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KENYA SUGAR RESEARCH FOUNDATION
REPORT OF THE DIRECTORS
FOR THE YEAR ENDED 30 JUNE 2013 )

The directors present their report together with the audited financial statements of the Foundation for the
vear ended 30 June 2013 which show the state of the Foundation’s affairs.

1.

PRINCIPAL ACTIVITY

The principal activity of forming the Foundation is to promote research into and investigate all
problems relating to sugarcane farming and its manufacture into sugar and by-products, such other
crops and systems of husbandry that are associated with sugarcane throughout Kenya including
the productivity, quality and sustainability of land in relation to sugarcane planting, and on matters

ancillary thereto.
RESULTS

The results for the year are set out on page 9.

DIVIDENDS
The directors do not recommend the payment of a dividend for the year ended 30 June 2013
(2012 -Nil).

DIRECTORS

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

In accordance with the Foundation's Articles of Association, no director is due for retirement by
rotation.

AUDITORS

The Auditor General is responsible for the statutory audit of the Foundation's books of account in
accordance with Section 14 and Section 39 (i) of the Public Audit Act, 2003, which empowers the

Auditor General to nominate other auditors to carry out the audit on his behalf.

Accordingly, Ernst & Young were nominated by the Auditor General to carry out the audit for the
year ended 30 June 2013.

By Order of the Board

Company Secretary.



KENYA SUGAR RESEARCH FOUNDATION
STATEMENT OF DIRECTORS' RESPONSIBILITIES
ON THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED 30 JUNE 2013

The Kenyan Companies Act (Cap. 486) 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 Foundation as at the end of
the financial year and of the operating results for that year. It also requires the directors to ensure
the Foundation keeps proper accounting records which disclose, with reasonable accuracy, the
financial position of the Foundation. They are also responsible for safeguarding the assets of the

Foundation.

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 International Financial Reporting Standards and the requirements of the
Kenyan Companies Act. The directors are of the opinion that the financial statements give a true and
fair view of the state of the financial affairs of the foundation 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 internal

control.

- OtherAthan the mattér described in note 17 to the finahcial stafements, nothing has come to the
attention of the directors to indicate that the foundation will not remain a going concern for at least

the next twelve months from the date of this statement.

_ Approved by the board of directors on b‘\ ............ A = w2013 and signed on its behalf by:

Chairman

~
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REPORT OF THE AUDITOR-GENERAL ON KENYA SUGAR RESEARCH
FOUNDATION FOR THE YEAR ENDED 30 JUNE 2013

REPORT ON THE FINANCIAL STATEMENTS

The financial statements of Kenya Sugar Research Foundation set out on pages 8 to
38, which comprise the statement of financial position as at 30 June 2013, and the
statement of comprehensive income, statement of changes in requity and statement
of cash flows for the year then ended and summary of significant accounting policies
and other explanatory information have been audited on my behalf by Ernst and
Young, auditors appointed under Section 39 of the Public Audit Act, 2003. The audit
was carried out in accordance with the provisions of Article 229 of the Constitution of
Kenya and Section 14 of the Public Audit Act, 2003. The auditors have duly reported
to me the results of their audit and the basis of their report, | am satisfied that all the
information and explanations which, to the best of my knowledge and belief, were
necessary for the purpose of the audit were obtained.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial
statements in accordance with International Financial Reporting Standards 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.

The management is also responsible for the submission of the financial statements to
the Auditor-General in accordance with the provisions of Section 13 of the Public
Audit Act, 2003.

Auditor-General’s Responsibility

My responsibility is to express an opinion on these financial statements based on the
audit and report in accordance with the provisions of Section 15(2) of the Public Audit
Act, 2003 and submit the audit report in compliance with Article 229(7) of the
Constitution of Kenya. The audit was conducted in accordance with International
Standards on Auditing. Those standards require compliance with ethical
requirements and that the audit be planned and performed to obtain reasonable
assurance about whether the financial statements are free from material
misstatement.

Promoting Accountability in the Public Sector



An audit involves performing procedures to obtain audit evidence about the amounts
and disclosures in the financial statements. The procedures selected depend on the
auditor’s judgment, including the assessment of the risks of material misstatement of
the financial statements, whether due to fraud or error. In making those risk
assessments, the auditor considers internal control relevant to the entity’s preparation
and fair presentation of the financial statements in order to design audit procedures
that are appropriate in the circumstances, but not for the purpose of expressing an
opinion on the effectiveness of the Foundation’s internal control. An audit also
includes evaluating the appropriateness of accounting policies used and the
reasonableness of accounting estimates made by management, as well as evaluating
the overall presentation of the financial statements.

| believe that the audit evidence obtained is sufficient and appropriate to provide a
basis for my qualified opinion.

Basis for Qualified Opinion
1. Land Ownership

Included in property, plant and equipment balance of Kshs.1,328,363,055 as at 30
June 2013, is land measuring 40.49 hectares situated North East of Kisumu
Municipality District being a portion of the Foundation’s entire land valued at
Kshs.819,333,585. However, the title documents for this portion are in the name of
Kenya Agricultural Research Institute (KARI). Whereas an agreement to transfer the
titte was signed between the foundation and KARI in 2009, the title is yet to be
transferred to the foundation. It has therefore not been possible to confirm that the
foundation is the beneficial owner of the land, and that the property, plant and
equipment balance of Kshs.1,328,363,055 is fairly stated.

2. Revaluation of Property, Plant and Equipment

During the year under review, a new office block was completed at a cost of
Kshs.663,772,203, thus increasing the total cost of buildings to Kshs.807,954,693.
Management engaged the services of a professional valuer during the year to value
all buildings of the Foundation. However, the valuation report indicated the value of
all the Foundation’s buildings, including the new office block, as Kshs.447,992,751.

It was not possible to establish the circumstances under which the value of the new
buildings would fall far below its cost.

3. Provision for Gratuity

Included in trade and other payables figure of Kshs.23,290,005 is a provision for
gratuity amounting to Kshs.3,527,750. However, the obligation has not been valued
by an actuary. Therefore it was not possible to confirm that the amount provided for
is adequate. Further, it was not possible to determine whether adjustments might
have been necessary in respect of the deficit for the year reported in the statement of

2



comprehensive income and the trade and other payables reported in the statement of
financial position.

4. Trade and Other Receivables

As similarly reported in the previous year, the trade and other receivables balance of
Kshs.4,234,190 as at 30 June 2013, excludes outstanding temporary imprest of
Kshs.5,980,161 issued to one officer of which Kshs.2,964,822 relates to imprests
issued in the financial year 2009/2010. Further, included in the temporary imprest
are amounts totalling Kshs.1,558,396 held by former employees of the Foundation.
No provision has been made in relation to this uncertainty in the financial statements.
In view of the above, trade and other receivables of Kshs.4,234,190 as at 30 June,
2013 could not be confirmed as correct.

5. Cash and Cash Equivalents

As similarly reported in the previous year, excluded in the cash and cash equivalents
balance of Kshs.283,364,367 as at 30 June 2013, are cash withdrawals amounting
Kshs.6,914,345 made in 2009/2010 against which the related supporting documents
were not available for audit verification. Although management has indicated that the
missing documents are a subject of investigations by the Foundation and other arms
of the Government, the amount of Kshs.6,914,345 nevertheless remained
unaccounted for as at 30 June, 2013.

In the circumstances, the accuracy of the cash and cash equivalents balance of
Kshs.283,364,367 as at 30 June 2013 could not be ascertained.

Qualified Opinion

In my opinion, except for the effect of the matters described in the Basis for Qualified
Opinion paragraph, the financial statements present fairly, in all material respects, the
financial position of the Foundation as at 30 June 2013, and of its financial
performance and its cash flows for the year then ended, in accordance with
International Financial Reporting Standards and comply with the Companies Act,
Cap. 486 of the Laws of Kenya.

Emphasis of Matter

| draw attention to note 17 to these financial statements which indicates the existence
of a material uncertainty that may cast significant doubt about the Foundation’s ability
to continue as a going concern. My opinion is not qualified on this respect.

REPORT ON OTHER LEGAL AND REPORTING REQUIREMENTS

As required by the Companies Act, | report based on my audit that:



I. | have obtained all the information and explanations which, to the best of my
knowledge and belief, were necessary for the purpose the audit.

il. In my opinion, proper books of account have been kept by the Foundation, so
far as appears from my examination of those books; and,

ii. The Foundation’s statement of financial position is in agreement with the
books of account.

Edward R. O. Ouko, CBS
Auditor-General

Nairobi

15 May 2014



KENYA SUGAR RESEARCH FOUNDATION
STATEMENT OF FINANCIAL POSITION

AS AT 30 JUNE 2013

Note

ASSETS
NON CURRENT ASSETS
Property, plant and equipment 3
Biological assets 4
CURRENT ASSETS
Biological assets 4
Inventories 5
Trade and other receivables 6
Amounts due from related parties P4
Cash and cash equivalents 12
TOTAL ASSETS
EQUITY AND LIABILITIES
CAPITAL AND RESERVES

| Revaluation reserve 9
Retained earnings*
NON CURRENT LIABILITIES
Deferred income* 8
CURRENT LIABILITIES
Deferred income* 8
Trade and other payables 10
Provision for legal claims 11

TOTAL EQUITY AND LIABILITIES

2013 2012 1 July 2011

KShs KShs KShs
Restated Restated

1,328,363,055 924,087,168 734,272,878
12,902,885 14,155,243 21,616,643
1,341,265,940 938,242,411 755,889,521
133,701 1,675,243 :
5,344,732 4,129,813 5,044,937
4,234,190 16,110,081 16,112,875
181,837,092 154,668,141 117,291,067
283,364,367 269,776,697 265,260,030
474,914,082 446,359,975 403,708,909
1,816,180,022  1,384,603,086  1,159,598,430
768,589,286 S ]
843.895.685 1,157,034,749 925,918,223
1,612,484,971  1,157,034,749 925,918,223
172,640,968 175,334,172 178,169,124
2,764,078 2,834,952 2,834,952
23,290,005 44,399,213 52.676,131
5,000,000 5,000,000 =
31,054,083 52,234,165 55,511,083

1,816,180,022

1,384,603,086

1,159,598,430

* Certain amounts shown here do not correspond to the 2011 and 2012 financial statements and reflect
adjustments made as detailed in note 18.

The financial statements were approved by the Board of Directors on%\u'emw ..... 2013

and signed on its behalf by:-

veeeerenenes) Chairman

) Director



KENYA SUGAR RESEARCH FOUNDATION
STATEMENT OF COMPREHENSIVE INCOME
FOR THE YEAR ENDED 30 JUNE 2013

INCOME

ADMINISTRATIVE EXPENSES

(DEFICIT)/ SURPLUS FOR THE YEAR

OTHER COMPREHENSIVE INCOME TO BE
RECLASSIFIED TO PROFIT OR LOSS IN SUBSEQUENT
PERIODS:

Surplus on revaluation of property, pland and
equipment

Tax effect on revaluation surplus .

TOTAL COMPREHENSIVE INCOME FOR THE YEAR

Note

13

14

2013
KShs

546,843,474

(864,611,097)

2012
KShs

603,662,725

(375,381,151)

(317,767,623) 228,281,574
773,217,845 -
445,450,222 228,281,574



OT

€22 816626 - €22 81666 A
GOT'88EVEQ B G0T'88E'VEQ
8TT'0ES'162 - w:_omm_amm
6VLVEQLST'T - 6V VEOLGT T
92G9TT'1EL = 92G9TT1'1€C
€22'816'G26 - €22'816'626
1,6 V87 CT9'T 982'685'89/ $89'G68'EY3
B (665'829'Y) 655829y
Sv8'LT2'ELL SY8'LTIC'ELL -
(€297/9L7/T€E) B (€29'/9/2'L1€)
6vVL'vE0'LST'T - 6v.L'vE€0'LST'T
SYSH SYSH SYSH
[e10] dAl9Sal sbullea
uollenjeAay paujelay

TT0Z AInF T e ddue|jeq pajeisay

8T 10443 JeaA Joiid Jo uoi1129110)
TT0Z AINC T 3V

Z210Z8unr og v

JeaA ayj 1o} snjdins paleisay

(pa31e3sa) TTOZ AINC T v

€10¢ sunr og v

uoljeldaldap ss9xd O Jajsued]

juswdinba pue jueid ‘Ajuadoud jo uoljenieAas uo snjding
:2Wo0dUl 9AIsSUayaldwod Jaylo

JeaA ay1 Joy 1d118Q
2102 AInC T 1Y

910N

€T0Z 3NN 0€ d3AN3 dV3A IHL 404
ALINO3 NI SIONVHD 40 LNIWILVLS
NOILVANNO4 HOYV3IS3Y 4VONS YANIN



| fA SUGAR RESEARCH FOUNDATION
STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED 30 JUNE 2013

OPERATING ACTIVITIES

(Deficit)/ surplus for the year

Adjustments for:

Depreciation

Loss in value of property, plant and equipment
Gain in value of biological assets

Transfer from deferred income

Interest income

Cash inflows before working capital changes
WORKING CAPITAL CHANGES

li. .ntories

Receivables

Payables

Amounts due from related parties

Net cash generated from operating activities

INVESTING ACTIVITIES

Purchase of property, plant and equipment
interest income

Net cash used in investing activities

INCREASE IN CASH AND CASH EQUIVALENTS

CASH AND CASH EQUIVALENTS AT THE BEGINNING OF THE

YEAR

C Y AND CASH EQUIVALENTS AT THE END OF THE YEAR

Note

Woohww

11
17

12

12

11

2013 2012
KShs KShs
(317,767,623) 228,281,574
29,723,050 27,989,711
413,345,806 -
(7,394,254) (5,476,444)
(2,764,078) -
_ (15,963,794 (6,891,594)
109,367,961 255,165,148
(1,214,919) 915,124
11,875,891 2,794
(21,109,208) (3,276,918)
(27,168,951) _(37,377,074)
71,750,774 215,429,074

(74,126,898)
15,963,794

(217,804,000)
6,891,594

_(58,163,104)

(210,912,406)

13,587,670 4,516,668
269,776,697 265,260,030
3,364,367 _269,776,697
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(A SUGAR RESEARCH FOUNDATION
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 30 JUNE 2013

SIGNIFICANT ACCOUNTING POLICIES

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

a)

()]

©

Basis of preparation
The financial statements have been prepared in accordance with International Financial Reporting Standards

(IFRS). The measurement basis applied is the historical cost basis, except where otherwise stated in the
accounting policies below. The financial statements are presented in Kenya Shillings (KShs), rounded to the
nearest shillings, which is also the functional currency.

The preparation of financial statements in conformity with IFRS requires the use of certain critical accounting
estimates. It also requires management to exercise its judgement in the process of applying the Foundation’s

accounting policies. Refer to note 1(p) for further details.

Revenue recognition

Revenue is recognised to the extent that it is probable that the economic benefits will flow to the Foundation and
the revenue can be refiably measured, regardless of when the payment is being made.

Revenue is measured at the fair value of the consideration received or receivable and represents the value of
goods invoiced to customers during the year less discounts allowed to customers and sales returns.
e Revenue from sale of goods is recognized when the Foundation has transferred to the buyers the significant

risks and rewards incidental to the ownership of the goods.
e Interest income is recognized on time basis, using the effective interest method. Effective interest rate is

" the rate that exactly discounts the estimated future cash receipts through the expected useful life of the

financial asset to that asset’s net carrying amount.
Income from the Sugar Development Levy (SDL) is accounted for on an accruals basis.
Grants and reallocations are accounted for on cash basis while other income are accounted for on accrual

basis.
Foreign currency translations

Transactions in foreign currencies are initially recorded by the Foundation at their respective functional currency
rates prevailing at the date of the transaction.

Monetary assets and liabilities denominated in foreign currencies are retranslated at the functional currency spot
rate of exchange ruling at the reporting date.

All differences are taken to the profit or loss with the exception of all monetary items that provide an effective
hedge for a net investment in a foreign operation. These are recognised in other comprehensive income until the
disposal of the net investment, at which time they are recognised in the profit or loss. Tax charges and credits
attributable to exchange differences on those monetary items are also recorded in other comprehensive income,
Non-monetary items that are measured in terms of historical cost in a foreign currency are translated using the
exchange rates as at the dates of the initial transactions. Non-monetary items measured at fair value in a foreign
currency are translated using the exchange rates at the date when the fair value is determined.

12



KENYA SUGAR RESEARCH FOUNDATION
NOTES TO THE FINANCIAL STATEMENTS (continued)
FOR THE YEAR ENDED 30 JUNE 2013 .

1. SIGNIFICANT ACCOUNTING POLICIES (continued)

d) Property, planf and equipment

Property, plant and equipment are stated initially at cost and subsequently at professionally revalued amounts
less accumulated depreciation and any impairment losses. The basis of valuation is as follows:

)] Buildings, warehouses, godowns and houses - based on the Depreciated Replacement Cost taking into
account the age of the building and the cost of replacing the same. The existing use is also considered since
the buildings are part and parcel of the production process.

i Machinery

The valuation analysis takes into account the following factors:

Cost of the machines

Existing use

Depreciation

Appreciation of the same in value (inflation)

Functionability

Cost of assembly of the various machines to make it a plant.

bl (o N B = B 1

iii) Other assets - based on their fair market values

Professional valuations are carried out in accordance with the Foundatio's policy of revaluing property,
plant and equipment. The last valuation was in September 2012.

Increases in the carrying amounts of property, plant and equipment resulting from revaluations are credited
to the revaluation surplus, except to the extent that they represent a reversal of a decrease in the value of
an asset previously recognized as an expense, in which case the increase is credited to the profit or loss to
the extent the decrease was previously charged. Decreases in carrying amounts of property, plant and
equipment are charged to profit or loss to the extent they exceed the balances, if any, held in the
revaluation surplus relating to previous revaluation of the relevant assets. On subsequent disposal of
revalued assets, the attributable revaluation surplus remaining in the revaluation surplus is transferred
directly to the retained earnings.

Depreciation

Depreciation is charged so as to write off the cost or valuation of the property, plant and equipment on a
reducing balance basis over their estimated useful lives at the following annual rates:

Motor vehicles 25%

Furniture and fittings 12.5%
Computers 30%

Office equipment 12.5%
House furniture 12.5%
Laboratory equipment 12.5%
Farm equipment 12.5%
Tractors 37.5%

13



KENYA SUGAR RESEARCH FOUNDATION
NOTES TO THE FINANCIAL STATEMENTS (continued)
FOR THE YEAR ENDED 30 JUNE 2013

SIGNIFICANT ACCOUNTING POLICIES (continued)

1.

d)

(e)

4))

Property, plant and equipment (continued)

Depreciation on buildings is charged on a straight line basis to write off the cost over 40 years or the lease period,
whichever comes first.

Buildings 2.5%

The assets’ residual values, useful lives and methods of depreciation are reviewed at each financial year-end, and
adjusted prospectively if appropriate.

An item of property, plant and equipment is derecognised upon disposal or when no future economic benefits are
expected from its use. Gains and losses on disposal of property, plant and equipment are determined by
reference to their carrying amounts and are taken into account in determining operating profit.

Impairment of non financial assets

The Foundation assesses, at each reporting date, whether there is an indication that an asset may be impaired. If
such indication exists, the Foundation makes an estimate of the asset’s recoverable amount.

Where the carrying amount of an asset or its cash-generating unit (CGU) exceeds its recoverable amount, the
asset is considered impaired and is written down to its recoverable amount. A cash-generating unit is the
smallest identifiable asset group that generates cash flows that largely are independent from other assets and
groups. Impairment losses are recognised in profit or loss.

An asset’s recoverable amount is the higher of an asset's or its CGU's fair value less costs to sell and its value in
use. In assessing value in use, the estimated future cash flows are discounted to their present value using a pre-
tax discount rate that reflects current market assessments of the time value of money and the risks specific to
the asset. In determining fair value less costs to sell, an appropriate valuation model is used. These calculations
are corroborated by valuation multiples, quoted share prices for publicly traded subsidiaries or other available

fair value indicators.
An assessment is made at each reporting date as to whether there is any indication that previously recognised
impairment losses may no longer exist or may have decreased. If such indication exists, the asset’s or cash-

generating unit's recoverable amount is estimated. A previously recognised impairment loss is reversed only if
there has been a change in the assumptions used to determine the asset’s recoverable amount since the last

impairment loss was recognised.

The reversal is limited so that the carrying amount of the asset does not exceed its recoverable amount, nor
exceed the carrying amount that would have been determined, net of depreciation, had no impairment loss been
recognised for the asset in prior years. Such reversal is recognised in profit or loss unless the asset is carried at
revalued amount, in which case the reversal is treated as a revaluation increase.

Financial instruments

Financial assets and liabilities are recognised in the Foundation's statement of financial position when the
Foundation becomes a party to contractual provisions of the instrument.

Financial assets other than financial assets held at fair value through profit and loss, are recognised initially at
fair value plus directly attributable transaction costs.

14
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rA SUGAR RESEARCH FOUNDATION
NOTES TO THE FINANCIAL STATEMENTS (continued)
FOR THE YEAR ENDED 30 JUNE 2013

SIGNIFICANT ACCOUNTING POLICIES (continued)

®

Financial instruments (continued)

The subsequent measurement of financial assets depends on their classification as described below:

Financial assets at fair value through profit or loss

Financial assets at fair value through profit or loss include financial assets held for trading and financial assets
designated upon initial recognition at fair value through profit or loss. Financial assets are classified as held for
trading if they are acquired for the purpose of selling or repurchasing in the near term. Derivatives, including
separated embedded derivatives are also classified as held for trading unless they are designated as effective
hedging instruments as defined by IAS 39. Financial assets at fair value through profit or loss are carried in the
statement of financial position at fair value with net changes in fair value presented as finance costs (negative
net changes in fair value) or finance income (positive net changes in fair value) in the income statement.
Financial assets designated upon initial recognition at fair value through profit or loss are designated at their
initial recognition date and only if the criteria under IAS 39 are satisfied. The Foundation has not designated any
financial assets at fair value through profit or loss.

Loans and receivables
Loans and receivables are non-derivative financial assets with fixed or determinable payments that are not

quoted in an active market and include receivables arising from day to day sale of goods and services. They are
measured at amortised cost less impairment losses using the effective interest rate method (EIR). Amortised
cost is calculated by taking into account any discount or premium on acquisition and fees or costs that are an
integral part of the EIR. The EIR amortisation is included in finance income in profit or loss.

Cash and cash equivalents
For the purpose of the statement of cash flows, cash and cash equivalents include the short term liquid investments

which are readily convertible to known amounts of cash and which were within three months of maturity when
acquired; less advances from banks repayable within three months from the date of the advance.

Subsequent measurement
Financial assets at fair value through profit or loss are subsequently carried at fair value. Gains and losses
arising from changes in the fair value of “financial assets at fair value through profit or loss” are dealt with

in profit or loss in the period in which they arise.

Receivables are carried at amortised cost using the effective interest method. Gains and losses on
receivables are recognised in profit or loss upon amortisation.

15



1.

YA SUGAR RESEARCH FOUNDATION
NOTES TO THE FINANCIAL STATEMENTS (continued)
FOR THE YEAR ENDED 30 JUNE 2013 ’ B

®

SIGNIFIC}\NT ACCOUNTING POLICIES (continued)
Financial instruments (continued)

Financial liabilities
Initial recognition and measurement

Financial liabilities within the scope of 1AS 39 are classified as financial liabilities at fair value through profit or
loss, loans and borrowings, or as derivatives designated as hedging instruments in an effective hedge, as
appropriate. The Foundation determines the classification of its financial liabilities at initial recognition. All
financial liabilities are recognised initially at fair value and, in the case of loans and borrowings, net of directly

attributable transaction costs. The Founadtion's financial liabilities include trade and other payables and bank

overdrafts.

Subsequent measurement
The measurement of financial liabilities depends on their classification as described below:

Financial liabilities at fair value through profit or loss

Financial liabilities at fair value through profit or loss include financial liabilities held for trading and financial
liabilities designated upon initial recognition as at fair value through profit or loss. Financial liabilities are
classified as held for trading if they are acquired for the purpose of selling in the near term. This category
includes derivative financial instruments entered into by the Foundation that are not designated as hedging
instruments in hedge relationships as defined by IAS 39. Separated embedded derivatives are also classified as
held for trading unless they are designated as effective hedging instruments. Gains or losses on liabilities held
for trading are recognised in the profit or loss. Financial liabilities.designated upon initial recognition at fair value
through profit or loss are designated at the initial date of recognition, and only if the criteria in IAS 39 are
satisfied. The Foundation has not designated any financial liability as at fair value through profit or loss.

Trade payables:
Trade payables are stated at amortised cost using the effective interest method.

Impairment of financial assets

The Foundation assesses at each reporting date whether there is any objective evidence that a financial asset or a
group of financial assets is impaired. A financial asset or a group of financial assets is deemed to be impaired if,
and only if, there is objective evidence of impairment as a result of one or more events that has occurred after the
initial recognition of the asset (an incurred ‘loss event’) and that loss event (or events) has an impact on the
estimated future cash flows of the financial asset or the group of financial assets that can be reliably estimated.

Evidence of impairment may include indications that the borrower or a group of borrowers is experiencing
significant financial difficulty, default or delinquency in interest or principal payments, the probability that they will
enter bankruptcy or other financial reorganization and where observable data indicate that there is a measurable
decrease in the estimated future cash flows, such as change in arrears or economic conditions that correlate with

defaults.
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2.

®

SIGNIFICANT ACCOUNTING POLICIES (continued)

Financial instruments (continued)

Derecognition of financial assets

)

ii)

Financial assets
A financial asset (or, where applicable a part of a financial asset or part of a group of similar financial assets) is

derecognised when:

e when the Foundation loses control over the contractual rights that comprise that asset and; or

e the Foundation has transferred its rights to receive cash flows from the asset or has assumed an obligation
to pay the received cash flows in full without material delay to a third party under a ‘pass-through’
arrangement and either;
(a) the Foundation has transferred substantially all the risks and rewards of the asset, or
(b) the Foundation has neither transferred nor retained substantially all the risks and rewards of the asset,
but has transferred control of the asset.

When the Foundation has transferred its rights to receive cash flows from an asset or has entered into a pass-
through arrangement, and has neither transferred nor retained substantially ali the risks and rewards of the
asset nor transferred control of the asset, a new asset is recognised to the extent of the Foundation,s

continuing involvement in the asset.

Continuing involvement that takes the form of a guarantee over the transferred asset is measured at the lower
of the original carrying amount of the asset and the maximum amount of consideration that the Foundation

could be required to repay.

When continuing involvement takes the form of a written and/or purchased option (inciuding a cash settled
option or similar provision) on the transferred asset, the extent of the Foundation’s continuing involvement is
the amount of the transferred asset that the Foundation may repurchase, except that in the case of a written
put option (including a cash settled option or similar provision) on an asset measured at fair value, the extent of
the Foundation's continuing involvement is timited to the lower of the fair value of the transferred asset and the
option exercise price.

Financial liabilities

A financial liability is derecognised when the obligation under the liability is discharged or cancelled or expires.
When an existing financial liability is replaced by another from the same lender on substantially different terms,
or the terms of an existing liability are substantially modified, such an exchange or modification is treated as a
derecognition of the original liability and the recognition of a new |lablllty, and the difference in the respective

carrying amounts is recognised in profit or loss.

Offsetting
Financial assets and liabilities are offset and the net amount reported in the statement of financial position if,

and only if, there is a legally enforceable right to set off the recognised amounts and there is an intention to
settle on net basis, or réalize the asset and settle the fiability simultaneously.
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SIGNIFICANT ACCOUNTING POLICIES (continued)

@

Biological assets

Living plants with probable future economic benefits which are owned and controlled by the Foundation are
accounted for as biological assets. Harvested products from the Foundation’s biological assets and agricultural
produce are measured on initial recognition and at each reporting date at their fair value less estimated point of
sale costs. Harvested products are subsequently measured at lower of cost and net realisable value in
accordance with IAS 2 once harvested.

The fair value of the biological assets and agricultural produce that have an active market is determined using
the quoted price in the market. The fair value of the biological assets that do not have an active market is
determined at the present value of the expected net cash flows discounted at the current market determined
pre-tax borrowing rate.

Point of sale costs include commissions to brokers and dealers, levies by regulatory agencies and transfer taxes
and duties but exclude transport and other costs necessary to get the assets to the market.
For financial reporting purposes, the Foundation classifies its biological assets as follows:

(i) Consumable biological assets

Consumable biological assets are those that are to be harvested as agricultural produce or to be sold as
biological assets.

Gains or losses arising on initial recognition of biological assets and agricultural produce and from changes in fair
value less point of sale-costs-are recognized in the profit or loss for the year. -

)

@

(k)

Inventory

Inventories are valued at the lower of cost and net realisable value. Cost is determined on a weighted average basis
and comprises expenditure incurred in the normal course of business, including direct material costs, labour and
production overheads. Net realisable value is the estimated selling price in the ordinary course of business, less
estimated costs of completion and the estimated costs necessary to make the sale.

Consumable stores are stated at cost, net of provisions for obsolescence where applicable.

Dividends

The Foundation's Memorandum and Articles of Association does not allow payment of dividends as this is a
Government institution.

Employee Benefits

Defined Contributions Pension Scheme

The Foundation operates a defined contribution staff retirement benefit scheme for its permanent and pensionable
employees. The fund is funded by contributions from the employees and the Foundation. The assets of the fund
are held and administered independently of the Foundation’s assets.

Statutory pension scheme
The Foundation also contributes to a statutory defined contribution pension scheme, the National Social Security

Fund (NSSF). Contributions are determined by local statute and are currently limited to KShs 200 per employee
per month. The Foundation’s contributions to the above schemes are charged to the profit or loss in the year to

which they relate.
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FOR THE YEAR ENDED 30 JUNE 2013

1.

SIGNIFICANT ACCOUNTING POLICIES (continued)

(k)

(m)

(n)

(o)}

€e)]

Employee benefits (continued)

Employees’ entitlements

The Foundation has fixed term service contracts with some of the empioyees. A contract gratuity of 31% of the
basic earnings over the contract period is paid at the end of the contract period. The estimated monetary liability
for employees’ accrued annual leave entitlement at the statement of reporting date is recognized as an expense

accrual.

Government grant
Government grants related to assets, including non-monetary grants at fair value presented in the statement of

financial position by setting up the grant as deferred income. The government grants are recognized in the profit
or loss on a systematic and rational basis over useful lives of the assets. Governmnet grants related to incomes

are accounted for on accruals basis.

Provisions

Provisions are recognised when the Foundation has a present legal or constructive obligation as a result of past
events, it is probable that an out flow of resources embodying economic benefits will be required to settle the
obligation and a reliable estimate of the amount of the obligation can be made. Where the Foundation expects
some or all of a provision to be reimbursed, the reimbursement is recognised as a separate asset but only when the
reimbursement is virtually certain. The expense relating to any provision is presented in income and expenditure
account net of any reimbursement. If the effect of the time value of money is material, provisions are discounted
using a current pre-tax rate that reflects the risks specific to the liability. Where discounting is used, the increase in
the provision due to the passage of time is recognised as a finance cost.

Provision for contingent liability
Provision for contigent liability is recognised when it is probable that the liability will cristalise. Initial recognition is

based on management'’s assessment on the basis of the legal opinion obtained.

Provision for impairment of trade and other receivables
Provision for impairment is recognised when there is a likelyhood of the counterparty not being able to settle the
outstanding amounts. Doubtful debts are written off after alt efforts of recovery have been exhausted.

Borrowing costs

Borrowing Vcosts'consist of interest and other costs that an entity incurs in connection with the borrowing of
funds. Borrowing costs on qualifying assets are capitalised. All other borrowing costs are expensed during the
period in which they occur. There were no borrowings capitalized during the period.

Critical accounting judgements, estimates and assumptions

The preparation of financial statements in conformity with International Financial Reporting Standards requires
the use of certain critical accounting estimates. It also requires directors to exercise their judgement in the
process of applying the Foundation’s accounting policies. The areas involving a higher degree of judgement or
complexity, or areas where assumptions and estimates are significant to the financial statements are disclosed in
the relevant sections of the financial statements. Although these estimates are based on directors’ best
knowledge of current events and actions they may undertake in the future, actual results may differ from those

estimates.
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NOTES TO THE FINANCIAL STATEMENTS (contlnued)

FOR THE YEAR ENDED 30 JUNE 2013

1. SIGNIFICANT ACCOUNTING POLICIES (continued) -

(p) Critical accounting judgements, estimates and assumptions (continued)

In particular, critical judgement has been applied by the directors in:

Valuation of biological assets;

Estimation of useful lives of property, plant and equipment and intangible assets;

Determination of revalued amounts of property, plant and equipment;

Determination of actuarial deficit between the assets and liabilities of employee benefits scheme; and,
Determination on whether the Foundation’s assets have been impaired.

Where applicable, the directors consulted experts to determine accounting estimates that require special or
technical knowledge and experience.

Judgements
In the process of applying the Foundation’s accounting policies, management has made the following judgements,

which have an effect on the amounts recognised in the financial statements:

i)

i)

iii)

iv)

Allowances for obsolete inventories

Directors review the inventories on an annual basis to assess the likelihood of obsolescence. In determining
whether an inventory item is obsolete, directors make judgement as to whether the inventory item can be
used as an input in production or is.in saleable condition.

Impairment of financial instruments

The foundation reviews its receivables’ portfolio regularly to assess the likelihood of impairment. This

~ requires an estimation of the amounts that are irrecoverable as detailed in note 6.

Impairment of non-financial assets

An impairment exists when the carrying value of an asset or cash generating unit exceeds its recoverable
amount, which is the higher of its fair value less costs to sell and its value in use. The fair value less costs to
sell calculation is based on available data from binding sales transactions, conducted at arm's length, for
similar assets or observable market prices less incremental costs for disposing of the asset. The value in use
calculation is based on a discounted cash flow model. The cash flows are derived from the budget for the next
five years and do not include restructuring activities that the Group is not yet committed to or significant
future investments that will enhance the asset's performance of the CGU being tested. The recoverable
amount is most sensitive to the discount rate used for the discounted cash flow model as well as the expected
future cash-inflows and the growth rate used for extrapolation purposes.

Contingent liabilities

The foundation is exposed to various contingent liabilities in the normal course of business as detailed in
note 19. The management evaluate the status of these exposures on a regular basis to assess the
probability of the foundation incurring the related liabilities. " However, provisions are only made in the
financial statements where, based on management’s evaluation, a present obligation has been established.
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NOTES TO THE FINANCIAL STATEMENTS (continued)
FOR THE YEAR ENDED 30 JUNE 2013

(p) Critical accounting judgements, estimates and assumptions (continued)

(@

Estimates and assumptions
The key assumptions concerning the future and other key sources of estimation uncertainty at the reporting date

that have a significant risk of causing a material adjustment to the carrying amounts of assets and liabilities within
the next financial year are discussed below:

i) Property, plant and equipment
Directors make estimates in determining the depreciation rates for property, plant and equipment. The
depreciation rates used are set out in the accounting policy for property, plant and equipment. These
estimates are continually evaluated and are based on historical experience and other factors, including
expectations of future events, including useful lives that are believed to be reasonable under the prevailing
circumstances.
Land is held on a free hold tenure and hence it is not depreciated.
Capital expenditure on assets or a group of assets that are not yet commissioned for use is carried as work in
progress. There is no depreciation charge on such assets or group of assets. However when such assets are
commissioned, they are tranfered to the respective group of assets and the depreciation rate applicable to
that group of assets is applied on them.

i) Revaluation of property, plant and equipment
The Group carries its investment properties at fair value, with changes in fair value being recognised in the
income statement. In addition, it measures land and buildings at revalued amounts with changes in fair value

- being recognised in other comprehensive income. The Group engaged an independent valuation specialist to

assess fair value as at 31 December 2012. Land and buildings were valued by reference to market-based
evidence, using comparable prices adjusted for specific market factors such as nature, location and condition of
the property.

i) Impairment of non-financial assets
The Foundation assesses whether there are any indicators of impairment for all non-financial assets at each
reporting date. Non-financial assets are tested for impairment when there are indicators that the carrying
amounts may not be recoverable.

i) Biological assets
To ascertain the fair value of biological assets, management uses estimates based on historical data relating
to yields and prices of sugarcane. The methodology and assumptions used for estimating both the amount
and timing of future cash flows are reviewed regularly to reduce potential differences and actual experience.
The significant assumptions are set out in note 4.

Taxation

The organisation is tax exempt by its nature of being a government research institution promoting research and
investigating all problems relating to sugarcane farming and its manufacture into sugar and by-products and such
other crops and systems of husbandry that are associated with sugarcane.
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NOTES TO THE FINANCIAL STATEMENTS (continued)
FOR THE YEAR ENDED 30 JUNE 2013

1. SIGNIFICANT ACCOUNTING POLICIES (continued)

2. NEW ACCOUNTING STANDARDS, AMENDMENTS AND INTERPRETATIONS

Kenya Sugar Research Foundation adopted the following new and amended IFRS and IFRIC interpretations during the
year:

. IAS 12 Income Taxes (Amendment) - Deferred Taxes: Recovery of Underlying Assets

e IFRS 1 First-Time Adoption of International Financial Reporting Standards (Amendment) - Severe Hyperinflation

and Removal of Fixed Dates for First-Time Adopters
e IFRS 7 Financial Instruments : Disclosures - Enhanced Derecognition Disclosure Requirements

The adoption of the above standards had no has no effect on the Foundatios's financial position and performance.

The adoption of the standards or interpretations is described below:

IAS 12 Income Taxes (Amendment) - Deferred Taxes: Recovery of Underlying Assets

ThHe amendment clarified the determination of deferred tax on investment property measured at fair value and
introduces a rebuttable presumption that deferred tax on investment property measured using the fair value model in
IAS 40 should be determined on the basis that its carrying amount will be recovered through sale. It includes the
requirement that deferred tax on non-depreciable assets that are measured using the revaluation model in IAS 16
should always be measured on a sale basis. The amendment is effective for annual periods beginning on or after 1
January 2012 and has no effect on the Foundation’s financial position, performance or its disclosures. -
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NOTES TO THE FINANCIAL STATEMENTS (continued)
FOR THE YEAR ENDED 30 JUNE 2013

2.

NEW ACCOUNTING STANDARI5$, AMENDMENTS AND INTERPRETATIONS (continued)

IFRS 1 First-time Adoption of international Financial Reporting Standards (Amendment) - Severe Hyperinflation and
Removal of Fixed Dates for First-time Adopters (Amendment).

The amendment is effective for annual periods beginning on or after 1 July 2011. The IASB has provided guidance on
how an entity should resume presenting IFRS financial statements when its functional currency ceases to be subject to
severe hyperinflation. A further amendment to the standard is the removal of the legacy fixed dates in IFRS 1 relating
to derecognition and day one gain or loss transactions have also been removed. The standard now has these dates
coinciding with the date of transition to IFRS. This will have no impact on the Foundation, as it has no operations in

hyperinflationary economies.

First-time Adoption of International Financial Reporting Standards This improvement clarifies that an entity that
stopped applying IFRS in the past and chooses, or is required, to apply IFRS, has the option to re-apply IFRS 1. If
IFRS 1 is not re-applied, an entity must retrospectively restate its financial statements as if it had never stopped

applying IFRS.

IFRS 7 Financial Instruments: Disclosures - Transfers of financial assets (Amendment)

The amendment is effective for annual periods beginning on or after 1 July 2011. The amendment requires additional

quantitative and qualitative disclosures relating to transfers of financial assets, where:

e Financial assets are derecognised in their entirety, but where the entity has a continuing involvement in them (e.qg.,
options or guarantees on the transferred assets)

-« Financial assets are not derecognised in their entirety - The amendments may be-applied earlier than the effective

date and this fact must be disclosed. Comparative disclosures are not required for any period beginning before the
effective date. .

This amendment only required additional disclosures and has no impact on the financial position or performance of the
Foundation.
Improvements to IFRSs

in May 2010, the International Accounting Standards Board (IASB) issued its third omnibus of amendments to its
standards, primarily with a view to removing inconsistencies and clarifying wording. There are separate transitional
provisions for each standard.

The adoption of the following amendments resulted in changes to accounting policies, but no impact on the financial
position or performance of the Foundation:

IFRS 7 Financial Instruments — Disclosures (effective 1 January 2011) — Clarification of Disclosures:
The amendment was intended to simplify the disclosures provided by reducing the volume of disclosures around
collateral held and improving disclosures by requiring qualitative information to put the quantitative information in

context.

IAS 1 Presentation of Fi-nan'cial Statements (effective 1 January 2011) - Clarification-of statement of changes in equity:
The amendment clarifies that an entity will present an analysis of other comprehensive income for each component of
equity, either in the statement of changes in equity or in the notes to the financial statements.

IFRS 1 First-Time Adoption of International Financial Reporting Standards (Amendment) - Severe Hyperinflatioh and
Removal of Fixed Dates for First-Time Adopters

The IASB provided guidance on how an entity should resume presenting IFRS financial statements when its functional
currency ceases to be subject to hyperinflation. The amendment is effective for annual periods beginning on or after 1
July 2011. The amendment has no impact to the Foundation.
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NOTES TO THE FINANCIAL STATEMENTS (continued)
FOR THE YEAR ENDED 30 JUNE 2013

2.

NEW ACCOUNTING STANDARDS, AMENDMENTS AND INTERPRETATIONS (continued)

IFRS 7 Financial Instruments: Disclosures — Enhanced Derecognition Disclosure Requirements

The amendment requires additional disclosure about financial assets that have been transferred but not derecognised
to enable the user of the Foundation's financial statements to understand the relationship with those assets that have
not been derecognised and their associated liabilities. In addition, the amendment requires disclosures about the
entity’s continuing involvement in derecognised assets to enable the users to evaluate the nature of, and risks
associated with, such involvement. The amendment is effective for annual periods beginning on or after 1 July 2011.
The Foundation does not have any assets with these characteristics so there has been no effect on the presentation of

its financial statements.

Standards issued but not yet effective

The standards and interpretations that are issued, but not yet effective, up to the date of issuance of the Foundation's
financial statements are disclosed below. The Foundation intends to adopt these standards, if applicable, when they

becorpe effective.

IAS 1 Presentation of Items of Other Comprehensive Income - Amendments to IAS 1

The amendments to IAS 1 change the grouping of items presented in other comprehensive income (OCI). Items that
could be reclassified (or ‘recycled’) to profit or loss at a future point in time (for example, actuarial gains and losses on
defined benefit plans and revaluation of land and buildings) would be presented separately from items that will never
be reclassified (for example, net gain on hedge of ‘net investment, exchange differences on translation of foreign
operations, net movement on cash flow hedges and net loss or gain on available-for-sale financial assets). The

- amendment affects presentation only and has no impact on the Foundation’s financial position or performance. The

amendment becomes effective for annual periods beginning on or after 1 July 2012, and will therefore be applied, if
applicable, in the Foundation’s first annual report after becoming effective.

IAS 19 Employee Benefits (Revised)

The IASB has issued numerous amendments to IAS 19. These range from fundamental changes such as removing the
corridor mechanism and the concept of expected returns on plan assets to simple clarifications and re-wording. There
are changes to post employee benefits in that pension surpluses and deficits are to be recognised in full (no more
deferral mechanisms) and all actuarial gains and losses recognised in other comprehensive income as they occur with
no recycling to profit or loss. Past service costs as a result of plan amendments are to be recognised immediately.
Short and long-term benefits will now be distinguished based on the expected timing of settlement, rather than
employee entitlement. Although the group will not be impacted by amendments relating to defined benefit plans, the
impact on the definitions of short-term and iong-term employee benefits is still bemg assessed.The amendment
becomes effective for annual periods beginning on or after 1 January 2013.

The corridor mechanism for pension plans has beeﬁ removed. This means all changes in the value of defined benefit
plans will be recognised as they -occur. Those movements are recorded in proflt or loss and other comprehensive

income, depending on the type of movement.

Other changes as a result of the revised standard include:

» Past service cost will be expensed when the-plan amendments occur regardless of whether or not they are vested.

» The distinction between short-term and other long-term employee benefits is now based on expected timing of
settlement rather than employee entitlement. Changes in the carrying amount of liabilities for other long-term
employment benefits will continue to be recognised in profit or loss.

The amendment becomes effective for annual periods beginning on or after 1 January 2013. The amendment has no

impact on the Foundation.
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2.

NEW ACCOUNTING STANDARDS, AMENDMENTS AND INTERPRETATIONS (continued)

IAS 28 Investments in Associates and Joint Ventures (as revised in 2011)

As a result of the issue of IFRS 11 Joint Arrangements, 1AS 28 Investments in Associates has been renamed to IAS 28
Investments in Associates and Joint Ventures. Joint ventures will be equity accounted in terms of IAS 28 requirements.
The revised standard becomes effective for annual periods beginning on or after 1 January 2013. The amendment has
no impact on the Foundation.

IAS 32 Offsetting Financial Assets and Financial Liabilities — Amendments to IAS 32

These amendments clarify the meaning of “currently has a legally enforceable right to set-off”. The amendments also
clarify the application of the IAS 32 offsetting criteria to settlement systems (such as central clearing house systems)
which apply gross settlement mechanisms that are not simultaneous. These amendments are not expected to impact
the Foundation’s financial position or performance and become effective for annual periods beginning on or after 1

January 2014.

" IFRS 1 Government Loans - Amendments to IFRS 1

These amendments require first-time adopters to apply the requirements of IAS 20 Accounting for Government Grants
and Disclosure of Government Assistance, prospectively to government loans existing at the date of transition to IFRS.
Entities may choose to apply the requirements of IFRS 9 (or IAS 39, as applicable) and IAS 20 to government loans
retrospectively if the information needed to do so had been obtained at the time of initially accounting for that loan.

" The exception would give first-time adopters relief from refrospective measurement of government loans with a below- "

market rate of interest. The amendment is effectlve for annual perlods on or after 1 January 2013. The amendment
has no impact on the Foundation.

IFRS 9 Financial Instruments: Classification and Measurement

IFRS 9, as issued, reflects the first phase of the IASB’s work on the replacement of IAS 39 and applies to
classification and measurement of financial assets and financial liabilities as defined in IAS 39. The standard was
initially effective for annual periods beginning on or after 1 January 2013, but Amendments to IFRS 9 Mandatory
Effective Date of IFRS 9 and Transition Disclosures, issued in December 2011, moved the mandatory effective date
to 1 January 2015. In subseqguent phases, the IASB will address hedge accounting and impairment of financial
assets. The group is currently assessing the impact of adopting IFRS 9. However, since the impact of adoption -
depends on the assets held by the group at the date of adoption, it is not practical to quantify the effect.

IFRS 10 Consolidated Financial Statements, IAS 27 Separate Financial Statements

IFRS 10 replaces the portion of IAS 27 Consoclidated and Separate Financial Statements that addresses the accounting
for consolidated financial statements. It also addresses the issues raised in SIC-12 Consolidation — Special Purpose
Entities. IFRS 10 establishes a single control model that applies to all entities inciuding special purpose entities. The
changes introduced by IFRS 10 will require management to exercise significant judgement to determine which entities
are controlled and therefore are required to be consolidated by a parent, compared with the requirements that were in
IAS 27. This standard becomes effective for annual periods beginning on or after 1 January 2013, and has no impact
on the Foundation. As the Foundation doesn’'t have any investments in subsidiaries, IAS 27 that becomes effective for
annual periods beginning on or after 1 January 2013 wifl also have no impact on the Foundation.

The amendments clarify that an entity is not required to make adjustments to the previous accounting for its
involvement with entities if the consolidation conclusion reached at the date of initial application is the same when
applying IAS 27/SIC-12 and when applying IFRS 10. As a result, the Board has confirmed that relief from retrospective
application of {FRS 10 would also apply to an investor's interests in investees that were disposed of during a
comparative period, such that consolidation would not occur in accordance with either IAS 27/SIC-12 or IFRS 10 at the
date of initial application.
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NEW ACCOUNTING STANDARDS, AMENDMENTS AND INTERPRETATIONS (continued)

IFRS 10 Consolidated Financial Statements, IAS 27 Separate Financial Statements (continued)

The International Accounting Standards Board (JASB) has issued an amendment to IFRS 10 Consolidated Financial
Statements to provide an exception to the consolidation requirement for entities that meet the definition of an
investment entity. The exception to consolidation requires investment entities to account for subsidiaries at fair value
through profit or loss in accordance with IFRS 9 Financial Instruments.

IFRS 11 Joint Arrangements
IFRS 11 replaces IAS 31 Interests in Joint Ventures and SIC-13 Jointly-controlled Entities — Non-monetary

Contributions by Venturers. IFRS 11 removes the option to account for jointly controlled entities (JCEs) using
proportionate consolidation. Instead, JCEs that meet the definition of a joint venture must be accounted for using the
equity method. IFRS 11 defines a joint venture as a a joint arrangement whereby the parties that have joint control of
the arrangement have rights to the net assets of the arrangement. it future defines a joint operation as a joint
arrangement whereby the parties that have joint control of the arrangement have rights to the assets, and obligations
for the liabilities, relating to the arrangement. Joint arrangements are determined by the following characteristics:

a) The parties are bound by a contractual arrangement.
b) The contractual arrangement gives two or more of those parties joint control of the arrangement.

The amendment has no impact on the Foundation.

IFRS 12 Disclosure of Interests in Other Entities

IFRS '12 includes all of the disclosures that were previously in IAS 27 related to consolidated financial statements, as
well as all of the disclosures that were previously included in IAS 31 and 1AS 28. These disclosures relate to an entity's
interests in subsidiaries, joint arrangements, associates and structured entities. A number of new disclosures are also
required, but has no impact on the Foundation's financial position or performance. This standard becomes effective for

annual periods beginning on or after 1 January 2013.

IFRS 13 Fair Value Measurement
IFRS 13 establishes a single source of guidance under IFRS for all fair value measurements. IFRS 13 does not change

when an entity is required to use fair value, but rather provides guidance on how to measure fair value under IFRS
when fair value is required or permitted. The Foundation is currently assessing the impact that this standard will have
on the financial position and performance, but the impact thereof has not yet been identified. This standard becomes
effective for annual periods beginning on or after 1 January 2013.

IFRIC 20 Stripping Costs in the Production phase of a Surface Mine

This interpretation applies to waste removal (stripping) costs incurred in surface mining activity, during the production
phase of the mine. The interpretation addresses the accounting for the benefit from the stripping activity. The
interpretationis effective for annual periods beginning on or after 1 January 2013. The new interpretation will not

have an impact on the Foundation.

Annual Improvement_s May 2012

These improvements will not have an impact on the Foundation, but include:

IFRS 1 First-time Adoption of International Financial Reporting Standards

This improvement clarifies that an entity that stopped applying IFRS in the past and chooses, or is required, to apply
IFRS, has the option to re-apply IFRS 1. If IFRS 1 is not re-applied, an entity must retrospectively restate its financial
statements as if it had never stopped applying IFRS. This improvement clarifies the difference between voluntary
additional comparative information and the minimum required comparative information. Generally, the minimum
required comparative information is the previous period.
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2. NEW ACCOUNTING STANDARDS, AMENDMENTS AND INTERPRETATIONS (continued)

IAS 1 Presentation of Financial Statements: This improvement clarifies the difference between voluntary additional
comparative information and the minimum required comparative information. Generally, the minimum required
comparative information is the previous period

The option to account for joint ventures (as newly defined) using proportionate consolidation has been removed. Under
this new classification, the structure of the joint arrangement is not the only factor considered when classifying the
joint arrangement as either a joint operation or a joint venture, which is a change from IAS 31. Under IFRS 11, parties
are required to consider whether a separate vehicle exists and, if so, the legal form of the separate vehicle, the
contractual terms and conditions, and other facts and circumstances.

The amendments to IAS 1 change the grouping of items presented in Other Comprehensive Income (OCD). Iltems that
could be reclassified (or ‘recycled’) to profit or loss at a future point in time (for example, upon derecognition or
settlement) would be presented separately from items that will never be reclassified. The amendment does not change
the nature of items that are currently recognised in OCI, nor does it impact the determination of whether items of 0OCl
are reclassified through profit or loss_in future periods. This standard becomes effective for annual periods beginning
on or after 1 January 2013 and will have no impact on the Foundation as it is not party to any joint arrangements.

IFRS 12 Disclosure of Involvement with Other Entities
IFRS 12 includes all of the disclosures that were previously in IAS 27 related to consolidated financial statements, as
well as all of the disclosures that were previously included in IAS 31 and IAS 28. These disclosures relate to an entity's

- interests in subsidiaries, joint arrangements, associates and structured entities. A-number of new disclosures are also -

required. This standard becomes effective for annual periods beginning on or after 1 January 2013,

‘IFRS 13 Fair Value Measurement

IFRS 13 establishes a single framework for all fair value measurement (financial and non-financial assets and liabilities)
when fair value is required or permitted by IFRS. IFRS 13 does not change when an entity is required to use fair value
but rather describes how to measure fair value under IFRS when it is permitted or required by IFRS. There are also
consequential amendments to other standards to delete specific requirements for determining fair value. Clarifications
on certain aspects are also provided. The Fountion will need to consider the new requirements to determine fair values

going forward.

Improvements to IFRSs (issued in May 2012)
The International Accounting Standards Board has issued the Annual Improvements to IFRSs - 2009 - 2011 Cycle,

which contains amendments to its standards and the related Basis for Conclusions. The adoption of the following
amendments will result in changes to accounting policies, but no impact on the financial position or performance of the
Foundation. The effective date for the amendments is for annual periods beginning on or after 1 January 2013.

Annual Improvements May 2012 (continued)
IAS 1 Presentation of Financial Statements: Clarification of the requirements for comparative information

The amendment clarifies the difference between voluntary additional comparative information and the minimum
required comparative information. Generally, the minimum Trequired comparative period is the previous period. An
entity must include comparative information in the related notes to the financial statements when it voluntarily
provides comparative information beyond the minimum required comparative period. The additional comparative
period does not need to contain a complete set of financial statements. In addition, the opening statement of financial
position (known as the third balance sheet) must be presented in the following circumstances: when an entity changes
its accounting policies; makes retrospective restatements or makes reclassifications, and that change has a material
effect on the statement of financial position.
IAS 16 Property Plant and Equipment
This improvement clarifies that major spare parts and servicing equipment that meet the definition of property, plant
and equipment are not inventory
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[.—..YA SUGAR RESEARCH FOUNDATION
NOTES TO THE FINANCIAL STATEMENTS (Continued)
FOR THE YEAR ENDED 30 JUNE 2013 - ’ o

3. NEW ACCOUNTING STANDARDS, AMENDMENTS AND INTERPRETATIONS (continued)

IAS 32 Financial Instruments, Presentation
This improvement clarifies that income taxes arising from distributions to equity holders are actounted for in

accordance with IAS 12 Income Taxes.

IAS 34 Interim Financial Reporting
The amendment aligns the disclosure requirements for total segment assets with total segment liabilities in interim

financial statements. This clarification also ensures that interim disclosures are aligned with annual disclosures.

These improvements are effective for annual periods beginning on or after 1 January 2013
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INYA SUGAR RESEARCH FOUNDATION
NOTES TO THE FINANCIAL STATEMENTS (continued)
FOR THE YEAR ENDED 30 JUNE 2013

4, BIOLOGICAL ASSETS 2013 2012

KShs KShs

Plantations - consumable biological assets 13,036,586 15,831,186
Quantities at year-end in number of hectares under sugarcane plantation:

- Plant 13.44 42.21

- Ratoon 84.32 103.24

Plant represents new sugarcane crop, grown from seed cane while ratoon is the crop that germinates
after a hervest. The out put of both the plant and the ratoon is sugar cane which is either sold to sugar

millers or used internally by the Foundation for research purpose.

a) Determining fair value of agricultural produce:

The valuation of standing cane is based on the estimated market price at the reporting date less

costs to sell.

b) Significant assumptions made in determining the fair values of biological assets:

i) The market price of cane will not significantly change from KShs. 3,300 per tonne (2012: KShs.

3,500 per tonne)

ii) Growing cane has a productive life of eighteen months. Cane at age of six months and below is
assumed to mature after a period of twelve months after the reporting date.

iii) Climatic conditions will remain the same.

iv) The fair value p-er tonne is spread over the crop life from age of one month based on the

proportion of cane development cost.
v) Fair value of biological assets is determined by market at point of sale. -

¢) Reconciliation of carrying amount of biological assets:
i) Consumable biological assets 2013 2012
KShs KShs
At the start of the year 15,831,186 21,616,643
Sold during the year - (10,188,854) (11,261,901)
Gain in value during the year 7,394,254 5,476,444
At the end of the year _13,036,586 15,831,186
Apportionment:
Non-current portion 12,902,885 14,155,243
Current portion 133,701 1,675,243

13,036,586 15.830,486

The foundation is guaranteed of adequate funding from the government by the Kenya Sugar Act, which
predetermins the propotion of its income based of the financial performance of the Kenyan sugar

companies.
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:NYA SUGAR RESEARCH FOUNDATION

WOTES TO THE FINANCIAL STATEMENTS (continued)
FOR THE YEARENDED 30 JUNE 2013 -

5.

INVENTORIES

Stationery

Farm inputs and chemicals
Cleaning and sanitary items
Oils lubricants and consumables
Hardware materials

Laboratory apparatus
Laboratory chemicals

TRADE AND OTHER RECEIVABLES

Trade receivables

Other receivables _
Less : Provision for impairment

Total trade and other receivables
PROVISSION FOR IMPAIRMENT

Opening balance
Provision for the year

Clossing balance

1,369,274 1,259,025
1,136,318 1,560,057
82,052 81,438
2,110,387 407,754
646,701 350,282

- 12,257

- 459,000
5,344,732 _4,129,813
2013 2012

KShs KShs
1,571,647 1,764,832
14,177,848 14,489,994
(11,515,305) (144,745)
4,234 16,110,081
144,745 -
11,370,560 144,745
11,515,305 144,745

The carrying amounts of trade and other receivables approximate their fair value. A provision has been

made for the portion of the receivables whose recovery is in doubt.

RELATED PARTY TRANSACTIONS AND BALANCES

Amounts due from related parties:
Kenya Sugar Board - Sugar Development Levy

Transactions with related parties
Directors’ remuneration - short term benefits

Kenya Sugar Board - Sugar Development Levy
These amounts relates to the portion of the Kenya Sugar Development
Levy owing to the Foundation from the Kenya Sugar Board. The
amounts are non-interest bearing.

Senior management remuneration - short term benefits

Kenya Sugar Board related by virtue of being a government entity.
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2013 2012

KShs KShs
181,837,092 154,668,141
5,130,000 4,820,000
316,517,440 -
24,870,751 23,937,399




INYA SUGAR RESEARCH FOUNDATION
~OTES TO THE FINANCIAL STATEMENTS (continued) -
FOR THEYEAR ENDED 30 JUNE 2013 -

8. DEFERRED INCOME : 2013 2012 2011
KShs KShs KShs

At 1 July 178,169,124 181,004,076 815,392,181
Transfer to profit or loss (2,764,078) - -

Prior year adjustment 18 - (2,834,952) (634,388,105)

30 June 175.,4 46 7 24 181,004,076
Current 172,640,968 175,334,172 178,169,124
Noncurrent 2,764,078 2,834,952 2,834,952

75,4 46 178.1 4 81 6

Included in deferred income is KShs 67,606,000 relating to the value of freehold land at the date of
donation which is nondepreciable hence no charge has been transferred to profit or loss.

9. ASSET REVALUATION RESERVE 8,589,286 ___ -

The asset revaluation reserve is used to record increases in fair value of property, plant and equipment and
decreases to the extent that such decrease relates to an increase on the same asset previously recognised

in equity.
10. TRADE AND OTHER PAYABLES T ) 2013 2012
KShs KShs
Trade payables 23,290,005 44,399,213

23,290,005 4 13

These amounts are non interest bearing.

11 Provisions for legal claims
At 1 July i 5,000,000 5,000,000
Arising during the year - -

At 30 June : 2,000,000 2,000,000
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ENYA SUGAR RESEARCH FOUNDATION
.«OTES TO THE FINANCIAL STATEMENTS (continued)
FOR THE YEAR ENDED 30 JUNE 2013

12.

13.

13.

CASH AND CASH EQUIVALENTS

For the purposes of the statement of cash flows, cash and cash equivalents comprise the following amounts

in the statement of financial position:

Term deposit
Bank balances

GOVERNMENT GRANT

Amount recognised in profit or loss

2013 2012
KShs KShs
180,000,000 86,159,729
103,364,367 183,616,968
283,364,367 269,776,697
2013 2012
KShs KShs
126,272,000 180,000,000

The grant relates to financial support by the Goyernment of Kenya to the Foundation which was given for
the purposes of research activities. There are no conditions attached to the grant. The grant is recognised

as income when received.

INCOME

i) Income

Share of Sﬁgar Development Levy
Milling and seedcane sales

i Other income

Government of Kenya grant

Rental income

Interest income

Grant from CFC (EASDP) )

Grant from European Union (SRSP)

Gain in value of biological assets during the year
Transfer from deferred income

Grants from Kenya Sugar Board

Miscallaneous income

Total income
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2013 2012
KShs KShs
343,686,390 366,150,375
10,188,854 _ 11.261,901
353,875,244 377.412.276
126,272,000 180,000,000
1,270,500 1,343,120
15,963,794 6,891,594
. 6,305,200
29,473,620 23,839,983
7,394,254 5,476,444
2,764,078 -
5,450,000 -
4,379,984 2.394,108
192,968.230 _ 226.250.449
546,843,474 _ 603,662,725




:NYA SUGAR RESEARCH FOUNDATION
~OTES TO THE FINANCIAL STATEMENTS (continued)

14,

15.

16.

FOR THE YEAR ENDED 30 JUNE 2013

ADMINISTRATIVE EXPENSES

Staff costs (note 16)

Office expenses

Motor vehicle running expenses
Staff welfare expenses

Travelling

Training

Conferences and meetings
Insurance

Consultancy and other charges
Auditors’ remuneration

Repairs and maintenance

L.egal expenses

Publicity, advertising and farmer education
Board expenses

Research costs

Bank charges

Loss on revaluation on buildings
Depreciation

Sugar research support program expenses
Loss on valuation of biological assets
Provision for doubtful debts

DEFICIT/SURPLUS FOR THE YEAR

The deficit/surplus for the year is stated after charging :-

Depreciation

Loss on revaluation of property, plant and equipment

Loss on valuation of biological assets
Auditors’' remuneration

Staff costs (note 16)

Provision for doubtful debts

STAFF COSTS
Salaries and wages
Allowances
Honoraria

Gratuity

Pension
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2013 2012
KShs KShs
140,883,317 126,169,108
25,453,912 18,411,114
15,949,834 16,684,236
15,852,241 12,805,297
21,458,944 23,206,041
14,817,266 13,880,876
6,683,528 7,811,904
3,832,212 2,673,196
12,813,755 8,513,714
1,366,400 500,000
5,165,042 7,889,072
4,512,464 6,313,811
4,217,783 9,401,852
18,334,784 15,077,664
99,652,934 54,364,586
809,442 218,151
413,345,806 -
29,723,050 27,989,711
15,573,223 17,685,361
2,794,600 5,785,457
11,370,560 -
864,611,097 375,381,151
29,723,050 27,989,711
413,345,806 -
2,794,600 5,785,457
1,366,400 500,000
140,883,317 126,169,108
11,370,560 -
84,606,901 79,149,630
43,929,069 36,830,304
652,179 960,000
3,527,750 1,366,430
8,167,418 7,862,744
140,883,317 126,169,108



ENYA SUGAR RESEARCH FOUNDATION
~OTES TO THE FINANCIAL STATEMENTS (continued)
FOR THE YEAR ENDED 30 JUNE 2013 - -

17.

18.

19.

GOING CONCERN

In January 2013, The Kenya Agricultural and Livestock Research Act, 2013 was signed into law. The Act
establishes The Kenya Agricultural and Livestock Research Organisation, which is tasked with research
activities on all agricultural matters. The law gives a two year period from the date of signing for necessary
structures of the new body to be established. After expiry of this period, all the current state owned research
institutions on agriculture, KESREF included, will cease to exist. This condition indicates the existence of a
material uncertainty that may cast significant doubt about the Foundation’s ability to continue as a going
concern and, therefore, it may be unable to realise its assets and discharge its liabilities in the normal course
of business. However, management is of the opinion that the Foundation will be in existence in the foreseeable
future since there has not been any communication and/or indication from the parent ministry of a possible

implementation of this requirement to date.
PRIOR YEAR ADJUSTMENT

As disclosed in note 18 to the financial statements, at inception of the Foundation, items of property, plant
and equipment valued at Ksh 815,392,181 were donated to it by Kenya Agricultural Research Institute (KARI).
As consequence a deferred income of equivalent amount was recognized in the books of account. The relevant
items of property, plant and equipment, except for land and buildings, were fully depreciated as of the 30 June
2011. In addition, accumulated depreciation on the buildings as at 30 June 2011 was KShs 33,619,365 while
the depreciation expense for the year ended 30 June 2012 was KShs 2,764,078, However, no transfer was
made from the deferred income account to retained earnings in line with the requirements International .
Accounting Standard (IAS) number 20. Therefore, the deferred income balances as at 30 June 2011 and 30
June 2012 were overstated by KShs 634,388,105 and KShs 2,834,952, respectively. On the other handg,
retained earnings as at 30 June 2011 and 30 June 2012 were understated by the same amounts. The
financial statements for the year 2011 and 2012 have been restated to correct these misstatements. Our

opinion is not qualified in this respect.

The effect of the restatement is summarized below.

2011

Decrease in differed income in the statement of financial position (634,388,105)
Increase in retained earnings in the statement of financial position 634,388,105
2012

Decrease in differed incorﬁe in the statement of financial position (2,834,952)
Increase iq retained earning; in the statement of financial position _ 2,834,952

CONTINGENT LIABILITIES

The foundation is a defendant in three law suits with claims amounting to KShs. 57,514,360, which arose in the
ordinary course of business. A provision of KShs. 5,000,000 has been made in the financial statements, as the
directors believe, based on information currently available, that the ultimate resolution of these legal
proceedings is not likely have a material effect on the operations of the foundation. The directors are of the
opinion that this liability is not likely to cristalise. The timing of any outflow can not be determined since this is
dependent on the conclusion of the case in the court of law.
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;ENYA SUGAR RESEARCH FOUNDATION
NOTES TO THE FINANCIAL STATEMENTS (continued)
FOR THE YEAR ENDED 30 JUNE 2013 - =

20.

RISK MANAGEMENT OBJECTIVES AND POLICIES

The Foundation'srprincipal financial instruments comprise cash and cash equivalents, trade receivables, trade
payables and amounts due from related parties. These instruments arise directly from its operations.

The Foundation does not enter into derivative transactions.

The Foundation has exposure to the following risks from its use of financial instruments:

= Credit risk;

= Liquidity risk;

The directors have adopted various measures to minimize losses that may arise from these exposures.

These are explained as follows:

a) Credit risk

Credit risk is the risk that counterparty to a financial instrument will fail to discharge an obligation and cause
the Foundation to incur a financial loss.

Customer credit risk is managed by Foundations's established policy, procedures and control relating to
customer credit risk management.

The foundation monitors credit worthness of the customer based on an extensive credit rating scorecard
and individual credit limits are defined in accordance with this assessment. Outstanding customer
receivables are regularly monitored and any shipments to major customers are generally covered by valid

contracts. -

The largest concentrations of credit exposure within the Foundation relate to cash and cash equivalents held
with banks, trade receivables and amounts due from related parties. The maximum exposures for credit risk
is therefore in regards to the carrying amount of cash and cash equivalents, trade receivables and amount
due from related parties net of any impairment losses. The Foundation only places significant amounts of
funds with recognised financial institutions with strong credit ratings and does not consider the credit risk
exposure to be low. The foundation does not hold any collateral against these receivables.

Amounts due from related parties do not expose the Foundation to significant credit risk as these are due
from the Government. There are no collateral securities held against these receivables.

The amount that best represents the company’s maximum exposure to credit risk is made up as follows:

Neither past due nor Past due but not _
COMPANY impaired impaired Impaired Total
AS AT 30 JUNE 2013 :

Receivables - 4,234,190 11,370,560 15,604,750
Bank balances and cash 103,364,367 8 - 103,364,367
Term deposits 180,000,000 = - 180,000,000
COMPANY

AS AT 30 JUNE 2012

Receivables 16,110,081 144,745 16,254,826
Bank balances and cash 183,616,968 - - 183,616,968
Term deposits 86,159,729 . z 86,159,729
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