) of the stmmary of
significant accounting policies.

The company's impairment methodology for financial assets carried at amortised costs comprises:
. Specific impairment losses for individually significant o specifically identitied exposures;

. Collective impainnent of :

- Individually not significant exposures
- Incurred but not yet identitied losses{IBNI)

For details sce Note 1 (i) of the summary of significant accounting pelices.

The table below shows the company's maximum exposure to credit risk by class of financial asset

Performing Past due but  Past due and

not impaired impaired Tatal
Kshs Kshs Kshs Kshs

31 December 2018
Loans and advances to customers
Assel finance 714,990,957 281,044,367 5,487.838 1,001,523,162
Short term loans 10,145,616 1,562,712 939,887 12.648.215
Business loans 177,427 55,256 665,630 898313
Loans and advanges 725,314,000 282662335 7.093,355 1,015.069,690
Other receivables 13,468,262 - - 13,468,262
Cash at bank 39.268.615 - - 39,268,615

778,050,877 282,662,333 7,093,355 1,067,806,567

Other financial assets other than loans and advances to customers, are neither tmpaired nor past due.

Loans and advances in grades 1 and 2 risks are not individually impaired. Allowance for impairment fosses on these loans and
advances are assessed collectively.

Loans and advances in grades 3 and 4 include items that are individually impaired. These are loans and advances for which the
company determines that it is probable that it will be unable to collect all principal and interest due according to contractual
terms of the loan agreement.
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§ FINANCIAL RISK MANAGEMENT (CONTINUED)
a) Credit risk (continucd)

Performing Past due but  Past due and
not impaired impaired Total
3t December 2017 Kshs Kshs Kshs Kshs
Loans and advances to customers
Asset finance 141,399,394 77,707428 711,783 219,818,603
Shott term loans 20,550,205 4,005,440 1,997,488 26.643.139
Business loans 1,246,717 3,471,219 1,538,742 6,256,738
163,196,376 85,274,093 4 248 013 252,718,482
Other receivables 8,276,439 - - 8,276,439
Cash at bank 13,262,011 - - 13,262,011
184,734,826 85,274,093 4,248,013 274,256,932

b) Liguidity risk:

Liquidity risk is the risk that the company will encounter difficutty in meeting obligations associated with financial liabilities that
are settled by delivering cash or another financial asset. The liquidity risk arises out of the possibility that the company might be
unable te meet its payment obligations when they fall due as a result of imismateh in cash flows under both notmal and stressful
circumstances. Fhe board has developed a risk management framework for the management of the company’s short, medium and
long-term Yquidity requirements thercby ensuring that all financial liabilitics are settled as they fall due. The company mManages

liquidity risk by continuously reviewing foreeasts and actual cash flows, and maintaining banking tacilities to cover any shortfalls.

The table below summarises the maturity analysis for financial liabilities to their remaining contractual maturitics.

Between Over
1-3 month 3-12 month 1 period Tofal
31 December 2018 Kshs Kshs Kshs Kshs
Trade payables 86,326,103 - - 86,326,103
Other payables and accrued liabilities 16,840,346 - - 16,840,346
Bauk loans 204,362,519 - 23,831,694 228,194,213
Promissory notes 189,734,636 - - 189,754.656
Other borrowings 260,395.886 - - 260,895,886
Due to directors - - - -
758,179,510 - 23,831,694 782,011,204
Between Between Over
1-3 month 3-12 month I peried Total
31 December 2017 Kshs Kshs Kshs
Trade payables 22,490,053 - - 22 490055
Other payables and accrued liabilitics 1,125,538 - - 1.125.538
Promissory notes - - - -
Other borrowings - - 80.000.000 80,000,000
Directors borrowings 765,900 - - 765.900
24,381,493 - 80,000,000 104,381,493

The company expeets that despite the 10-day notice for the recall of promissory notes, these facilities will less likely to be recalted
before the expiry of the terms.
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4 FINANCIAL RISK MANAGEMENT (CONTINUED)

¢) Market risk

Market risk is the risk that the fair value or fiture cash flows of financial instruments will fluctuate beeause of changes in market
price and comprises three types of risks: currency risk, interest rate risk and other price risk,

Luterest rate risk: The company is exposed to cash flow interest risk on its borrowings because of changes in the market interest
rates. The company manages this exposure by maintaining a high interest cover ratio, which is tite extent to which profits are

available to service borrowing costs.

Currency risk: Currency risk is the risk that the valuc of a financial instrument will fluctuate because of changes in foreign
exchange rates. The company is exposed to currency Tisk en barrowings particularly from Lendable and AS Mintos Holdings that
are denominated in USD and EUR respectively other than its functional currency. primarily the Kenya Shillings (Kshs). The
foreign currency denominated loans form the biggest proportion of the company total outstanding berrowings.

While the beard continueusly menitors fluctuations in functional currency against the foreign cwrency, there is particalar policy
and process in place such as hedging strategy to ensure positions are maintained within established linuits.

The table below summarises the foreign currency exposure as at 31 December 2018

2018 2017
Kshs Kshs
Assets in foreign currencics 679,595 202,567
Liabilities in foreign currencies 329,902,116 120,265,258
Net foreign currency exposure at 31 December 329,222,521 120,062,691
31 Pecember 2018 USD EUR Tatai
Assets In Kshs In Kshs In Kshs
Cash and bank balances 115,642 563,953 679,595
115,612 563,953 679,595
Liabilites
Borrowings 152,180,300 177,721 816 329,902,116
152,180,300 177,721,816 329,902,116
Net statement of financial pesition exposure (152,064,658) (177.157,863} (329,222,521)
31 December 2057 USDb EUR Total
Assets In Kshs In Kshs In Kshs
Cash and bank balances 202,567 - 202,567
202,567 - 202,567
Liabilites
Borrowings 120,265,258 - 120.265.258
120,265,258 - 120,265,258
Net statement of financial position exposure (120,062,691) - {120,062,691)
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4 FINANCIAL RISK MANAGEMENT (CONTINUED)
¢) Market risk {continued)
iii) Currency risk (continued)
The following table demonsiraies the sensiiivity to a reasonable possible fluctuation in the below mentioned currencies’

exchange rates, with all other variables held constant, on the company's profif before tax (duc to changes in the fair
value of the monetary assets and liabilitics.

Currency

Carrying 0% 10%
31 December 2018 Amount Depreciation Appreciation
Assets
UsD 115,642 (11,564) 11,564
EUR 563.953 (56.395) 56.395
679,595 (67,959) 67,959
Liabilities
ush 152,180,300 15,218,030 (15,218,030)
EUR 177.121.816 17.772,182 (17,772,182)
329,902,116 32,990,212 (32,990,212)
32,922,253 (32,922,253
31 December 2017
Assefs
UsD 202,567 {20,257) 20,257
202,567 (20,257) 20,257
Liabilities
UsSh 120,265,258 12,026,526 (12,026,526)
120,265,258 12,026,526 (12,026,526)
Net increase/{(decrease) 12,006,269 (12,006,269)

As at 31 December 2018, if the Shilling had weakened /strengthened by 10% against the major frading currencies, with
all other variables held constant, the company's net profit would have been Kshs 32,922,253 (2017: Kshs 12,006,269)
lower/higher.
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5 CRITICAL ACCOUNTING ESTIMATES

In preparing these financial statements. management has made judgements, estimates and assumptions that aftect the
application of accounting polices and reported amounts of assets, liabilites, income and expenses. Actual results may ditfer
[rom these statements,

Estimates and underlying assumptions are reviewed on an ongoing basis.

1) Assumptions and estimation uncertainties

The information relating to assumptions and estimation uncertainties that have a significant risk of resulting in material
adjustments in the financial statements are set out below:

i) TImpairment losses on loans and advances

The estimation of potential credit losses is inherently uncertain and depends upon many factors, including general economic
conditions, changes in individuat custonters' circumsiances, structural changes within the industry that alter competitive
positions and other external factors such as legal and regulatory requirentents.

Impairment is measured for all accounts identified as non performing. All relevant conditions that have bearing on the
expected futore cash flows are taken into account which include but not limited to future business prospects of the custenier
and realizable value of collaterals. Subjeclive judgements are made in this process of cash tlow determination both in value
and timing and may vary from one person to another. Judgement may also change with time as new information become
available.

The company reviews iis toans and advances to customer at cach reporting date to assess whether an allowance for
impairment should be recognized in protit or loss. In particular, judgement by directors is required in the estimation of the
amonni and timing of {uture cash flows and when determining the level of allowances required. Such estimates are based on
the assumptions about a number of factors and actual results may differ, resulting in future changes in the allowances.

The company also makes collective impairment measurement for exposures which though not specifically identified as non
performing, have an inherent visk of defanlt. Assets with visk characteristics are grouped together for the purpese of
determining collective impairment.

i) Property and equipment

Property and equipment is depreciated over its useful life taking into account residual values, where appropriate. The actual
lives of the assets and the residual values are assessed annually and may vary depending on a number of factors. In
rcassessing product fives factors such as technological innovation, product life eyeles and maintenance programmes are taken
into account which involve extensive subjective judgment.

iii) Income taxes

Significant estimates are required in determining the provision for income taxes, There are many transactions for which the
ullimate tax determination is uncertain during the ordinary course of business. Where the actual tax outcome is difterent from
the amounts that were initially recorded, such differences will impact the income tax balances and deferred tax provisions in
the period in which such determination is made.

2018 2017
Kshs Kshs
6 Interest income
[nterest income on loans and advances to customers 437,141,730 87,015,783
7 Interest expenses _ 73,222,004 25,059,372
8§ Commission income 364,722,599 97,841,507
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9 Fee and commission expenses
Credit risk assessment expense
Mpesa clarges on toan disbursement
Insurance of client assets
Collateral registration expenses
Bank charges
Licenses and permits
GPS tracker cost

10 Other eperating income
Write-offs recovery
Interest income-other

11 Net Impairment of loans and advances to custoners
Loans and advances written oft during the year {Note 20)
Colleetive allowance for impairment of loans and advances (Note 20)
Additional impairment on adoption of IFRS 9 at | January 2018 (Note 20)

12 Employment expenses
Salary and wages
Other statf cost
Provision for leave pay

13 Administrative expenses

Audit fees:

- Current year

- Prior year under- provision
Director remunegration
Donation and sponsorship
Marketing
Office expenses
Printing and stationery
Protessional fees
Vehicle running expeunses
Software expenses
Subscription and periodicals
Telephone and postage expenses
Fravelling and entertainment

14 Establishment expenses
Depreciation of property and equipment (Note 22}
Amortisation of intangible assets {Note 23)
Rent
Repair
Security
Electricity

15 Finance cost
Foreign exchange gain
Foreign exchange loss

23

2018 2017

Kshs Kshs
1,328,176 808,682
797,630 386405
88,915,259 20.872,189
25,586,458 1,190,939
4.045.358 813,635
415,253 415,800
67,536,625 6,716,007
188,624,761 31,293,657
918.301 271,493
41,747 38
260,048 271,531
12,352,647 9,599,817
29,865.204 6.203.845
7,567,869 -
49,785,720 15,803,662
64,616,374 26476818
5,078,040 1,769,947

3,773,745 (95,379)
73,468,159 28,151,386
825,000 550,000
117.000 -
8,940,112 5,482,809
25,000 -
4.508.972 378,300
5,020,426 880,313
2,833,250 812,985
68,126.841 27,923,714
158427 .
746,941 484,929
300.879 10,635
9485358 4,269,669
22,135,666 7,718,106
123,243,872 48,777,460
7,517,849 2,167.815
3,740,744 442 797
12,608,393 3.088.450
1,167,715 604,914
1,182,368 233,561
1,634.271 664,550
27,851,342 7,202,087
(5.636,343) -
13,261,207 3.027 484
7.624,864 3,027,484
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16

17

i8

19

20

Operating profit

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

Auditer's remuneration

Employee benefits expense

Directors remuneration

Depreciation of property and equipment
Amortization of intangiblc asscts

Taxation
(a) Tax expense
Current tax

Deterred tax (Note 24)

Tax charge

The tax on the company's profit before tax ditfers from the theoretical

amount that would arise using the basic rate as follows:

Profit before tax

Tax calculated at a tax rate of 30%

Tax eftect oft

- Expenses not deductible for tax purposes

Tax charge

(b} Statement of financial position
Balance brought forward

Charge for the period

Tax paid during the period

Balance carried forward

Earnings per share

2018 2017

Kshs Kshs
825,000 336.000
73.468.159 28,151,386
8.940.112 5.482.809
7,517.849 2.167.815
3,740,744 442,797
88.697.408 10,139,174
(12,733.724) {3,657.435)
75,963,684 6,481,739
259,003,655 25,813,713
77,701,097 7.744.114

(1,737,413 (1.262.373)
75,963,684 6,481,739
8,224,774 519.640
88,697,408 10,139,174

(19,392.267) (2,434.,040)
77,529,915 8,224,774

Earnings per share is computed on the profit attributable to ordinary shareholders of Kshs 183,039,971 (2017:
Kshs 19,331,974) and the number of ordinary shares during the year ended 31 December 2018 of 100,000 (2017:

106,000).

Profit attributable to ordinary sharcholders

LEarnings per share

Cash and cash equivalents

Cash in hand
Cash at bank and mpesa balance

Loans and advances to customers
Gross loans and advances to customers

Less provisions for loan impairment

Net loans and advances

2018 2017

Kshs Kshs
183,039,971 19,331,974
1,830 193
5,027,896 212,800
34,240,719 13,049,211
39,268,015 13,262,011
1,015,069,090 252,718,482

(47.668.904)

(10,235,831}

967,400,786

242,482,651
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20  Loans and advances to customers {continued}

Impairment allowance for leans and advances to custonmers

A reconciliation of the allowance for impaitment losses on loans and advances. by class is as follows:

Business Short term
Movement in hnpairment of feans Asset finance foans loans Total
Year ended 31 December 2018 Kshs Kshs Kshs Kshs
Impairment at 1.01.2018 under IAS 39 4,153,683 2.485,185 3.596,963 10.235.831
Additional impairment under IFRS 9 7.138.340 180,647 248,876 7,567,869
Adjusted impairment at 1 January 2018 11,292,029 2,665,832 3,845,339 17,803,700
Increase/(decrease) in provisions (Note 11) 34.245.743 (1,989,391) (2,391,148 29,865,204
Amounts written oft {Note 11) 7,704,511 2,145,824 2,502,312 12,332 647
At 31 December 2018 53,242,283 2,822,265 3,957,003 60,021,551
Business Short term
Year ended 31 December 2017 Asset finance loans loans Total
Kshs Kshs Kshs Kshs
Total impairment at 1 January 2017 379,298 353,813 3,298,875 4,031,986
Charge for the year 3,774,385 2,131,372 208,088 6,203,845
Amounts written oft 317,154 1,377,343 7.905,318 9,399,817
At 3] December 2017 4,470,837 3,862,530 11,502,281 19,835,648
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22

Other asscts
Accrued interest income

Deposits and prepayments
Staff receivables
Related parties (Note 30)

Property and equipmient

Year ended 31 December 2017
Cost

Al start of year

Reclassifted to intangible assets

Additions
Atend of year

Depreciation

At start of year

Reclassified to intangible assets
Charge for the year

Al end of year

Net book value

Year ended 31 December 2018
Cost

At start of year

Additions

Atend of year
Depreciation

At start of year
Charge for the year

At end of year

Net book value

2018 2017
Kshs Kshs
7,108,331 2,642,414
4,449,696 1.638.642
1.898.890 3,995,383
11,343 -
13,468,262 8,276,439
Computers Motor Furniture and Office
Vehicles Fitting  equipment Total
Kshs Kshs Kshs Kshs Kshs
1,363,833 194,800 1,241,490 611,933 3,412,056
(32,734) - - - (32,734)
2,258,743 491,000 1.893.424 2,358,180 7,003,347
3,589,842 683,800 3,136,914 2,970,113 10,382,669
421.340 48,700 179.990 76,492 726,522
(5,820) - - - (9.820)
1,099,592 171,450 426,091 470,682 2,167,815
1,511,112 220,150 606.081 547,174 2,884,517
2,078,730 465,630 2,530,833 2,422,939 7,498,152
3.589.842 685,800 3136944 2,970,113 10,382,669
9,765,000 7,495,335 5,291,147 5,550,945 28,102,427
13,354,842 8.181,135 8.428.061 8.521.058 33,485,096
1510112 220,150 606.081 547,174 2,884,517
3,553,119 1.990,246 977.748 996.736 7,517,849
5,064,231 2,210,396 1,583,829 1,543,910 10,402,366
8,290,611 5.970,73% 6,844,232 6,977,148 28,082,730

Inctuded in property and equipment is a motor vehicle acquired under asset finance arrangement between Watu Credit

Limited and [&M Bank Limited.
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Intangible nssets 2018 2017
Software cost Kshs iKshs
At 1 January £.475.991 -

Reclassification from computers - 32.734
Additions 10,993,155 1,443,257
At 31 December 12.469.146 1,475,991
Amertisation

At I January 452,617 -

Reclassitication from computers - 9.820
Charge for the year 3,740,744 442,797
At 31 December 4,193,361 452,617
Carrying value 8,275,785 1,023,374
Imtangible assets are in respect of computer software purhease costs.

Deferred tax

Deferred tax is caleulated, in full, on all temporary timing differences under the liability

method using a principal tax rate of 30% (2017: 30%]) the movement on the deferred tax

account is as follows:

At beginning of year (3,657,161) 274

Charge to profit and loss (Note 17) (12,733.723) (3,65743%)
At end of year (16,390,384) (3,657,161}

Peferred tax asset and liabilities and deferred tax charge in the profit and loss account are altributable to the

following items:

At 3
At FJanuary Credited to December
Year ended 31 Deceniber 2018 2018 profit / toss 20138
Deferred tax assets Kshs Kshs Kshs
Property plant and equipment (101,691) 21,630 (80,011
[ntangible assets (39,369) (393,358) (432,727
Provision for loans impairment (3.070,749) (11,229.922) (14,300,671}
Provision for accrued leave {445,352} (1,132,123) (1577475}
Net deferred tax assets {3.657,161) {12,733.723) {16,390,884)
At IJanuary Credited to At 31 December
Year ended 31 Becember 2017 2017 profit/ loss 2047
Deferred tax assets Kshs Kshs Kshs
Properly plant and equipment 274 {101,965) (101,691
Intangible assets - (39,369) {39.369)
Provision for loans impainment - (3,070,749) (3,070,749}
Provision for acerued teave - (445.352) {445,352)
Net deferved tax liability/{asset) 274 (3,657,435) {3,657,161)
2018 2017
Kshs Kshs
Share Capital
Authorized
100,000 {2017: 100,000 Ordinary shares of Kshs 100/= each 10.000.000 10.000.060
1ssued and fully paid
100,000 (2017: 100,000) Ordinary shares of Kshs 100/= ¢ach ’ 10,000,000 10,000,000
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26 Dividenit per share
At a board meeting held on ! February 2019 a dividend in repect of the year ended 31 December 2018 of Kshs 36,607.994
(2017: WNil) for every ordinary share of Kshs 100 was proposed. Subsequent payinent of dividends is subject to withholding
tax at the rate of 5% for residents and 10% for non resident shareholders.

2018 2017
Kshs Kshs
Dividend per share 366 -
Proposed final dividend 36,607,954 -
27  Borvowings
Borrowings are made up of:
a} Bank borrewings
[&M Bank asset finance loan 868.094 -
[&M Bank term loan 90,802.375 -
Victoria Conmmercial Bank term loan 79,735,567 -
Victoria Commercial Bank term lean 46.714.790 -
Victoria Commercial Bank term loan 10,073,387 -

228.194,213 -

b} Other borrowings

Promissory notes-Other 174.282,156 102,728,064
Promissory notes-Related party (Note 30) 15,472,500 40,880,000
Lendable 83.174,070 73,453,230
AS Mintos Marketplace 177,721,816 -
450.650,542 217,061,294
Total borrowings (78,844,755 217,061,294

Split as follows:
Non-current

Bank borrowings 23,831,694 -
Promissory notes - 80,000,000
23.831.694 30,(00,000
Current
Bank loan 204,362.519 -
Promissory note 189,754,636 63,608,004
Lendable 83.174,070 73,453,230
Mintos 177,721,816 -
655.013,061 137,061,294
678,844,753 217,061,294

All Bank borrowings mature between June 2019 and June 2020 and at a weighted average cficctive interest rate of 13.7%
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Borrowings (continued)

Specific tenns and collaterals on the various loans are as listed below:

iy T&M Asset finance loan

The loan is secured by joint and several personal guarantees and indemnities for an amount of Kshs 975,000 each by Andris
Kaneps and Benson Muchomba with the vehicle jointly registered in the name of the [&M Bank and Watu Credit Limited.

ity  I&M Bank Term Loan
The loan is secured by Specific Debenture for Kshs 123 million over selected receivables to 1&M bank.

iii) Victoria Commercial Bank Loan 1

The loan is secured by Specitic Debenture for Kshs 100 million over selected receivables to Victoria Commercial Bank
Limited.

iv) Victoria Commercial Bank Term Loan 2
The loan is secured by "further Specific Debentare” of Kshs 50 million over selected receivables to Victoria Commercial
Bunk Limited and a pledge of Kshs 10 million lien deposit in the name of Watu Credit.

i} Promissory notes

The above loans relate to loans received from the company shareholders and third parties at an average weighted interest rate
of 18% per annum for Kenya shilling (Kshs) borrowings and at rate of 16% per annum for US Dollar borrowings. The loans
have been issued for less than one vear but can be rofled over for 3 months unless the lender gives a repayment notice of at
least 10 days.

All the above loans are secured by promissery notes of equivalent amount.

it) Lendable

Watu Credit Limited entered into a receivable sale and purchase agreement with LEAF SPC (Purchaser). The agreement
constitutes a sale of accounts reccivables of Kshs 246 million. The vendor assigned and {ransferred accounts receivables and
in consideration, the Purchaser transferved (o the Vendor a total of Kshs 132.9 million in three tranches.

The purchaser has priority right over accounts receivable cash flows until the purchasers initial purchase price has been
earned back from such cash flows with interest charged at rate of 15% per annum on reducing balance,

iti} AS Mintos Holdings

Watu Credit entered into a receivable sale and purchase agreement with AS Mintos, a global online marketplace, registered
in the republic of Lalvia, for loans on account of certain specified receivables. In 2018, a total of Kshs 2.4 million was
disbursed . The loans attract interest at the rate of 15.5% per annum on reducing balance. The outstanding balance of Kshs
177 million is secured against sclected receivables of Watu Credit Limited.

2018 2017
Kshs Kshs
Trade and other payables

Trade payables 86,326,103 22,490,055
Customer deposits and prepayments 7,513,645 575,538
Other payables 9.326,701 550,000
Related parties - 765,900
103,166,449 24,381,493

Customer deposits relate to deposits for loans that had not been processed as at 31 December 2018,
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2018 2017
Kshs Kshs
29 Provisions
Staff leave
At start of the vear 1,484,506 1,579,883
Increase in leave lability for the year 3,773,745 {95,379}
At end of year 5,258,251 1,484,506

30 Related party transactions
The company is an associate of Car & General Trading Limited.

Transactions with related parties

“The company enters into transactions. agreements and arrangements involving its directors and sharcholders in the ordinary
course of business under the same commercial and market terms, interest and commissions as would apply to non related
parties,

The following table provides summary of lotal transaction that have been entered into with key management personne! and
other related partics:

2018 2017
a) Promissory notes Kshs Kshs
Sharcholders 113,000,000 -

115,000,000 -

Shareholder promisory notes bear the same financial terms as non-related party promisory notes
1) Ouatstanding balances arising out of the transactions with key nianagement personnel are as fotlows:

Amounts due from related parties
Dircctor {Note 21) 11,343 -

Amount due to directors and sharcholders
Car & General Trading (K) Limited (Note 27} £5,472,500 40,880,000

¢)  Directors' remuncration

Fees for service as non-executive directors 1,000,000 -
Executive directors' salary and other short-terin benelits 7.940,112 5.482,809
8.940,112 5,482,809
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31  Comparatives
Where necessary, comparative figures have been adjusted to conform with changes in presentation and prior vear
adjustments in the current year.

32 Incorporation
The company is incorporated in Kenya under the Companies Act as a private limited liability company and is domiciled in
Kenya.

33 Currency
The financial statements are presented in Kenya shillings {Kshs) and are rounded of¥ to the nearest one Kshs,
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Wate Credit Limited
Drcome Tax Computation

‘ear of inconre: 2018

PIN POSIS433210

Tax computation

Profit as per the financial statements

Add back:

Telephone expense
Provision for accrued leave
Foreign exchange gain

Provision for loans bmpairment

Additional impairment at 1 Tanuary 2018 on adoption ot IFRS 9

Amortisation of intangible assets

Depreciation of property. plant and equipment

Less:

Forcign exchange loss
Software allowance
Wear and tear allowance

Adjusted taxable profit
Losses brought forward
Taxable profit for the year
Corporation Tax (@ 30%

Tax account

Tax recoverable
Balance brought forward
Tax paid

Advance tax

Witholding taxes
Current tax

Balance carried forward
Wear and tcar schedule

W.D.V at | January 2018
Additions

Allowance
W.D.V at 31 December 2018
Software allowance

W.D.Vat I January 2013
Additions

Alowance @ 20%

W.D.V at 31 December 2018

2018
Kshs
259.003.655
1,833,492
3.773,745
5,636,343
29,865,204
7,567.869
3.740,744
7,517,849 59,935,246
318,638,901
{13.261,207)
(2,429,552)
(7,590,115) (23.280,874)
295,658,027
295,638,027
88,697,408
8,224,774
{19.392.267)
88.697,408
77,529,915
Class 11 Class IIT Class IV
30% 25% 12.5% Total
Kshs Kshs Kshs Kshs
2,240,865 477,826 5,118,429 7.837,120
9.763,000 7,495,333 10,842,092 28,102,427
12.005.865 7.973.161 15,960,521 35,939,347
{3,601,760) {1,993,290) {1,995,065) {7,590.115)
8,404,105 3,979,871 13,965,456 28,349,432
2018
Kshs
1,154,603
10,993,155
12,147,760
{2,429,552)
9,718,208

Annex




