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NZOIA SUGAR COMPANY LIMITED

REPORT OF THE DIRECTORS
FOR THE YEAR ENDED 30 JUNE 2017

The directors present their report together with the audited financial statements of Nzoia Sugar Company Limited
(the “Company”) for the year ended 30 June 2017, which shows its state of affairs.

PRINCIPAL ACTIVITIES

The principal activities of the company are the production and sale of sugar.

RESULTS

Shs’000
Loss before taxation (2,781,820)
Taxation charge (138,248)
Loss for the year (2,920,068)

BUSINESS REVIEW

A review of the business of the Company is incorporated within the Chairman’s statement and Managing
Directors’s report on pages 4 to 9.

DIVIDENDS
The directors do not recommend a dividend in respect of the year (2016 - Nil).
PRODUCTION

The following are the comparative statistics of cane processed and sugar production for the last five years:

Sugar Cune
bagged milled Outurn
(Tonnes) (Tonnes)
2017 46,724 580,868 12.45
2016 59,218 706,173 11.9
2015 86,821 924,721 10.7
2014 49,648 596,186 12.0
2013 55,535 680,364 12.3
2012 64,669 690,998 10.7
2011 61,886 652,170 10.5

DIRECTORS

The current directors of the company are listed on page 2.

DIRECTORS’ STATEMENT AS TO INFORMATION GIVEN TO AUDITORS

Each of the persons who is a Director at the date of approval of this report confirms that:

*  sofaras the Director is aware, there is no relevant audit information of which the Compuny’s auditors are
unaware; and

+ the Director has taken all the steps that he/she ought to have taken as a Director in order to make

himselt/herselt aware of any relevant audit information and to establish that the Company’s auditors are aware
of that information.
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NZOIA SUGAR COMPANY LIMITED

REPORT OF THE DIRECTORS (Continued)

AUDITORS

The Auditor General is responsible for the statutory audit of the company’s books of account in accordance with
Section 23 of the Public Audit Act, 2015 which empowers the Auditor General to nominate other auditors to carry

out the audit on his behalf.

Deloitte & Touche, who were nominated by the Auditor General, carried out the audit of the financial statements
for the year ended 30 June 2017.

A

retary
ungoma

2018



o TR e T st E et B

-

T . BN S R EUE YOS "y



\‘

NZOIA SUGAR COMPANY LIMITED

CHAIRMAN’S STATEMENT

*
On behalf of the board of directors and management of the company allow me to present to you the annual report on
the business and operations of the company and financial results for the year ended 30 June 2017. The performance
of the company has continued to be impacted negatively by the two key industry challenges namely; cheap illegal
imports and low sugar prices. Consequently, a negative result has been recorded once again. However, the Board
and Management have put in place measures and continue to implement strategies aimed at reversing this trend.

Sugar Market Outlook
BRAZIL.

Brazil’s production is forecast to rise 2.4 million tons to 37.1 million on favourable weather and a lower percentage
of sugarcane being converted to ethanol (forecast at 57 percent compared to 59 percent the year betore). Brazil
remains the largest producer and exporter of sugar with exports projected up 1.8 million tons to 26.1 million on
steady higher demand and greater exportable supplies. Consumption is down slightly on lower consumer purchases
of processed foods.

INDIA

India’s consumption is forecast to rise marginally to record 27.2 million tons. Production is forecast to drop 2.2
million to 25.5 million tons due to lower area and yield. Drought conditions encouraged farmers to keep existing
cane production rather than planting new cane. With higher consumption and lower production, stocks are expected
to be down 18%.

THAILAND

Thailand’s production is forecast to increase 360,000 tons to 10.1 million as an uptick in area offsets lower yields
affected by drought. Higher demand is driving exports up 2 percent to a record 9.0 million tons while stocks are
drawn down. Consumption continues to trend higher on growing household and industrial uses.

CHINA

China’s consumption, projected at a record 17.8 million tons continues to trend higher bringing stocks down to 3.2
million. Production is forecast to decline to 8.2 million tons on lower area. Over the last couple of years, higher land
and labour costs and the cancellation of minimum purchase prices in some areas have resulted in growers switching
to other crops.

Source:https:/fapps.fas.usda.gov/psdonline/circulars/sugar.pdf

Dividends

Due to poor performance in year under review the Directors do not recommend the payment of dividends.
Future Outlook

The company looks forward to better performance based on changes being made. The board has operationalised
short term measures and is currently pursuing a number of medium term and long term strategic measures to restore
the company’s solvency and return it to profitability. The board is making every effort to address issue of quality
cane supply, improving cane yields and enhancing production volumes. Market positioning, diversification and
efficiency will be key drivers in coming years as other opportunities are being explored.

The board will continually review the various business strategies in place to ensure sustained business profitability
and growth. The board thanks the various stakeholders for the business support and hope they will support the
company especially in the impending diversification and privatization.
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NZOIA SUGAR COMPANY LIMITED

MANAGING DIRECTOR’S REPORT

On behalf of the board of directors and management of the company allow me to present to you the annual report on
the business and operations of the company and financial results for the year ended 30 June 2017. The performance
of the company has continued to be impacted negatively by the three key industry challenges namely; lack of
mature cane for milling, cane poaching and dry weather condition experienced late 2016 and early 2017.
Consequently, a negative result has been recorded once again. However, the Board and Management have put in
place measures and continue to implement strategies aimed at reversing this trend.

SUGAR MARKET OUTLOOK
2017/18 Sugar O .

Brazil’s production is forecast to rise 500,000 tons to a record 39.7 million on favourable weather and a 1%
increase in sugarcane being diverted towards sugar production instead of ethanol. Exports are projected up 500,000
tons to a record 28.7 million on greater exportable supplies. Stocks are forecast up slightly while consumption is
relatively unchanged.

China’s production is forecast to rise 1.0 million tons to 10.5million, due to an expected boost in area while high
stocks limit greater expansion. After reaching 10.4 million tons 3years ago, ending stocks continue to be drawn
down. This drawdown in stocks, together with larger production and flat consumption, will lower imports. There is,
however, a great deal of uncertainty in the market because of a safeguard investigation into sugar imports being
conducted by China’s Ministry of Commerce. This investigation was initiated in late September 2016 with the
results scheduled to be announced May 22, 2017. As China is. a huge sugar importer, the results of this
investigation, and any possible resulting changes in import policy, could have a major impact not just on imports,
but also on prices, production, and stock policies in China. Note: Estimates for China’s ending stocks and
consumption between MY 2013/14 10 2016/17 have been revised, resulting ina significantly higher stock estimates.

India’s production is forecast to rebound by 18 percent to 25.8 million tons due to higher area and yields. Imports
are forecast lower while consumption is forecast to edge higher to 26.0million tons.

Thailand’s production is forecast to expand 1.2 million tons to 11.2 million as yields are expected to improve with
the recovery from 2 years of drought. Exports are forecast to rise 400,000 tons to 8.4 million on increased available
supplies while consumption is up slightly on growing household and industrial uses.

Dividends

Due to poor performance in year under review the Directors do not recommend the payment of dividends.

Future Outlook

The board has continued to implement short term measures and is currently pursuing a number of medium term and
long term strategic measures to restore the company’s solvency and return it to profitability. The board is making
every effort to address issue of lack of mature cane, cane poaching and improving factory efficiencies.

The board will continually review the various business strategies in place to ensure sustained business profitability

and growth. The board thanks the various stakeholders especially the Government of Kenya for the business support
and hope they will support the company especially in the impending diversification and privatizaton.
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NZOIA SUGAR COMPANY LIMITED

MANAGING DIRECTOR’S REPORT (Continued)

On behalf of management I present to you the management report on the business and operations of the Company
and financial results for the year ended 30 June, 2017. The year under review was challenging given that the factory
has been operating below capacity due to lack of raw material for milling. However, prices of sugar improved from
KSh 66,320 per ton net of taxes last financial year to KSh 87,614 per ton net of taxes in year under review. The
TC/TS in the year was 12.45. Turnover volumes reduced from 62,646 tons last financial year to 47,377 tons.
However, management has put in  place measures to correct the situation and is hopeful of improved cane
production and improved factory efficiencies after the OOC scheduled.

WORLD SUGAR MARKETS

Global production for 2017/18 is up 9 million tons (raw value) to a record 180 million on gains in Brazil, China, the
European Union, India, and Thailand. Despite record production, stocks are down 2 percent to 38million tons as
lower stocks in China and Mexico more than offset higher stocks in Pakistan,

Table: Global Vs Conéumption
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NZOIA SUGAR COMPANY LIMITED

MANAGING DIRECTOR’S REPORT (Continued)
LOCAL SUGAR MARKET

According to Sugar Directorate, 501,505 MT was produced in year 2016/2017 (639,741 MT -2015/2016) against
consumption of 978,746 MT (916,871 MT in year 2015/2016). The deficit was met through sugar imports.

In the year under review, the Sugar industry reported a decrease of 26.9% in sugar production attributed mainly to
cane shortages due to prolonged drought, dwindling area under cane and delayed payment. West Kenya, Butaii and
Transmara Sugar Companies were the leading producers in the year under review, accounting for 48% of total
production, Meanwhile, Mumias Sugar Company Ltd production was dismal at a mere 3,023MT, auributed to the
prevailing cane shortage in the zone.

Currently area under cane is approximately 221,316 Ha with average yields at 66TCH for the industry. Sugar
directorate through the pricing committee has set the price of cane currently at KSh 4,200 per tonne of cane. Total
sugar sales in 2016/2017 were 506,505 tonnes compared to 639,741 tonnes sold in the same period in 2016, a
decrease of 26.3%.

Closing stocks of sugar held by the factories at the end of June 2017 were 3,939 tonnes compared to 8,944 in the
same period last year, Low stock is ascribed to reduced sugar production during the year against the increasing
domestic demand.

Overall, in the year 2016/2017, Ex-factory sugar prices averaged KSh 5,474 per 50-kg bag compared to an average
of KSh 4,609 per bag in the same period 2016, an 18.8% increment.

ECONOMIC OUTLOOK

GDP growth is expected to suffer somewhat this year due to the interest cap introduced late last year and the dire
situation in the agricultural sector. In addition, political uncertainty around the August presidential election could
dampen business sentiment and delay investment decisions. GDP is expected to slow down to 5.2% in 2017 from
earlier forecast of 5.5% in March 2017, before picking up slightly to 5.6% growth in 2018.A siowdown in credit
uptake also slowed economic growth during the period under review. The Central Bank of Kenya (CBK) data
shows that lending to the private sector expanded by a paltry 3.3 per cent in the year to March 2017, the lowest
growth rate since January 2005.

Inflation eased to 9.2% compared to 10.28% in previous quarter. This was mainiy driven by a slight drop in food
prices. Agriculture sector shrunk 1.1 per cent to Sh286.3 billion — the first in eight years. Rains in May and a KSh
6 billion maize subsidies helped ease food prices in June 2017.

Source:  http://lwww.focus-economics.com/countries/kenya

FINANCIALPERFORMANCE

Total turnover for the period under review was KSh 4.3 billion (2016- 4.2 billion) against a budget of 5.5 billion net
of taxes. The sales were below target due to low production caused by lack of raw materials. Harsh climatic
conditions in the 3rd and 4th quarters coupled with cane poaching reversed the gains made in previous quarters.

Prices of sugar significantly improved in the year under review due to shortage of sugar both in local and
international markets. Prices of sugar averaged KSh 87,614 per ton net of taxes.

The company made a loss before tax and interest of KSh 2.8 billion (2016 — loss of 2.5 billion) against budgeted
earnings before tax of Kes.157 million.
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NZOIA SUGAR COMPANY LIMITED

MANAGING DIRECTOR’S REPORT (Continued)

Highlights for the year ended 30 June 2017 are as follows;

° Scooped the best position in the ISO certified firms exhibition in Nairobi.

. Awarded the super brand status

o Commissioned new data centre

. Registered Nzoia sugar company clinic with the NHIF awaiting accreditation certificate. Negotiations are also
ongoing for super cover benefits

o Achieved weighbridge integration with the Agriculture Management System.

o Operationalized Makhese and Wiyeta cane trans loading centres.

J Implementation of new ERP for both AMS and SAP underway.

. Developed a new strategic plan 2017-2022

Challenges for the quarter under review were as follows;

. The Company bagged 46,724 tons of sugar (2016- 59,148 tons) against budget of 73,232 tons of sugar.

° The TC:TS ratio was 12.45 (2016-11.93) compared to budget of 9.90.

. Stiff competition for cane from rival millers.

. Lack of cane due to cane poaching leading to factory stops.

. Prolonged drought that led to stunted growth with some cane drying up.

o Milling of young cane with low pol.

o Cash flow challenges.

. High cost of production brought about by underutilization of factory capacities and also logistical challenges
of ferrying cane from Western Zone.

WAY FORWARD

The company plans to counter the various challenges as follows:

a. Short term measures
o Increase area under cane by planting more cane.
. Automation of business processes that will assist in cost control and eliminate wastages.
o No filling of vacant positions on staff exits unless on very critical jobs.
. Mechanisation of farm operations at the Nucleus Estate so as to improve on cane husbandry.

o Multi-skilling of staff.

b. Long term measures
. Revenue diversification to increase alternative revenue streams in area of Agribusiness and value
addition for sale in domestic market.
. Liming of acidic soils in Nucleus Estate and out growers.
. Improve on mud filtration system to avoid loss of sugar in mud.
. Increase area under cane by leasing and planting more cane in out growers region.

AG.MAMGING DIRECTOR
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NZOIA SUGAR COMPANY LIMITED
CORPORATE GOVERNANCE STATEMENT

Nzoia Sugar Company is established by and derives its authority and accountability from the State Corporations Act
Cap 446 and the Company’s Act Cap 486 of the laws of Kenya.

The Board of Directors, duly cognizant of its role in safeguarding shareholders’ assets and ensuring a suitable return
on investment, reaffirms its commitment to upholding policies and strategies that enhance transparency and
accountability. The Board has a board charter that outlines the structure, duties, procedure and the standard of
service delivery.

The company is committed to maintaining the highest standards of integrity, professionalism and business ethics in
all its operations. The company has a code of ethics which gives senior management the responsibility of ensuring
legal and statutory compliance. In addition, the Code deals with situations relating to best practices as well as those
situations that may give rise to conflict of interest in the conduct of business.

Corporate Governance

. Consultation between the Chairman of the Board, Managing Director and parent ministry were made during
the year under review.

. Company had all necessary licenses to operate e.g. Sugar Millers License.

. Key board decisions were forwarded to the parent ministry for necessary approvals before implementation.

. Board Charter was in place.

o Consultant was engaged to facilitate the company to review its strategic plan.

o Approved the annual procurement plan.

. Directors were trained on Corporate Governance and best business practices.

10
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NZOIA SUGAR COMPANY LIMITED

SOCIAL RESPONSIBILITY REPORT

We believe that the future suceess of the company depends on the company focusing on the interests of the primary
stakeholders, who include government, customers, suppliers, employees as well as the community. The company
plans to focuses on the major customer “the farmer “to be able to cultivate trust, loyalty and goodwill in its future
CSR programmes.

CSR is a kind of charity or philanthropic activity assoctated with community development through which a
company is able to enjoy a mutually beneficial relationship with the community around it. The company has a
corporate social responsibility policy in place that guides the selection, approval and implementation process of all
CSR projects.

During financial year 2016/2017, the following projects were undertaken: -
Education

The company has continued to invest in the education sector and this has been underpinned by the recognition that a
skilled and high impact talent pool is critical for Kenya’s long term economic development. As a demonstration of
the commitment to the education sector, the company has partnered with primary and secondary schools in the
larger Bungoma County and the Nation as a whole and done the following:

. The company donated KSh 275,273 to Nzoia Girls Secondary School for construction of sinking latrines at
the school.

. The company sponsored Jilvian Wabwile daughter to the former slain employee Robert Simiyu to undertake
studies as a first year student at the cost of KSh 125,000 at Moi University.

. Donated KSh 145,000 to St. Christopher Mabanga Girls Secondary School for multipurpose hall.

. Donated KSh 58,500 to Keasler Childrens” Home to purchase blankets and sugar for the children.

Healthcare

. The company has continued to support the community by offering medical services on an emergency basis to
the community including provision of mother to child healthcare services and other medical services from the
company clinic.

. The company has a VCT centre for counselling and testing for HIV/AIDS and this clinic is open to the
community.

Youth Development and Sports
D Nzoia Sugar Company is a full sponsor of Nzoia Sugar FC. The team was recently promoted from the

National Super League (NSL) to the Kenya Premiere League (KPL) after exemplary performance. The team
employs talented young boys and nurtures them to be great players.

. The company also sponsored Webuye Rugby Football club to the tune of KSh 800,000 cash of which would
be advanced in instalments. KSh 400,000 has already been disbursed to the club.
. The company also donated KSh 50,000 to the National Youth Council, Bungoma County in support of a boot

camp for models.
Environmental Sustainability

. The company continues to place safety at workplace as its first priority. The company has also conserved the
environment by giving out tree seedlings for the community to plant in the annual tree planting exercises. For
instance, the company donated 500 tree seedlings to St. Longinus Church to plant around the community for
wind breaking purposes.

Assistance to Disasters/ Emergencies

. The company donated 10 bales of 1kg sugar to Kenya Red Cross Society Bungoma Branch to help support
asylum seekers.

. The company also donated KSh 100,000 to the Kenya Red Cross Bungoma County towards a humanitarian
half marathon to prepare community for humanitarian and development needs before their occurrence. 8 statf
members also represented the company during the event.

11
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NZOIA SUGAR COMPANY LIMITED

STATEMENT OF DIRECTORS' RESPONSIBILITIES

The Kenyan Companies Act requires the directors to prepare financial statements for each financial year that give a
true and fair view of the financial position of the Company as at the end of the financial year and of its operating
results for that year. It also requires the directors to ensure that the Company maintains proper accounting records
that are sufficient to show and explain the transactions of the Company and disclose, with reasonable accuracy, the
financial position of the Company. The directors are also responsible for safeguarding the assets of the Company,
and for taking reasonable steps for the prevention and detection of fraud and error.

The directors accept responsibility for the preparation and presentation of these financial statements in accordance
with the International Financial Reporting Standaras and in the manner required by the Kenyan Companies Act.
They also accept responsibility for:

(i)  designing, implementing and maintaining such internal control as they determine necessary to enable the
presentation of financial statements that are free from material misstatement, whether due to fraud or error;

(i) selecting suitable accounting policies and applying them consistently; and

(iii) - making accounting estimates and judgements that are reasonable in the circumstances.

As disclosed in note 3 to the financial statements, the directors acknowledge that the company’s ability to continue
with its operations as a going concern depends on continued financial support from its sharcholders. The directors
are confident that the company will successtully return to profitable operations in the near future. Accordingly, the
directors consider the going concern assumption appropriate.

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

.
Approved by the board of directors on 3 ..... S()D'MHLV\/ ........ 20 1%and signed on its behalf by:
{ 4
SR : . o
e \
Director Director
2018
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REPUBLIC OF KENYA

Telephone: +254-20-342330
Fax: +254-20-311482
E-mail: oag@oagkenya.go.ke
Website: www.kenao.go.ke

P.O. Box 30084-00100
NAIROBI

OFFICE OF THE AUDITOR-GENERAL

REPORT OF THE AUDITOR GENERAL ON NZOIA SUGAR COMPANY LIMITED
FOR THE YEAR ENDED 30 JUNE 2017

REPORT ON THE FINANCIAL STATEMENTS
Qualified Opinion

| have audited the accompanying financial statements of Nzoia Sugar Company Limited
set out on pages 17 to 54, which comprise the statement of financial position as at 30
June 2017, the statement of comprehensive income, statement of changes in equity and
statement of cash flows for the year then ended, and a summary of significant
accounting policies and other explanatory information have been audited on my behalf
by Deloitte & Touche, auditors appointed under Section 23 of the Public Audit Act,
2015.The auditors have duly reported to me the results of their audit and on the basis
of their report. | am satisfied that all the information and explanation which, to the best
of my knowledge and belief were necessary for the purpose of the audit were obtained.

In my opinion, except for the effects of the matter described in the Basis for Qualified
Opinion section of my report, the financial statements present fairly, in all material
respects, the financial position of Nzoia Sugar Company Limited as at 30 June 2017,
and of its financial performance and its cash flows for the year then ended, in
accordance with International Financial Reporting Standards and comply with Kenyan
Companies Act 2015.

Further, as required by Article 229(6) of the Constitution, except for the matter described
in the Basis for Qualified Opinion section of my report, based on the procedures
performed, | confirm that, nothing has come to my attention to cause me to believe that
public money has not been applied lawfully and in an effective way

Basis for Qualified Opinion
1. Property, Plant and Equipment

Included in the property, plant and equipment balance of Kshs.12,069,771,000 held as
at 30 June 2017 is a plant with a carrying value of Kshs.295,697,000 based on a
valuation carried out in June 2015 by a local asset valuation firm. This plant was
acquired in the period between 1990 and 1993 when the company undertook an
expansion of the factory’s cane crushing capacity from 3,000 to 7,000 tons of cane per

Report of the Auditor-General on the Financial Statements of Nzoia Sugar Company Limited for the year
ended 30 June 2017

Promoting Accountability in the Public Sector



day. The expansion was financed by Arkel International LLC and guaranteed by the
Government of Kenya. However, as previously reported, the expansion program was
not completed and the plant has been lying idle since acquisition and has not generated
any income for the company. In the valuation report, a proportion of the machinery are
in a deteriorated state.

In addition, the Company has not recorded possible impairment charge on this asset
which has been lying idle for over 27 years.

Also, the Company does not maintain a comprehensive fixed assets register which
incorporates all pertinent fixed assets transactions, such as disposals, impairment of
assets and transfer of capital work-in-progress items to other asset classes yet
comprehensive and updated fixed assets register is an integral part of the fixed assets
management process.

2. Provisions and Contingent Liabilities

As at the date of this report, independent confirmations from all the Company lawyers
had not been received with regard to on-going litigations. There were no alternative
procedures that could be performed to establish the impact that outstanding cases could
have on these financial statements.

In the circumstances, it was not possible to ascertain the impact, if any, that the
information held by Company lawyers could have on these financial statements
including whether additional provisions should be recognized or contingent liabilities
disclosed.

3. Management of Out-growers (Farmers) Balances

The out growers (farmers) are managed using the Association Management Software
(AMS) system which captures individual farmer records while the finance management
is under Systems, Applications and Products (SAP) system which maintains a control
account of the total out grower’s balances. The interface between the two systems is
still manually done and the records between the two are not consistent. Further, there
are no periodic reconciliations of the balances from the two systems despite the
management investing heavily on the new systems to a total cost of Kshs.235,634,000.

In addition, a review of out growers’ balances revealed that some balances were not
accurately captured as thus the balances due from farmers had been significantly
misstated. The system failed to capture the specified survey rates during posting and
instead used the acknowledgement of debit number and dates as amounts due from the
farmers.

It was noted that the continued lack of proper management of advances to farmers has
led to the deterioration of the out-grower balances and the resultant significant losses to
the company in the form of uncollectible out-growers’ balances. The company held
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doubtful debt provisions of Kshs.359,000.000 (2016: Kshs.363.000,000) against
outstanding gross out growers balances of Kshs.382,000,000 (2015:
Kshs.383,000,000) as at 30th June 2017, indicating un-collectability rate of 94% (2016:
95%) of receivables from out growers.

In the circumstances, it was not possible to confirm accuracy of the balance of
Kshs.359,000,000 due from out-growers as at 30 June 2017.

4. The National Treasury Guaranteed Loans

The Government of Kenya through the National Treasury loans guaranteed to the
Company’s creditors stood at Kshs.36,289,427,006 as at 30 June 2017 (2016:
Kshs.35,712,256,774) comprising principal amount of Kshs.10,095,628,375 and
accrued interest of Kshs.26,193,798,631. However, Sessional Paper No. 12 of 2012 on
write off of excess Government of Kenya debt owed by the Company presented to
Parliament in 2009 by the Finance Minister indicates a debt of Kshs.21,782,367. The
figure is much lower than the outstanding loan liability of Kshs.36,289,427,006. The
Company continues to default on repayments while there is no actionable evidence of
write -off previously expected from the Government.

In the circumstance, it was not possible to establish the correct loan balance and how
the management intends to address this adverse state of huge debt.

9 Loan from the Agriculture and Food Authority

The company’s borrowings held at 30 June 2017 in the statement of financial position
included a loan amount of Kshs.2,403,175,624 (2016: Kshs.2,114,943,014) due to the
Agriculture and Food Authority. Management has not met the loan covenant terms and
has not made payment for either the principal or interest accrued on the loan. Further,
the company has not complied with the Sugar Act No.10 of 2001 by remitting the Sugar
Development Levy amounting to Kshs.856,603,000 (2016: Kshs.820,216,000) on time.
Also, | have not received an independent confirmation from the Agriculture and Food
Authority regarding the outstanding Sugar Development Levy.

In the circumstances, it is not possible to confirm the accuracy of the loan balance and
also determine whether any adjustments might have been found necessary in respect
of the recorded loan amount as at 30 June 2017.

6. Non-remittance of Taxes and Other Levies

During the year under review, the Company did not clear outstanding payments of
recovered balances of Pay-As-You-earn (PAYE), Value-Added-Tax(VAT), Sugar
Development Levy(SDL) and Withholding Taxes to the respective institutions
notwithstanding the growing arrears and penalties for non-payment.
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7 Unexplained increases in Inventory Valuations

During the year under review, the Company recorded significant growth in inventory
valuation whereas it was noted that there was no material acquisition of new inventories.
This situation exposes the Company to outstanding balances, which totaled
Kshs.1,874,000.000 accrued as at 30 June 2017 (2016: Kshs1,398,000,000). In the
circumstances, the company risks enforcement actions by the tax authorities that may
include attachment of assets. In essence, there were clear instances where the valuation
of inventory items had materially increased despite there being no new issues or
purchases done in the period, such as; loading control spring-Code, 42001583 which
despite no new purchases or issues in the year had in the inventory valuation listing of
June 2017, a material difference in value compared to the June 2016 valuation listing.

Further, the item's initial purchase cost was different from the recorded value in both the
valuation listings. The re-computation procedure performed on the weighted cost of the
item from the data availed for audit purposes indicated that the valuation was overstated
by about Kshs.11,900,000.

In the circumstances, it was not possible to confirm the value of inventories of
Kshs.494,479,000 reported as at 30 June 2017.

The audit was conducted in accordance with International Standards of Supreme Audit
Institutions (ISSAIls). | am independent of Nzoia Sugar Company Limited in accordance
with ISSAI 30 on Code of Ethics. | have fulfiled other ethical responsibilities in
accordance with the ISSAI and in accordance with other ethical requirements applicable
to performing audits of financial statements in Kenya. | believe that the audit evidence |
have obtained is sufficient and appropriate to provide a basis for my qualified opinion.

Emphasis of Matter

| draw your attention to Note 3 to the financial statements which indicates the Company
had a shareholders’ deficit of Kshs.34,195,129,000 (2016: Kshs.1,406,537,000) and
current liabilities exceeded current assets by Kshs.43,094,574,000 (2016:
40,522,654,000). The Company has also defaulted on repayment of both principal and
interest on borrowings due to the National Treasury and the Agriculture and Food
Authority totaling to Kshs.38,693,301 (2016: Kshs.38,062,015)

This situation, along with other matters set forth in Note 3, indicates the existence of
material uncertainty which may cast doubt on the Company’s ability to continue as going
concern. The financial statements have, however, been prepared on the going concern
basis on assumption that it will continue to get financial support from the National
Government and creditors.

Secondly, the Company continued to incur losses in the current year, reporting an
operating loss of Kshs.2,926,840(2016: Kshs.3,241,093.) This state of affairs is
indicative of the acute financial challenges facing the Company and raises significant
doubts on the company’s ability to operate as a going concern.
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Key Audit Matters

Key audit matters are those matters that, in my professional judgment, are of most
significance in the audit of the financial statements. Except for the matters described in
the Basis for Qualified Opinion section, | have determined that there are no key audit
matters to communicate in my report.

Responsibilities of Management and Those charged with Governance for the
Financial Statements

The Management is responsible for preparation and fair presentation of these Financial
Statements in accordance with the International Financial Reporting Standards and for
such internal controls as management determines in necessary to enable the
preparation of financial statements that are free from material misstatements, whether
due to fraud or error.

In preparing the financial statements, management is responsible for assessing the
Company'’s ability to continue as a going concern, disclosing, as applicable, matters
related to going concern and using the applicable basis of accounting unless the
management is aware of the intention to liquidate the Company or cease its operations..

The management is also responsible for the submission of the financial statements to
the Auditor —General in accordance with the provisions of section 47 of the Public Audit
Act, 2015.

Those charged with governance are responsible for overseeing the Fund'’s financial
reporting process.

Auditor-General’s Responsibilities for the Audit of the Financial Statements

The audit objectives are to obtain reasonable assurance about whether the financial
statements as a whole are free from material misstatement, whether due to fraud or
error, and to issue an auditor’s report that includes my opinion in accordance with the
provisions of Section 48 of the Public Audit Act, 2015 and submit the audit report in
compliance with Article 229(7) of the Constitution. Reasonable assurance is a high level
of assurance, but is not a guarantee that an audit conducted in accordance with ISSAls
will always detect a material misstatement and weakness when it exists. Misstatements
can arise from fraud or error and are considered material if, individually or in the
aggregate, they could reasonably be expected to influence the economic decisions of
users taken on the basis of these financial statements.

As part of an audit conducted in accordance with ISSAls, | exercise professional
judgement and maintain professional skepticism throughout the audit. | also:

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

Obtain an understanding of internal control relevant to the audit in order to design
audit procedures that are appropriate in the circumstances and for the purpose of
giving an assurance on the effectiveness of the Company'’s internal control.

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

Conclude on the appropriateness of the management’s use of the going concern
basis of accounting and, based on the audit evidence obtained, whether a material
uncertainty exists related to events or conditions that may cast significant doubt on
the Company’s ability to continue as a going concern or to sustain its services. If |
conclude that a material uncertainty exists, | am required to draw attention in the
auditor's report to the related disclosures in the financial statements or, if such
disclosures are inadequate, to modify my opinion. My conclusions are based on the
audit evidence obtained up to the date of my audit report. However, future events or
conditions may cause the Company to cease as a going concern or to continue to
sustain its services.

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

Obtain sufficient appropriate audit evidence regarding the financial information and
business activities of the Company to express an opinion on the financial statements.
Perform such other procedures as | consider necessary in the circumstances.

| communicate with the management regarding, among other matters, the planned
scope and timing of the audit and significant audit findings, including any significant
deficiencies in internal control that are identified during the audit.

| also provide management with a statement that | have complied with relevant ethical
requirements regarding independence, and communicate with them all relationships and
other matters that may reasonably be thought to bear on my independence, and where
applicable, related safeguards.
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REPORT ON OTHER MATTERS PRESCRIBED BY THE KENYAN COMPANIES
ACT, 2015

As required by the Companies Act, 2015 | report based on the audit, that:

(i) I have obtained all the information and explanations which, to the best of my
knowledge and belief, were necessary for the purpose of the audit;

(ii) In my opinion, adequate accounting records have been kept by the Company,
so far as appears from the examination of those records;

(i) The Company’s statement of financial position and statement of
comprehensive income are in agreement with the accounting records; and

(iv)  In my opinion, the information given in the report of the directors is consistent
with the financial statements.

FCPA Edward R. O. Ouko, CBS
AUDITOR-GENERAL

Nairobi

21 September 2018
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