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Telephone : +25 4 -XU3 42310

For: +254-20-31 1482

E-mril : cag@kenyaweb.com
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KB,NYA NATIONA L AUDIT OIIFICII
REPORT OF THE CONTROLLER AND AUDITOR GENERAL ON THE
FINANCIAL STATEMENTS OF TELKOM (K) LIMITED FOR THE YEAR
ENDED 30 JUNE 2006

The financial statements of Telkom Kenya Limited set out on pages 5 to 34,
which comprise the balance sheet as at 30 June 2000, and 

-the 
inconre

statement, statement of changes in equity and cash flow staternent for the year
then ended, and a summary of significant accounting policies and other
explanatory notes lrave been audited on my behalf f:y nXf Kenya, auditors
appointed under section 39 of the Public Audit Act, 2003. fne auditois have ctuly
reported to me the results of their audit and on tlre, basis of ilreir report, I arir
satisfied that all the information and explanatiorrs which, to the best of nry
knowledge and belief, were necessary for the purpose of 6e audit, were
obtained.

Directors' responsibilities for the financial statements

The directors are responsible for the preparation of fipancial staternents which
give a true and fair view of the Company's state of affairs and its operatirrg
results in accordance with the lnternational Financial Reporting Standards. This
responsibility includes: designing, implementing arrd maintairring internal controls
relevant to the preparation and fair presentation of financial stitements that are
free from material misstatement, whether due to fraud or error; selecting and
applying appropriate accounting policies; and making accounting estimates that
are reasonable in the circumstances.

Respective Responsibilities of the Controller and Auditor Generat

Ittly responsibility is to express an independent opinion on the financial
statements based on the audit. The audit was conciucted in accordance with the
lnternational Standards on Auditing. Those standards require compliance with
ethical requirements and that the audit be planned and performed *ith 

" 
view to

obtaining reasonable assurance that the financial statements are free from
material misstatement

An audit involves performing procedures to obtain audit evidence about ilre
amounts and disclosures in the financial statementd. tf,. proceclures selected
depend on the auditor's judgement, inclr-rcjing the assessrnent of the risks of
material misstatement of the financial statements, whether clue to fraud or error.
ln making those risk assessments, the ar.rditor considers internal controls
relevant to the entity's preparation and fair presentation of the financial

,
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s1a]eme.nQ in order to desigri audit proceduresilthat are appropriate in the
circumsta6ces, byl not for the purpose of expressing an' 

'opinion 
on the

effectiveness of the company's internal controis. An auclit also includes
evaluating the appropriateness of accounting policies used and the
reasonableness of accounting estimates made by directors, as well as 

"rril"tinilthe overall presentation of tlre financial statemenis. I believe the auclii provides a
reasonable basis for my opinion.

1.0. Non-compliance with lnternational Financial
and lnternational Accounting Standards

Reporting Standards

1.1. lnternational Accourrting Standard No. 28
Contrary to the requirements of lnternational Accounting Standarcl No.28
9n 'A9c=ounting for lnvestments in Associates', the investments in Kenya
Postel Directories Limited 4Oo/o as associate of tlre company, has not beerr
accounted for under the equity method. ttlanagement has not quantified
the effect of this non-compliance on the consolid'ated financial staiements.

lnternational Accounting Standard No.12 '

As indicated in the accounting policy on taxation in the financial
statements, no provision has been made for deferred tax contrary to the
requirements of lnternalional Accounting standard No. 12 on iln.orn"
Taxes'. .Management has not quantified the effect of this departr-rre on the
financial statements.

1.2.

'1.3. lnternational Accounting Standard No.17
Leasehold land has not been separately. accounted for as prepaid
operating lease rentals as requirecJ by lnternational Accounting Siandard
No.17 on'Leases'. lr/arragement has not quantified the efGct of this
departure on the financial statements.

1.4. lnternational Accounting Standard No. 24
The requirements of lnternational Accounting Standard No.24 on ,Related
Party Disclosures' have not been fully compiied with as disclosures have
not been made for some related party transactions and balances.

1.5. lnternational Accounting Standard No. 19
Provision for outstanding leave and long term service dues has not beenmade as required by lnternational Accounting Standard No.19 on'Ernployee Benefits'. Management has not quantified the effect of this
departure on the financial statements.

2.0. Cash and Bank Balances

The difference of KShs.B0B million between the balance of 'Cash in Transit'
included in cash and bank balance in the financial statements as at 30 June 2005of Kshs.228 million and the opening balance taken up as at 1 July 2005 of
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Kshs.1,096 million could not be verified due to lack of adequate supporting
documentation. Further, it was not possible to verify how the overdraft balancesof Kshs.505 million, as confirmed by the bankers of the 

"orprny,- 
have been

accounted fg, l! the absence of adequate records an( .documeniation. ,Cash,
amounting tb Kshs.77 million could also not be verified in ine absence of
adequate supporting documentation. Similarly, payments. and withdrawals from
the bank amounting to Kshs.158 million during ihay"r, 

"ortJ 
noiU" r"rified. ln

addition, outstanding items from the reconciliation 
-between 

the cash book and
bank statements have not been adjusted for in the accounting records. This has
resulted in the overstatement of 'Bank Balances' by Kshs.5+ riittion based on the
financial records of the company. No provisions hive been made in the financial
statementt tiiitf' regard to cash'in transit balances which are long outstanding.
This has resulted in the overstatement of the cash in transit balance, included
under cash and cash equivalents, by Kshs.1g0 million at the year end.

3. Turnover

The completeness of income from public payphones could not be verified in the
absence of a reconciliation of the difference of Kshs.444 million between therevenue as per the billing system of Kshs.677 million and actual revenue
reported of Kshs.233 million. Further, the lntegrated Service Digital Network
(ISDN) debit adjustments amounting to KShs.34 i',ittion during the y-ear could not
be verified in the absence of adequite supporting documentaiion. ln addition, the
completeness of 'Other lncome' received amounling to Kshs.75 million could not
be verified in the absence of supporting docum"nir. Totrl income from various
sources is overstated by Kshs.256 million.

4.0. Creditors

4.1. The accuracy, validity and completeness of vAT payable account,
included under 'Creditors' at Kshs.2,881 million could'noi b" confirmed
due to lack of a reconciliation of the difference of Kshs.53g million
between the output credits posted to the VAT payable account during the
year amounting to Kshs.1,698 million and those reported in the VAT 3
returns of 1,160 million. Further, the validity and completeness of amounts
payable to local and overseas suppliers amounting io Kshs. 1,g45 million
included under 'Creditors' could not be verified in the absence of
reconciliations between balances as per the financial records of the
company and suppliers statements. ln addition, the vatidity and
completeness of revenue creditors amounting to Kshs.273 million included
under 'Creditors' could not be confirmed in the absence of adequate
supporting documentation. :

4.2. The completeness of Postal Corporation of Kenya balance of Kshs.55g
million included in 'Creditors' could not be verified in the absence of
direct confirmation from Postal Corporation of Kenya. Further, the
difference of Kshs.175 million between the balances in subsidiaries as
included in the accounting records of the company of KShs. 1,21g million
and as disclosed in the accounting records of the subsidiaries of Kshs.

a
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4.3.

4.4.

4.5.

5.0.

5.1.

5.2.

1,104 million could also not be confirmed in the absence of a
reconciliation. ln addition, the completeness, validity and existence of
other creditors described as institutions - insurance companies and co-
operativ_es, salary suspense and vocational leave suspense included
under'Creditors' at Kshs.812 million could not be verified in the absence
of confirmation of balances by the salaries department .

t ,..

The completeness of communications commission of Kenya balance of
Kshs.1,729 million included in 'creditors' could not be confirmed in the
absence of direct confirmation from Communications Commission of
Kenya. ln addition, the difference of Kshs.S1 million, in telephone revenue
credilors, could also not be verified in the absence oi reconciliation
between the balances as disclosed in the accounting records of the
company of Kshs.302 million and the underlying records of Kshs.251
million.

The completeness, validity and existence of other creditors (described as
suspense) included under 'Creditors' which include a irial balance
difference of Kshs.1,3S7million could not be confirmed as at 30 June
2006.

lnterqational and other sundry creditors, included in 'creditors, in the
balarice sheet as at 30 June ZOOO were overstated by Kshs.39 million and
interconnect creditors, included in 'creditors' in the bilance sheet as at 30
June 2006 were overstated by Kshs.45g million.

Property, Plant and Equipment

The existence and the accounting treatment of plant and machinery,
3cq.t[9d lhrough credit notes issuei during 2OO5 to customers amountingto KShs.59 million could not be confirmed due to lack of adequate
supporting documentation.

Itwas not possible to verify the difference of Kshs.173 million between
additions to plant and machinery as per schedules provided by the fixed
asset department of Kshs.1,0gg million and costs as per the financial
statements of Kshs .1,212 million. ln addition the compl'eteness of land,
buildings, plant and machinery included in the balance sheet as at 30
June,2006, could also not be confirmed in the absence of a reconciliation
of a difference of KShs.283 million between the fixed assets listed in the
land,.buildings, plant and machinery fixed assets register of Kshs.3o,o+s
mlllloh and assets as per the financial statements of Kshs.30,362 million.

The completeness, valuation and existence of furniture and equipment,
included under property, plant and equipment in the balance snbei as at
30 June 2006, at net book value of Kshs.384 million could not be verified
in the absence of a fixed assets register in respect of furniture and office
equipment. ln addition, the ownJrship of pioperties, included under

4
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6.0

property, plant and equipment in the balance sheet as at 30 June 2006
amounting to Kshs.489 million which were vested to Telkom Kenya
Limited on 1 July 1ggg, could not be confirmed as the company does not
have t[e original titles for all properties.

Debtors

The existence and valuation of current debtors included in 'Debtors', could
not be verified in the absence of a reconciliation of the difference
amounting to Kshs.62 million between the trade debtors balance as per
the financial statemints of Kshs.6,066 million and the underlying records
balance of Kshs.6,004 million. Further, the adequacy of provision-s for bad
and doubtful debts amounting to Kshs.15,2og million could not be
confirmed in the absence of listings of related debtors supporting this
amount. Moreover, prior year adjustment of KShs.473 miliion crjdited
against provision for bad and doubtful debts could not be verified due to
lack- of supporting documentation. Additionally, it was not possible to
confirm the existence of sundry debtors and piepayments amounting to
Kshs.1,446 million, included in 'Debtors', in 

'the 
absence of adeqJate

supporting records and documentation. lt was also not possible to verify
and confirm receipt of goods and services due to lack of information as to
whether such goods or services were subsequently received in respect of
advance payments made amounting to Kshs.1,446-million.

The completeness of amounts due from Kenya Postel Directories Limited
could not be confirmed in the absence of a reconciliation of a difference of
Kshs.653 million between the amounts confirmed of Kshs.37B million and
amounts reported of Kshs.1,032 million. Also, the completeness of staff
loans could not be verified in the absence of a reconciliation of a
difference of Kshs.165 million between the staff loan listings of Kshs.SgS
million and the amounts reported of Kshs.105g million. ln addition, the
existence of other debtors amounting to Kshs.1,633 million, included in
'Debtors', could not be confirmed in the absence of adequate supporting
records and documentation.

6.1.

6.2.

6.3. Provision for bad and doubtful debts, included under trade debtors is
understated by Kshs.73 million. This has the effect of overstating debtors
and understating the loss for the year by a similar amount. Moreover
debtors amounting to Kshs.639 million as per the accounting records have
not been accounted for. ln addition, Kensat debtors included in 'Debtors'
in the balance sheet as at 30 June 2006 were overstated by Kshs.104
million.

7. Pensions

The completeness and validity of the balance payable on account of the pension
and provident fund schemes could not be verified, in the absence of a
confirmation by Teleposta Pension Scheme. ln addition, the accuracy of the

5
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pension and provident lfund balances reported in thd' Oompany's financial
statements of Kshs.3,976 million could not be confirmed in the abience of an
updated actuarial valuation. The last such valuation for Kshs.6,04a miilion'was
done as at 30 June 2004, which has also not been accounted for: in the books of
Telkom as at 30 June 2000.

8. Loans

.The completeness and valuation of loan balances amounting to Kshs.g3 mlllion
could not be verified in the absence of independent balancJ confirmations from
the financiers.

9. Stocks

The physical quantities of stocks amounting to Kshs.1,880 million, included in the
balance sheet as at 30 June 2006, could not be verified as the company did not
carry out a physical count of stocks at the year-end. In the absence'of jdequate
stock records, there were no alternative audit procedures that could be adopted.
Further, the basis of valuation and adequacy of the provisions for stock
obsolescenge at the year end could also not be verified in the absence of
adequate stipporting documentation and stock listings.

10. Other investments

Th_e ownership and valuation of 'Other lnvestments' arnounting to Kshs.126
million could not be verified in the absence of ,adequale supporting
documentation. As a result of this, it was not possible to ,eriiy th;
appropriateness of.the accounting treatment of these investments. Additionally,
the difference of Kshs.517 million could not be verified in the absence of
reconciliation between the investment in subsidiaries included in the accounting
records of the company of Kshs.2,149 million and as disclosed in the accountin[
records of the subsidiaries of Kshs.2,66T million.

11. Expenses

The difference of Kshs.355 million between total costs capitalized during the year
and included in the property, plant and equipment at Kshs.3,877 million and the
total expenses as per the Cost Statement extractions of 4,232 million could not
be verified in the absence of a reconciliation. !n addition, it was not possible to
verify whether other expenses have been completely accounted for in the
accounting records of the company in the absence of a reconciliation of a
difference of Kshs.92 million between the financial statements and the
accounting records. Further, the validity for 'Consultancy and agency charges'
amounting to 33 million and included in administration expenses incurred duiing
the year of Kshs.3,038 million could not be verified due to lack of supportin!
documentation.

6
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It was not possible to verify corporate tax figure to the profit and loss account forthe year amounting to Kshs.766 million ,nJ th" corresponding amount included
in the balance sheet, due to the absence of adequate supporting documentation.
ln the absence of adequate records,.it was also not possible to s-tate d;ih;;t;;;
additional penaltieg and interest on the assessment'by Kenya Revenue Authority,
have been accounted for during the year ended 30 iune 2ooo. ln addition, taxliabilities including penalties and interest amounting to Kshs.15,311 million as at
the 30 June 200s, q-s a:selsed by the company,s tlx agents and agreed with theKenya Revenue Authority have not been piovided for in the financial statements.
This has the effect of overstating the revenue reserves by an equivalent amount.

13. Contingent Liabilities

All of the required confirmations from the company's legal representatives ofongoing or threatened litigation claims against tire company were not provided
for audit verification and it was therefore iot possible to verify the completeness
of the reported liabilities and contingent liabilities.

14. lnvestment in Subsidiaries
14.1 Gitgil relecommunications !ndustries Limited

lnvestment in subsi^diaries, in the company's balance sheet, amounting to Kshs.
5,879 million as at 30 June 2006, includes an amount of Kshs.B80 millTon being
190Vo ownership of Gilgil Telecommunications lndustries Limited. The financial
statements of Gilgil Telecommunications lndustries Limited indicate that the
company has consistently registered significant losses for the last six ylrrr since1999. The value of the investment is therefore doubtful and i^y not be
recoverable. No provision has been made for this diminution in value in the
financial statements.

14.2 Kenyq college of relecommunications Technotogy Limited

lnvestment in subsidiaries, in the company's balance sheet, amounting to Kshs.
5,879 million as at 30 June 2006, includes an amount of KShs .1,269 million
being 100o/o ownership of Kenya College of Telecommunications Technology
Limited. The financial statements of (enya College of Telecommunications
Technology Limited indicates that the company tras consistenfly registered
significant losses, is unable to pay its creditors and its continued existence as agoing concern is dependent upon the support of the parent company and its
creditors. The value of the investment is therefore doubtful and may not be
recoverable. No provision has been made for this diminution in the financial
statements.

7



Opinion

Except for the effect of aily adjustments that may be necessary to the Company,s
financial statements as Ia result of the matters referred to in the preceding
paragraphs, in my opinion, proper books of account have been kept and the
a9:gmp?nying financial statements give a true and fair view of the state of
affairs of the Company as at 30 June iooo and of its loss and cash flows for theyear then ended in accordance with the lnternational Financial Reporting
standards, except as reported under paragraph 1, and comply with the
Companies Act (Cap. 486 of the Laws of Kenyi). 

'

Emphasis of Matter

Without qualifying my opinion, I draw attention to Note no. 23 to the financial
statements which indicates that the Government disbursed a loan of Kshs.2,60g
million (US$ 33,000,000) to Telkom Kenya Limited in 2001 that was repayable
fully within two weeks of completion of the intended sale of the Safaricom shares
to a strategic partner. The loan carried an interest rate of 7.5% per annum with
additional interest of g.5% becoming chargeable on payments delayed based on
the agreed repayment plan. HavingidetauTted on the repayment of this loan, the
Company has entered into negotiations with the Government to vary the terms of
the loan and have therefore not provided for the penal interesi since 2001
estimated at Kshs.1,1g0 million. Negotiations aie in progress and the
Government has to date not enforced the repayment clause. R-esolution of this
matter oould have an effect on the results and financial position of the Company.

fr4/r/,,*
P.N. KOMORA
CONTROLLER AND AUDTTOR GENERAL

Nairobi

20 June 2007
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i
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P.O. Box 30301

Nairobi

BANKERS
Kenya Commercial Bank Limited
Kencom House
MoiAvenue
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Telkom Kenya Ltd Financial Statements

For the Year Ended 30 June 2006

TELKOM KENYA LIMITED
STATEMENT OF DIRECTORS RESPONSIBILITIES

The Companies Act requires the directors to prepare financial statements for each financial year which
give a true and fair view of the state of affairs of the Company as at the end of each financial year and of
its operating results for that year. It also requires the Directors to ensure that the Company keeps proper

accounting records, which disclose with reasonable accuracy at any time the financial position of the

company. They are also responsible for safeguarding the assets of the Company'

The directors accept responsibility for the annual financial statements which have been prepared using. ,

appropriate accounting policies supported by reasonable and prudent judgements and estimates, in

conformity with generally accepted accounting practice and the requirements of the Companies Act .The

directors are of the opinion that the financial statements give a true and fair view of the state of the

Company and of its operating results. The directors further accept responsibility for the maintenance of
accounting records which may be relied upon in the preparation of financial statements, as well as

adequate systems of intemal financial control.

Nothing has come to the attention of the directors to indicate that the Company will not remain a going

concern for at least the next twelve months from the date of this statement.

Director

Date

Director

@'@v(^
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Telkom Kenya Ltd.

Tumover

Administration expenses

Operational expenses

Other operating expenses

ProliU(Loss) from operations

Net finance cost

ProfiU(Loss) before tax

Other income

Exceptional ltem

ProfiU(Loss) before tax

Tax

Financial Statements
For the Year Ended i0 June 2006

TELKOM KENYA LIMITED

t COMPANY PRoFIT AI{D LOSS ACCOUNT
I

FOR THE PERIOD ENDING 30 JUNE 2006

Notes
i

2(a\

Jun-2006

Kshs Million

Jun-2005

Kshs. Million

17,657

(2,978)

(3,948)

(14,135)

(21,061)

(3,404)

(6e6)

(4,100)

602

(3,498)

764

3(a)

4(a)

8(a)

6

14,354

(3,038)

(1,940)

(11,944')

(16,922)

(2,568)

(776)

(3,344)

2,166

(400)

( 1,578)

766

rl
L-

Net profit/(loss) (812) (2,734)

The company profit and loss account is to be read in conjunction with the notes to and forming part of the

financial statements set out on pages 12 to 34.

t
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Telkom Kenya Ltd.

Tumover

Administration expenses

Operational expenses

Other operating expenses

Profi U(Loss) from operations

Net finance cost

ProfiV(Loss) before tax

Other income

Exceptional ltem

ProfiU(Loss) before iax

Tax

Profit after tax before minority interest

Minority lnterest

Financial Statements
For the Year Ended 30 June 2006

TELKOM KENYA LIMITED
CONSOLIDATED PROFIT AND LOSS ACCOUNT

I rOR THE PERJOD ENDING 30 JUNE 2006

2(b)

3(b)

4(b)

6

Jun-2006

Kshs Million

49,007

(5,301)

(6,576)

(26,240)

(38,116)

l0,gg0

(1,51t)

9,379

371

400

9,350

(3,369)

5,981

(3,537)

Jun-2005

Kshs. Million

47,652

(4,476)

( 10,8 t 5)

(25, I 58)

(40,449)

7,203

(2,232)

4,971

602

8(b)

5,573

(2,260)

3,313

(2,51 l)22

ProfiU(loss) after tax and minority interest 2,444 802

The consolidated profit and loss account is to be read in conjunction with the notes to and forming part of
the financial statements set out on pages 12lo 34.

I
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$r:,, Financial Statemenls

For the Year Ended 30 June 2006

I TELKOM KENYA LIMITET)
COMPANY BALAI\CE SHEET AS AT 30 JUNE 2006

NOTESASf,rs

Noi current assets

Property, plant and equipment
in subsidiaries
in associate

investments
assets

Assetg

A/C Receivable
deposits
balances and cash

AL ASSETS

ITY AND LIABILITIES
and reserves

interest

Not current liabilities
Govemment loan

long term loans

Pengions

Current liabilitles
Crrditors
Current account payable (S afaricom)

Corporation tax
KFTC Corporation tax

Baqk overdraft

Jun-2006
Kshs. Millions

Jun-2005
Kshs. Mlllions

9(a)
10

12

l3
14(a)

15(a)
l6(a)

17

1,880
21,270

1,104
441

1,213
25,908
63,717

31,057
5,879

9

t26
737

37,809

21,075
9,030

30,105

2,609
870
949

4,428

32,359
5,879

9

l'32
1,285

39,664

1,464

22,367
1,066

2sl
739

25,887
65,551

27

28

29

l9
2l(a\

23

24

23

26(a) 23,516
204

2,874
1,648

943
29,184
63,717

21,075
9,841

30,916
I

2,609, '

530

1,384

4,523 .

21,892
1,859

3,640
1,648

1,073

30,112
65,551. 

TSTAL EQUITY AND LIABILITIES

Thr company balance sheet is to be read in conjunction with the notes to arrd forming part of the

fifancial statements set out on pages 12 to 34.

Dlrector Y

il.,
il
i

3o1+ lJo lr24 7oo 6
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Director

'b onh 13 o o+"q (.-" )oa 6



I

I



L-

Telkonl Kenya Ltd.

ASSETS

Non current assets

Property, plant and equipment
Intangible assets

Investment in associate
Other investments
Other assets

Current Assets
Stocks

Debtors
Bank deposits
Bank balances and cash
Escrow Account

TOTAL ASSETS J

EQUITY AND LIABILITIES
Capital and reserves
Govemment interest
Grants
Reserves

Minority interest
Share premium

Non current liabilities
Govemment loan
Long term loans
Pensions
Commercial Paper

Current llabtltties
Creditors
Corporation tax
KPTC Corporation tax
Bank overdraft

TOTAL EQUITY AND LIABILITIES

Finaniial Statements
For the Year Encled 30 June 2006

TELKOM KENYA LIMITED
CONSOLIDATED BALANCE SHEET AS AT 30 JUNE 2006

NOTES
Jun-2006

Kshs. Million
..Jun-2005

Kshs. Million

e(b)
11

t2
13

14(b)

67,926
2,599

9

126
737

71,396

3,291
23,994
4,992
1,625

33,781
105,177

21,075
2

15,218
13,020
3,850

53,165

2,609
870

1,208
6,lgg

10,885

33,8t2
4,636
1,649
1,032

41,127
105,177

64,A27

2,923.

9

132
1,285

68,776

2,319
23,610

252
2,139

25

29,344
97,120

21,075
2

12,774

9,493
3,850

47,194

2,609
s30

1,601

5,726
10,466

33,091

3,640
1,649

1,091

39,470
e7JzA

I

1s(b)
16(b)

18

19

20

21(b)
22

23

24

25
18

26(b)

28
29

The consolidated balance sheet is to be read in conjunction with the notes to and forming part of the
financial statements set out on pages 12 ro 34.
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Financial Stalemenls

For the Year Ended 30 June 2006
Telkom Kenya Ltd.

Net cash generated from operating activities

Corporation Tax paid

Net cash from oPerating

Investing Activities
Purchase of lnvestments

Purchase of Fixed Assets

Disposal of Fixed Assets

Net cash from lnvesting

Financing Activities
lnterest Paid

lnterest Received

Net cash from Financing

Net change in cash and cash equivalents

Cash at the beginning of the Period

Cash at the end of the Year

TELKOM KENYA LIMITED
COMPANY CASH FLOW STATEMENT

FORTHE PERIOD ENDING 30 JUNE 2006

NOTES
30(a)

Jun-2006
Kshs. Million

1,066

3,000 1,066

(1,562) (1,605)

774
(83 1)(1,562)

3,000

(630)
(14)

(644)

795
(82)

7t3

(367)
64

(303)

(68)

(l l0)
(178)

9





Telkom Kenya Ltd.

Net cash generated from operating activities

Corporation Tax paid

Investing Activities
Purchase of lnvestments

Purchase of Fixed Assets

Disposal of Fixed Assets

Net cash from lnvesting

Financing Activities
lnterest Paid

lnterest Received

Net cash from Financing

Net change in cash and cash

Cash at the beginning of the

Cash at the end of the Year

Financial Statements

For the Year Ended 30 June 2006

TELKOM KENYA LIMITED
CONSOLIDATED CASH FLOW STATEMENT

FORTHE PERIOD ENDING 30 JUNE 2006

NOTES
30(b) 19,619

(2,374)
17,245

(l1,616)

(11,616)

(1,268)

l4
(1,254)

4,375
1,324

5,699

Jun-2006
Kshs. Million

21,259
(765)

20,494

(18,748)

774

(17,974)

(367)
64

(303)

2,217
1,291

3,508

10
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Tellam Kenya Ltd.

(a) Company

Balance as at lst Julv 2005

Retained profiU(loss)

At 30th June 2006

(b) Group

Balance as at l't
July 2005

Retained

profit/(loss)

At 30fr June

TELKOM KENYA LIMITED
STATEMENT OIT CHANGES IN EQUITY

FOR THE PERIOD ENDING 30 JUNE 2006

Financial Statements

For the Year Ended 30 June 2006

Revaluation
Reserve

Kshs. Million
933

Total

933

Kshs. Million
30,916

(8 12)

30,105

Total

Government
Interest

Kshs. Million
21,075

21,075

Retained
surPlus

Kshs. Million
8,908

(8 12)

8,096

Government Retained surPlus

Interest
Kshs. Million Kshs. Million

21,075 11,841

2,4M

21,075 14,285

Revaluation
Reserve
Kshs. Million

933

Kshs. Million
33,849

2,444

36,293933

Both the company and the goup statement of changes in equity are to be read in conjunction with the

notes to and forming part of the financial statements set out on pages 12 to 34'
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Telkonr Kenya 114. Fitruncial Slalemenls

I\tr llta l'cut' Dtrdccl 30 Junc 2006

TEI,KOI\{ IO'NYA LIMITEI)
NOI'ES TO THtr FINANCIAL STATBMBN'I
FOR'I'IIB PBRIOD ENDING 30 JUNE 2006

I. SIGNIFICANT ACCOUNI'ING POLICIBS

The principal accounting policies adopted in the preparation of these financial statelnents are set out

a) Basis of Preparation
The financial statements have been prepared in accordance with lnternational Financial Reporting

Standards under the historical cost convention modified by the revaluation of Plant, Property and

Equiprnent.

b) Consolidation PrinciPles

The financial statements include those of the company, the Kenya College of Contmunication

Technology Ltcl. (KCCT), GilgilTelecomms lndusrries Limited (GTI) and Safaricom Limited (scl-).

The financial year end of Safariconr Lirnited is 3l't March ancl the financial s.tatements as at 3l" March

2005 have been incorporated into these accounts. Also consolidated are its unaudited Managetnent

financial staternents for the three rnonth period ending 30tl' June, 2005 which is the financial year end of

the parent colnpany. Jambo Telkonr a wholly owned subsidiary of TKL commenced operations in

October 2005. The financial statelnents of this subsidiary will be consolidated upon full transfer of assets

and operations to the subsicliary from TKL, the parent company.The results of Kenya Postel directories

an associate oompany in which TKL owns 40% of the shares have been accounted for under the cost

rnethod of accounting. The following associated company have not been consolidated:-

.' Erigtel Limited in which TKL's shareholding alnounts to 49o/o. The value of TKL's investtnent in this

company, Kshs.60 nrillion, is deemecl to be irecoverable and has therefore been fully provided in these

accounts.

c) Turnover
Turnover represents revenue accruing upon billings frorn the nrajor services, nattrely clourestic and

intemational telephone, telex, iuterconnect services, Kenpac, Kenliue, Jambonet and Kenstreatn,

exclusive of value added tax and is recognised at the time of billing.

It does not include the value of rKL's own use of telephone and other related services. Airtime revellue

from the prepaid services is recognised when used by the customer.

d) Foreign CurrencY Transactions

All assets and liabilities expressecl in foreign currencies are translated into Kenya Shillings at the

exchange rate ruling at the balance sheet date. Foreign currency transactions conducted during the year

i, foreign currencies are converted at the rates ruling at the date o[ transaction. The resultirrg differences

are dealt with in the profit and loss account.

12





Telkom Kenya Ltd.
Fitnncial Stalenrcttts

For the Year Endcd 30 June 2006

e) PropertY, Plant and EquiPment

Items of property, plant and equipment are stated at cost or valuation less accumulated depreciation and

impairment. Cost comprises purchase price, inclutling irnport cluties and non-refundable purchase taxes

and directly attributable costs of bringing an asset to working condition for its intended use' Depreciation

is calculated to write off the cost or valuation of fixed assets on a straight-line basis over the expected

rernaining useful lives of the specific assets. Indicative rates are as follows:-

Freehold land

Leasehold land

Buililirrgs
Motor vehicles

Fumiture and fixtures

Contputers
Plant and macltinerY

Useful lives (in Years)
No depreciation

Over the period of the lease

| -50 ycars

2 -10 years

I -l I years

5 years

I -25 years

f) Impairment of Property, Plant and

The carrying amounts oi ass"ts mentione<l in Note (e) above are reviewed at each balance sheet date to

determine whether these exceed the recoverabre arnounts in wrrich case all impainnent loss is recognised'

g) Investments

lnvestments are stated at the following values:
.. Satellite and cable investments are stated at cost and depreciated over the useful life of the cable'

appropriate provisions and write-offs are made where necessary'

" other unquoted investments are stated at the lower of cost and management's opinion of net realisable

value
" 

Quoted investments are stated at closing market value on the balance sheet date'

h) Stocks

Stocks are valued at the lower of cost and net realisable va lue. Cost is determined on a weighted average

basisorwherethisisnotavailable,depreciatedreplacementcost.
lf the purchase or production cost is higher than net realisable valtte, stocks are written dorvn to net

realisable value. Net realisabre value is the estirnated seiling price in the ordinary course of business less

estirnatecl cost of completion and selling expenses

i) Trade and Other Debtors

Trade and other receivables are stated at ,orninal value, less provision for any amounts expected to be

irrecoverable.

13





Telkom Kenya Ltd. Financial Statemerils

For tlrc Year Dnded 30 June 2006

j) Taxation
The tax charge for the year has been estinratcd on the acljusted group aocounting profit il1 accordance

with tax legislation. Defened tax has not been computed.

k) Net Financial Costs

Finance costs incurred on the issue of Commercial Paper (rnedium Term floating rate secured notes) in

June 2001 and July 2oo2by safaricom Ltd have been capitalised and are being anrortised over the 5 year

term of the paper. Net financial costs include interest payable on borrowings as well as interest receivable

on funds invested outside the group.

t) Amortisation of Licence Fee

The cellular phone licence fee in SCL is being amortised over 15 years (the tenn of the licence),

proportionate to the number of projected subscribers on the network in each year'

The projected subscribers for the first years are taken from the Busittess Plan with full network maturity

being reached in Year 5 (i.e. year 5 to l5 will incur the same charge).

m) Cash and Cash Equivalents

For the purposes of the cash flow statement, cash and cash equivalents cotnprise cash in hand' bank

balances, and deposits held at call with the banks net of bank overdrafts'

2 OTHER OPERATING EXPENSES

(a) Company
Jun-2006

Kshs'Million
484

1,221

228
2,148

90

678

2,619
263

ll l
2,696

761

645

Licences

lnternational Services

Rental

Maintenance
Training
Sales & Marketing
lnterconnect charges

utilities
Miscellaneous
Provision for DePreciation

Pension Costs

Provisions for bad & doubtful debts

lnvestment write-back

Total

Jun-2005
Kshs' Million

606

1,667

240
) )7)2r-J-

l6l
455

4,300
265

l14
2,745

860

548

(s8)

14,135

14

11,944
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Telkom Kenya Ltd.

(b) Group

Financial Statements

For the Year Ended 30 June 2006

I

Licences

lnternational Services

Rental

Maintenance
Training
Sales & Marketing
Interconnect charges

utilities
Miscellaneous
Provision for Depreciation

Amortisation -licence

lnvestment write back

Pension Costs

Provisions for bad & doubtful debts

Total

3 NET FINANCE COSTS

(a) CompanY

lnterest payable

Foreign exchange loss

Total

(b) GrouP

lnterest payable

Foreign exchange loss

Financing costs

Total

Jun-2006
Kshs'Million

1,393

1,497

585

2,788
140

6,724
2,185

4sl
r44

8,442
325

Jun-2005
Kshs' Milllon

1,472

1,670

767

2,375
209
768

6,815

321
150

8,197

t46
(58)

1,774

552

25,158

i

1
!

I

l

849

7t9
26,240

Jun-2006
Kshs'Million

630

146

776

Jun-2005
Kshs' Million

815

(l le)
696

Jun-2006
Kshs'Million

1,268
243

1,511

Jun-2005
Kshs' Million

1,492
(l l4)
854

2,232
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Tellam Kenya Ltd,

4 OTHER INCOME
(a) ComPanY

Financial Statements

For the Year Dnded 30 June 2006

t

Services to PCK

Services to SCL

Maintenance revenue

Sale of sundry equiPment and stores

Interest on staff loans

Application, licensing

KPD retention and dividends

lnsurance GPA claims

Miscellaneous

Dividend income

Total

Jun-2006
Kshs'Million

ll
31

100

31

60

I

68

1l
37

1,816

2,166

Jun-2006
Kshs'Million

11

31

100

31

60

I
68

l1
37

2l
311

Jun-2005
Kshs' Million

8

37

105

62

64

2

57

l6
251

602

Jun-2005
Kshs' Million

8

37

10s

62

64

2

57

16

251

(b) GrouP

Services to PCK

Services to SCL

Maintenance revenue

Sale of sundry equiPment

Interest on staff loans

Application, licensing and

KPD retention

lnsurance GPA claims

Miscellaneous
Dividend Income

Total

s(a)

s(b)
602

16
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Telkom Kenya Ltd.

5 DIVIDEND INCOME

(a) ComPanY
Jun-2006

Kshs'Million

Kenya Postel Directories

Safaricom
Total

The Safaricom dividend has been offset against the safaricom interconnect creditors in total'

(b) GrouP
Jun-2006

Kshs'Million
2l
21

7 PROFIT BEFOR.E TAX
Jun-2006

Kshs'Million

Company profit before tax is arrived at after charging:

Staff costs

Depreciation
Director emoluments

Financial Slatements

For lhe Year Ended 30 June 2006

21,

1,795

I ,816

Jun-2005
Kshs'

Million

Jun-2005
Kshs' Million

Jun-2005
Kshs' Million

5,875

2,745
3

2

l1

I

Kenya Postel Directories

Total

Auditors remuneratton

- Fees

Other
- Current Period

6 EXCEPTIONAL ITEM IGh.400 MILLION r - r-ra ^.^-.i^^r..,1A r,,np ?oof
This relates to the first phase of human resource restructuring for those who reft sbrvice by 30 June 2006

4,553

2,696
I

I
9

17



Telkom KenYa Ltd.

Telkom KenYa Ltd (TKL)

Kenya Collele of Communication Technology

Gilgil Telecomms lndustries Ltd

Jambo Telkom

Safaricom
Total

All the staff in GTI were laid off in June 2006

8 INCOME TAX EXPENSE

(a) ComPanY

Current tax charge/(credit)

(b) GrouP

Current tax charge/(credit)

Financial Statenrcnts

For the Ycar Entled 30 June 2006

16,117i Staff numbers

i fhe number of employees engaged by the group as at 30tl' June 2006 was analysed as follows

Jun-2006

No. of EmPloYees

14,806
s03

2l
847

16,111

Jun-2005
No. of

BmploYees
17,328

s29

339

696

18,892

Jun-2006
Kshs'Million

(766)

Jun-2006

Kshs'Million

3,369

Jun-2005
Kshs'
(164)

Jun-2005
Kshs'

Million
2,260

The tax charge for the year has been estimated on the adjusted taxable profits' No provision has been

made for interest and penalties amountin*i" r.n, zt.niition due to late payments on the 199811999'

rgggtzooo,2oorzooz andz003rzo04 tax iiubiliti., as the same u.. in ttr" pio"t" of being waived by the

Govemment as part of the restructuring of the company'
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Telkom KenYa Ltd

9 PROPERTY, PLANT AND EQUIPMENT

(a) ComPanY

(b) GrouP

l? i n attc ial Sllt c n'e n ls

[;or thc l'car F,trtlatl 30 'lune 2006

Land and

Buildings

Plant
Machine

Motor Veh Furniture
Office BquiPtncn

Total

Kshs'
Million

Kshs
Millio

Kshs'
Million

Kshs'
Millio

Kshs'
Million

At I st
J 200su 5,981 40,81 I

48

Other
Adiusttnents

63

5,

533

(42

1 273

42

14,551

(82)

t43

8s3

543

8

4

( 173

1

16,081

Ad stments
for the Year

D

At 30 June 2006

At 30 June 2006

3

5

0

6032

17,01

24

8l
8

311

10

3 3!,qs7

At 1st J 2005 5r39? 2 2s2 4 3

-Land andl

Buildings

Plant
Machin

Motor Vehicl Furniturc
Office EquiPmen

Tota

Kslts'
Million

Kshs Kshs

Million

Kslts'
Mill

Kslts'
Millio

At 1" July 2oo5 8,344

4r3

72,91

I
19 2

1,031

2

1

2,613

I 24
180

84,904

t73
20 70

Additions

At 30th June

2006
ation

At l't Ju 2005

8,708 94,044 1 I3t

I

1,545 105,436

Charge for the Year

salsDi
At 30th J

2006

25

1,409

ll

804

8,605

37,510

67 92

At 30 June 2006 7 99 59 8

I 64At lst JulY 2005
7 1

31

19



Telkom Kenya Ltd.

Property titles
The group does not have titles for some of its properties, as sumtnarised below

Properties

Financial Stalemenl's

For the Year Ended 30 June 2006

Value

Number
l8l

Kshs.million

Registered

Unregistered: - ln Nairobi
- Outside Nairobi

Total properties as at 30 June 2006

KCCT Ltd ManPower Training

GilgilTelecomms Industries Ltd Assembly of Telecomms

equipment

Cellular phone oPerator

Internet service Provider

t7l
3s2 6,141

Totalproperties owned 3s2 6,147

property valuation of Ksh. 6,147 Million does not include any capital cost incurred on the properties or

depreciation since I't July, 1999 the due date the properties were transferred to TKL'

10 INVESTMENT IN SUBSIDIARIES
These are stated at cost and include

Company Key activitY Beneficial
ownership

Company

Kshs.million
1,269

880

Safaricom Ltd (SCL)

Jambo Telkom Ltd (JTL)

100%

100%

60%
100%

The investment in SCL comPrises

Transfer of mobile phone assets at Net value

Shareholders loan (us $33 million)- acquisition of licence

3,730

5,879

Kshs.million
1,189

2,541

3,730

The formal vesting of assets and liabilities to Jambo Telkom has not been done' The assets of the

company are still included in those of TKL the parent company'

No provision has been made in the accounts for the precarious financial position of GTI and KCCT' as

their status is being addressed in the Corporate restructuring of Telkom Kenya limited'
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Telkom Kenya Ltd. Financial Statemenls

For the Ycar Ended 30 June 2006

11 INTANGIBLE ASSET

The intangible asset comprises the cost of the mobile phone licence issued to SCL by the

Communications Commission of Kenya. The term of the licence is l5 years elfective l" July 1999. The

cost of the licence is being amortised with effect from the date SCL comrnenced trading, 26'h May 2000'

A reconciliation of the balance is as follows:-

Group

Cost of the licence (US$ 55 million)
Deduct amortisation

12 INVESTMENT IN ASSOCIATE

Group & Company

Kenya Postel Directories Limited 40oh.

The investment in the associated company is carried at cost.

13 OTHER INVESTMENTS
Group and Company

Gross value

LESS:

Provisions

Disposals

Write back (Consolidated Bank)

Exchange adjustment

Net

14 OTHER ASSETS

(a) Company

Total staffloans

Deduct current

Non current

Less: provisions

Net staff loans

Jun-2006
Kshs'Million

4,235
( 1,637)

2,598

Jun-2005
Kshs' Million

4,235
( 1,3 l2)

2,923

Jun-2006
Kshs'Million

9

Jun-2005
Kshs' Million

9

Jun-2006
Kshs'Million

237

(l0s)

Jun-2005
Kshs' Million

848

(r05)
(66e)

58

132

Jun-2005
Kshs.million

1,458

(27)
1,431

(146)

1,285

(s)

126

Jun-2006
Kshs.million

1,242

(381)

861

(124)
737

21





Telkom Kenya Ltd.

(b) Group

Total staff loans

Deduct current

Non current

Less: provisions

Net staff loans

15 STOCKS
(a) Company

16 DEBTORS
(a) Company

Financial Slalenrents

For the Year Ended 30 hme 2006

Engineering parts

Furniture and equiPment

Consumables and miscellaneous

(b) Group

Engineering parts

Furniture and equiPment

Consumables and miscellaneous

Jun-2006
Kshs.million

1,242

(381)

861

(124)
131

Jun-2006
Kshs.Million

1,7 55

37

87

1,880

Jun-2006
Kshs.Million

1,7 55

37

1,488

3,281

Jun-2006
Kshs'Million

27,083
( 13,905)

13,178

4,034
( 1,304)

2,130

15,908

1,629

3,352
381

5,362
21,270

Jun-2005
Kshs.million

I,603
(21)

1,576

(2er)
1,285

Jun-2005
Kshs.Million

1,351

34

79

1,464

Jun-2005
Kshs.Million

2,194
34

90

2,318

2,834
1,731

21

4,592
22,367

Jun-2005
Kshs' Million

27,042
(14,069)

12,974
5,522
(72r)

4,801

17,775

Local debtors

Deduct provisions

Net
Intemational debtors

Deduct provisions

Net
Total service

Non operational debtors

Sundry debtors and prePaYments

Staff Loans and advances

Total

22





Telkom Kenya Ltd.

(b) Group

Local debtors

Deduct provisions

Net
lnternational debtors

Deduct provisions

Net
Total service
Non operational debtors

Sundry debtors and prepayments

Staff Loans and advances

Total

17 BANK DEPOSITS

Group and Company

Deposits in failed financial

Deduct provision
Other fixed deposits

Total

Financial Slalemenls

For the Ycar Ended 30 June 2006

Jun-2006
Kshs'Million

28,305
( 13,905)

14,400

4,034
( 1,304)

2,730
17,130

3,121
3,352

381

6,854
23,984

Jun-2005
Kshs' Million

28,040
( 14,069)

13,971
5,522

(721)
4,801

18,772

3,080

1,731

27

4,838
23,610

The Company policy is not to provide for Bad and Doubtful debts relating to Goverrunent and

Parastatals' accounts. This policy is supported by previous debt swap alrangements with Government as

follows;
o April 1999, Kshs 4.9 billion government debt offset against Govemment on lent loans of Kshs

26 billion.
o Ongoing debts swap arrangement where already Kshs 3.2 billion has been agreed for accounts

outstanding as at June 2003.

r Govemrnent is also considering effecting debt swap in the ongoing restructuring of 'lelkom

Kenya limited.

The Government as the sole shareholder of Telkom Kenya Limited has given an undertaking in certain

circumstances to settle some of the parastatal debts in the event of default. Consequently, Govemtnent

and parastatal debtors are deemed secured and not provided fur in the accounts

Jun-2006 Jun-2005

Kshs'Million Kshs' Million
487 487

(487) (487)

441 251

441 251

The bank deposits, other than those in failed financial institutions, have been provided to secure specific

letters of credit. The weighted average effective interest rate on these deposits at year-end was 8.5o/o.
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Telkom Kenya Ltd.
Financial Stalentents

l?or thc Ycar Encled 30 hme 2006

18 ESCROW ACCOUNT/COMMERCIAL PAPER

rn June 200r scl- borrowed Kshs 4,000 milrion from the public and institlrtional investors through the

issue of commercial paper, a lnediutn tenn floating rate secured llote' This facility was drawn in the year

ended 30tr'June 2003. Further, ou July 24't'z}Oz,Safaricom obtained a Ksh 2'500 rnillion tenn loan from

a syndicate of local banks.

The amount is shown as due on a. escrow account, the debtor bei,g the bank which tacilitated the issue

ofthe paper.

The rnedium tenn note and the bank borrowings all have a tenor of five years. They are secured by a

fixed and floating charge over Safaricom'S u,,tt', undertaking and property' both present and future'

including a charge over the Euro Escrow bank account and a charge over all the issued shares of the

company. The interest on the Euro tenn loan is payable semi annually at a margin of 15% over the

reference European Inter Bank offer Rate. lnterest on the shilling term loan and the nledium note is paid

quarterly in arrears based on a,rark up of l%o above t,e prcvailiug Trcasury lrirl ratc. Iiirance costs

incuned on the issue is amortised over the term of the paper'

The notes will be redeemed in six serni-annual instaltnents as shown below'

Date

30th September 2003

31't March 2004

30th September 2004

3l't March 2005

30rrr Septernber 2005

3l't March 2006

on 3l March 2006 scl- paid off all the outstanding loan balances on the medium tenn note on the bank

borrowings as follows:
oThebalanceontheEuro35rnilliontermloanfacility.
. The balance on the Sh. 2,500 rnillion facility'

r The balance on the sh. 4,000 rnillion medium tenn note matured on 3l March 2006 and was paid

off.

New loan facility of Sh. 12,000 million
During march 2006 scIJ obtained a new roan facility of Sh. 12.000 ,riilion fro.r a syndicate of

international banks. The loan is secured on a fixed and floating charge over the colnpanys property and

assets, both present and future and the issued sltare capital of the company'

SCL had drawn down an amourlt of Sh.5,000 million frorn the new loan as at 3l March 2006' 'l'he loan

period is five years and repaynent of the principal will start in April 2008'

The interest for the new loan will be payabre quarterly at a margin of ro/o over the reference 9l day

treasury bill rate.

Repayments 7o

l0
l0
l9
t9
2l
2l
100
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19 GOVERNMBNT INTT]REST

The Kshs 21.1 billion represents the Goverrunent of Kenya's interest resurting frorn the converslon to

equity of GoK on_rent loans to Kprc of Kshs 26 bi,ion, incrusive of interest. this amou.t being

reduced by Kshs 4.9 bitlion for service debt owed to KPTC by Government ministries and departtnents

at the tirne of conversion. Government interest has not been translated to share capital' The share capital

of the companY is as follows:-

Jun-2005
Kshs

Authorised
5,000 ordinary shares of Kshs 20 each

Issued and fullY Paid
100 ordinary shares of Kshs 20 each

20 GRANTS

21 RESERVES
(a) ComPanY

As at 0l JulY 2005

Retained profit for tlte Year

As at 30 June 2006

(b) GrouP

As at 0l JulY 2005

Retained Profit for the Year

As at 30 June 2006

Jun-2006
Kshs

Jun-2006
Kshs' Million

2

100,000 100,000

2,000 2,000

Jun-2005
Kshs'Million

2
KCCT hostel

The grants comprises a donation for hostel construction of shillings 3 million. It is arrl,otised annually at

the rite of Zyo(Shs. 60,000) and is charged to accumulated depreciation'

Jun-2006

Kshs'Million
9,841

(812)

9,030

Jun-2005
Kshs'Million

12,574

(2,733)
9,841

Jun-2006
Kshs' Million

12,774

2,444
15,218

Jun-2005
Kshs' Million

11,973

801

12,774
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22 MINORITY INTERBST
Minority interest comprises

Shareholders loatt

Reserves

Profit & Loss

Financial Slalenrcnts

[,ltr tha Ycor \intlcd 3()Jwrc 2006

Jun-2006
Kshs' Million

1,694

7,789

3,537

13,020

Jun-2005
Kshs'Million

1,694

5,278

2,511

9,483

23 GOVERI\MENT LOAN

rn 2000 the Governrnent of Kenya (Gor() lent TKL us $ 33 milion. At 30 Ju.e 2000, the loan was

represented by a cok promissory note and was subsequently disbursed to TKL on 29 June 2001 ' TKL on

-lent the entire antount to SCL to pay for its mobile phone licence.

In the books of TKL, the loan amount is included in the cost of iuvestment in SCL, per Note 9' In SCL's

books, this loan ranks pari passu with a similar shareholders loan of US$22 million received from

Vodafone Kenya Ltd foi the purpose. The loan to SCL is interest free and suborditratcd to all otlter loan

obligations of the comPanY.

The agreement between TKL and GoK in respect of this loan was signed in July 2001. The agreetnent

provides that interest will be payable at 7.5o/o per annum with effect from the disbursetnent date and

that the principal amount an<l accrued interest would be repaid in one instaltnent within two weeks of

completion of the intended sale of the new TKL shares to a strategic partner'

The agreement further stipulates that, in the event the sale was not concluded by 30 September 2001, the

terms of repaynent would be renegotiated immediately and, unless otherwise agreed in writing, the full

amount of the loan was to be considered due and payable as of that date.

However GOK has not enforced this repaynent clause and has reqttested the company to make

repaylnent proposals. The company has done so, and the key proposals made are as follows:

f The pripcipal amount and any accrued interest be converted to government equity'

o That if TKL is not privatizecl, the principal atnount of Kshs 2,608,881,000.00 be repaid over a

ten (10) years periocl beginning l" July,2007'

Negotiations with the Governrnent on the repayment of this loan have not been concluded' However tt ts

explcted that the status of this loan will be addressed by the Government restructuring of the coltlpally'
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24 LONG TBRM LOANS

Jun-2006 Jun-2005

(a) Amounts falling due within one year

(b) Amounts falling due after one year Kshs' million

These loans are unsecured and will be payable under tenns to be agreed with coverntnent' lncluded irt

this category is the Safaricom loan amounting to Ksh 2'61 billion'

25 PENSIONS
(a) National Social SecuritY Fund

This is a statutory defined contributio. pension scheme.in which both thc ernployer and ernployee

contributeequalamounts.Tlreatnountcotttributedcluringtheperiodhasbeenchargedtotheprofit
and loss account.

Kshs'MKshs' MillioCompany and GrouP

Commercial loans 538
loansGOK 8

Total loans

TSafaricom Loa

Guaranteed
GOCommercia

(Ksh(Ksh(Ksh Million(Ksh

Details

334630al duePri III r74227
Interest 2400

Arrears 374374
SC It7

otal

Safaricom Lo

Guaranteed

GO
Details

t-2
2-5 J2
Over 5 3 1)870'fotal
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(b) Telposta Pension Fund and Teleposta Provident Fund

Two new retirement benefit plans were established on l't July 1999 as part of the restructuring of the

defunct Kprc. These are the Telposta pension scheme (TPs) and the Telposta Provident Fund (TPF)'

The scheme and the Fund operate retrospectively and supersede the fonner KP'tc pensiott and provident

fund regulations, which have been revoked'

Current membership comprises of ernployees of TKL, GTI, antl KCCT and retired KPTC pensioners'

certain assets of relkom division of Kprc were transfened to Tps and rpF on 30'l'June 1999 to cover

the accumulated liability of TKL arising in respect of past service. However, the assets did not fully fund

the liability, hence the deficit of Kshs 6.044 billion, based on the valuation as at 30'l'June 2004.

current contributions to the Fund and the Scheme are based on salary, as follows:-

Pension Sclteme Provident Fund

7.s%
Employee

contribution
Employer

contribution

(a) ComPanY

Trade creditors

Taxes

Stores and exPense creditors

Loans due within one Year - Note 24

Pensions

Sundry creditors

Total

(b) GrouP

Trade creditors

Taxes

Stores and exPense creditors

Loans due within one Year - Note 24

Pensions

Sundry creditors

Total

7.5%

26.8% 10.6% - 18.l%

Jun-2006
Kshs' Million

5,431
2,883
1,945

5,1 39

3,027

5,090

23,516

Jun-2006
Kshs' Million

14,554

3,841

1,945

5,139

3,027

5,305

33,812

Jun-2005
Kshs'Million

5,709
2,392
1,851

5,137

2,658
4,145

21,892

The total amount charged to the profit and loss account is Kshs 394 million'

26 CREDITORS

Jun-2005
Kshs'Million

14,919

2,392
1,851

5,137

2,658
6,134

33,091
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27 TKL CORPORATION TAX

Company Jun-2006
Kshs' Million

3,640
(766)

Opening balance 1.7 .2005

Charge/Credit for the Period
Less: payments made

Balance at 30.06.2006 2,874

The tax charge for the period has been estimated on the adjusted group taxable profit

28 KPTC CORPORATION TAX

Financial Slalemettts

ITor lhe Year Endatl 30 June 2006

Opening Balance

Less payments during the Year

Closing Balance

Jun-2006
Kshs' Million

1,648

1,648

29 BANK OVERDRAFT
Bank overdraft facilities are secured by a legal charge over several of the company's properties

30 NOTES TO CASH FLOW STATEMENT
Reconciliation of net profit before tax to net cash flows from operating activities

(a) Company Jun-2006
Kshs. Million

( 1,578)
Profit before tax

Adjustments for:-

Depreciation charges - Fixed

Interest paid

Interest received

Provision for bad & doubtful

Net Exchange loss/ (Gain)

Operating profit before working capital changes

Decrease/(lncrease) in stocks

Decrease/(lncrease) in debtors

lncrease/(Decrease) in creditors

Operating profit after working capital changes

2,864
630

t4
645

6

2,581

(415)

962
(127)

3,000

Jun-2005
Kshs'Million

4,405
(76s)

3,640

Jun-2005
Kshs'Million

1,648

1,648

Jun-2005
Kshs, Million

( 1,804)

2,745
367

(64)

545

1,789

(64)
(1,645)

986

1,066
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(b) Group

Profit before tax

Adjustments for:-

Depreciation charges - Fixed

lnterest paid

lnterest received

Provision for bad & doubtful

Net Exchange loss/ (Gain)

Operating profit before working capital changes

Decrease/(Increase) in stocks

Decrease/(lncrease) in debtors

Increase/(Decrease) in creditors

Operating profit after working capital changes

Financial Stolemenls

For tlrc Year Ended 30 June 2006

Jun-2006
Kshs. Million

9,350

Jun-2005
Kshs. Million

7,297

I 1,006

367
(64)

s45

18,955
(166)

( I,291)
3,761

21,259

8,442

1,268
(14)

719
5

19,770
(e63)
(s4s)
1,357

19,619

31 FINANCIAL INSTRUMENTS.
Exposure to credit, rate and culrency risk arise in the normal course of the group's business

Interest rate risk

The following table indicates applicable interest rates in respect of the group's income -earning financial

assets and interest bearing liabilities at the balance sheet date.

Credit risk

Management has a credit policy in place and the exposure to credit is monitored on an ongoing basis' All

subscribers are required to place cash deposit withlhe group before credit facilities are granted' Prepaid

telephone services have also been introduced to further minimise credit risk. Investments are allowed

onty in liquid securities with reputable financial institutions. At the balance sheet date there were no

significant concentrations of credit risk. The maximum exposure to credit risk is represented by the

carrying amount of each financial asset

Bank deposit

Bank balances and cash

Commercial

Government loan

Long term loans

Bank overdraft

Short term loan

Note
l6

The principal terms applicable for the financial assets and interest bearing liabilities are disclosed in the

t7
22

23

28

Interest rate
3%-5%
Nil
loh above treasury bills rate

7.5%
TYo to 9.2o/o (details on Note 24)

Base rate (10 %at 30rl' June 2006)

Base rate plus I %

respective notes in these financial statements'
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Fair values

The fair value of the group's financial assets and liabilities is estimated at the respective carrylng

32 RELATED PARTY TRANSACTIONS
Tlte cotnpany cotttrols the followirtg organizations

Foreign currencY risk

The group incurs foreign culrency risk on sales, purchase aud borrowings that are denominated in a

currency other than the Kenya shilling. The currencies giving rise to trris risk are prirnarily US dollars,

Euros, Dutch Guilders and Japanese yen. [n respect of assets and liabilities denominated in foreign

currency, receipts act as a hedge against liabilities'

t00%
1000h

60%
t00%

Jun-2006
Kshs' Million

4

55

59

Jun-2006
Kshs' Million

F inancia I Slaternettts

For tha Yt'or Dndcd 30 June 2006

Jun-2005
Kshs'Million

5

89

94

Jun-2005
Kshs'Million

The following transactions were carried out with related parties:-

Remuneration
The total remuneration of directors and senior management of the group is as follows

K.C.C.T
G.T.I
Safaricom
JTL

Company

Directors

Senior management

Loans

Company

Directors
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Sale ofgoods and services

K.C.C.T
G.T.I
Safaricom

K.C.C.T
G.T.I
Safaricom Ltd

Current Account Transactions

K.C.C.T
G.T.I

Company and GrouP

Less than one Year

Between one and five Years

Firruncial Slolenrcttls

For the Yettr Endecl 30 .lrntc 2006

Telephone billing done by TKL to its subsidiaries is through the normal course of business and there are

no special intergroup concessions on the members of the group'

Purchase of goods and services

Jun-2006
Kshs' Million

l3
3

l,106

.lun-200(r

Kshs' Million
l19

2,129

Jun-2006
Kshs' Million

2

38

Jun-2006
Kshs'Million

210

489

699

Jun-2005
Kshs'Million

9

I
1,038

Jun-2005
Kshs'Million

53

3,230

Jun-2005
Kshs'Million

49

82

Jun-2005
Kshs'Million

210
489

699

33 OPERATING LEASES.

The group has leased office space at Telposta Towers and Safaricom Flouse under operating leases'

Leases for both premises run for an initiai period of 6 years' Lease payments for Telposta Towers are

increased every zyears to reflect market r"nials while rentals for Safaricom House are constant' None of

the leases incrude contingent rentals. Non cancellable operating leases rentals are payable as follows:
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34 POST BALANCE SHEET EVENTS.

PENSION LIABILITYACTURIALVALUATION

Alexander Forbes Actuarial Services Ltd was colnmissionecl to cany out a revaluation of TKL's Pension

liability on 2005. The liability as at 30'r' June 2004 stood at Kshs 6.044 billion. The ongoing human

resource restructuring will have a significant effect on this amount as most of the variables used in

arriving at the projected pension such o, ug., number of years worked and last salary will change tbr the

t 1,853 emplyoyees who will be retrenched'

35 CONTINGENT LIABILITIES
Contingent liabilities comprise the following:-

(a) Tax matters

O Telkor, Kenya Lirnited 6as engaged the services of llrttst aucl Youttg, Ccrti{lcd Putrlic

Accountants to act as its advisers in all tax matters. The finn is currently reviewing past tax

liabilities indicated below with KRA with a view to agreeing on mitigation's and final amounts

payable by the company.

t Corporation tax matters of the former KPTC as at 30'l'June 1999 were agreed at Kshs 3,673

million with the KRA but currently amount to Kshs1,648 Million as at 30th June 2004' TKL is

liable to pay penalties and interest on this amount principally due to delayed payments'

i KRA has issued a demand lbr import duties amounting to Kshs.104 million in respect of

equipment imported by KPTC and now vested in and used by TKL' Receipts for duty paynents

were issued to KPTC itrrougt, third paAy clearing agents but KRA is unable to trace the receipt

of such duty in its account. TKL and KRA are co-operating to resolve this rrtatter'

a KRA has also issued additional assessments in respect of VAT ancl PAYE amounting to

Kshs, 2.6 billion and kshs, 105 Million respectively. TKL has through Emst & Young appealed

for waiver of the total amount on vAT including any related accrued interest and penalties'

o Following an audit, KRA has issued a vAT notice of assessment for Kshs'392 million to

GTl. I,clude<l therein are penalties and interest of Kshs.355 rnillion of which application lor

remission willbe made to ih. Minirt.r for Finance upon fullpayment of the principal amount'

GTI was yet to finalise paynent of the outstanding amount as at 30th June 2005'

No VAT is declared on trairring courses offered at KCCT but is declared cln all other services

rendered by KCCT.

(b) Litigation

There are potential liabilities in respect of various pencling court cases arising in the nortnal course of

business. The rnajority of these cases were taken over from the defunct KPTC' Management is of the

opinion that these claims would not give rise to material liabilities'
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36 CAPITAL COMMITMENTS

Company and Group

Contracted but not Provided for

Authorized but not contracted

SCL
TKL

Authorized and contracted

SCL
TKL

39 LIST OF SIGNIFICAI\T SUBSIDIARIES

Name

KCCT Ltd
Gilgil Telecomms Ltd

Safaricom Ltd

Jambo Telkom Ltd

Financial Statemenls

For the Year Ended 30 June 2006

Ili
I

Jun-2006
Kshs' Million

1,409

492

Jun-2005
Kshs'Million

0

0

I

tl

Total 1,901

37 INCORPORATION
The company is incorporated in Kenya under the companies Act.

38 CURRENCY
These accounts are presented in Kenya shillings million (Kshs.million)'

699

r454

2,,153

interest
r00%
100%

60%
100%

Country of
Incorporation
Kenya

Kenya

Kenya
Kenya

OwnershiP
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