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TE LI(ONT KENYA LINIITED
STATENIEN'T OF DIRECTORS RESPONSTBILITIES

The conrpanies Act recluires the directors to prepare financiar statenrents for eachfinancial year which give a trtte atrd fair vierv of the state of affairs of the comparry as atthe end of each financial year altd of its operating resurts for that year. It arso requires theDirectors to ensttre that tlte conrpa,y keeps proper accountin-{ records, which discloservith reasotrable accttracy at any time the financiar position of the company. They arealso responsible for safeguarcling the assets of the Company.

The directors accept respo,sibility lor the a,rual fi.ancial statements which have bee,prcpared trsittg appropriatc accotrnting policies supportecr by reasorrabre anc.r prucrc,tjudgements and estimates' in conformity rvith generaily accepted accounting practice ancrtltc'reclttirerttents oltlte conrpanies Act.l'he directors are of the opinion that the financialstatements give a true an<J lair view of the state of the cornpany and of its operatingresttlts' The directors lurtlter accept responsibirity for the maintenance of acco*,tingrecords lvhich may be relied upolt in tlte preparation of firanciar statements, as rve, asadequate systelns of internal ljnancial control.

Nothing has cottte to the attentio, of the directors to indicate that conrpany wi, notrentain a going concenl ftrr at least the next twelve montris from the date of, trrisstatenrent.

Director

Director

Date )
--_4.

o1 o5?

J



NAL AUDIT OFFI
REPORT OF THE CONTROLLER AND
FINANCIAL STATEMENTS OF TELKOM
ENDED 30 JUNE 20(E 

:

The financial statements of Tetkom Kenya Limited for the year ended 30 June 
: 

'j.'
2005 on pages 4 to 38, which have been prepared on the basis of the accounting ,_r

policies set out on pages 11 to 13, have been audited on my behalf by the
authorized auditors appointed under section 39 of the Public Audit Act, 2003
The auditors have duly reported to me the resutts of their audit and on the basis
of their report, I am satisfied that the financial statements are generally in
agreement with the bmks of account.

Respective responsibilities of the Directors and the Controtter and the
Auditor General

As set out in the statement of directors' responsibitities, the directors are
responsible for the preparation of financial statements which give a true and fair
view of the Company's state of affairs and its operating results. My responsibility
is to express an independent opinion on the financial statements based on the
audit.

Basis of Opinion

The audit was conducted in accordance with lnternational Standards on Auditing.
Those standards require that the audit be planned and performed with a view to
obtaining reasonable assurance that the financial statements are free from
material misstatement An audit includes an examination, on a test basis, of
evidence supporting the amounts and disclosures in the financial statements. lt
also includes an assessment of the accounting policies used and significant
estimates made by he directors, as well as an evaluation of the overall
presentation of the financial statements. ! believe the audit provides a reasonable
basis for my opinion.

Non-compliance with lnternational Financial Reporting Standards
and lnternational Accounting Standards

1.1 Financial staternents presentation and disclosure

The accounts have not been prepared and presented according to the
requirements of lnternational Financial Reporting Standards and
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lnternational Accounting Standards as the financial statements do not
have the reporting entity's name identified prominently including the notes
as per the requirements of paragraph 44lAS No.1. Further, comparative

' figures in the cashflow statement were missing which is a departure from
:pol?glaph 36 IAS No.1 requirements. !n addition significant notes on
turnover, administrative expenses, operataonal expenses, bank balances'' and capital account were missing. The date when ihe fin"ncial statements
were authorised for issue and by whom have not been disclosed in the

, , financial statements. Failure to adhere to the requirements of lnternational
,'' Financial Reporting Standards and lnternational Accounting Standards

has not been explained.

lnternational Accounting Standard No. 2g

Contrary to the requirements of lnternationa! Accounting Standard No. 2g
gn 'Agqr.unting for lnvestments in Associates', the investments in Kenya
Postel Directories Limited 4Oo/o and Erigtel Limited 4g% as associates of
the company respectively, have not been accounted for under the equi$
method. Management has not quantified the effect of this non-compliance
on the consolidated financial statements.

lnternational Accounting Standard No.i2

As indicated in the accounting policy on taxation to the financial
state.ments, no provision has been made for deferred tax contrary to the
requirements of tnternational Accounting standard No. 12 on ilncome
Taxes', lvlanagement has not quantified the effect of this departure on tfr"
financial statements.
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1,4.

1.5.

tnternational Accounting Standard No.i 7

Leasehold land has not been separately accounted for as prepaid
operating lease rentals as required by lnternational Accounting Siandard
No.17 on 'Leases'. Management has not quantified the eff6ct of this
departure on the financial statements.

lnternational Accounting Standard No. 24

The requirements of tnternational Accounting Standard No.24 on ,Related

,1,' Party Disclosures' have not been fully complied with as disclosures have'r r'r' not been made for some related party transactions and balances.

{.6. ' lnternational Accounting Standard No. i9
Provision for outstanding leave and long term service dues has not been
made as required by lnternational Accounting Standard No.1g on

2

T



\

{

l{
l{

'Employee Benefits'. Management has not quantified the effect of this
departure on the financial statements.

2. Cash and Bank Balances

The accuracy of bank balances amounting to KShs.58 million could not be
verified in the absence of a reconciliation of the difference of KShs.34 million
between the bank confirmations received from the bankers of the company
amounting to Kshs.24 million. ln addition it was not possible to verify how
overdraft balances of Kshs.73 million and letters of credit and bills of
acceptances drawn amounting to Kshs.432 million as confirmed by the bankers
of the company, have been accounted for in the absence of adequate records
and documentation. Further, the accuracy of cash in transit balance could not be
confirmed in the absence of a reconciliation of the difference of Kshs.870 million
between the cash in fransit as per the financial statements of Kshs.241 million
and cash in transit as per the accounting records of Kshs.1,111 million as at the
year end. Further, no provisions have been made in the financial statements
with regard to cash in transit balances which have remained long outstanding.
This has resulted in the overstatement of the cash in transit balance, included
under cash and cash equivalents, by Kshs.403 million at the year end.

3. Turnover

The completeness of income from public payphones could not be verified in the
absence of a reconciliation of the difference of Kshs.1,560 million between the
revenue as per the billing system of Kshs.2,078 million and the actual revenue
reported of Kshs.518 million. Further the lntegrated Services Digital Network
(ISDN) credit adjustments amounting to Kshs.S million during the year could not
be verified in the absence of adequate supporting documentation. ln addition
telephone credit adjustnents amounting to Kshs.459 million during the year and
completeness of 'Other lncome' received amounting to Kshs.176 million could
not be confirmed due to absence of supporting documents. ln addition, contrary
to the company's accounting policy, revenue from prepaid telephone services
has been recognised as income based on sale of prepaid cards rather than on
utilisation of airtime by the customer. Consequently unused airtime is not
recognised as deferred income. Management has not quantified the effect of this
departure from the accounting policy on the financial statements. Further, total
income from various sources is understated by Kshs.64 million. .

4. Creditors

4.1 The accuracy, validity and completeness of other staff advances, included
under 'creditors' could not be confirmed in the absence of a reconciliation
of the difference of Kshs.45 million between the staff advances as
included in the accounting records of a credit balance of Kshs.27 million
and as indicated by the payroll department of Kshs.18 million as amounts

't
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4.2

4.3

4.4

4.5.

due from employees. Further, the validity and completeness of amounts
payable to local and overseas suppliers amounting to Kshs.1,851 million
included under 'Creditors' could not be confirmed due to absence of
reconciliations between balances as per the financial records of the
company and suppliers statements. ln addition, the validity and
completeness of revenue creditors amounting to Kshs.30g million and
sundry creditors of Kshs.1 13 million included under 'creditors' could not be
verified as a result of inadequate supporting records and documentation.

The validity, existence and valuation of other creditors described as
'reversal from bank adjustments - creditors', included under 'Creditors'
amounting to KShs.160 million could not be confirmed due to absence of
adequate supporting records and documentation. Furthermore the
completeness of Kenya Postel Directories ( KPD) net creditor's balance of
KShs.4S million, made up of KShs.1,262 million in revenue and below the
line creditors and KShs.1,217 million in non-operational revenue debtors,
could not be confirmed in the absence of a reconciliation of a difference of
Kshs.108 million arising from KPD's direct confirmation showing Kshs.153
million. ln addition, the difference of KShs.638 million in the ablence of a
reconciliation between the balances in subsidiaries as included in the
accounting records of the company of Kshs.3,563 million and as disclosed
in the accounting records of the subsidiaries of Kshs .2,925 million could
not be verified.

The completeness, validity and existence of other creditors described as
institutions - insurance companies and co-operptives, included under
'Creditors' could not be confirmed in the absence oi a reconciliation for the
difference of Kshs.187 million between the balance included in the
accounting records of the company of Kshs.210 million and the underlying
records provided by the salaries department of Kshs.23 million.

The other creditors difference of Kshs.3O million could also not be verified
in the absence of reconciliation between the balances as disclosed in the
accounting records of the company of Kshs.30 million and a nil balance in
the.supporting schedules records Additionally, the completeness, validity
and existence of other creditors (described ai suspense) included under
'Creditors' amounting to Kshs.684 million could not be confirmed as at 30
June 2005.

other sundry creditors, included in 'creditors' as at 30 June 2005 were
overstated by Kshs.16 million as these relate to accounts long outstanding
for over four years and which should have been setfled or wiitten back to
the accounts.
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5. Property, Plant and Equipment

5.1 The additions to property, plant and equipment during the year amounting
to Kshs.1,550 million, their existence and the accounting treatment of
plant and machinery, acquired through credit notes issued to customers
amounting to KShs.S9 million could not be verified in the absence of
adequate supporting documentation. Further, the difference of Kshs.39
million could not be verified in the absence of reconciliation betueen
additions to land and buildings as per schedules provided by the
engineering department of Kshs.63 million and costs as per the financial
statements of Kshs.102 million. lt was also not possible to verify the
validity of additional indirect overhead costs amounting to Kshs.39 million
incurred on capital projects executed during the year in the absencE'of
adequate supporting records and documentation.

5.2 The completeness of plant and machinery and motor vehicles, included in
the balance sheet as at 30 June 2005, could not be verified due to lack of
a reconciliation of a difference of Kshs.533 million between the fixed
assets listed in the fixed assets register of Kshs. 26,840 million and the
fixed assets as per the financial statements of Kshs.26,307 million.
Further, the completeness, valuation and existence of furniture and
equipment, included under property, plant and equipment as at 30 June
2005, at net book value of Kshs.408 million could not be confirmed as
these were not included in the fixed assets register

5.3 The completeness of motor vehicles, included under propefi, plant and
equipment as at 30 June 2005 and their ownership could not be verified in
the absence of a complete motor vehicles register. ln addition, included
under property, plant and equipment as at 30 June 2005 is Kshs.496
million worth of properties which were vested in Telkom Kenya Limited on
1 July 1999, but which could not be verified as the company does not
have the original titles for the properties.

6. Debtors

The existence and valuation of current debtors included in 'Debtors', could not be
verified in the absence of a reconciliation of the difference amounting to
Kshs.2,693 million between the trade debtors balance as per the financial
statements of Kshs.9,462 million and the underlying records balance of
Kshs.6,769 million. Further the adequacy of provisions for bad and doubtful debts
amounting to Kshs.13,445 million could not be confirmed in the absence of
listings of related debtors supporting this amount. Moreover the existence of
sundry debtors and prepayments amounting to Kshs.1,110 million, included in
'Debtors', could not also be confirmed due to lack of adequate supporting records
and documentation. lt was also not possible to confirm whether all goods or
services were subsequently received for the advance payments of Kshs.1,110

5
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million. Additionally, it was not possible to confirm the existence of staff loans of
Kshs.32 million due to absence of adequate supporting documentation. Further,
provision for bad and doubtful debts, included under trade debtors is understated
by Kshs.677 million which is the amount of long outstanding debts due to the
company from various debtors including government institutions and other
privileged institutions that are not provided for. This has had the effect of
overstating debtors and understating the loss for the year by a similar amount. ln
addition, provision for staff advances, included under other debtors, is also
understated by Kshs.11 million. This has the effect of overstating other debtors
and understating the loss for the year by a similar amount.

7. Pensions

The completeness and validity of the balance payable on account of the pension
and provident fund schemes could not be verified, in the absence of a
reconciliation of the difference of Kshs.2,304 million between the actual pension
and provident fund balances reported in the financial statements of Kshs.4,2Sg
million and the balance as confirmed by Teleposta Pension Scheme of
Kshs.1,954 million and also in the absence of an updated actuarial valuation, the
last one being for Kshs.6,O44 million as at 30 June 2004. The validity of
payments made to Teleposta Pension Fund for employee contributlons
amounting to Kshs,563 million and other pensions accounts (BTL creditors),
included under'Creditors', with a net credit balance of KShs.22 million could also
not be verified due to absence of adequate supporting evidence and
documentation.

8. Loans

The completeness and valuation of two loan balances as at the year end could
not be verified in the absence of a reconciliation of the difference of Kshs.115
million between the actual loan balances reported in the financial statements of
Kshs.706 million and the balances as confirmed by the financiers of the company
of Kshs.591 million. ln addition, loans outstanding as at 30 June 2005 are
understated by Kshs.4O million being the differenceLetween the loan schedule
showing Kshs.123 million while accounts reflect Kshs.83 million as a result of
using i4correct foreign currency translations.

9. Stocks

The physical quantities of stocks amounting to Kshs.1,410 million as at 30 June
2005 could not be verified as the company did not carry out a physical count of
stocks at the year-end. !n the absence of adequate stoik records, there were no
alternative audit procedures that could be relied upon. Further, the basis of
valuation and adequacy of the provisions for stock obsolescence at the year end
could also not be verified in the absence of adequate supporting documentation
and stock listings.

6



10. Other investments

The ownership and valuation of 'Other lnvestments' amounting to
Kshs.l32million including appropriateness of the accounting treatment of these
investments could not be verified in the absence of adequate supporting
documentation. ln addition, it was not possible to verify the difference of
Kshs.S10 million in the absence of a reconciliation between the investments in
subsidiaries included in the accounting records of the company of Kshs.2,149
million and disclosed in the accounting records of the subsidiaries of Kshs.2,658
million.

11. Expenses

The difference of Kshs.15 million between the salaries and wages expense as
per financial statements of Kshs.6,161 million and salaries and wages expense
as per payroll of Kshs.6,176 million could not be verified in the absence of a
reconciliation. Further, it was not possible to verify other expenses amounting to
Kshs.2,395 million due to lack of adequate supporting documentation. ln addition
it was noted that total interest expense on loans is understated by Kshs.447
million, and similarly borrowings are understated by a similar amount.

12. Gorporation Tax Liability

It was not possible to verify corporate tax figure, to the profit and loss account, for
the year amounting to Kshs.784 million and the corresponding amount included
in the balance sheet, due to the absence of adequate supporting documentation.

13. Procurementprocedures

13.1 The Company did not produce for audit review tender documents for
construction of office extensions amounting to Kshs.29 million and for
supply and delivery of access network repair tools and test gears
amounting to Kshs.27 million, awarded during the year. Consequently it
was not possible to comment on the adequacy of the procurement
procedures and controls in relation to this specific tender.

13.2 The laid down procedures that require competitive bidding for the supply
of goods or provision of services were not complied with in acquiring
equipment and support services amounting to Kshs.1,024 million.
Although it was explained that these specific items in question were only
available from single suppliers, it was not possible to confirm that this was
the case in the absence of adequate supporting documentation.

13.3 The total payments made on award of contracts by the company
amounting to Kshs.38 million and US $ 1.17 million (approximately
Kshs.9O million) could not be verified and traced to the accounting

7
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records. ln addition, it was not possible to confirm that total contracts
payments did not exceed the contracted amounts, as a result of
inadequate supporting records and documentation.

13.4 Donation of equipment received amounting to Kshs.21 million and
relevant taxes paid on the same amounting to Kshs.7 million could not be
,traced and verified in the absence of adequLte supporting documentation.

'44. lnvestment in Subsidiaries

14.1 Gilgil Telecommunications lndustries Limited

lnvestment in subsidiaries as at 30 June 2005 amounting to Kshs.4,610
million includes an amount of Kshs.880 million being 100o/o ownership of
Gilgil Telecommunications lndustries Limited. The financial statements of
Gilgil Telecommunications Industries Limited indicate that the company
has consistently registered significant losses for the last six years since
1999. The value of the investment is therefore doubtful and may not be
recoverable. No provision has been made for the diminution in value in the
financial statements.

14.2 Kenya College of Telecommunications Technology Limited

'lnvestment in subsidiaries, as at 30 June 2005, amounting to Kshs.4,610
million includes an amount of Kshs.1,269 million being 100% ownership in
Kenya College of Telecommunications Technology Limited. The financial
statements of Kenya College of Telecommunications Technology Limited
indicate that the company has consistently registered significant losses, is
unable to pay its creditors and its continued existence as a going concern
is dependent upon the support of the parent company and its creditors.
The value of the investment is therefore doubtful and may not be
recoverable. No provision has been made for the diminution in value in the
financial statements.

'14.3 Loan to the subsidiary

lncluded under the company's investment in subsidiaries is an amount of
Kshs.2,541 million which is a loan to Safaricom Ltd which ought to have
:been disclosed separately as other non-current receivables rather than
'investments.

15. Contingentliabilities

Based on representations by some of the company's legal advisors, an amount
of Kshs.599 million of possible litigation claims and charges payable exist,

8



although these have not been disclosed as contingent liabilities. ln additlbn,
management has not assessed the financial impact of the same.

Emphasis of matter

Without qualifying my opinion 1 draw attention to Note no. 21 to the financial
statements which indicates that the Government disbursed a loan of Kshs.2,609
million (US$ 33,000,000) to Telkom Kenya Limited in 2001 that was repayable
fully within two weeks of completion of the intended sale of the Safaricom shares
to a strategic partner. The loan carried interest at the rate of 7.5% per annum
with additional interest of 9.5% being chargeable on payments delayed based on
the agreed repayment plan. Having defaulted on the repayment of this loan, the
company has entered into negotiation with the Government to vary the terms of
the loan and have, therefore, not provided for the penal interest since 2001
estimated at Kshs.1,069 million. Negotiations are in progress and, lunderstand
the government has to date not enforce*{he repqyment clause. Resolution of
this matter could have an effect on the results and financial position of the
company and the group.

Opinion

Except for the effect of any adjustments that may be necessary to the company
and group financial statements on the matters referred to in the preceding
paragraphs, in my opinion the financial statements present fairly, the financial
position of the company and the group as at 30 June 2005 and of their losses
and cash flows for the year then ended in accordance with lnternational
Financial Reporting Standards, except as reported under paragraph 1, and
comply with the Companies Act (Cap. 486 of the Laws of Kenya).

P.N. KOMORA
CONTROLLER AND AUDITOR GENERAL

Nairobi

07 December 2006
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TE LKOIVI KENYA LIVIITED
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Notes

2(b)

3(b)

JUNE 2OO4 JUNE 2OO5
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The conrpany profit and loss account is to be read in conjunction with the notes to an.
fomring part of the financiar statements set out on pages r l to 3g.
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TELKOM KEI\TYA LIMITED
CONSOLIDATED PROFIT AND LOSS ACCOUNT

FOR THE PERIOD ENDING 3OTH JUNE 2OO5

Notes

Turnover

Administration expenses

Operational expenses

Other operating expenses

Profit from operations

Net finance cost

Profit befoie1ax

Other income

Profit before tax

Tax

Net profiV(Loss) tax

IVlinority interest

Net profit /(loss) for the year after

tax and minority interest

2(a)

3(a)

4(a)

JUNE 2OO4

Kshs Million

36,941

(4,794 )

(6,220)

( 2t.966)

(w12)
3,862

(8ee)
:rr.{if -

2,963

534

3,497

(2.083)

1,474

GeD

JUi\rE 2005

Kshs. Million

47,190

(4,476)

(10,815)

(2s.1s8)

(40.4s0)

6,730

(2,232)
. Fliert'

"4,498

1,074

5,573

(2.260)

3,,312

Gd.LD

6(a)

20

o83) -801

Tlte consolidated profit and loss account is to be read in conjunction with the notes to

forming part of the financial statements ser out on pages l1 to 38.
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,TE 
L KoI}I ITENYA LINIITED

COI}IPANY BALANCE SHEEi iS .O.r 3OTH JUNE 2OO5

ASSETS
Non current assets
Properry. plant and equipment
Investnrent in subsidiary
Investment in associa(e
Other investn.leltts
Other asscts
Crrrrerrt Assets
Stocks
Debtors
Bank deposits
Bank balances ancl cash
Currenr A/C GTI
TOTAL ASSETS

Non current liabilities
Ciovcrnrtrcrrt loatt
Long ternr loans
Pensions

Current liabilities
Creditors
Corporation tax
KP'IC Corporation ra.\
Bank overdraft

EQUITY AND LIABILITTES
Capital lnd reseryes
Government interest
Reserves

7(b)
8

t0
ll
t2

l:l(b)
l 4(b)
t5

NOTES
.IUNE 2OO4

Kshs. iVlitlion

33,499
5,979

9
906

1.453

41.746
1,400

2t,266
33 t

824
964

24,785
66.531

21,075
t2,575
33.6s0

2,609
3,1 90
1.641

7.430

lg,l33
4,405
1,649

_ 1.265
25.451

-66.f1r

JUNE 2OO5

Kshs. Nlillion

32,359
5,979

I
t32

1.285_

39.664
1,464

22,367
251
739

t.066
25.887

-J)II)I-

2t,07s
9,84 t

30.9 r 6

2,60t)
530

r,384
4.523

23,7 50
3,640
1.648
1.073

30.r I I

i5.55r

t7
1e(b)

2t
22
23

24(b)
25
26
27

TOT..\r, EQUrr.Y
LI"\BILITIES

ANI)

ffi ;iil:iiJ",',Xru;X::JJ.:1 ::, :Ti#":',1i1:.jf " with the nores to and rorming
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TELKONT KENYA LI]VTITED

A

ASSETS
Non current assets
Property. plant and equipment
Intangible assets
Investment in associate
Other investlnents
Other assets
Current Assets
Stocks
Debtors
Bank deposits
Bank balances and cash
Escrow Account

'tOT'r\L ASSETS

EQUITY AND LIABILITIES
Capital antl reserves
Government interest
Grants
Reserves
lvlinority interest
Capital Account

Nolr current liabilitics
Ciovernment loan
I-ong tenn loans
Pensions
Comnrercial paper

Current liabilities
Creditors
Corporation tax
KPTC Corporation ta.r
Bank overdraft

TOTAL EQUITY T\ND
LI..\BTLITIES

H TII

.IUNB 2OO4

Kshs IVIillion

56,359
3,249

9

906
1.800

62.323
2,152

22.4t5
332

1,8 15

431
27.t45
89Jfft

2t,075
2

I I ,973
6,01 I

3.850
42,911

2.609
3,1 90
1,839
7.495

15.t23

24,095
4,405
1,649
1.287

31.,135

-g9.46g

E2

.IUNE 2OO5

Kshs. iVlillion

64,427
2.923

9

132
1,295

68.776
2,3lg

23,6to
252

2,139
25

28.344
97.120

21,075
2

t2,774
9,183
3.850

47. I 84

2,609
530

1,601

5,726
t0.466

33,091
3,640
1,649
1.09 I

39.470

NOTES

7(a)
9
l0
li
12

l3(a)
I a(a)
15

t6

17

i8
l9(a)
20

2t
22
23

l6

2a@)
25
26
27

97.120

The consolidated balance sheet is to be reacl in conjunction with the notes to and tormingpart of the financial statements set out on pages I I to 3g.

L**^1",a
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Cash inflorv from operating activities

Corporation tax paid

Investing activities

Purchase offixed assets

Disposal of investments 
:

t"n 
"::,:]v rrom in'esting activities

Financing activities

Interest paid

Interest received

Cash ouilIorv from financing activitles

Net decreases in cash and cash equivalents

Cash nnd cash equivalent _ 30.6.2004

Cnsh arrtl castr equivalent _ J0.6.2005

The consolidated cash flow statement is to be read in conjunction with the notes to andforming part of the financiar statements set out on pages l r to 3g.

I

I

I

8

TELKO}I KENYA LIIVIITED
CONS O LIDATE D CASH FLO WiiITE PIENT
FOR THE PERIOD EN.DING IOrrr iUX E 2OO5

NOTES

2e(b)

JUNE 2()O5

IGhs. IVIitlion

19,075

(76s)

(l8,zf8)

774

(17,974)
' :t.!lrll '

(367)

64

(J03)

Gi)

l,UL

tiza
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I TELKONI KENYA LI&IITED
corvrpANy cASH FLow sraiirreNr

FoR THE pERroD ENDTNG :oiii iuxr zoos

l

i

,

I
l

I

lt

I

Cash inflorv from operating activities

Corporation tax paicl

NOTES

28(a)

Ilrvesting activities

Purchase of fixecl assets

Disposal of investments

Cnsh outflorv fifin investirrg :rctivities

Financing activities

Interest paid

Interest received

Cash outflorv from finnncing activities

Net decreases in castr and cash equivalents

Cash and cash equivalent _ 30.6.2004

Cash and cash equivnlent _ 30.6.2005

The company cash flow statement is to be read in conjunction with the notes to andforming part of the fi.anciar stateme.ts set out on pages I I to 3g.

l

I

JUNE 2OO5

IGhs. Million

1,162

1,605

774

(83 l)

(367)

64

GOl)

@
(llll)

@
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I

I

I

I
t'

I

(a) Cnmpany

Epl.qnce.as at I't July 2oo4

Retained profi d(loss) ft,irthe
year

At 30th June 2005

(b) Group

Balance as at l', July 2004

Government

Interest

Kshs.

Nlillion

2t.07s

I

I

l

I

I

Government

In terest

Kshs.

N{illion

2t,07 5

Retained profit/(loss) for the

year

At 30'h June 2005

The statentent of changes in equity is to be rea<l in conjunction rvith the notes to an<jfonning part of the financiar statements set out on pages lr to 36,

l0

,I'IiLKODI 
KEN YA LIIVI I'I'EI)

_ s'r'rvrEililiN.r oF CITANCUS iN LqurTy
FOR 1'III PERIOD ENDING iOriI iUI'IU ZOOS

Kshs.

Million

I I ,641

Kshs.

Million

933

Retained

surplus

Revaluation

Reserye

To

Ksh

Millio

33,64

Totnl

Kshs.

lvlillion

33,049

801

(2,733) (2,733

21,075 g,g0g 211 30.916

Retainetl

surplus

Revaluation

Reserve

Kshs.

Million

I 1,040

801

Kshs.

Million

933

21.075 I l.g4l 933 33.g49
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TELKOIVI KENYA LIMITED
No-rES ro rHE FTNANCi;i'iiair rurrNrFoR rHE pERroD rrvnrxClol,,.juNe ,oos

I. STGNIFICANT ACCOUNTING POLTCIES
The principal accouuting policies adopted in trre preparation of these financialstatenlents are set out belorv:_

a) Basis of preparation

TIte financial statentents have been prepared in accorrrance with InternationarFirrarlcial Rep.r'titrg starrtlards undcr the lristoricar cost co'vention mo<Iifiecr bythe revaluation of plant, property and Equipnrent.
b) Consolidation principles

The financiar staternents incrude those of the company, trre Kenya corege or.communication Technology Ltd' (KccT), Girgir Terecomms Incrustries Limited(GTI) and Safaricom Linriteci (SCL).
The financial year ertcl of Salaricorn Limited is 3r,r Marcrr ancr the finar:ciarstatenrents as at 3l't Nlarch 2005 have been incorporatecr into these accounts. Arsoconsolidated are its urtatrtlited lvla,age,rent financiar statements for trre trrreemontlt period enclirrg 30'h Jttne ,2005 rvhicrr is the financiar year end oIthe parenrconlpany' The restrlts of the follorving associated companies have not beenconsolidated:_

' Erigtel Lirnited in rvhich TKL's shareholcli,g amounts to 49oh.Trre varue oi.TKl-',s iilvcstrrrerrt in trris conrpar.ry, Ksrrs.60 lrriilion, is deernctr to rrcirrccoverabre a,tr Iras trreretbrc beerr rury provided i, trrese accounts.r Kenya poster Direcrories Linritecr (KpD) in wrricrr TKL rras a 400/osharehortrirrg an<J lvrrose accounting ,ate is 3rr, Decernber. Managementbelieves that the operating results of the company are not materiar and wi, nothave a significant effect on ,rese financiar statements.

ll
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c) Turnover

Tumover represents revenue accruing upon billirrgs frorn the rnajor seruices,namely domestic and international telephone, terex, interco*ect services,Keupac' Kenline' Janrbonet and Kenstreanr, exclusive of value added tax and isrecognised at the tirrre of billing.
It does not include tlte valtre of TKL's own use of terephone and other reratedsen'ices' Airtirrre reventle lrortt tlte prepaicl services is recognised when useci bythe custourer.

d) Iioreigrr Currency.l,ransactions

AII assets and liabilities expressed i, lorei-err curre,cies are transratecr into Ke.yasltilli,gs at tltc excltut:ge rate rulirrg at the bara,cc srrect c.ratc. Foreig, currercytrattsactiotts cottductctl tltr.irrg tltc year irr loreign currencies are converteti at trrerotes rtlling at the tlate oItfansactio,. Thc rciurting difGrences are creart with irrthe profit and loss account.

c) I)rollerty, I)ttnt :rnd IitJrrillnrent
Itents of property' plant and equipment are state<l at cost or valuation lessacculrrulatecl dcpreci:rtion ancl impairr,c,t. Cost conr,risc.s lturc^:r.sc pricc.i.cltrdi,g irrtport dtrties attd ,o,-rehr,dabre purchase taxes and tJirectryattributable costs of brilrging at1 asset to rvorki,g co,<iition lbr its inte,<recr Lrse.Depreciatiott is calctrlatecl to write off the cost or varuation of fi,red ilssets on astraiglrt-li,e basis over the expcctetl renraini,g uselul lives of t5e specific assets.Ilrdicativc rates are as Ibllows:_

Freehold larrd

Leaseholcl land

Buildings

Motor vehicles

Furniture and fixtures

Computers

Plant and machinerv

Uselirl lives (in ycars)

No depreciation

Over tlie period of the lease

I -50 years

2 -10 years

I -l I years

5 years

I -25 years

I

I

t)



f) Impairment of property, plant and Equipment
The carrying antounts of assets mentioned in Note (e) above are revierved at eachbalance sheet date to detennine rvhether these exceed trre recoverabre amounts inwhich case an inrpaimrent loss is recognised.

g) Investments

Investments are stated at the follorving values:
) Satellite and cable investments are statecr at cost and trepreciated over trreuseful life of the cable' appropriate provisions and rvrite-offs are made wrrerenecessary.

o other unquoted irvestrrrents are stated at the rorver of cost and rnanagement,sopinion of net realisable value

r Quoted investntents are stated at closing market value on the balanee sheetdate.

It) Stoclis

Stocks are valued at the lowerof cost and net realisable value. Cost is determinecio' a rveighte<.r average basis or wrrere this is not avairabre, depreciatecrreplacc-nrent cost.

If the purcltase or production cost is higher than net realisable value, stocks arervrittett tlorvn to net realisable value. Net rearisabre varue is the estimated seringprice in the ordirtary cotlrse of business less estimated cost of conrpretion a.trselling expenses.

i) Trarle and Oflrer Debtors
Trade and othcr receivables are stateti at nominar varue, ress provision tor anyatnorrnts expected to be irrecoverable.

j) Tr.xatiorr

The tax charge for the year has been estinrated on trre adjusted group accountingprofit in accordance rvith tax legisration. Deferrerr tax has not been computed.k) Net Financial Costs

Finance costs incurrerr on trre issue oIcommerciar paper (mecrium Term floatingrate secured notes) ilt 'lune 20()l anrl Ittry 2(){)2rly sararico,r Lttr havc bccrrcapitalisecr and are being anrortisecr over the 5 year term of the paper. Netfinanciar costs ircrude interest payabre o, borrorvings as rve, as interestreceivable on funds invested outside the group.

ll



r)

li"' I
E

1t
:l

}r
ir
lr

I

'.,
I

I

sartre cl:arge)

nr) Cash antl Cash E quivalents
For the purposes

casl.r in hancl, bank balauces,

overdrafts.

2. o,I.HER oPERATTNG ExPENSES

(a) Group

I

I
I

I

Depreciation charge

Ivlaintenance

Interconnect charges

Intenrational services

Bad debts provisions

Pension scherne and provi<Jent funrj cost
Licences

Utilities

Sales and nrarketing

Rentals

Training

Arrrortisation ot'mobile phone licence lee
Miscellaneous

ln vestmcnt ivrite-l-lack

Total

Amortisation of Licence Fee

The cellular phone licence fee in SCL is being amortised over 15 years (the
of the licence), proportionate to [he number of projected subscribers on
netrvork in each year.

fhe projectecl subscribers ror ttre first years are take' rronr the Business pl
rvitlr lull netr,vork lnaturity being reached in year 5 (i.e. year 5 to l5 will incur

of the caslt florv staternent, cash and cash equivalents compri
and deposits held ar call with the banks net of

.lune 2004 Ju

Kshst-Plilliol. ** Kshs,

6,116

3,200

4,384

1,443

2,507

832

741

574

706

299

76

3ll
747

2005

,197

375

.8 l-s

.670

552

774

72

2t

46

50

8)

67

21.966

t4
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(lr) Cornfrny

Depreciatiur charge

Maintenancc

Interconnect charges

Interna tional services

Bad debts pmvisions

Pension scheure and provident fund cost
Licences

Utiliries

Sales anrl martetilrg

Rentals

'[raining

In vestnrcnt wrilc-hack

IVli.scc.llaneous

'lirtal

3. NET FTNANCE COSTS

(a) Group

Interest payable

Foreign exchange Ioss

Financing costs

Interest income

Total

(b) Company

Interest expense

Foreign exchange Ioss

Interest income

Total

l

June 2004

Kshs'Plillion

2,797

2,740

5,052

1,354

2,492

742

668

26t

fqt
273

122

J 2005

Kshs'

74s

,232

.667

548

860

60(t

265

5

l( I

8)

4

June 2004

Kshs'Million

303

596

June 2 5

Kshs' Nlilli

1,4

(il
)

193

16.925

!2s

303

774

w

8

8l

(ll9

)

t5



i

.' . . 5..**.9r,.u-.a,rri_ \,

4. OTHER INCOME
(a) Group

Services to pCK

Services to SCL

Maintenance revenue

Sale of sundry equiprnent and stores

Interest on staff loans

Application, licensing and approval fees

KPD retention

lnsurance GpA clainrs receipts

Safaricom other incorrre

lvliscellaneous

Tottl

(b) Company

Services to pCK

Services to SCL

Mair:tenance revenue

Sale of sundry equipment and stores

Interest on staff loans

Application, liccnsing ancl allproval lces

KPD retention

Insurance GpA ctaims receipts

Miscellaneous

Total

June 2004

IGhs'Illillion

7

44

t46

35

67

2

lE8

2

l7

_4.

534

{

June 2004

Kshs'IVlillion

7

44

46

t9

65

I

188

3

t43

il5

l6

Ju

IGhs'

'- a{ts

June

Kshs' i\,Iill

200s

n

8

37

105

62

64

2

57

l6

72

8
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5. PROFTT BEFORE TAX

Profit before tar is arrived at after charging:
Staff costs

De;rreciatiorr

Director emoluments

Audi tors renruneratiorr

Telkorn Kerrya Lrd (.l.KL)

KertYa Collcge of Cornmunication
Techrrology

Gilgil Teleconrms Industries Ltd
Safariconr

'l'otnl

(t. INCOIVIB TAX EXPENSE
(a) Group

Current tax charge,(credi t)
(b) Company

Current tax charge(credit)

I

I

1

June 2004

Kshs'IUiflion
June 2005

Kshs' Mil

- Fees

- Other

- Current year

June 2004

No. of Enrployecs

17,g59

581

364

19.41)t)

il

June 2005

No. of Employees

17,3?g

529

339

7 ,251

6,146

3

I

5_

5, 5

3

2

T.e numberofenrproyees engagecr by trre group as at 30,r'Ju,e 2005 was tg16g2analysed as follows;_

5e5 @

June 2004

Kshs'Million

2,093

June 2004

Kshs'lVlillion

(2s7)

r 8.892

June 2005

I(shs' Million

2,260

June 2005

lGhs' Million

764

t7



The tax charge tbr the year ltas been.estimated on the adjusted ta.rable pro6ts. No
provision has been rrtade lor interest and penalties amounting to Kshs l3 Billion
due to late paylents on the 1998/l ggg, lggg/2ooo,2ool/2002 and,2003/2004 tax
liabilities as tlle sallle are expected to be rvaived by the Govenrment as part of the
restructunng oI the conlpallyf

I

t

7, PROPERTY, PL.\NT i\ND EQUIPNTENT
(a) Group

,\sscl ilr ollcrltiort

.-\t 30'r' June 2005

'fotal

Kshs' nrlllion

20,88 I

(2,836 t

I t,006

(2)

Lantl and

li uildings

Kshsl r\lillion

Plant &
iVlachinery

Kshs' illillion

iVlotor

Vehicle

I(.shs'million -

Furniture &
Office

E<lrripnrent

xsrrs'miiiiirf
,,\( l" July 2004

Adjustnrents

Additions

Disposals

s.095

{4e)

275

70,976

(42)

10,520

948

85

(2)

I,S07

813

I r,826

(9t)

I r,69i

(2)
At3 ,Iune 2005 8.321 81.{54 I,031 2.620 93.12(t
Deprecia tion

At l" July 2004

Arljtrstntents

Clrarge tbr the year

Disposals

832

135

18.742

(2,882 )

9,726

590

(4)

t28

(2)

117

8r7

.\r.l0l .lutrc 20()S 1,t67 25,586 7tz 1.534 28.91r9

I,086 (r4,1?7
7. t 5.1 5s,868 319

r8
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(b) Company

Property tifles

T,e group does.ot have titres rorsome of its propefties, as surnmarisecr berow

Number of

Properties

Total

IGhs'million

Registered

Unregistered: - In Nairobi

- Outside Nairobi
Total properties vatued as at 30,h June 2005

Total properties orvned

r8r

t7t

352

352

Professional

Valuation

Kslr.s. rnilliorr

6,147

Property valttation of IGh' 6,147 iVlillion does not incrucre any capitar cost incurrer1 on
the properties or depreciation since l" July, r999 the due date the properties rvere
transferred to TKL.

Land and

Buildings

Kshs'
Ntillion

Plant &
Machinery

IGhs' Iflillion

iVlotor

Vehicle

Kshs'nrillion

Furniture &
Oflice

Equipment

Kslrs'million
Arl July 2004

Other Adjustnreuts

Additions

Disposals

At 30 June 2005

5,324

(49)

r55

5.930

39,524

(42)

1,287

40,769

723

69

792

768

94

862

46.839

(91 )

1.605

49,353De precia tion

At l'r July 2004

Adjustrnents

Clrarge for the year

Disposals

449

89

12,080

(88)

2,470

455

(4)

89

357 r 3,i4l

(e2)

2,74597

.-15.9e{
.\t 30 June 2005 538 14,462 540
Asset in operation At
30tr' ,Iune 2005 5.392 26.307 252 408 32.3se

l9



8. INVIiSTII,IENT TN SUBSIDIARIES
These are stated at cost arrd include

Company Key activity
I

Ileneficial

orvnership Company

IGhs.million

t,269
I

I

I

KCCT t.td

Gilgil Telecomnrs

Industries Ltd

Safariconr Lrd (SCL)

Manporver Trainirrg

Assembly of Telecomms

equipnrent

Cel Iular phone operator

lOjY.

100%

60%

2005

Kshs' iHillion

4235

fl.312)

2.927

3.730

The investment in SCI. comprises

Trarrslcr of nrollilc phcrrre. asscts at Nc.t vtluc
Sltareholders loan (US SIJ rnillioni- acquisition of Iicencc

880

5.87q

I,1 89

2.541

3J3q

I N V IiS'l'NI liN't' IN S U IJS I Dli\tty

9, INTANGIBLE ASSET

The intarrgible assct contprises the cost oIthe nrobilc phone Iicence issuetl to ScL by
tlte Comnlttnicatiorts corttntission of Kenya. The tenn of the lice.ce is l5 years
effective l'' July 1999. The cost of the licence is being amortised rvith effect from the
date SCL commencecl trading, 26th ivlay 2000. A reconciliation of the balance is as
lollorvs:-

Group

No provisitllt ltlts bcctt tttlttlc irt thc lccourrts lor thc prccar.ious llrrancial positio, ol.(ll'I arrd KCCT' as tl:cir stitttts is bcing acldresscd in the corporatc rc.structurirrg ofTclkortr Kenya Iinritecl.

Cost oIthe licence (US$ 55 million)

Deduct amortisation

2004

Kshs'Nlillion

4,235

(986)

LU

|jl:iii.:"r vear, the conrpanv disposecl of its investment in Inrersat and Nerv Sky

20



I(). INVESTMf,NT IN ASSOCTATE
Group & Company

Kenya Postel Directories Limited 40%.

I I. O'TI{BR INVESI'NIBN'I'S
Internationll cable antt satelllte organisations

Group and Cornparry

Cross value

LESS:

Provisions

Disposals

Nct

I2. OTHER ASSETS

Total stalf loan.s

Deduct current

Non current

Less: provisions

Nct staff loans

(;I{OUP

.lunc 2004

Kshs.million

2,003

(3s)

I,968

fl68)

1.800

iil
'I
I-

';1

The i,vestment in the associate<l conrpany is carrierl at cost.

,Iune 2004

K.shs'tllillion

1,233

other assets conrprise the long-term portion of staff loans, as follows:-

2004

Kshs'lWillion

9

2005

Kshs' Million

9

June

K.slrs' M

906

June 2005

K.shs.milllon

t,603

(27)

1,57 6

(291\

I 2gs

COMI'ANY

.lune 2004

Kshs.million

t.64i

(3s)

t,6t2

fls9)

1.453

( 10s)

(669\

ry

.lune 2005

Kshs.million

1,458

(27)

1,43 I

r 146)

1.285

(267)

(60)

206

2t
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13. STOCKS
(a) Group

'.+^x***Qf[6p69.-. ... .iira - ..,

Funriture and ccluipntor t

Consuntablcs antt

rrrisccllalrcous

(b) Conrpany

Engineering parts

Fumiture and equipnrent

Clonsurnables

miscellaneous

and

I4. DEBTORS
(a) Group

:.rl
:I
ii

1

i

i

'I

Local debtors

Deduct provisions

Net

Intenrational debtors

Deduct provisions

Net

Total service

Non operational debtors

Sundry debtors apJ

prepayments

Staff Loans and advances

'l'otal

22

June 20.04

Kshs.llliltion

I,479

4to

264

June 2005

Kshs.iVliltion

2.t94

34

2A

2.152

,Irrrre 2004

Kshs.lVliltion

1,309

l6

76

2.318

.Iune 200S

Kshs.Million

1,35 I

34

79

June 2004

Kshs'Nlillion

25,197

fi2.764\

12,433

5,625

(64e)

4,976

17,409

2,202

? 7<o
-' 

t J /

June 2005

Kslrs' Million

29,040

( 14.069)

13.97r

5,522

(721)

4.801

19.722

3,090

1,731

l.4t)0

45

5.006

ua15

1.464

27

4.939

2J,61Il
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:

rJ

:irit
r... ,l

'tompany

Local debtors

Add adjustments

Deduct provisions

Net

Intenrational debtors

Deduct provisions

Net

Total service

Non operational debtors

Sundry debtors and

prepaynents

Staff Loans and advances

Totnl

June 2004

Kshs'iVlillion

24,399

1,572

(13.517)

12,453

5,625

(689)

4.936

'l7.3gg

1,834

l,gg7

June 2005

Kshs' Million

27.042

( 14.069)

12,973

\ \))J tJ --

(72t)

4.801

17.774

2,934

1,731

27

4.592

22-366

i'1

46

3.877

21,256

The Conrpany policy is not to provide lor Bad and Doubtful debts relating to Covemment

and Parastatals' accounts. This policy is supported by previous debt swap arrangelrlents

rvith Govenrnrent as lollows;

. April 1999, Kshs 4.9 billion government debt offset against

Govemnrent on lent loans of Kshs 26 billion.

. Ongoing debts srvap arrangement',vhere already Kshs 3.2 billion has

been agreed lor accounts outstanding as at June 2003.

. Govemment is also considering effecting debt srvap in the ongoing

restructuring of Telkom Kenya limited.
The Govemment as the sole shareholder oITelkom Kenya Limited has

given an undertaking in certain circumstances to settle some of the

ptrastatal debts in tlte event of delault Consecluently. Covernmcnt and parustatal

debtors are deenred secured and not provided for in the accounts.

23
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15. BANK DEPOSITS

Group and Company June 2004 June 2005

Kslts'Illillion Kshs' Plillion

Deposits in lailed financial 220 487

instittttions

Deduct provision (220) (487)

Other fixed deposits 331 251

Total 3J1 ru
The btnk dcposits, otlrcr thun tlrose irr lailcd tlnancial institutions, have beerl providecl to

secure specific letters of credit. The weighted average effective illterest rate on thcse

deposits at year-end lvas 8.5'2,.

I 6. ESCROW ACCOUNT/CONIIVIERCIAL PAPER

ht June 2001 SCL borrorvccl Kshs 4,000 million from the public and institutional

ilvestors througlr the issue oIcommercial paper, a medium ternr f]oating rate secttred

ptrtc. 'f[is fircility u,ts th'uvn in the verr entlctl 30'l' June 20()3. I;urther, on Jtrly 2'ltl'

2002. Salariconr obtainccl a Ksh 2,500 rnillion terrn loan fr'ottt it syndicatc of local

banks.

'[[e amoupt is shorvn as due on an escrorv accoLtnt, the debtor being the bank rvhich

lircilitatccl thc issuc of thc papcr.

'l'lte r1e<iignr tenn note and the bank borrowings all have a tenor of five years. They

are securecl by a fixecl and floating charge over Safaricont's assels, undertaking and

propefty, both present and future, inctuding a charge over the Euro Escroiv battk

account and a charge over all the issued shares of the compatly. The interest on the

Errro term loan is payable senri annually at a margin of 1.5'h over the reference

European inter Bank Offer Rate. Interest on the shilling term loan and the medium

note is paid quarterly in arrears based on a mark up of l7o above the prevailing

Treasury bill rate. Finance costs incurred on the issue is amortised over the term oI

the paper.

The notes rvill be redeemed in six semi-annual instalntents as shorvn belo'uv.

ii,l

.:1

'ii
I

,:l
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I Date

30'r'septernber 2003

3 l'r lvlarch 2004

30'r'September 2004

31" iVlarch 2005

30rH September 2005

I l'r iVlarch 2r)06

Repavments %r

l0

l0

t9

l9

2t

2t

ua

I
:

:
')
I

1 7. COVE RNIVIENT INTE REST

The Kshs 2l'l billiorl represents the Government of Kenya's interest resulting from
the conversion to eqtrity of GoK on-lent loans to Kprc of Kshs 26 billion, inclusive
of interest, this amount being reduced by Kshs 4.9 billion for service debt owed to
l(P'l'C by Covcrrltttc-ttt tttittistrics antl dcprrtnrorts at the tinre of copversion.
Governmetrt interest ltas not been translatecl to share capital. l'he share capital of t5e
company is as tbllows:-

Authorised

5,000 ordinary shares of Kshs 20 each

Issued and fully paicl

100 ordinary shares of Kshs 20 each

100,000

2,000 2,000

I8. GR{NTS

June 2005

Kshs'Vlillion
KCCT hosrel

The grants comprises a donation for hostel construction of shillings 3 million. tt is
annotised annually at tlte rate of 2o/o ancl,chargecl to accumulatecl <lepreciation.

June 2004

Kshs

June 2004

Kshs' IVIillion

2

June 2005

Kshs

r 00,000

2

.:l

I
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19. RESERYES

(a) Group

Balance as at lttJuly
2004

Adjustrnents

Retained profit for the

year

At 30th June 2005

(b) Company

BaI ance brought fonvard

Adjustments

Prior year adjustments

Retained profit for the

year

Balance carried

[orrvard

20 IVTINORITY INTEREST

Ivlinority interest comprises :

I1,A1A

2005

I(shs'Million

1,694
- 

5,279

2.5tt

9d&1

2004

Kshs' Illillion

14,436

(2,280)

fl83)

rL9Zl

2004

IGhs'lVlillion

16,430

(1,157)

(47)

Q.652\

2005

Kshs' IVlillion

ll,g73

2005

Kshs'lVlillion

12,574

(2.7331

801

lz,,za

9.[41

Shareholders loan

Reserves

Profit & Loss

2004

Kshs' Million

1,694

2,719

1.597

6-011

I

i,

I

I
I 26
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2I GOVERNMENT LOAN

In 2000 the Government of Kenya (GOK) lent TKL US S 33 miltion. At 30 June
2000, the loan rvas represented by a Gok pronrissory note and was subsequeptly
disbursed to TKL on 29 June 2001. TKL on -lent the entire arnount to SCL to pay for
its mobile phone licence.

ln the books of TKL the loart aniount is included in the cost of investment in SCL,
per Notc 9' hl SCL's books, tltis loan ranks pttt'i pusstt rvith a sirnilar s6areholders
loart of USS22 Inillion received lrorn vodafone Kenya Ltd lor the purpose. The loan
to SC[. is interest ft'ee ntttl suborclinated to all other loan obligations of the conrpany.
The agreement between TKL and GoK in reslrect of this loarr rvas signed in July
2001' The agreelnent provicles that interest'"vill be payable at7.5yo per annurn rvitlr
effect lrom the disbursetttent date and that the principal amount and accrued interest
rvould bc rcpaitl itt ottc ittstaltttcnt rvithin trvo r,vccl<s ol corrrplctir.rn oI t6c irrtc.dctl
srle ol'the ncrv'l'KL slr:rrcs to a stratcgic ltartncr.
'['lte arlreetttent litrllrct'stipuliltes tlrat, irr thc event the sale rvus not concludctl by 3{)

Selltenrbcr 2ool, tllc tcrnt.s ol repayrncnt rvoulrl be rcrrcgotiaterl immcctiatcly aptl.

tttrless otlterrvise agreed in rvriting, the full arnount of the loan rvas to be considerecl

clue ancl payable as of that date.

Florvevcr GOK lras ltot enlorcerl this repayrnent clause alrd has reqqestecl tlre
cotllpany to make repavtttettt proposals. The cornpany has clone so, apcl t5e kev
proposals ruade are its lbllclrvs:

o Tlre principal amount ancl atty accrued interest be convertecl to qovenrnrent erluitv.
'l'ltis arnount rvill bc rccouped lrorr thc proceecls of any firture sale to eitScr a

stratcgic invcstor or lrortr an Initial Putrlic Oller (lPO) should the privatisation

process take this fonn.

r That if TKL is not privatized, the principaI anrount oIKshs 2,608,881,000.00 be

repaid over a ten ( l0) years periocl beginning I 't Ju1y,2007.

Negotiations with the Covernnlent on the repayment of this loan have not been

concluded. However it is expected that the status of this loan rvill be addressed by the

Govemntent restnrcturing of tlre corlpany.

I

I

11 
I

i:1

'!. a

'.t'I
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22 LONG TER}I LOANS

Company and Group 2004

Ifths' Million

2,609

3.1 80

5189

2005

Kshs'n'lillion

,.. Sal'ariconr Loan

Conrnrercial loans

GOK guaranteed loans

Total loarrs 3.I39

(a) r\nrounts falling due rvithin one year

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

These loans are unsecured and will be payable under terms to be agreed with

Government. Included in this category is the Safaricom ioan amounting to Ksh

2.61 billion.

2,609

530,il

I

:r

I

Commercial

loans

(Ksh I\Iillion)

Safaricom

Loan

(Ksh Nlillion)

GOK

Guaranteed

loans

(Kslt Million)

Total

(lish IVIillion)

9t)4

l.l_57

2.768

5

Prirrcipal clue

Interest

Redenrption An'ears

lVlanagerrrent

Charges

400

1A''l

504

675

2.768

5

Total 400 782 3,952 5.13'l

Details

2005

Commercial

loans

GOK

Loans

Guaranteed Total

1-2 years

2-5 years

Over 5 years

100 ?;666

114

259

2,766

ll4
259

Total r00 3,039 3.1 39

28
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23 PENSIONS

(a) National social security fund

This is a statLltory tlefinecl contribution pcnsion schenre in rvhich both the

entployer and ernployee contribute equal amounts. The amount contributed

dtrring the period has been charged to the profit and loss account.

(b) Telposta Pension Furrd nntl reteposta proviclent Fu,d
Trvo trew retireutent benefit plans rvere established on l" July 1999 as part of the

restnlcturing of tlte defurtct KPTC. These are the Telposta Pension Scheme (TpS)

r.q. altd the Telposta Provident Fund (TPF). The Schcme and the Fund operate

retrospectively and supersede the lormer KPTC pension and provident fund

regulations, rvhich have been revokecl.

Current mentbership comprises of employees of TKL, GTI, ancl KCCT and

retired KPTC pensioners.

Certain assets of Telkom division of KPTC rvere transferred to TpS and TpF on

30'l'June 1999 to cover the accumulated liability of TKL arising in respect of past

service- Horvever. tlte assets did not tully tun<i the liability, hence the deficit of
Kshs 6.044 billion. based on the valuation as at 30tl'June 2004.

Cttn'ertt corttribtrtiotts to the Fund antl thc Scheme are baserl on salary, as

lbllorvs:-

Pension Schenre Provident Fund

Enrployee contributio r.r 7 .5ot'o 7 .5,yo

Employer contribution 26.80/o 10.6g,0 - lg.t%
The total arnount clrarged to the profit and loss account is Kshs 860 million.

24 CREDI'['ORS

(a) Group

2004

Kshs' Million

9,8 l6

1,990

2,727

895

1,939

6,828

24J95

Trade creditors

Taxes

Stores and expense creditors

Loans due rvithin one year - Note 23

Pensions

Sundry creditors

Total

2005

Kshs'Million

l4,glg

2,392

1,85 I

5,137

2,659

6,134

3JJ9T

29
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2004

ltuhs' IVlillion

5,484

1,990

l,l3g

895

2,416

I ,041

5,169

r&83

(b) Company

Trade creditors

Taxes

Stores and expense creditors

Loans tlue rvithin onc yecr - Notc 23

Pensions

Payable to subsidiary

Surrdry crctlitors

'I.;otnl :'

IGhs'

25 'I'KL CORPORATION TA.\

Company
j

2004

IGhs' Million

4.078

70

257'a
4*405

2004

Kshs' IVlillion

[,648

[,648

Kshs'Mill

Kshs'IVlillion

1,648

Opening balance I .7.2004

Adjustment to opening balance

Charge/Credit lor thc period

Less: payrrerrts nrade

Balance at 30.6.2005

Opening Balance

Less payments during the year

Closing Balance

I

I

TIte tax cltarge for tlre ycar has been estin:atccl on the acljustccl group ta.rable pro

26. KP'l'C COIIPOIIA'IION'tr\,\

30

r;r
2

5

2,3

1,85

5, [3

2,65

- 1,95

4,1

2

4,4

(764

2

1,648
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27. BANK OVERDR.\.rI

Bank overdraft facilities are secured by a legal charge over several of the

company's properties.

28. FI NANCI..\I, INSTRUI\ I ENTS.

Exposure to credit, rate and currency risk arise in the nonnal course of the group's

business.

Credit risk

IVlartagernent ltas a credit policy in place and the exposure to credit is monitored

oll all ottgoing basis. All subscribers are required to place cash deposit with the

*srotlp before credit lacilities are grantecl. Prepaid telephone serv,i,gps have also

been introduced to further minimise credit risk.

Ittvesttrtettts are allorved orrly in litluicl securities rvith reput'd$e financial
institutions.

At the balance slteet date there rvere no signiticant concentrations of credit risk.

Tlte ntaximtlnl exposure to credit risk is representerl by the carrying amount oI
each financial asset.

Interest rate risli . :-\. !. ;,r*

Tht- llrllorvirrs table intlicates applicable interest rates in respect of the group's

iltcotrrc -catltittg finutrcial asscts ancl intcrest [rearing liabilitics at tIe bularrcc

slteet clate-

I

!,

,l

Llank dclrosit

Bank balances and cash

Commercial paper

Government loan

Long term loans

Bank overdraft

Interest rate

7"/o - 9ur'u

Nil

lnL above treasury bills rate

1 <o-/t .J /o

)oh to 9.2o/o (details on Note 24)

Base rate (1O % ar 30'h June 2005)

Note

l6

l7

22

?.3

2s

The principal terms applicable for the financial assets and interest bearing

liabilities are disclosecl in the respective notes in these financial statements.

JI
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Foreign currency risk

The group incurs foreign currency risk on sales, purcl'rase and borrorvings that are

denominated in a curency other than the Kenya shilling. The currencies giving

rise to this risk are primarily US dollars, Euros, Dutch Guilders and Japanese Yen.

In respect of assets and liabilities denominated in foreign currency, receipts act as

a hedge against liabilities.

Fair values

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

rcspcctivc ctrryi n g ilt'llount.s.

29. NOTES TO CAS}I FLOW STATEI}IENT

Reconciliation o[ net profit before tax to net cash florvs from operating

activities.

(a) Group 2005

NOTES
Kshs.

Million
4,?73Profit before tax

Adjustrnents lbr:-
Depreciation charges

Interest paid
Interest received
Provision for bad & doubtful debts
Realised Exchange lossi Gain
Gain/loss on disposal
Operating profit before rvorking capital changes
Changes in stock
Changes in debtors

Change in creditors
Operating profit after rvorkilrg capital changes

I 1,006

367
(64)

545

16,127
( 166)

(t,225)
4,339

19,075

32
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NOTES

2005

Kshs.
Ivlillion

(3,498)Profit before tax

Adjustnrents lor:-
Depreciation charges
Interest paid
Interest received
Provision for bad & doubtful debts
Net Exchange loss/ Gain
Gain/loss on disposal

Operating profit before rvorking capital changes
Changes in stock
Changes in debtors
Change in creditors
Operatin g profi t.a fter rvorkin g capital chan ges_

(b) Conrpanl'

I
,.l.i

..,;::'

irl 
I

)

2,745
367
(64)
545

i':rl

i,l

'tl:,
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I
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30 TERIIIINTVI'lON B ENE FITS

Thesc accottrtts do rtot incorporate any costs tlrat nray arise lrom a hrture

retlttndaltcy proqralllnle. The company is currently negotiating rvith the

Govemment on a forrnal detailed plan to terminate the emplo,vment of ll,87J
ernployees.

98
(64)

( I,582)
2,710
r,l6?

2005

Kshs' N'Iillion

31. cAPTTAL COivrMITi\,IENTS (TKL)

Conrpalrv nntl Group

Contracted but not provideci for

Authorised but not contracted

SCL

- TKL

Authorised and contracted

SCL

. TKL

Total

2004

Kshs' Nlillion

(t77

4968

9.173

699

1.454

ar5!
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32. RELATED PARTY'TRANST\CTIONS

The company controls the following organizations

r) KC.C.T 1009,,0

2) G.',f.t - too,,/o

3) Safaricom - 60%

4)

Tlrc ficllowing trarrsactions wcre carriecl out with rctatccl partics:-

(a) Remuneration

The total remuneration of directors and senior management of the group

follows:

Conrpany

.a

I

I

I

Directors

Scnior rnanagerrrent

2004

I(shs' Million

4

86

20

2005

I(rlrs'lVlilli

2005

Kshs'IVIilli

2005

IGhs'IVIillion

1

(b)

(c)

Loans

Company 7004

Kshs' IUillion
Directors

Senior management 25i
The loans have been granted on nonnar staff loan conditions.

Sale ofgoods and services

2004

Kshs' illillion
K.C.C.T 6

G.T.r 2

Safaricom g45

Telephone billing done by TKL to its subsidiaries is through the normal course

business and there are no special intergroup concessions on the members of
group.

34

as

5

89

v

26

7

8



q (d) Purcltase of goods and services

K.C.C.T

G.T.I

Salaricorl Ltd

(e) Currettt Accourtt 'f rnttsactions

K.C.C.1'

G.T.I

2004

Kshs' I\Iillion

42

190

3.r25

2004

Kshs' Nlillion

4

45

2005

Kshs'lUillion

2005

Kshs'Nlillion

53

19

82

3.230

33. O PEItn'I'l NC LIllnSES.

The group lras leasccl ofllce space at TelpostaTorvers arrcl Safaricom Flottsc utrder

operating leases. Leases for both premises run for an initial period of 6 years.

Lease payments for Telposta Torvers are increased every 2 years to reflect market

rentals u,hile rentals lor Safaricom House are constant. None of the leases include

contingent rentals.

Non cancellable operating lcases retrtals are payablc as lollolvs:

Company and Group 2004 2005

Kshs'lllillion Kslts'Milliott

r85Less than one year

Between one and five years

34. POST BALANCE SI{EET EVENTS.

(a) PENSION LIABILITY ACTURIAL VALUATION

Alexander Forbes Actuarial Services Ltd was commissioned to calry out a

revaluation of TKL's Pension liability on 2005. The liability as at 30'h June 2004

stood at Kshs 6.014 billion has been approved for incorporation in 2005/2006

Accounts Report.

2r0

489

622

6?T

806

35
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(b) CORPORATE RESTRUCTURING

PKI Consulting was commissioned to carry out an independent detailed

assessment of Telkom Kenya Ltd oprations and recommend ways to
, ,:.)*r reveh the company to profitability. The consultancy report has now been finalised

and presented to the lnter- lvlinisterial Steering Committee for deliberation and

direction.

(c) JANIBO TELKONI LINIITED (JTL)

Telkom Kenya is preparing to commence provision of intemet services through

its subsidiary company Jambo Telkom Limited which was registered under the

iarvs of Kenya as a wholly orvned subsidiary of TKI- in August 2001 and was

issued with an Operating Licence by the Communications Commission of Kenya

(CCK) in April 2002.

The JTL Board of Directors has alreadlz been constituted and an inaugural meeting

was held on 15'l'July.2005. The company is set to start operations in October

2005 subject to Telkom Kenl'a Ltd Board approval.

35. CONTINGENT LI-{BILITIES

Contingent liabilities comprise the follorving:-

(a) Investments vested to the pension scheme

(i) A bank deposit at Nationai Bank of Kenya, Kenya stock investments and

treasury bonds amolrnting to Kshs. 492 million was vested to Teleposta

Pension Scheme under the Vesting Order but title has not yet passed.

In addition, there is a lien on the deposit on account of loans given to TKL by a

third party. The lender, Treasury and Telkom Kenya Ltd are finalising the legal

formalities that will facilitate cancellation of the lien and release of the deposits to

Telposta pension scheme.

(b) Tax matters

. Teikom Kenya Limited has eneaged the services of Ernst and Young, Cenif-red

Public Accountants to act as its advisers in all tax matters. The firm is currently

revierving past tax liabilities indicated below with KRA. with a vie',v to agreeing

on mitigation's and final amounts payable by the company.
36
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. Corporation tax matters of the former I(PTC as at 30'l'June [999 rvere

agreed at Kshs 3,673 nrillion rvith the KR,A but currently amount to Kshsl,648

Nlillion as at 30tr' June 2004. TKL is liable to pay penalties and interest on tiris

amount principally due to delayed payments.

o KRA has issuecl a denrand for import duties amounting to Kshs.104

rnillion in respect of equiprnent inrpo(ed by KPTC and no"v vested in and used by

'l ltl-. [(ccr:ipts for tlrrty l)ilyntcnts rvcrc issttctl lo KI)'f(- tlrrortgll tlrirrl pnr'lv

clclring lgcnts but l(l{z\ is trrrltrlc to tlucc tlrc lcccillt rll'sttclt tltrty in its nccottttt,

'f KL and KRA are co-operatittg to resotvc tllis nrattcr.

r KRA has also issued additional assessntertts iu respect o[ VAT and PAYE

anrounting to Kshs' 2.6 billion and kshs' 105 Vlillion respectively. TKL has

through Ernst & ^Young.appealed for r,vaiver of the total amqunt on VAT inpludin&

any related accrued interest and penaities.

o Follorving an auclit. KR.\ has issued a VAT notice ol assessment lor

Kshs.392 million to GTI. tncluded therein are penalties and interest of Kshs.355

million o[ which application for remission will be made to the lvlinister for

Finance upon lull paynrent oI the principal atnount. GTI rvas yet to finalise

pal,rnent oIthe outstanding antortnt as at 30'l'June 2005.

o No VAT is declared on training courses oflered at KCCT but is declared

on all other services rendered by KCCT.

(c) Litigation

There are potentiat liabilities in respect of various perrding court cases arising in

the nonnal course of business. The majority of these cases rvere taken over from

the clefunct KPTC. llanagenrent is of the opinion tltat these claims would not

give rise to material liabilities.

36. INCORPORATION

The Company is incorporated in Kenya under the Companies Act.

37. CURRENCY

These accoLlnts are presented in Kenya shillings million (Kshs.million).
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OwnershiP interet

100%

t00%
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38. LIST OF SIGT{IFTCANT SUBSIDTARIES

Name CountrY of lncorPoration

KCCT LEI ' KenYa

Gilgil Telcomms Ltd KenYa

Safar{com Ud KenYa

.. ,.:. ,$
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