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" Chemelil Sugar Company Limited =

Annual Reports and Financial Statements
For the year ended June 30, 2022

KEY ENTITY INFORMATION

Background information

Chemelil Sugar Company was established in 1965 as a private limited Company and later became a Parastatal in 1974. It
is currently a Parastatal under the Ministry of Agriculture, Livestock, Fisheries and Cooperatives - State Department of
Crop Development. The Company is domiciled in Kenya and is located along Awasi - Nandi Hills Road in Muhoroni sub-
County of Kisumu County, approximately 50 kilometres from Kisumu City.

Principal Activities

The principal activity of the Company is to manufacture sugar and co-products from sugarcane and to establish and
manage sugarcane plantations. Its vision is to be the Company of choice in the production and marketing of sugar as
well as in sugarcane development in the region. The Company’s core objectives include cane development, factory
capacity utilization, marketing and distribution, environmental management and corporate citizenship.

Directors

There were no serving Directors during the year/period after the appointment of the following members of the Board
was revoked on 22 July 2020 through the Kenya gazette dated 3 August 2020 to take effect from 16 July 2022.

1. Mr. Zedekiah Kiprop Bundotich - Chairman — Exited on 22 Jul 2020
2. Mr. Gabriel Nyangweso - Ag.Managing Director — Appointed May 2017
3. Mr. David Osiany - Independent Director — Exited on 22 Jul 2020
4. Ms. Christine Atieno - Independent Director — Exited on 22 Jul 2020
‘5. Mr. George Oballa - Independent Director - Exited on 22 Jul 2020
6. Mr. Lilian Marjorie Wasonga Nangulu - Independent Director — Exited on 22 Jul 2020
7. - Principal Secretary Ministry of Agriculture - Alternate, Ms. Jackline Kiio — Exited on 22 Jul 2020
8. Principal Secretary, National Treasury - Alternate, Mr. Kennedy Odhiambo — Exited on 22 Jul 2020
9. Development Bank of Kenya - Alternate, Mr. Jacob Mananda — Exited on 22 Jul 2020
10. Agricultural Development Corporation - Alternate, Mr. Richard Aiyabei — Exited on 22 Jul 2020
11. VIVO Energy(K) LTD — Alternate, Ms. Naomi Assumani — Exited on 22 Jul 2020
Chief Officers

1. Mr. Gabriel Nyangweso — Ag.Managing Director

2.  Mr. Emmanuel Obetch Ngala — Head of Finance

3. Mr. Joseph Onyando — Head of Agriculture (Ag)

4. Mr. Joseph Kiilu — Head of Factory (Ag)

S. Mr. Constance Webale — Head of Human Resources (Ag)

6. Ms. Lindah Kiplagat — Marketing Manager

7. Ms. Jackline Kotonya — Internal Audit Manager (Ag)

Corporate Secretary

Image Registars
P.O. Box 9287- 00100
Nairobi, Kenya.

Corporate Headquarters

P.O. Box 177-40107
Awasi-Nandi Hills Road
Muhoroni, Kenya
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KEY ENTITY INFORMATION (Continued)

Corporate Contacts

Telephone :( 254) 020-203 1883/4/5
-mail: cheme!il@swiftkisumu.com[chemelil.mdsofﬂce@gmail.com
Website: www.chemsugar .go.ke

Corporate Bankers

1. Kenya Commercial Bank Limited
P.O. BOX 17-40100
Kisumu, Kenya

2. Co-operative Bank of Kenya Limited
P.O BOX 301511-40100
Kisumu, Kenya

Independent Auditors

Auditor General
Kenya National Audit Office
Anniversary Towers, University Way
P.O. Box 30084

GOP 00100

Nairobi, Kenya

Principal Legal Advisers

1. Migos Ogamba & Company
P.O. Box 17- 40100
Nairobi, Kenya.

2. Otieno Ragot & Company

P. 0. Box 3051 — 40100
Kisumu, Kenya.
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THE BOARD OF DIRECTORS (Immediate Previous)

DIRECTOR’S NAME KEY QUALIFICATIONS AND EXPERIENCE
1. Mr. Zedekiah Kiprop Mr. Bundotich was appointed as Chairman of the Board of Directors with effect from
Bundotich 20th September, 2018.
He is a renowned businessman with a wide knowledge in transport and dairy industry
spanning over 15 years.
Chairman

Holds Bsc. in Management and Marketing (Royal Holloway University of London),

Diploma in Business Management.

2. Mr.Gabriel
Nyangweso

Ag. Managing Director

Mr. Nyangweso holds a Master’s (MBA) Degree in Strategic Management from Egerton
University, BSC in Agriculture from University of Nairobi and International Certificate in
sugarcane Agronomy from Mauritius. He has served Sony Sugar as Out growers Manager,
Nucleus Estate Manager, Transport Manager and Head of Agriculture - a position he held
until secondment to Chemelil Sugar Company as Managing Director in an acting capacity
from 5th May 2017.

3. Mr. David Osiany

Independent Director

Mr. Osiany is a public policy professional with over 10 years' experience in policy
advocacy and advice, and strategic public management with special bias to
communication, HR Management & Organizational Development. He holds MSc. Public
Policy from the University of Bristol, United Kingdom and Bachelors Degree in Arts

(Communication & Sociol

4. Ms. Christine Atieno
Otieno

Independent Director

Ms. Atieno was appointed Board member of the Company with effect from 20th
September, 2018.She is a Lawyer with vast experience in consultancy services and
research. Currently a partner in charge of Finance and Administration at Maangi and
Otieno Advocates. A member of various professional bodies e.g. FIDA, LSK, and CRADLE.
Has previously consulted for APHIA-USAID, Oxfam GB, and Committee for
implementation_of the constitution_of Kenva (CIC), National Legal Aid Awareness

5. Mr.Jacob Mananda
Alternate Director

Mr. Mananda represents Development Bank of Kenya. He has Masters in Business

Administration (Finance).

6. Mr. Kennedy
Odhiambo

o

Lo RS

Alternate Director

Mr. Odhiambo represents the National Treasury as per the State Corporation Act.
Alternate to Principal Secretary, The National Treasury.
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7. Mr. Richard
Aiyaibeij

Alternate Director (ADC)

Mr. Richard Aiyabei aged 51 years is a holder of MsSc. Degree in Agronomy fr Uy
of Eldoret, BSc. Degree in Agriculture from Moi University and Dipli
Management from Egerton University. He is currently the Managing Director
Agriculural Development Corporation a position he rose to progressively sin-~ joir
corporation in 1990 as an Assistant Farm Manager. His Directorship roles incl s, [
Kenya Seed Company and Chairman Agro Chemical and Food Company Itc  vir
Aiyabei is a member of World ploughing Board, Kenya Ploughing Oganisation (N
Chairman), ASK Council Member Eldoret Branch and ASK Member of Executi

Com

8. Ms. Jacqueline Kiio

Alternate Director,

Fisheries and Cooperatives

Ministry of Agriculture, Livestock,

PO among oth r ri vel rpor

Represents Ministry of Agriculture, Livestock and Fisheries. She joined the E-JE
October 2018.

9. Mr. George Obala

Independent Director

Mr. Oballa, aged 52 years is a holder of a Bachelor of Commerce in Marke ﬁ
(1992) from University of Nairobi and Advanced Diploma in Marketing (2003) fror

Institute of Finance Management. Currently, he is a Director, Lead Consultan t Se

Resources Ltd and Regional Director for East Africa at Forefinance/Scopelnaig,

10. Ms. Lilian Marjorie
Wasonga Nangulu

Independent Director

Ms. Nangulu holds a Master’s degree in Administration, Tourism-Punjabi Univ ity
Advanced diploma in Computer Applications, Computer Center-Chandigarh Indiz
Bachelor of Commerce-Punjabi University, India. She has worked for Citibar' N.A
client experience Head (Kenya and Uganda).

L
11. Ms. Miriam Ndirangu

Representative, Image
Registrars, Company
ecretaries

Ms. Miriam Ndirangu re,
Secretaries by the Board of Directors. She is a member of ICPSK.

presents Image Registrars who are appointed as lomr
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MANAGEMENT TEAM

MANAGER’S NAME

KEY QUALIFICATIONS AND EXPERIENCE

Mr. Gabriel Nyangweso,
MBA (Strategic Management)

Ag. Managing Director

Mr. Joseph Mutisya Kiilu
~BSc (Food Sc. & Technology)

Head of Factory (Ag)

ACCA, MKIM

Mr. Emmanuel Ngala
EMBA, BCom (Accounting),

Head of Finance

BSc. (Agriculture)

Mr. Joseph Onyando

Head of Agriculture (Ag)

R W

' ’ 2005081y
-'\\‘:;:\\@ i )

Ms. Jacqueline Kotonya
BSc (Chemistry), AWSE, EIK

Internal Audit Manager
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Ms. Constance Webale
BBM (Human Resource Mgt),
CHRP(K)

e
Mr. Japheth Ojwang

BBM (Purchasing & Supplies), Dip

BA, KISM, CIps

1.

Supply Chain Ma Nager (Ag)

s

ﬁra},‘ R

Ms. Lindah J, Kiplagat
MBA (Strategic Mgt), BBA
(Marketing), Msk

Marketing Manager

Viij

Head of Human R Ssource (Ag)
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CHAIRMAN’S STATEMENT

OVERVIEW

Despite the Sugar Industry’s continued general sugarcane deficit, the cane supply in Nyando sugar belt during the
2021/2022 financial year was much better compared to a number of preceding year(s) owing to the effect of the long
rains of 2019 and 2020. Sugar selling price was also generally stable during the year being supported by government
control over sugar imports. The main set back that curtailed the Company’s performance during the year under review
was frequent breakdowns of key machinery in the factory due to ageing plant. The plant had not undergone major
maintenance since the year 2013. This led to inefficient factory operations, loss of production time and low sugar
recovery which affected production, profitability and cashflow.

OPERATIONS

The volume of cane milled reduced to 276,853 tonnes down from 411,112 processed in the previous year. This was
mainly because of low uptake of the raw material due high down time. Unlike the preceding year where the factory ran
continuously for all the 12 months, the factory had to shut down for maintenance after 9 months of milling in the
financial year under review. The average conversion ratio was relatively worse at 16.14 tonnes of sugarcane to one
tonne of sugar compared to 14.75 achieved the previous year. The Company sold a total of 17,246 tonnes of sugar
compared to 28,031 tonnes sold in 2020/2021. Accordingly, the gross turnover dipped to Kshs. 1,708 million down from
Kshs. 2,565 million achieved in the previous year mainly because of lower production and sales volumes.

RESULTS
The Company posted an increased loss of Kshs 695 million compared to the loss of Kshs 551 million in the previous year.
TAX CONTRIBUTION

The Company continued to be one of the large tax payers to the government. During the financial year, the Company
accrued/paid Kshs. 236 million in VAT compared to Kshs. 354 million the year before.

CORPORATE SOCIAL RESPONSIBILITY

Despite constrained cash flows the Company continued to play its role as a responsible corporate citizen. The key focus
areas during the year under review were education, health, sanitation and environment. Through its own sponsored
Chemelil Sugar primary and secondary schools and by supporting a number of other public schools within Chemelil
zone, the Company continued to empower the population in the community. The Company also operates a health
facility which supports the community’s health, through its MCH and general healthcare services.

DIVIDENDS

The company remains committed to its primary objective of maximization of Shareholders’ fund and in giving a return
on investment through payment of dividends. However, due to the low performance for the year, loss incurred and the
aforementioned financial constraints, the Company was not in a position to pay dividends. Measures are being put in
place and this situation is likely to change in the coming years and dividends shall be paid accordingly.

PERFORMANCE CONTRACT
The company entered into a negotiated performance contract with the Government of Kenya for the year 2021/2022 by
setting targets in line with the Strategic plan 2017/2018-2021/2022 and the Approved Budget for 2021/2022. The

Company did not achieve its profitability target for 2020/2022 given the conditions it operated in but there is strong and
positive indication of improved performance towards achieving and surpassing our boundaries of success.

X
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REVIEW OF CURRENT AND FUTURE BUSINESS OUTLOOK

Access to adequate quality raw material and stability of market sugar price remain the key determinants of the
Company’s operational performance. The company continues to engage and/or contract farmers for cane supply.
Improvement in cane availability is being pursued through planting of high sucrose and early maturing cane within the
nucleus estate and improving extension services to farmers. Continued support to farmers with farm inputs and
implements is on—going. All these efforts are aimed at improving the quantity and quality of sugarcane for milling. The
cane testing unit which will peg cane payment on sucrose content thus ensuring the company gets value for money is
almost complete.

The Company’s 5-year strategic plan (2017/18-2021/2022) had targeted to increase cane yield from 48 TCH to 75 TCH
and to mill 871,000 tons annually by the year 2021/2022. Though these targets were not achieved in the year under
review, it is envisaged that the Government commitment to privatization of the five public sugar mills will inject new
funds to revitalise factory efficiency and mitigate the inadequate cane availability and supply to the factory. The process
is expected to enhance competitiveness, profitability and sustainability of the Company. The company is also keen on
cost controls and improved corporate communications policy to ensure it has support from all stakeholders.

The government appointed a taskforce to review and advise on the design, development and implementation of the
sugar industry price stabilization framework which has looked into ways of stabilizing the incomes of different players in
the sugar value chain going forward. The implementation of recommendations by this task force is expected to sanitize
the regulatory regime, control sugar importation and create a level playing ground for all in the industry.

The COMESA safeguard measures were also extended to February 2023. The Company’s generally improved
performance levels should enable it compete when that time lapses. The Company will continue to enhance factory
efficiency and increase the branded sugar production. Cost management initiatives will continue to be implemented to
return the company to profitability. More land in the catchment area is being put under cane to meet the factory
optimum requirements and irrigation project is being enhanced to increase cane yield. The cane development program
will continue into the next year where a further 3,000 hectares are targeted.

APPRECIATION

Much gratitude goes to all our cane farmers who have stood with us during these difficult times. We also thank our
suppliers, the Commodity Fund and the National Government for the loans given to us, cane transporters, cane
development contractors and the sugar customers for their valued support in the last one year. Finally, sincere thanks
to the management and staff for their hard work and continued commitment to Company goals even during the difficult
times experienced for the better part of the year. There is all optimism that we shall all improve our performance to
meet our targets for future Company sustainability.

(4%

tg\( CHAIRMAN
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REPORT OF THE CHIEF EXECUTIVE OFFICER

It gives me pleasure once again to present this report on the performance of Chemelil Sugar Company Limited for the
year ended 30" June 2022

OVERVIEW

Even though there was positive effort towards restricting sugar importation which helped sustain good sugar prices in
the market, the Company’s revenue generation and cash inflows were affected by low production arising mainly from
loss of production time due to frequent factory breakdowns. The breakdowns caused by the aging plant adversely
affected throughput and conversion ratios. Other operational challenges included low agricultural machinery availability
and low cane yields.

PERFORMANCE REVIEW
i) Financial Performance

The overall result of the year was an operating loss of KShs. 695 million compared to a loss of Kshs.551 million recorded
in the previous year. The is because of increased factory inefficiencies and also because milling operations were
sustained for only 9 months of the financial year compared to 12 months in FY 2021. In addition, some maintenance
cost incurred during the shutdown have also contributed to the loss.

The net turnover for FY 2022 decreased by 33% to Kshs.1,473 million down from Kshs.2,211 million in FY 2021. This
comprised Kshs.1,432 million (2021-Kshs.2,137 million) from sugar and Kshs.41 million (2021-Kshs.74 million) from
molasses. The reduced turnover attributable to lower sales volumes was despite the better sugar selling price for sugar

compared to the previous year. Molasses price was worse compared to the year before.

An mcreased gross loss of Kshs.486 million (2021-Kshs.6 million) was attributed to the high cost of production arising
from in process material losses and high cost of spares and repairs caused by frequent factory breakdowns during the
year under review.

Marketing and distribution costs increased by 34% mainly due to higher staff cost after some positions that were
previously vacant were filled. Administration cost reduced by 6% as a result of cost control measures during the year
under review. Finance cost reduced by 71% because a significant portion of the long-term loans stopped accruing
interest.

ii) Agricultural Operations

Cane delivered to factory during the year totalling 276,003 was 33% lower than 411,654 delivered the previous year.
The average pol (sucrose in cane) was 11.08% (2021-11.88%). The decrease in quantity is attributed to the 9 months
only of operations compared to 12 months in the previous year. This is in addition to the relative low factory intake of
sugar cane due to high amount of down time during the year. The Nucleus Estate contributed 30,218 (11%) while
245,785 was sourced from farmers within Chemelil zone. The price of cane per ton increased by 8% to Kshs 4,563
compared up from Kshs. 4,040 in FY 2021. Cane pricing committee was involved in setting minimum cane price based
on prevailing ex-factory price of sugar.

Weather conditions during the year was favourable for cane production as the cane zone received relatlvely high rainfall
mean of 1782.9mm (2021-1681.8mm) although slightly lower than the long term mean of 1,855. 2mm. However, cane
yields deteriorated to an average of 35.86 TCH compared to 49.6 the previous year due to continued cane pouching
activities by neighbouring millers in unfair competition during the year.

xi
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REPORT OF THE CHIEF EXECUTIVE OFFICER (Continued)

low at 100 bags due to financial constraints.
During the year, a lot of effort was expended to engage farmers and other industry stakeholders to appraise them
the Company and industry challenges and initiatives.

iii) Factory Operations

The factory milled a total of 276,003 tons of cane in the year under review compared to 411,211 tons milled in FY 2020.
Of these 245,785 tons of cane representing 89% came from farmers while 30,218 tons representing 11% was received
from the Nucleus Estate. In the previous year, 350,412 tons of cane milled came from farmers while 60,799 tons cam

17,150 tons of Sugar compared to 27,886 tons produced in Fy 2021, this production répresents 38% decrease compared
to the previous year. A better performance Was experienced in the first and second quarters but factory breakdowns
became more frequent in the third and fourth quarters leading to loss of production time and reduced sugar recovery.

A total of 978 tonnes of sugar representing 6% of sugar produced was branded. Sugar quality remained high as the
Company complied with the Kenya Bureau of Standards (KEBS) requirements for Standardization Mark for'brown sugar.

iv) Sales and Commerecial Activities

The Company sold a total of 17,246 tonnes of sugar compared to 28,031 tonnes sold in 2020/2021. The average net
prices per ton of Sugar and molasses were Kshs. 82,866 (2021-Kshs.75,715) and Kshs.3,403 (2021-Kshs.5,165)
respectively. The 9% increase in average net sugar price was due to enhanced government control over sugar
importation which reduced the sugar glut situation in the market. The 349 decrease in average net molasses price in FY
2021 was due to low demand.

Most companies have increased their branding levels for better margins and key supermarkets have followed by shifted
towards in-house branding thus intensifying competition. The Company’s branding leve| remains lower than most

system.

Xii
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REPORT OF THE CHIEF EXECUTIVE OFFICER {Continued)

The Company maintains a tree nursery which supplies tree seedlings for planting in the non-caneable parts of the
Company’s expansive nucleus estate as well as for supply to farmers and the community in pursuit of 10% government
tree cover policy. Tree seedling s were supplied during the year under review.

“"HUMAN CAPITAL INVESTMENT

The Company’s HR strategy remains focused on building a strong unified team with excellent skills and the resilience
necessary to return the Company to prosperity. We believe that our people are the lifeline of the Company’s business
and that strategic investment in the people enables us attract and retain a highly skilled workforce.  The Company’s
commitment to continuous training and development remains strong despite prevailing financial constraints.

The generally harmonious relationship between management and Union suffered some tension in December 2021 after
the Union called for a strike to demand some unpaid salary arrears. This was resolved through consultations and
negotiations. Normalcy resumed in January 2022. With the CBA negotiated for 2017-19 having expired, new CBA
negotiations are expected anytime, the delay has mainly been due to the obtaining industry business challenges.

LITIGATION, DISPUTE RESOLUTION AND COMPLIANCE

During the year, the Company continued to be vigilant to maintain compliance with laws legislated and government
policy directives issued at both national and county levels. The internal legal compliance environment has continuously
been evaluated in order to mitigate against any legal exposure in a timely manner.

The Company will continue to explore options available to ensure that operational disputes are minimised and that
alternative dispute resolution mechanisms are embraced as a way of resolving most of the current and future litigations
while ensuring that the interests of all parties and stakeholders are fairly taken into account.

INFORMATION AND COMMUNICATION TECHNOLOGY

The Company completed the upgrade of its Sun System to version 6.4 during the first quarter of the financial year. This
came with improvement of existing modules and introduction of new ones including purchasing module, inventory
module, sales module and fixed assets module and involved significant computerization/automation of erstwhile
manual processes.

During the rest of the financial year, the emphasis has been on process improvements and benefits realization by
building user capacity and driving utilization of the ICTs in order to realise and sustain competitive advantage. The
progress is good and better efficiency in information management is expected going forward.

APPRECIATION

On behalf of Management and staff, | wish to express my gratitude to all our stakeholders for their valued support over
the period. Key among them are cane farmers who have stood with us during these difficult times and have now
redoubled their efforts in cane farming. | also wish to thank our sugar customers, materials suppliers and service
providers, the Sugar Directorate and Ministry of Agriculture, Livestock and Cooperatives for their continued support. Itis
expected that the Board of Directors will be reconstituted soon so that the Company continues to benefit from their
valued guidance and oversight during the coming financial years. Finally, | thank the management and staff for their
hard work and continued commitment to the Company.

GABRIEL NYANGWESO \

g. MANAGING DIRECTOR

xiii
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CORPORATE GOVERNANCE STATEMENT

Corporate Governance is a key element contributing to Chemelil Sugar Company Limited Business success and
sustenance. To this end, the company has implemented the Mwongozo Code of Governance as the Corporate
Governance blue print for State Corporations.

The Board of Directors

Chemelil Sugar Company’s Board of Directors provide strategic direction to the Company through oversight, review and
guidance as well as setting the strategic and policy direction for the realization of the overall Company’s strategic
objectives.

The Board is normally comprised of independent, non-executive Directors, including the Chairman. The Directors are
given appropriate and timely information so that they can maintain full and effective control over all strategic, financial,
operational and compliance issues of the Company. All the non-executive Directors on the Board are independent of
management and free from any business or other relationship which could materially compromise the exercise of their
independence.

The Board offers oversight and review matters related to their duties including the Company’s strategy, financial
performance, corporate governance, ensuring sound maintenance of internal control systems and risk management.

Board Meetings

The Board of Directors meet quarterly in accordance with Board schedules as stipulated in the Mwongozo Code of
Governance, in order to monitor the Company’s planned strategy and review of the financial performance. Specific
reviews of management performance, operational issues and future planning are also undertaken. The Board has a
calendar for meetings and matters reserved for it. The directors receive appropriate and timely reports to facilitate
informed deliberations and decision making.

Board Committees

The Board has three standing committees with specific delegated authorities and terms of reference. These are Audit
Committee, Finance and Human Resource Committee and Strategy and Technical Committee. The Board Committees
meet at least once on quarterly basis. The respective committee Chairpersons present their reports to the full Board at
the quarterly meetings. The details of these committees and their membership before the revocation of the Directors’
appointment were as highlighted below; -

1. Audit Committee

Members

Mr. Jacob Mananda Chairman

Mr. Kennedy Odhiambo

Ms. Jacqueline Kiio

Mr. Gabriel Nyangweso Managing Director (Ag)

Role and Functions

The Committee meets quarterly or as maybe necessary. Its responsibilities include; the review of interim and full
year financial statements so as to ensure compliance with accounting standards and other disclosure requirements;
the maintenance of the Company’s system of accounting and internal controls; liaison with the external auditors of
the Company and putting into effect their recommendations. The external auditors, internal auditors and the
Company management may be called to attend any meetings of the Committee to clarify any issue as required by
the Committee.
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2. Human Resource and Finance Committee

Members

Ms. Christine Atieno Chairman

Mr. Kennedy Odhiambo

Mr. David Osiany

Mr. Mohammed Bulle

Mr. Gabriel Nyangweso Managing Director (Ag)

Role and Function

The Human Resources and Finance Committee meets quarterly and is mandated to review financial performance
and human resource policies of the company on a regular basis. It also makes suitable recommendations to the
Board on executive management appointments among other issues.

3. Strategy and Technical Committee

Members

Mr. David Osiany Chairman

Mr. Richard Aiyabei

Ms. Christine Atieno

Ms. Jacqueline Kiio

Mr. Jacob Mananda

Mr. Gabriel Nyangweso Managing Director (Ag)

Role and function

The committee meets on need basis to review the operational and strategic issues such as cost management,
diversification and information technology needs of the company and make recommendations to the Board on
suitable long-term strategies for the company.

The Board appoints other committees as and when required. During the year under review no Board or Board
Committee meetings were held.

Communication with Shareholders

The Company is committed to ensuring that shareholders and stakeholders are provided with full and timely
information about its performance. This is usually done through the distribution of the Company’s Quarterly and
Annual Reports to the National Treasury, Parliament and Parent Ministry on quarterly and yearly basis. In this regard,
the Company complies with its obligations on good corporate governance practices as contained in Mwongozo Code of
Corporate Governance.

Board Evaluation and Performance

The Board conducts an annual evaluation to assess its effectiveness in discharging its mandate. The process entails self-
evaluation for each director, evaluation of the Chairman of the Board on the overall Board interactions and conduct of
business and the Chief Executive Officer. This is facilitated by State Corporations Advisory Committee (SCAC).

Conflict of Interest

All Directors are required to inform the Board of any conflicts or potential conflict of interest they may have in relation
to particular items of the business, in which case they are required to absent themselves from the deliberations and
decisions on those matters, unless resolved that they remain.
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Mwongozo Code of Governance

The Company has implemented the Mwongozo Code of Governance for State Corporations which was issued by the
Presidency. The Company has re-aligned its Code of Conduct to the Leadership and Integrity Act 2012. All the Directors,
management and employees are required to uphold.

Risk Management Report

Section 3.2 (a) of the Mwongozo code of conduct requires that the Board ensure the development of a policy on Risk
Management. In compliance therefore, the Company is developing the Enterprise Risk Management Framework and the
Risk Register.

Management is accountable to the Company for designing, implementing and monitoring the process of risk

management and integrating it into the day to-day activities while the Board will be responsible for the adoption or
upgrading of the risk management plan. Risk management is the primary responsibility of line management.
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MANAGEMENT DISCUSSION AND ANALYSIS
' Operational and Financial Performance

The Company returned a net loss before tax of Kshs. 695 million basically because of inefficiencies of the factory which
had run for 8 years without any major maintenance. This was a worse performance compared to the previous year in
which the Company posted a restated net loss of Kshs.551 million. The inefficient condition of the factory was the main
cause of the poorer financial performance during the year 2021/2022 as low volumes were produced and sold during
the 9 months of milling.

Although cane was generally available for most of the year 2021/2022 because the long rains of the years 2019 and
2020 had supported cane growth, the Company did not take advantage of this because the factory was not always
available to mill the cane. The frequent stoppages created a negative effect on factory operating efficiency thus
attaining worse conversion ratio of 16.14 (2020-14.75) tons of cane per ton of sugar. Secondly, unlike the previous year,
the factory was out of milling operations for 3 months of the financial year.
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Other operations were also adversely affected by constrained cashflows. Although the Company’s reputation of
accurate cane weighment was maintained, it could not sustain consistent weekly payments to keep the credit period
below 2-3 weeks and some farmers could not continue preferring Chemelil Sugar as the destination for their cane. The
was only able to pay up to 50% of employees’ net salaries during the year. In the 2" quarter, industrial tension
precipitated from demands by the union for full pay and arrears. Eventually, cane supply declined and it became more
difficult to continue honouring negotiated supply and payment schedules with most key suppliers using the little
revenues generated from the relatively inefficient milling.

Given that the government had allocated some funds to the Company for maintenance, Management reached a
consultative decision to shut down the factory in April 2022 and undertake maintenance before resumption. The 4th
quarter was therefore spent on out of crop maintenance.
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