AUDITOR-GENERAL

THE FINANCIAL STATEMENTS OF
NZOIA SUGAR COMPANY LIMITED

FOR THE YEAR ENDED
30 JUNE 2017

Guidance Notes:

xternal audit report;
(i)l Use the same reference numbers as contained in the

mments”, required above, from final

(i) Obtain the “Issue/Observation” and “management ¢
- . . > 1 1 1 ¥ o -
ith the appointed Focal Point persons external audit report that is signed by Management;

each issue; (iiP Before approving the report, discuss the timeframe »

within your Board responsible for implementation o

oy the date of submitting this report

(i¥) Indicate the status of “Resolved” or “Not Resolved”
to National Treasury.

‘ECUTIVE OFFICER

y\_DS\GL@ 1>

l;E)A D CHAIRPERSON CHIEF E
t

134-




OFFICE OF THE AUDITOR-GENERAL
. P. 0. Bee 2105 ronen nrnnopy

| 10 JUL 2018
RECgivED

NZOIA SUGAR COMPANY LIMITED

ANNUAL REPORTS AND
FINANCIAL STATEMENTS

30 JUNE 2017






NZOIA SUGAR COMPANY LIMITED

PORTS AND FINANCIAL STATEMENTS
EAR ENDED 30 JUNE 2017

CONTENTS

Corporate inf@irmation

Report of the flirectors

ance statement

ity report

—_

Statement of dirgetors’ responsibilities

Independent audifors’ report
Financial statem

Statement of firofit or loss and other comprehensive income
Statement of §inancial position
Statement of dlanges in equity
h flows

Statement of ¢

Notes to the fiddncial statements

PAGLES

13-16

20

21 -54






NZOIA SUGAR COMPANY LIMITED
CORPORATE INFORMATION

DIRECTORS Hon. Joash Wamangoli - Chairman
Michael Kulundu - Ag. Managing Director
Timothy Tiampati - IDB Capital
Frederic Thrum - Fives Cail
Cabinet Secretary - Treasury
Cabiner Secretary - Agriculture

Kennedy Simiyu Juma
Rebecca Mulongo

Mary Nawire Waiswa

Dr. John Murumba Chikati
Hon. Raphael Wanjala

COMPANY SECRETARY Benson Khwatenge
Certified Public Secretary (Kenya)
P O Box 285 - 00100
Bungoma

REGISTERED OFFICE Nzoia Sugar Company Limited

Off Webuye — Malaba Road

5 kms from Bukembe Junction
P O Box 285 - 00100
Bungoma

AL AUDITORS The Auditor General
P O Box 30084 - 00100
Nairobi

DELEGATED AUDITORS Deloitte & Touche

Certified Public Accountants (Kenya)
Deloitte Place

Waiyaki way, Muthangari

P O Box 40092 - 00100

Nairobi

BANKERS National Bank of Kenya Limited
: Bungoma Branch

P O Box 25 - 50200

Bungoma

The Co-operative Bank of Kenya Limited
Bungoma Branch

P O Box 1964 - 50200

Bungoma

Kenya Commercial Bank Limited
Bungoma Branch
P O Box 380 - 50200

Bungoma

ADYOCATES Olotch & Company Advocates
P O Box 7146 - 00100
Nairobi

Wekesa & Simiyu Advocates
P O Box 10299 - 00100
Nairobi

Buluma & Company Advocates
PO Box 6152 -30100
Eldoret

ro






NZOIA

| UGAR COMPANY LIMITED

I' OF THE DIRECTORS
, YEAR ENDED 30 JUNE 2017

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

PRINCIBAL ACTIVITIES
The pringipal activities of the company are the production and sale of sugar.
RESUL

Shs’000
Loss befdre taxation (2,781,820)
Taxatioficharge (138,248)
Loss fofthe year (2,920,068)

of the business of the Company is incorporated within the Chairman’s statement and Managing
i8S report on pages 4 to 9.

ctors do not recommend a dividend in respect of the year (2016 - Nil).
UCTION

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

Sugar Cane
bagged milled Outurn
(Tonnes) (Tonnes)
2017 46,724 580.868 12.45
2016 59,218 706,173 11.9
2015 86,821 924,721 10.7
2014 49,648 596,186 12.0
2013 55,535 680,364 12.3
2012 64,669 690,998 10.7
2011 61.886 652,170 10.5

surrent directors of the company are listed on page 2.
TORS’ STATEMENT AS TO INFORMATION GIVEN TO AUDITORS
f the persons who is a Director at the date of approval of this report confirms that:

far as the Director is aware, there is no relevant audit information of which the Company’s auditors are
naware; and

e Director has taken all the steps that he/she ought to have taken as a Director in order to make
imself/herselt aware of any relevant audit information and to establish that the Company’s auditors are aware
f that information.
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GAR COMPANY LIMITED
F THE DIRECTORS (Continued)

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

uche, who were nominated by the Auditor General, carried out the audit of the financial statements
nded 30 June 2017.

2018
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GAR COMPANY LIMITED

AN’S STATEMENT

ithe board of directors and management of the company allow me to present to you the annual report on
nd operations of the company and financial results for the year ended 30 June 2017. The performance
ny has continued to be impacted negatively by the two key industry challenges namely; cheap illegal
low sugar prices. Consequently, a negative result has been recorded once again. However, the Board

and Managdmment have put in place measures and continue to implement strategies aimed at reversing this trend.

raduction is forecast to rise 2.4 million tons to 37.1 million on favourable weather and a lower percentage
of sugarcat ! being converted to ethanol (forecast at 57 percent compared to 59 percent the year before). Brazil
remains thellargest producer and exporter of sugar with exports projected up 1.8 million tons to 26.1 million on
8F demand and greater exportable supplies. Consumption is down slightly on lower consumer purchases
of processedfoods.

INDIA

India’s con | mption is forecast to rise marginally to record 27.2 million tons. Production is forecast to drop 2.2
million to 28.5 million tons due to lower area and yield. Drought conditions encouraged farmers to keep existing
cane produdtion rather than planting new cane. With higher consumption and lower production, stocks are expected
to be down

THAILANI

Thailand’s
affected by
drawn dow

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

CHINA

sumption, projected at a record 17.8 million tons continues to trend higher bringing stocks down to 3.2
million. Profluction is forecast to decline to 8.2 million tons on lower area. Over the last couple of years, higher land
and labour d@sts and the cancellation of minimum purchase prices in some areas have resulted in growers switching
to other crop.

China’s cor

Source:http§i//apps.fas.usda.gov/psdonline/circulars/sugar.pdf

Dividends

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

Future Outjpok

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

The compa
short term 1
the compan
cane suppl
efficiency

The board
and growth
company es

1l continually review the various business strategies in place to ensure sustained business profitability
I'he board thanks the various stakeholders for the business support and hope they will support the
cially in the impending diversification and privatization.
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NZOIA SUGAR COMPANY LIMITED

NG DIRECTOR’S REPORT

" the board of directors and management of the company allow me to present to you the annual report on
and operations of the company and financial results for the year ended 30 June 2017. The performance

i

of the co pany has continued to be impacted negatively by the three key industry challenges namely; lack of
sdlle for milling, cane poaching and dry weather condition experienced late 2016 and early 2017.
: y, @ negative result has been recorded once again. However, the Board and Management have put in

res and continue to implement strategies aimed at reversing this trend.

‘ ARKET OUTLOOK
! oduction is forecast to rise 500,000 tons to a record 39.7 million on favourable weather and a 1%
| sugarcane being diverted towards sugar production instead of ethanol. Exports are projected up 500,000
ecord 28.7 million on greater exportable supplies. Stocks are forecast up slightly while consumption is
nchanged.

Brazil’s
increase
tons to a
relativel

oduction is forecast to rise 1.0 million tons to 10.5million, due to an expected boost in area while high
it greater expansion. After reaching 10.4 million tons 3years ago, ending stocks continue to be drawn
down. THis drawdown in stocks, together with larger production and flat consumption, will lower imports. There is,
howevergi great deal of uncertainty in the market because of a safeguard investigation into sugar imports being

conduct by China’s Ministry of Commerce. This investigation was initiated in late September 2016 with the

China’s
stocks i

]

results stheduled to be announced May 22, 2017. As China is a huge sugar importer, the results of this
investig on, and any possible resulting changes in import policy, could have a major impact not just on imports,
but also on prices, production, and stock policies in China. Note: Estimates for China’s ending stocks and
consumption between MY 2013/14 10 2016/17 have been revised, resulting in a significantly higher stock estimates.
India’s roduction is forecast to rebound by 18 percent to 25.8 million tons due to higher area and yields. Imports
are foreddst lower while consumption is forecast to edge higher to 26.0million tons.

’s production is forecast to expand 1.2 million tons to 1 1.2 million as yields are expected to improve with
ery from 2 years of drought. Exports are forecast to rise 400,000 tons to 8.4 million on increased available
hile consumption is up slightly on growing household and industrial uses.

drd will continually review the various business strategies in place to ensure sustained business profitability
wth. The board thanks the various stakeholders especially the Government of Kenya for the business support
they will support the company especially in the impending diversification and privatization.



management 1 present to you the management report on the business and operations of the Company
results for the year ended 30 June, 2017. The year under review was challenging given that the factory
rating below capacity due to lack of raw material for milling. However, prices of sugar improved from
per ton net of taxes last financial year to KSh 87,614 per ton net of taxes in year under review. The
e year was 12.45. Turnover volumes reduced from 62,646 tons last financial year to 47,377 tons.
nagement has put in  place measures to correct the situation and is hopetul of improved cane
wd improved factory efficiencies after the OOC scheduled.

On behalf
and financ

KSh 66,32
TC/TS in

fuction for 2017/18 is up 9 million tons (raw value) to a record l%() million on gains in Brazil, China, the
1on, India, and Thailand. Despite record production, stocks down 2 percent to 38million tons as
in China and Mexico more than offset higher stocks in Pal_dsta':g

Table: Global Vs Con§dmp§0n

_mProduction

"Consumntion

- ..-..._'___ - e oo A— S—— ——

09/10 10/11 11/12 12/13 13/14  14/15 15/16 15417 178

Source: Miternational Sugar Organization Quarterly Market Report



GAR COMPANY LIMITED

G DIRECTOR’S REPORT (Continued)
ARMARKET

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

According
consumptid

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

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

Currently
directorate
sugar sale
decrease

ks of sugar held by the factories at the end of June 2017 were 3,939 tonnes compared to 8,944 in the
I last year. Low stock is ascribed to reduced sugar production during the year against the increasing
Emand.

Closing st
same peri
domestic d

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

Overall, l
of KSh 4,¢
ECONOMIC OUTLOOK

h is expected to suffer somewhat this year due to the interest cap introduced late last year and the dire
the agricultural sector. In addition, political uncertainty around the August presidential election could

GDP gro
situation

dampen biisiness sentiment and delay investment decisions. GDP is expected to slow down to 5.2% in 2017 from
earlier fofgcast of 5.5% in March 2017, before picking up slightly to 5.6% growth in 2018.A slowdown in credit
uptake al§p slowed economic growth during the period under review. The Central Bank of Kenya (CBK) data
shows that lending to the private sector expanded by a paltry 3.3 per cent in the year to March 2017, the lowest

since January 2005.

sed 10 9.2% compared to 10.28% in previous quarter. This was mainly driven by a slight drop in food
iculture sector shrunk [.1 per cent to Sh286.3 billion — the first in eight years. Rains in May and a KSh
uize subsidies helped ease food prices in June 2017.

Inflation
prices. A
6 billion

!

Source: Yhttp://www.focus-economics.com/countries/kenya

FINAN l‘
|
f

ALPERFORMANCE

over for the period under review was KSh 4.3 billion (2016~ 4.2 billion) against a budget of 5.5 billion net
I'he sales were below target due to low production caused by luck of raw materials. Harsh climatic
in the 3rd and 4th quarters coupled with cane poaching reversed the gains made in previous quarters.

Total tur
of taxes
conditions

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

Prices 0l
internati

pany made a loss before tax and interest of KSh 2.8 billion (2016 — loss of 2.5 billion) against budgeted

The co
earnings Pefore tax of Kes.157 million.




AR COMPANY LIMITED
G DIRECTOR’S REPORT (Continued)

r the year ended 30 June 2017 are as follows;

| the best position in the 1SO certified firms exhibition in Nairobi.

the super brand status

issioned new data centre

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

d weighbridge integration with the Agriculture Management System.

nalized Makhese and Wiyeta cane trans loading centres.

entation of new ERP ftor both AMS and SAP underway.

d a new strategic plan 2017-2022

r the quarter under review were as follows;
npany bagged 46,724 tons of sugar (2016- 59,148 tons) against budget of 73,232 tons of sugar.

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

. Stiff ddmpetition for cane from rival millers.

. Lack ®f cane due to cane poaching leading to tactory stops.

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

. Millifg of young cane with low pol.

. Cash flow challenges.

. High ®ost of production brought about by underutilization of factory capacities and also logistical challenges
of ferfying cane from Western Zone.

plans to counter the various challenges as follows:

term measures

Increase area under cane by planting more cane.

Automation of business processes that will assist in cost control and eliminate wastages.

No filling of vacant positions on staff exits unless on very critical jobs.

Mechanisation of farm operations at the Nucleus Estate so as to improve on cane husbandry.
Multi-skilling of staff.

b. Long term measures

Revenue diversification to increase alternative revenue streams in area of Agribusiness and value
addition for sale in domestic market.

Liming of acidic soils in Nucleus Estate and out growers.

Improve on mud filtration system to avoid loss of sugar in mud.

Increase area under cane by leasing and planting more cane in out growers region.

MICHARL KULUNDU
AG.MABGING DIRECTOR
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GAR COMPANY LIMITED
TE GOVERNANCE STATEMENT

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

f Directors, duly cognizant of its role in safeguarding shareholders’ assets and ensuring a suitable return

on investifient, reaffirms its commitment to upholding policies and strategies that enhance transparency and
accountab ! y. The Board has a board charter that outlines the structure, duties, procedure and the standard of
service delivery.

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

Itation between the Chairman of the Board, Managing Director and parent ministry were made during
gar under review.
any had all necessary licenses to operate e.g. Sugar Millers License.

. Key®oard decisions were forwarded to the parent ministry for necessary approvals before implementation.
° Boasd Charter was in place.
o Confultant was engaged to facilitate the company to review its strategic plan.

ved the annual procurement plan.

10



NZOIA SUGAR COMPANY LIMITED

SPONSIBILITY REPORT

hat the future success of the company depends on the company focusing on the interests of the primary

who include government, customers, suppliers, employees as well as the community. The company
ses on the major customer “the farmer “to be able to cultivate trust, loyalty and goodwill in its future
mes.

CSR is a
company i
corporate
CSR proje

ind of charity or philanthropic activity associated with community development through which a
able to enjoy a mutually beneficial relationship with the community around it. The company has a
sial responsibility policy in place that guides the selection, approval and implementation process of all

icial year 2016/2017, the following projects were undertaken: -

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

o The ddmpany donated KSh 275,273 to Nzoia Girls Secondary School for construction of sinking latrines at
the scfiool.

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

d KSh 145,000 to St. Christopher Mabanga Girls Secondary School for multipurpose hall,
d KSh 58,500 to Keasler Childrens’ Home to purchase blankets and sugar for the children.

npany has continued to support the community by offering medical services on an emergency basis to
imunity including provision of mother to child healthcare services and other medical services from the
1y clinic.

mpany has a VCT centre for counselling and testing for HIV/AIDS and this clinic is open to the
nity.

flopment and Sports

Sugar Company is a full sponsor of Nzoia Sugar FC. The team was recently promoted from the

il Super League (NSL) to the Kenya Premiere League (KPL) after exemplary performance. The team

s talented young boys and nurtures them to be great players.

mpany also sponsored Webuye Rugby Football club to the tune of KSh 800,000 cash of which would

' nced in instalments. KSh 400,000 has already been disbursed to the club.

mpany also donated KSh 50,000 to the National Youth Council, Bungoma County in support of a boot
r models.

ital Sustainability

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

ireaking purposes.

Disasters/ Emergencies

mpany also donated KSh 100,000 to the Kenya Red Cross Bungoma County towards a humanitarian
rathon to prepare community for humanitarian and development needs before their occurrence. 8 statf
rs also represented the company during the event.
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GAR COMPANY LIMITED

NT OF DIRECTORS' RESPONSIBILITIES

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

results for
that are suff
financial p
and for tak

accept responsibility for the preparation and presentation of these financial statements in accordance
rnational Financial Reporting Standaras and in the manner required by the Kenyan Companies Act.
sept responsibility for:

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

1g suitable accounting policies and applying them consistently; and

accounting estimates and judgements that are reasonable in the circumstances.

(i) desig

prese
(it) selec
(iii) - maki

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

with its of ,
are confidel

Director Director

2018






REPUBLIC OF KENYA

Telephone: +254-20-342830
Fax: +254-20-311482

E-mail: oag@oagkenya.gb.ke
~ Website: www.kenao.go

P.O. Box 30084-00100
NAIROBI

|OFFICE OF THE AUDITOR-GENERAL

REPORT OF THE AUDITOR GENERAL ON NZOIA SUGAR COMPANY LIMITED

E YEAR ENDED 30 JUNE 2017

REPORT ON THE FINANCIAL STATEMENTS
Qualified Opinion

| have audited the accompanying financial statements of Nzoia Sugar Company Limited
set out dh pages 17 to 54, which comprise the statement of financial position as at 30
June 20 \' , the statement of comprehensive income, statement of changes in equity and
stateme | of cash flows for the year then ended, and a summary of significant
accounti 19 policies and other explanatory information have been audited on my behalf
by Delo te & Touche, auditors appointed under Section 23 of the Public Audit Act,
2015.The auditors have duly reported to me the results of their audit and on the basis

of their r@port. | am satisfied that all the information and explanation which, to the best

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

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

Basis fol Qualified Opinion
1. Propgrty, Plant and Equipment

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

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

Promoting Accountability in the Public Sector




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

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

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

2. Provisions and Contingent Liabilities

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

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

3. Management of Out-growers (Farmers) Balances

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

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

It was noted that the continued lack of proper management of advances to farmers has
led to the deterioration of the out-grower balances and the resultant significant losses to
the company in the form of uncollectible out-growers’ balances. The company held

Report of the Auditor-General on the Financial Statements of Nzoia Sugar Company Limited for the year
ended 30 June 2017
2



outstand gross out growers balances of Kshs.382,000,000 (2015:
Kshs.38 OOO 000) as at 30th June 2017, indicating un-collectability rate of 94% (2016:
95%) of feceivables from out growers.

umstances, it was not possible to confirm accuracy of the balance of
OOO 000 due from out-growers as at 30 June 2017.

doubtful ebt provisions of Kshs.359,000.000 (2016: Kshs.363.000,000) against
In the ci
Kshs.35

4. The‘ ational Treasury Guaranteed Loans

The Government of Kenya through the National Treasury loans guaranteed to the
Company's creditors stood at Kshs.36,289,427,006 as at 30 June 2017 (2016:
Kshs.35/712,256,774) comprising principal amount of Kshs.10,095,628,375 and
accrued Interest of Kshs.26,193,798,631. However, Sessional Paper No. 12 of 2012 on
write offlof excess Government of Kenya debt owed by the Company presented to
Parllam t in 2009 by the Finance Minister indicates a debt of Kshs.21,782,367. The
figure |s uch lower than the outstanding loan liability of Kshs.36,289,427,006. The
Company continues to default on repayments while there is no actionable evidence of
write -off|previously expected from the Government.

In the cifcumstance, it was not possible to establish the correct loan balance and how
the man@igement intends to address this adverse state of huge debt.

Loan from the Agriculture and Food Authority

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

The co
include
Agricult
has not
the com
Develo
Also, | H
Authorit

e year under review, the Company did not clear outstanding payments of

balances of Pay-As-You-earn (PAYE), Value-Added-Tax(VAT), Sugar
ent Levy(SDL) and Withholding Taxes to the respective institutions
anding the growing arrears and penalties for non-payment.

Report ofithe Auditor-General on the Financial Statements of Nzoia Sugar Company Limited for the year
ended 30Yfune 2017
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7. Unexplained increases in Inventory Valuations

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

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

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

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

Emphasis of Matter

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

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

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

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

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

Key aud
significar
the Basi
matters

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

The Manaigement is responsible for preparation and fair presentation of these Financial
Statements in accordance with the International Financial Reporting Standards and for
such int@rnal controls as management determines in necessary to enable the
preparation of financial statements that are free from material misstatements, whether

rged with governance are responsible for overseeing the Fund’s financial
rocess.

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

The audit objectives are to obtain reasonable assurance about whether the financial
statements as a whole are free from material misstatement, whether due to fraud or
error, an@l to issue an auditor’s report that includes my opinion in accordance with the

ce, but is not a guarantee that an audit conducted in accordance with ISSAls
detect a material misstatement and weakness when it exists. Misstatements
from fraud or error and are considered material if, individually or in the
, they could reasonably be expected to influence the economic decisions of
n on the basis of these financial statements.

f an audit conducted in accordance with ISSAls, | exercise professional
t and maintain professional skepticism throughout the audit. | also:

As part

and assess the risks of material misstatement of the financial statements,
r due to fraud or error, design and perform audit procedures responsive to

Report of ﬂ: Auditor-General on the Financial Statements of Nzoia Sugar Company Limited for the year
ended 30 Jne 2017
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those risks, and obtain audit evidence that is sufficient and appropriate to provide a
basis for my opinion. The risk of not detecting a material misstatement resulting from
fraud is higher than for one resulting from error, as fraud may involve collusion,
forgery, intentional omissions, misrepresentations, or the override of internal control.

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

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

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

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

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

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

| also provide management with a statement that | have complied with relevant ethical
requirements regarding independence, and communicate with them all relationships and
other matters that may reasonably be thought to bear on my independence, and where
applicable, related safeguards.

Report of the Auditor-General on the Financial Statements of Nzoia Sugar Company Limited for the year
ended 30 June 2017
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REPORT! ON OTHER MATTERS PRESCRIBED BY THE KENYAN COMPANIES
ACT, 201

As requir@d by the Companies Act, 2015 | report based on the audit, that:

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

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

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

(iv) 1 In my opinion, the information given in the report of the directors is consistent
with the financial statements.

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

Nairobi

21 Sept#.ber 2018

Report of he Auditor-General on the Financial Statements of Nzoia Sugar Company Limited for the year
ended 30 June 2017
7




GAR COMPANY LIMITED

YEAR ENDED 30 JUNE 2017

Notes
Revenue 4
Fair value @oss)/gain on biological assets 13
Operating ificome
Cost of sal
Gross profi
Other operdting income
Marketing dhd distribution costs
Administrafive expenses
Interest inc®me S(a)
Finance co 5(b)
Loss befordtaxation 6
Taxation clidrge 8
Loss for thdlyear
OTHER CO@MPREHENSIVE INCOME
ltems that Will not be reclassified subsequently
to profit orffoss:
Gain on reydluation of property
Deferred taf on gain on revaluation of property
Defined befefit scheme remeasurement charge 19(b)

hensive loss

MPREHENSIVE LOSS FOR THE YEAR

NT OF PROFIT OR LOSS AND OTHER COMPREHENSIVE INCOME

2017 2016
(restated)

Shs’000 Shs’000
4,356,786 4,232,484
(224,235) 67,382
4,132,551 4,299,866
(3,905,252) (3,716,061)
227,299 583,805
68,112 285,669
(32,514) (25,203)
(2,464,044) (2,512,337)
8,950 10,461
(589,622) (884,081)
(2,781,820) (2,541,686)
(138,248) (675,727)
(2,920,068) (3,217,413)
(6,772) (23,680)
(6,772) (23,680)
(2,926,840) (3,241,093)




NZOIA SHGAR COMPANY LIMITED

Notes
ASSETS
Non currenfassets
Property, pl it and equipment 9
Intangible a bets 10
Investment poperty 16
Due fromo l: growers I
Current as:
Due from ouftgrowers 11
Inventories 12
Unharvestedi€ane 13
I'rade and other receivables 14
Defined bengdfit scheme asset 19(b)
Taxation rechverable 8(¢)
Short term dgposits 15
Cash and bagk balances
Total assets
EQUITY AND LIABILITIES
Equity y
Share capita 17
Revaluation $irplus
Retained defiit
Shareholder’ deficit
Non currentiiabilities
Deferred taxdfion 18
Borrowings 20(a)
Current liabilities
Retirement b@hefits obligations 19(a)
Borrowings 20(a)
Trade and othiér payables 21
Provision for$taff leave pay 22
Defined benefit scheme liability 19(b)
Taxation paydble 8(¢)

and liabilities

2017 2016
(restated)

Shs’000 Shs*000
12,069,771 12,708,079
200,411 1,340
250,000 230,000

- 6,460
12,520,182 12,945,879
23115 12,920
494,479 536,986
342,721 566,956
140,680 143,133

- 9,247

- 72

90,047 19,231
2,364 116,239
1,093,405 1,404,784

13,613,587

543,000
6,088,752
(41,327,127)

(34,695,375)

3,885,282
233,016

4,118,298

243,948
38,460,285
5,396,524
89,137

45

726

14,350,663

543.000
6,328,656
(38,640,191)

(31,768,535)

3,749,719
442,041

4,191,760

323,563
37,619,974
3,892,289
91,612

44,190,664

41,927,438

13,613,587

14,350,663

The figancyil Btatements on pages 17 to 54 were approved and authorised for issue by the board of directors on

S(’f’HM’L(?,/ 20 1§and were signed on its behalf by:

Director



NZOIA SUGAR COMPANY LIMITED

STATEMIENT OF CHANGES IN EQUITY
R ENDED 30 JUNE 2017

Share
capital
Shs’000
At 1 July 5
- As previopisly stated 543,000
- Prior yeajadjustment (note 29(b)) -
As restated 543,000
Total compgehensive loss -
Transter of gxcess depreciation
Deferred tafion excess depreciation
At 30 June 3016 543,000
At | July 2
- As previously stated 543,000
- Prior year @djustment (note 29(b)) -
As restated 543,000
Total comprdhensive loss -
Transfer of ektess depreciation
Deferred tax®n excess depreciation -
At30 June 2Q47

543,000

Revaluation
surplus
Shs*000

7,571,515
(910,578)

6,660,937
(474,687)

142,406

6,328,056
6,328,656

6,328,056

(342,720)
102,816

6,088,752

Retained deficit

Shs’000

(35,731,379)

(35,731,379)
(3,228,135)
474,687
(142,4006)

(38,627,233)

(38,627,233)
(12,958)

(38,640,191)
(2,926,840)
342,720
(102,816)

(41,327,127)

Total
Shs’000

(27,616,864)
(910,578)

(28,527,442)
(3,228,135)

(31,755,577)

(31,755,577)
(12,958)

(31,768,535)
(2,926,840)

(34,695,375)

The revaluati
equipment n

surplus represents the net cumulative surplus arising from revaluation of property, plant and
f depreciation and deferred taxation. The revaluation surplus is non-distributable.



NZOIA SUGAR COMPANY LIMITED

STATEMEN
FOR THE YE

OF CASH FLOWS
R ENDED 30 JUNE 2017

CASH FLOWS BROM OPERATING ACTIVITIES
Cash generated
Interest receive
Interest paid
Taxation paid

m operations

Net cash from dperating activities

CASH FLOWSFROM INVESTING ACTIVITIES

Additions to pr
Additions to ir

rty, plant and equipment
angible assets

Net cash used @ investing activities

8 FROM FINANCING ACTIVITIES
Loans receive
Loans repaid
ated (used in)/from financing activities

Net cash genef

INCREASE IN CASH AND CASH
S

(DECREAS
EQUIVALE ’
CASH AND EASH EQUIVALENTS AT THE
BEGINNINC ] OF THE YEAR

CASH ANDEASH EQUIVALENTS AT

THE END Off THE YEAR

Notes

24(a)
S(a)

8(¢)

20(b)
20(b)

24(b)

2017

Shs’000

227,366

8,950
(8,362)
(1,805)

226,148

(233,102)
(29,468)

(262,570)
(6,637)

(6,637)

(43,059)

135,470

2016
(restated)
Shs’000

416,963
10,461
(3,337)

424,087

(524,200)

(524,200)

200,000
(26,663)

173,337






NZOIA SUGAR COMPANY LIMITED

THE FINANCIAL STATEMENTS
YEAR ENDED 30 JUNE 2017

UNTING POLICIES
1ent of compliance

nancial statements have been prepared in accordance with International Financial Reporting Standards

).

‘For purposes of reporting under the Kenyan Companies Act, the balance sheet in these financial statements is
repréSented by the statement of financial position and the profit and loss account is presented in the statement
of plefit or loss and other comprehensive income.

cation of new and revised International Financial Reporting Standards (IFRSs)

Relevant new standards and amendments to published standards effective for the year ended 30 June

2017
1AS 1 Disclosure Initiative

The amendments clarify that an entity need not provide a specific disclosure required by an [FRS if
the information resulting from that disclosure is not material, and give guidance on the bases of
aggregating and disaggregating information for disclosure purposes. However, the amendments
reiterate that an entity should consider providing additional disclosures when compliance with the
specific requirements in IFRS is insufficient to enable users of financial statements to understand the
impact of particular transactions, events and conditions on the entity’s financial position and
financial performance.

In addition, the amendments clarify that an entity’s share of the other comprehensive income of
associates and joint ventures accounted for using the equity method should be presented separately
from those arising from the company, and should be separated into the share of items that, in
accordance with other IFRSs:

(i) will not be reclassitied subsequently to profit or loss; and
(ii) will be reclassified subsequently to profit or loss when specific conditions are met.

As regards the structure of the financial statements, the amendments provide examples of systematic
ordering or grouping of the notes. The application of these amendments has not resulted in any
impact on the financial performance or financial position of the Company.

IAS 16 and IAS 38 Clarification of Acceptable Methods of Depreciation and Amortisation

The amendments to IAS 16 prohibit entities from using a revenue-based depreciation method for
items of property, plant and equipment.

The amendments to IAS 38 introduce a rebuttable presumption that revenue is not an appropriate
basis for amortisation of an intangible asset. This presumption can only be rebutted in the following
two limited circumstances:

(i) when the intangible asset is expressed as a measure of revenue; or
(ii) when it can be demonstrated that revenue and consumption of the economic benetits of the
intangible asset are highly correlated.

As the Company already uses the reducing balance and straight-line method for depreciation and

amortisation of its property and equipment, and intangible assets respectively, the application of these
amendments has had no impact on the Company’s financial statements.

21
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NZOIA SUGAR COMPANY LIMITED

NOTES THE FINANCIAL STATEMENTS (Continued)

1 ACEOUNTING POLICIES (Continued)
ication of new and revised International Financial Reporting Standards (IFRSs) (Continued)

Relevant new standards and amendments to published standards effective for the year ended
30 June 2017(Continued)

Amendments to IAS 16 and 1AS 41 Agriculture: Bearer Plants

The amendments to IAS 16 Property, Plant and Equipment and IAS 41 Agriculture define a bearer
plant and require biological assets that meet the definition of a bearer plant to be accounted for as
property, plant and equipment in accordance with IAS 16, instead of IAS 41. In terms of the
amendments, bearer plants can be measured using either the cost model or the revaluation model
setout in IAS 16.

The produce growing on bearer plants continues to be accounted for in accordance with IAS 41.

The company has applied the amendment and there has been significant impact on the company’s
financial statements. The company’s cane roots qualify as bearer plants under the new definition in
IAS 41. For more information about the change in accounting policy for cane roots refer to note
29.

Annual Improvements to IFRSs 2012-2014 Cycle

The Annual Improvements to IFRSs 2012-2014 Cycle include a number of amendments to
various IFRSs, which are summarised below:

o IFRS 5 - The amendments introduce specific guidance in IFRS 5 for when an entity
reclassifies an asset or disposal group) from held for sale to held for distribution to owners
(or vice versa). The amendments clarity that such a change should be considered as a
continuation of the original plan of disposal and hence requirements set out in IFRS 5
regarding the change of sale plan do not apply. The amendments also clarifies the guidance
for when held-for- distribution accounting is discontinued.

o IFRS 7 - The amendments provide additional guidance to clarify whethera servicing
contract is continuing involvement in a transterred asset for the purpose of the disclosures
required in relation to transterred assets.

. IAS 19 - The amendments clarify that the rate used to discount post-employment benefit
obligations should be determined by reference to market yields at the end of the reporting
period on high quality corporate bonds. The assessment of the depth of a market for high
quality corporate bonds should be at the currency level (i e. the same currency us the
benefits are to be paid). For currencies for which there is no deep market in such high
quality corporate bonds, the market yields at the end of the reporting period on gevernment
bonds denominated in that currency should be used instead.

The application of these amendments has had no effect on the company financial
statements.

Relevant new and amended standards and interpretations in issue but not yet effective in the year
ended 30 June 2017

New and Amendments to standards Effective for annual periods
; beginning on or after

IFRS 9 Financial Instruments I January 2018
IFRS 15 Revenue from contracts with customers 1 January 2018
IFRS 16 Leases I January 2019
Amendments to IAS 7 Disclosure Initiative 1 Junuary 2017

Amendments to IAS 12 Recognition of Deterred Tax Assets I January 2017

for unrealised losses

(%]
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NOTES

1 A
A
(ii

lication of new and revised International Financial Reporting Standards (IFRSs) (Continued)

Impact of relevant new and amended standards and interpretations on the financial statements for
the year ended 30 June 2017 and future annual periods

IFRS 9 Financial Instruments

In July 2014, the IASB finalised the reform of financial instruments accounting and issued IFRS 9 (as
revised in 2014), which contains the requirements for a) the classification and measurement of
financial assets and financial liabilities, b) impairment methodology, and ¢) general hedge accounting.
IFRS 9 (as revised in 2014) will supersede IAS 39 Financial Instruments: Recognition and
Measurement upon its effective date.

Phase 1: Classification and measurement of financial assets and financial liabilities

With respect to the classification and measurement, the number of categories of financial assets under
IFRS 9 has been reduced; all recognised financial assets that are currently within the scope of 1AS 39
will be subsequently measured at either amortised cost or fair value under IFRS 9. Specifically:

* adebt instrument that (i) is held within a business model whose objective is to collect the
contractual cash flows and (ii) has contractual cash flows that are solely payments of principal
and interest on the principal amount outstanding must be measured at amortised cost (net of any
write down for impairment), unless the asset is designated at fair value through profit or loss
(FVTPL) under the fair value option.

e adebt instrument that (i) is held within a business model whose objective is achieved both by
collecting contractual cash flows and selling financial assets and (ii) has contractual terms that
give rise on specified dates to cash flows that are solely payments of principal and interest on the
principal amount outstanding, must be measured at EVTOCI, unless the asset is designated at
FVTPL under the fair value option.

e all other debt instruments must be measured at FVTPL.

« all equity investments are to be measured in the statement of financial position at fuir value, with
gains and losses recognised in profit or loss except that it an equity investnent is not held for
trading, an irrevocable election can be made at initial recognition to measure the investment at
FVTOCI, with dividend income recognised in profit or loss.

+ IFRS 9 also contains requirements for the classification and measurement of financial liabilities
and derecognition requirements. One major change from IAS 39 relates to the presentation of
changes in the fair value of a financial liability designated as at FVTPL auributable to changes in
the credit risk of that liability. Under IFRS 9, such changes are presented in other comprehensive
income, unless the presentation of the effect of the change in the liability’s credit risk in other
comprehensive income would create or enlarge an accounting mismatch in profit or loss. Changes
in fair value attributable to a financial liability’s credit risk are not subsequently reclassified to
profit or loss. Under IAS 39, the entire amount of the change in the fair value of the financial
liability designated as FVTPL is presented in profit or loss.
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NZOIA S

AR COMPANY LIMITED

NOTES T@® THE FINANCIAL STATEMENTS (Continued)

OUNTING POLICIES (Continued)
ication of new and revised International Financial Reporting Standards (IFRSs) (Continued)

Impact of relevant new and amended standards and interpretations on the financial statements for
the year ended 30 June 2017 and future annual periods (Continued)

IFRS Y Financial Instruments (Continued)
Phase 2: Impairment methodology

The impairment model under IFRS 9 reflects expected credit losses, as opposed to incurred credit
losses under IAS 39. Under the impairment approach in IFRS 9, it is no longer necessary for a credit
event to have occurred before credit losses are recognised. Instead, an entity always accounts for
expected credit losses and changes in those expected credit losses. The amount of expected credit
losses should be updated at each repoiting date to reflect changes in credit risk since initial
recognition.

Phase 3: Hedge uccuﬁnling

The general hedge accounting requirements of IFRS 9 retain the three types of hedge accounting
mechanisms in IAS 39. However, greater flexibility has been introduced to the types of transactions
eligible for hedge accounting, specitically broadening the types of instruments that qualify as
hedging instruments and the types of risk components of non-financial items that are eligible for
hedge accounting. In addition, the effectiveness test has been overhauled and replaced with the
principle of an ‘economic relationship’. Retrospective assessment of hedge effectiveness is no longer
required. Far more disclosure requirements about an entity’s risk management activities have been
introduced.

Transitional provisions

IFRS 9 (as revised in 2014) is effective for annual periods beginning on or after | January 2018 with
earlier application permitted. If an entity elects to apply IFRS 9 early, it must apply all of the
requirements in IFRS 9 at the same time, except for those relating to:

1. the presentation of fair value gains and losses attributable to changes in the credit risk of financial
liabilities designated as at FVTPL, the requirements for which an entity may early apply without
applying the other requirements in IFRS 95 and

2. hedge accounting, for which an entity may choose to continue to apply the hedge accounting
requirements of IAS 39 instead of the requirements of IFRS 9.

The directors of the Company anticipate that the application of IFRS 9 in the future may not have a
significant impact on amounts reported in respect of the company’s financial assets and financial
liabilities.

IFRS 15 Revenue from Contracts with Customers

IFRS 15 establishes a single comprehensive model for entities to use in accounting for revenue
arising from contracts with customers. IFRS 15 will supersede the current revenue recognition
guidance including IAS 18 Revenue, IAS 11 Construction Contracts and the related Interpretations
when it becomes effective.

IFRS 15 will only cover revenue arising from contracts with customers. Under [FRS 15, a customer
of an entity is a party that has contracted with the entity to obtain goods or services that are an output
of the entity's ordinary activities in exchange for consideration. Unlike the scope of IAS 18, the
recognition and measurement of interest income and dividend income from debt and equity
investments are no longer within the scope of IFRS 15. Instead, they are within the scope of IAS 39
Financial Instruments: Recognition and Measurement (or IFRS 9 Financial Instruments, if IFRS 9 is
early adopted).
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NOTES

I A
A
(ii

lication of new and revised International Financial Reporting Standards (1IFRSs) (Continued)

Impact of relevant new and amended standards and interpretations on the financial statements for
the year ended 30 June 2017 and future annual periods (Continued)

IFRS 15 Revenue from Contracts with Customers (Continued)

As mentioned above, the new revenue Standard has a single model to deal with revenue from
contracts with customers. Its core principle is that an entity should recognise revenue to depict the
transfer of promised goods or services to customers in an amount that reflects the consideration to
which the entity expects to be entitled in exchange for those goods or services. Specifically, the
Standard introduces a 5-step approach to revenue recognition:

Step I: Identify the contract(s) with a customer

Step 2: Identify the performance obligations in the contract

Step 3: Determine the transaction price

Step 4: Allocate the transaction price to the performance obligations in the contract
Step 5: Recognise revenue when (or as) the entity satisfies a performance obligation

Far more prescriptive guidance has been introduced by the new revenue Standard:

* Whether or not a contract (or a combination of contracts) contains more than one promised good
or service, and if so, when and how the promised goods or services should be unbundled.

*  Whether the transaction price allocated to each performance obligation should be recognised as
‘revenue over time or at a point in time. Under [FRS 15, an entity recognises revenue when i
performance obligation is satisfied, which is when *control” of the goods or services underlying
the particular performance obligation is transferred to the customer. Unlike IAS 18, the new
Standard does not include separate guidance for 'sales of goods' and ‘provision of services'; rather,
the new Standard requires entities to assess whether revenue should be recognised over time or a
particular point in time regardless of whether revenue relates to 'sales of goods' or 'provision of
services'.

*  When the transaction price includes a variable consideration element, how it will affect the
amount and timing of revenue to be recognised. The concept of variable consideration is broad: a
transaction price is considered variable due to discounts, rebates, refunds, credits, price
concessions, incentives, performance bonuses, penalties and contingency arrangements. The new
Standard introduces a high hurdle for variable consideration to be recognised as revenue — that is,
only to the extent that it is highly probable that a significant reversal in the amount of cumulative
revenue recognised will not occur when the uncertainty associated with the variable consideration
is subsequently resolved.

*  When costs incurred to obtain a contract and costs to fulfil a contract can be recognised as an
asset,

Under IFRS 15, an entity recognises revenue when (or as) a performance obligation is satisfied, i.e.
when ‘control’” of the goods or services underlying the particular performance obligation is
transferred to the customer. Far more prescriptive guidance has been added in IFRS 15 to deal with
specific scenarios. Furthermore, extensive disclosures are required by 1FRS 15. However, the
standard is not expected to have any significant impact on the Company’s tinancial Statements.

IFRS 16 Leases

IERS 16 specifies how an IFRS reporter will recognise, measure, present and disclose leases. The
standard provides a single lessee accounting model, requiring lessees to recognise assets and
liabilities for all leases unless the lease term is 12 months or less or the underlying asset has a low
value. Lessors continue to classify leases as operating or finance, with IFRS 16’s approach to lessor
accounting substantially unchanged from its predecessor, IAS 17,

25
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OUNTING POLICIES (Continued)
ication of new and revised International Financial Reporting Standards (IFRSs) (Continued)

Impact of relevant new and amended standards - and interpretations on the financial statements for
the year ended 30 June 2017 and future annual periods (continued)

IFRS 16 Leases (Continued) . ¢

The directors of the Company do not anticipate that the application of IFRS 16 in the future may
have a significant impact on amounts reported in respect of the company’s financial assets and
financial liabilities. However, it is not practical to provide a reasonable estimate of the effect of IFRS
16 until a detailed revigw has been completed.

Amendmen‘ts to IAS 7 Disclosure Initiative

The amendments require an entity to provide disclosures that enable users of financial statements to
evaluate changes in liabilities arising from financing activities including both changes arising from
cash flows and non-cash changes. The amendments do not prescribe a specific format to disclose
financing activities. However, an entity may fulfil the disclosure objective by providing a
reconciliation between the opening and closing balances in the statement of financial position for
liabilities arising from financing activities. ‘

The amendments apply prospectively for annual periods beginning on or after I January 2017 with
early application permitted. The directors of the company do not anticipate that the application of
these amendments will have a material impact on the financial statements.

Amendments to IAS 12 Recognition of Deferred Tax Assets for Unrealised Losses
The amendments clarify the following:

*  Decreases below cost in the carrying amount of a fixed-rate debt instrument measured at fair
value for which the tax base remains at cost give rise to a deductible temporary difference,
irrespective of whether the debt instrument’s holder expects to recover the carrying amount of the
debt instrument by sale or by use, or whether it is probable that the issuer will pay all the
contractual cash flows;

*  When an entity assesses whether taxable profits will be available against which it can utilise a
deductible temporary difference, and the tax law restricts the utilisation of losses to deduction
against income of a specific type (e.g. capital losses can only be set off against capital gains), an
entity assesses a deductible temporary difference in combination with other deductible temporary
differences of that type, but separately from other types of deductible temporary ditferences;

e The estimate of probable future taxable profit may include the recovery of some of an entity’s
assets for more than their carrying amount if there is sufficient evidence that it is probable that the
entity will achieve this; and

* Inevaluating whether sutficient future taxable profits are available, an entity should compare the
deductible temporary differences with future taxable profits excluding tax deductions resulting
from the reversal of those deductible temporary differences.

The amendments apply retrospectively for annual periods beginning on or after | January 2017 with

earlier application permitted. The directors of the Company do not anticipate that the application of

these amendments will have a material impact on the Company’s financial statements.

Early adoption of standard .

The company did not early-adopt any new or amended standards in the period.
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NOTES T@O THE FINANCIAL STATEMENTS (Continued)
| ACCQUNTING POLICIES (Continued)

Basisf preparation

The fillancial statements have been prepared on the historical cost basis of accounting as modified to include
the refaluation of certain assets. The principal accounting policies adopted in the preparation of these
finandial statements remain unchanged from the previous years and are set out below:

Revellue recognition
(i) WSale of goods

Revenue is measured at the fair value of the consideration received or receivable. Revenue is recorded
net of estimated customer returns, rebates and other similar allowances. Revenue from the sale of
sugar and molasses is recognised when all the following conditions are satistied and is stated net of
Value Added Tax, Sugar Development Levy, excise duty and discounts where applicable:

e the company has transferred to the buyer the significant risks and rewards of ownership of the

o goods;

e the company retains neither continuing managerial involvement to the degree usually associated
with ownership nor effective control over the goods sold;

e the amount of revenue can be measured reliably;

e itis probable that the economic berefits associated with the transaction will flow to the company
and; ‘ .
the costs incurred or to be incurred in respect of the transaction can be measured reliably.
Sugar Development Levy does not apply to export sugar and molasses sales. Value Added Tax
does not apply to export sugar sales as well as sules to exempted entities.

(ii) 3% Interest income .

Interest income is recognised when it is probable that the economic benetits will flow to the company
and the amount of revenue can be measured reliubly. Interest income is accrued on a time basis, by
reference to the principal outstanding and at the effective interest rate applicable, which is the rate that
exactly discounts estimated future cash receipts through the expected life of the financial asset to that
asset’s net carrying amount on initial recognition.

(iii)§8  Other income
All other income earned by the company is recognised on the accruals basis.

Forgign currencies

In peparing the financial statements, transactions in currencies other than the entity's functional currency
(folign currencies) are recognised at the rates of exchange prevailing at the dates of the transactions. At the
endlof each reporting period, monetary items denominated in foreign currencies are retransluted at the rates
pre¥ailing at that date. Non-monetary items carried at fair value that are denominated in foreign currencies
are fetranslated at the rates prevailing at the dite when the fair value was determined. Non-monetary items
thaffure measured in terms of historical cost in a foreign currency are not retranslated. Exchange differences
on Monetary items are recognised in profitor loss in the period in which they arise.

) IncdBme taxation expense represents the sum of current taxation and deferred taxation.

Cuffent taxation is provided on the basis of the results for the yeur as shown in the financial statements,
adjisted in accordance withthe tax legislation.

Deferred income taxation is provided, using the liability method, for all temporary differences arising

befWeen the tax bases of assets and liabilities and their carrying values for financial reporting purposes.
Culfrently enacted tax rates are used to determine deferred income taxation.
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AR COMPANY LIMITED

THE FINANCIAL STATEMENTS (CONTINUED)
OUNTING POLICIES (Continued)

erty, plant and equipment

Praperty, plant and equipment are initially recorded at cost. All property, plant and equipment are
sublequently shown at their revalued amounts based on valuations by external independent valuers, less
*dimulated depreciation and any accumulated impairment losses. Such valuation is carried out at periodic

vals, usually after every five years.

s and losses on disposal of property, plant and equipment are determined by reference to their carrying
nts and are taken into account in determining the profit before taxation. On disposal of revalued

gts, amounts in the revaluation surplus relating to that asset are transferred to retained earnings.

8 carrying values of property, plant and equipment are reviewed annually and adjusted for impairment

re it is considered necessary.

revaluation increase arising on the revoluation is recognised in other comprehensive income, except to
extent that it reverses a revaluation decrease for the same asset previously recognised in profit or loss, in
*h case the increase is credited to profit or loss to the extent of the decrease previously expensed. A
ease in the carrying amount arising on the revaluation of such property, plant and equipment is

bgnised in profit or loss to the extent that it exceeds the balance, if any, held in the property revaluation
rve relating to a previous revaluation of that asset.

preciation is calculated on the reducing balance method to write off the cost or the revalued amount of
1asset to its estimated residual value over its estimated useful life. The annual rates used are:

1d development Nl
Idings 5% - 10%
tory plant and machinery 10%

vy mobile machinery and trailers 15% - 35%
otor vehicles 25%
nmputer systems 30%

(fuer and electrical installations 15%
Qther equipment and fixtures 15%

e annual depreciation on the revaluation surplus element of property, plant and equipment is transferred
m the revaluation surplus to retained earnings.

ne roots are depreciated on a straight-line basis over the expected usetul lives not exceeding a period of
e years.

ventories

l rished sugar and molasses inventories are stated at the lower of production cost and net realisuble value.
oduction cost comprises expenditure directly incurred in the manufacturing process and an allocation of
brmal production overheads attributable to the process. Net realisable value represents the estimated

l lling price less all estimated costs of completion and the estimated costs necessary to make the sale.
spares, fertilisers, chemicals and other consumable stores are stated at cost net of provisions for
mpairment where applicable. Cost is calculated on the weighted average cost basis and includes the
purchase price, import duties and other taxes (other than those subsequently recoverable by the company

|' om the taxation authorities), and transport, handling and other costs directly attributable to the acquisition

 the item.
itangible assets
omputer software costs are recognised as assets and are stated at cost less accumulated amortisation. The

gosts are amortised on the straight line basis over the expected useful lives not exceeding a period of three
years.

Biological assets

Biological assets (cane plantations) and agricultural produce (harvested cane) are stated at their fair values
ss estimated costs to sale.






8 fair value of growing cane is determined based on the present value of expected net cash tlows. The
alue of harvested cane is determined based on the prices of cane existing in the market less estimated
t of sale costs

gains or losses arising on initial recognition of biological assets and from subsequent changes in fair
e less costs to sell are recognised through profit or loss in the year in which they arise. The cane roots
arer plants and are therefore presented and accounted for as property, plant and equipment (see note
owever, the produce growing on these trees is accounted for as biological assets until the point of
est. Harvested produce is transferred to inventory at fair value less costs to sell when harvested. The
pany has applied the amendments made to the accounting standards in relation to the accounting for
arer plants from 1 July 2015; refer to Note 29 for further information.

1en a lease includes land and buildings elements, the company assesses the classification of each
ement as either a finance lease or an operating lease. In determining classification of the lund element,
important consideration is that land normally has an indefinite economic lite. Therefore the tinance
fuse or operating lease classification of the land is considered a critical area of judgment. See note 2 to
se financial statements.

e company as lessor

I
I
f
!
:
i ssets held under finance leases are recognised as assets of the company at their tair value at the date of
iCquisition. The corresponding liability to the lessor is included in the statement of financial position as a
Inance lease obligation. Finance costs, which represent the difference between the total leasing

, mmitments and the fair value of the assets acquired, are charged to the profit and loss account over the
b1 of the relevant lease so as to produce a constant periodic rate of charge on the remaining balance of
" e obligations for each accounting period.

he company as lessee

Rentals payable under operating leases are charged to income on a straight-line basis over the term of the
elevant lease.

ash and cash equivalents

or the purpose of the statement of cash flows, cash equivalents include short term liquid investments
hich are readily convertible to known amounts of cash and which were within three months of maturity
hen acquired; less advances from banks repayable within three months from the date of the advance.

inancial instruments

Financial assets and financial liabilities are recognised in the company’s statement of financial position
when the company becomes a party to the contractual provisions of the instrument.
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ompany classifies its financial assets into the folowing categories: Financial assets at fair value
h profit or loss; loans and receivables; held-to-maturity assets; and, available-for-sale assets.
ement determines the appropriate classification of its financials assets at initial recognition.

icial assets at fair value through profit or loss

tegory has two sub-categories: Financial assets held for trading and those designated at fair value
h profit or loss at inception. A financial asset is classified in this category it acquired principally for
rpose of selling in the short term or if so designated by management.

8 and receivables

§ and receivables are non-derivative financial assets with fixed or determinable payments that are not
inan active market. They arise when the company provides money, goods or services directly to a
with no intention of trading the receivable. Bad debts are written off when all reasonable steps to

r them have failed. Objective evidence of impairment for a portfolio of receivables could include the
ny’s past experience of collecting payments, an increase in number of delayed payments in the

i0 past average credit period as well as observable changes in national or economic conditions that
e with default on receivables. The company’s trade and other receivables as well as bunk balances
er this category.

maturity

-maturity investments are non-derivative financial assets with fixed or determinable payments and
1aturities that management has the positive intention and ability to hold to maturity. Where a sale

occulf§ other than an insignificant amount of held-to-maturity assets, the entire category would be tainted
and dlussified as available-for-sale. The collateral and the term deposits fall under this category.

ble-for-sale financial assets

wegory represents financial assets that are not (a) financial assets at fair value through profit or loss,
dns and receivables, or (¢) financial assets held-to-maturity.

gnition

ial assets are initially recognised at fair value plus directly attributable transaction costs for all
1al assets not carried at fair value through profit or loss.

Avaifble-for-sale financial assets and financial assets at fair value through profit or loss are subsequently
carrigl at fair value. Loans and receivables and held-to-maturity investments are carried at amortised cost

he effective interest method. Gains and losses arising from changes in the fair value of “financial
s at fair value through profit or loss™ are dealt with in profit or loss in the period in which they arise.
s and losses arising from changes in the fair value of available-for-sale financial assets are recognised

in other comprehensive income and accumulated in equity, until the financial asset is derecognised or
impdifed, at which time the cumulative gain or loss previously recognised inequity is recognised in profit
orlo

ial assets are derecognised when the rights.to receive cash flows from the financial assets have
d or where the company has transferred substantially all risks and rewards ot ownership.
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hcial liabilities are classified as either financial liabilities “at fair value through profit or loss” or “other
cial liabilities’. Financial liabilities are initially measured at fair value plus, in the case of a financial
ity not at fair value through profit or loss, transaction costs that are directly attributable to the

sition or issue of the financial liability. Financial liabilities are derecognised when the obligation
ified in the contract is discharged or cancelled or expire.

financial liabilities

financial liabilities, including borrowings and trade and other payables, are initially measured at fair
e, net of directly attributable transuaction costs. Other financial liabilities are subsequently measured at
ised cost using the effective interest method, with interest expense recognised on an effective yield

company’s key other financial liabilities are:

OWINgS

est bearing loans are recorded at the proceeds received, net of direct costs. Finance charges, including
iums payable on settlement or redemption, are accounted for on the accrual basis and are added to the

> and other payables

and other payables are stated at their nominal value which approximates amortised cost.

e reporting date, the company reviews the carrying amounts of its financial assets to determine
ther there is any indication that those assets have suffered an impairment loss. If any such indication
s, the asset’s recoverable amount is estimated and an impairment loss is recognised through profit or
henever the carrying amount of the asset exceeds its recoverable amount. :

gre an impairment loss subsequently reverses, the carrying amount of the asset is increased to the

d estimate of its recoverable amount, to the extent that the increased carrying amount does not

ged the carrying amount that would have been determined had no impairment loss been recognised for
sset in prior years. A reversal of an impairment loss is recognised immediately through profit or loss,
#5s the relevant asset is carried at a revalued amount, in which case the reversal of the impairment loss
ated as a revaluation increase.

ends on ordinary shares are charged to equity in the period in which they are declared and
priately authorized.

loyee benefits
1ed benefit scheme

sompany operates a defined benefit post employment scheme for eligible non unionisable employees.
scheme was closed to new entrants with effect from 1 July 2007, following the setting up of a new
ed contribution scheme. The assets of the scheme are held and administered independently of the
pany’s assets.

cerued (past service) liability in respect of each in-service Scheme member is tuken as the present

of all benefits accrued as at the reporting date based on Pensionable Service to 30 June 2007 and
ionable Salary as at 30 June 2007 revalued at 5% per annum compound, subject to a minimum of the
umulated contributions paid by and in respect of each member with interest to the valuation date. The
ed liability in respect of pensioners is taken as the present value of the expected future pension

ents. Past service cost is recognised immediately to the extent that the benefits are already vested, and
prwise is amortised on a straight-line basis over the average period until the benefits become vested.
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AR COMPANY LIMITED
‘THE FINANCIAL STATEMENTS (CONTINUED)
OUNTING POLICIES (Continued)

loyee benetits (Continued)

arial valuations are carried out at the end of each annual reporting period. Remeasurement, comprising
arial gains and losses, the effect of the changes to the asset ceiling and the return on plan assets

(ex@luding interest), is reflected immediately in the statement of financial position with a charge or credit
redhignised in other comprehensive income in the period in which they occur. Remeasurement recognised in
othir comprehensive income is reflected immediately in retained earnings and will not be reclassified to

t or loss. Past service cost is recognised in profit or loss in the period of a plan amendment. Net interest
lculated by applying the discount rate at the beginning of the period to the net defined benefit liability
sset. Defined benefit costs are categorised as follows:

service cost (including current service cost, past service cost, as well as gains and losses on
curtailments and settlements);

net interest expense or income; and

remeasurement.

retirement benefit obligation recognised in the statement of financial position represents the actual
cit or surplus in the Company’s defined benefit plans. Any surplus resulting from this calculation is
ted to the present value of any economic benefits available in the form of refunds from the plan or
ctions in future contributions to the plans.

Wfined contribution schemes

e company operates a defined contribution provident fund for eligible unionisable employees. The fund
dministered independently of the company’s assets. It is funded by contributions from the company and
ployees. The company has no legal or constructive obligations to pay further contributions it the tund
pes not hold sufficient assets to pay all employees the benefits relating to employee service in the current
prior periods. The company’s contributions to the fund are charged to profit or loss in the year to

hich they relate.

P

e company and its employees also contribute to the statutory National Social Security Fund, which is a
gfined contribution scheme. The company’s obligation is limited to a specified contribution per employee
r month. The company’s contributions are charged through profit or loss in the year to which they relate.

ovision for staff leave pay

o . \ . . o
provision is made to recognise staff entitloments in respect of annual leave not taken as at the end of the

Where necessary, comparative figures have been adjusted to conforni to changes in presentation in the
rrent year,

CRITICAL ACCOUNTING JUDGEMENTS AND KEY SOURCES OF ESTIMATION
INCERTAINTY IN APPLYING THE ENTITY’S ACCOUNTING POLICIES

, the process of applying the company’s accounting policies, management is required to make
judgements, estimates and assumptions about the carrying amounts of assets and liabilities that are not
teadily apparent from other sources. The judgements, estimates and associated assumptions are based on
historical experience and other factors, including expectations of future events that are believed to be
asonable under the circumstances. Actual results may differ from these estimates.
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R COMPANY LIMITED

HE FINANCIAL STATEMENTS (CONTINUED)

AL ACCOUNTING JUDGEMENTS AND KEY SOURCES OF ESTIMATION
ERTAINTY IN APPLYING THE ENTITY’S ACCOUNTING POLICIES (Continued)

The eéitimates and underlying assumptions are reviewed on an ongoing basis. Revisjons to accounting
estinfiltes are recognised in the period in which the estimate is revised if the revision only affects that
perioghor in the period of the revision and future periods if the revision affects both current and future

I5. These are dealt with below:
itical judgements in applying the company’s accounting policies
assification of leases of land and buildings as finance or operating leases

the inception of each lease of lund or building, the company considers the substance rather
Jan the form of the lease contract. Examples of situations that individually or in combination
uld normally lead to a lease being classified as a finance leas: are:

The lease transfers ownership of the asset to the lessee by the end of the lease term;

The lessee has the option to purchase the asset at a price that is expected to be sufficiently
lower than the fair value at the date the option becomes exercisable for it to be reasonably
certain, at the inception of the lease, that the option will be exercised;

The lease term is for the major part of the economic life of the asset even if title is not
transferred;

At the inception of the lease the present value of the minimum lease payments amounts to at

least substantially all of the fair value of the leased asset; and

The leased assets are of such a specialised nature that only the lessee can use them without
major modifications.

he company also considers indicators of situations that individually or in combination could
Ulso lead to a lease being classified as a finance lease. Examples of such indicators include:

It the lessee can cancel the lease, the lessor's losses associated with the cancellation are
borne by the lessee;

gains or losses from the fluctuation in the fair value of the residual accrue to the lessee (for
example, in the form of a rent rebate equaling most of the sales proceeds at the end of the
lease); and

the lessee has the ability to continue the lease for a secondary period at a rent that is

substantially lower than market rent.

(ii) IKey sources of estimation and uncertainty

iological assets(unharvested cane)

he fair values of the un-harvested cane at the reporting date are measured at fair value less costs to
ell using IAS 41. The most significant assumptions.and estimates include use of forecast market
prices for sugar, estimate of the costs to sell, biological transformation and maturity period for the, and
he discount rate for the expected cash tlows. The determination of these assumptions and estimates
quire careful judgment by the directors and any uncertainty could lead to material adjustments to the
inancial statements. The methodology and assumptions used are reviewed regularly to try to minimize
lifterences between estimates and actual experience

I'he significant assumptions used are set out in note 13.
roperty, plant and equipment and intangible assets
ritical estimates are made by the management in determining the useful lives of property, plant and

equipment and intangible assets. This is the basis on which the depreciation and amortization rates
pplied on property, plant and equipment and intangible assets respectively are determined.
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AR COMPANY LIMITED

THE FINANCIAL STATEMENTS (CONTINUED)

ICAL ACCOUNTING JUDGEMENTS AND KEY SOURCES OF ESTIMATION AND
ERTAINTY IN APPLYING THE ENTITY’S ACCOUNTING POLICIES (Continued)

ey sources of estimation and uncertainty (Continued)
Impairment

At the reporting date, the company reviews the carrying amounts of its assets to determine whether
there is any objective evidence that those assets have suffered an impairment loss. If any such evidence
exists, the recoverable amount of the asset is estimated in order to determine the extent of the
impairment loss. Where it'is not possible to estimate the recoverable amount of an individual asset, the
company estimates the recoverable amount of the cash generating unit to which the asset belongs.

Contingent liabilities

The company is exposed to various contingent liabilities in the normal course of business. Management
evaluates the status of these exposures on a regular basis to assess the probability of the company incurring
related liabilities. However, provisions are only made in the financial statements where, based on

the management’s evaluation, a present obligation has been established.

GOING CONCERN

30 June 2017, the company had a shareholders” deficitof Shs 34,195,129,000 (2016: Shs 31,406,537,000)
current liabilities exceeded current assets by Shs 43,094,574,000 (2016: Shs 40,522,654,000). The

ipany has also defaulted on repayment of both principal and interest on borrowings due to the National

asury and the Agriculture and Food Authority totalling Shs 38,460 million (2016: Shs 36,955 million). The

wditions may indicate the existence of a macerial uncertainty which may cast doubt on the company’s ability

ontinue as a going concern. The directors are of the opinion that the Government of Kenya and Agriculture
Food Authority will not demand for the settlement of the outstanding loan amounts. Should the

vernment of Kenya and the Agriculture and Food Authority demand for the settlement of their net loans,
ustments will be required to restate the assets to their realisable values, to reclassity non current assets and
g term liabilities to current liabilities and to provide for any further losses and labilities that may arise.

noted in a report presented to parliament, the cabinet has prepared a proposal tor the write off of all

svernment of Kenya loans and accrued interest, taxes and related penalties. There are also plans to privatise

company which will include restructuring of the company and bringing new investors on board.

view of the foregoing, the directors consider it appropriate to prepare the financial statements on the
ing concern basis.

2017 2016
Shs’000 Shs’000
EVENUE ANALYSIS
ross sales 5,077,374 5,102,210
ss: Sugar Development Levy (36,358) (166,005)
ss: Value Added Tax (720,588) (703,721)
et sales 4,356,786 4,232,484
et sales analysed as follows:
ugar sales : 4,166,474 4,151,073
Molasses sales 190,312 81,411
4,356,786 4,232,484
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AR COMPANY LIMITED

'HE FINANCIAL STATEMENTS (CONTINUED

2017
Shs’000
INTEREST INCOME

lerest income:
farmers balances ‘ _ 2,424
h deposits with financial institutions 5,622
1 staff car loans 904
8,950

!

yable to farmers on harvested cane.

|
2017
Shs’000
(b) l NANCE COSTS
" terestexpense » 589,622
[ i
LOSS BEFORE TAXATION
Los§before taxation is arrived at after:
Chdrging:
Stafl costs (note 7) 1,047,526
Degifeciation of property, plant and equipment (note 9) 688,934
Anrtisation of intangible assets (note 10) 4,019
Dirgetors” emoluments - fees -
- other 1,445
Digttors’ expenses 39,804
Audlitors’ remuneration 8,346
Badland doubtful debts 101,649
Lo#§ on disposal of assets 4,824
STAFF COSTS
S¢ rvies and allowances 804,582
Banus -
Pelision - defined contribution scheme 71,241
Prévident fund : 479
Stiff.overtime 65,700
St@ff training 23,541
C ual Iubpur 62,517
O : er staff costs ! 8,225
P , sion - statutory defined contribution scheme 8,721
Hined benefit scheme credit (note 19(b)) _ 2,520
1,047,526

35

2016
Shs’000

1e interest income on farmers’ balances relates to the interest the company charges farmers in
ation to credit advanced for farm inputs. The company recovers these amounts from the amounts

2016
Shs 000

884,081

1,030,939
737,372
574

6,677
38,971
6,296
14,722

768,267
8,977
53,016
25,572
66,668
24,222
56,588
22,111
5,334
184
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R COMPANY LIMITED

HE FINANCIAL STATEMENTS (CONTINUED)

ION

Taxation charge

Current taxation based on the adjusted profit

for the year at 30% - current year

Prior year underprovision of taxation recoverable
Deferred taxation charge (note 18)

Reconciliation of expected tax based on
loss before taxation charge

Loss before taxation
Tax at the applicable rate of 30%
Tax effect of non-deductible expenses

Tax effect of non-taxable income
Deferred tax not recognised

Taxation recoverable
At beginning of the year
Paid in the year

Charge for the year
Prior year under provision of taxation recoverable

Atend of year

36

2017
Shs’000

2,685
)
135,563

138,239

(834,546)
138,239

834,546

138,239

2016
Shs’000

750

674,977

675,727

(867,218)
313,729

867,218

313,729
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; NZOIA SUQa

R COMPANY LIMITED

NOTES TO ¥HE FINANCIAL STATEMENTS (CONTINUED)

ERTY, PLANT AND EQUIPMENT (Continued)

. plant and equipment were last revalued on 30 June 2016 by Real Appraisal Limited, registered
Assets were revalued using the depreciated replacement cost method.
dlwork in progress mainly represents expenditure on incomplete factory works that were in progress

hd of the reporting period.

, the company was granted leasehold land registration East Bukusu/NurlHSungulo/l904, East
' East Sangalo/1444 and Ndivisi/Khalumuli/1459 from the Government of Kenya. In 2016, the
bld land was valued at Shs 6,028,600,000.

/

10 INTANGIBLE ASSETS
2017 2016
; Shs’000 Shs’000
COS
At 1 Jaly 32,544 32,544
Addit : 29,468 -
Transfers from Capital WIP 173,622 -
As at 30 June 235,634 32,544
AMORTISATION
Atll 31,204 30,630
Chargst for the year 4,019 574
At 30June 38,223 31,204
NETBOOK VALUE 200,411 1,340
[ntangible assets represent computer software costs.
11 DUE BROM OUTGROWERS
Due fljom outgrowers 382,390 383,188
Less: provision for doubtful debts (359,274) (363,808)
23,115 . 19,380
Due Within | year 15,410 12,920
Afte] year 7,705 6,460
23,115 19,380
The mibvement in the provision for doubtful debts is as follows:
: At | Jily 363,808 349,085
Chargg for the year (4,534) 14,723
At 308une 359,274 363,808

bm out growers relates to credit advanced to farmers towards farm inputs. The cane planted acts as
Bral for the amount advanced. The cane plants take a maximum of 2 years (o harvest, all unrecovered

debt dfter two years is therefore provided for as doubtful.
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R COMPANY LIMITED

HE FINANCIAL STATEMENTS (CONTINUED)

2017
Shs’000

INVENTORIES
Sugafand molasses 11,129
Sugaliin process 22,356
Rawjmaterials -
Confumables 460,994
494,479

2017
Shs’000
BIQLOGICAL ASSETS
At fhe beginning of the year
-asjpreviously stated 470,207
-Pbr year adjustment(note 29) 96,749
Aglfestated 566,956
( s)/gain uri‘sing from changes in fair value attributable to
e changes (224,235)
ir value (loss)/gain during the year (224,235)
0 June 342,721
turing within 12 months 342,721
aturing after 12 months
342,721

crose content, selling prices less costs to harvest and transport as at 30 June 2017,

oney on estimated future cash flows is not significant.

40

2016
Shs’000

90,076
21,315
900
424,695

536,986

2016
(restated)
Shs”000

520,893
(21,319)

499,574

67,382

67,382

566,956

566,956

566,956

terms of IAS 41: Agriculture, sugar cane growing crops, comprising standing cane, is accounted for as a
logical asset and is measured and recognised at fair value. Changes in the fair value are included in
fit or loss. The fair value of standing cane is determined by estimating the growth of the cane, the yield,

determining the present value of expected net cash tlows, the company has not discounted the cash flows
standing cane will mature within the next reporting period and therefore the impact of time value of

I'he Company is exposed to financial risks arising from changes in cane prices. The Company does not
dnticipate that cane prices will decline significantly in the foreseeable future and, therefore, has not entered
into derivative or other contracts to manage the risk of a decline in cane prices. The Company reviews its
utlook for cane prices regularly in considering the need for active financial risk management.
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NZOIA SU
NOTES TO

Trade '
Less

R COMPANY LIMITED

E FINANCIAL STATEMENTS (CONTINUED)

AND OTHER RECEIVABLES
ceivables
vision for doubtful debts

ceivables
nents and deposits
ceivables

al Bank of Kenya Limited
rd Chartered Bank of Kenya Limited

fective interest rates was as follows:

onal Bank of Kenya Limited
fard Chartered Bank of Kenya Limited

ESTMENT PROPERTY

air value:
Peginning of year
value gain

nd of year

ost basis

value measurement of the company’s investment properties

2 ! 7 are as follows:

41

2017
Shs’000

26,317
(24,917)

1,400
40,929
24,385
73,966

140,679

2,450
87,597

90,047

‘Shs’000

230,000
20,000

250,000

2016
Shs’000

58,676
(25,171)

33,505
29,028
18,642
61,958

143,133

19,045
186

19,231

%

2016
(restated)
Shs™000

230,000

ations and details of the investment property are LR No 4857/64/Kileleshwa in Nuirobi area.

Details of the company’s investment properties and information about fair value hierarchy as at 30 June

Level 1 Level 2 Level 3 Total
Sh’000 Sh’000 Sh’000 Sh’000
Jun-17
estment property - 250,000 - 250,000
)-Jun-16
estment property - 230,000 230,000
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R COMPANY LIMITED

SHARECAPITAL

ed:
)00 ordinary shares of Shs 20 each

Autho

d fully paid:

27,1508000 ordinary shares of Shs 20 each

ED INCOME TAXATION LIABILITY

nacted tax rate of 30%.

eferred taxation liability is attributable
following items:

taxation liabilities:
diated capital allowances

dllie adjustment - biological assets
tion surpluses

Total Babilities

Defergéd taxation assets:
Provisfon for service gratuity
Provision for staff leave pay

| doubttul debts provision
n for obsolete stock

Ssets

ement on the deferred taxation account
the year was as follows:

Atl]
Prior

y as previously stated
ar adjustment (note 28)

to other comprehensive income
r loss charge (note 8(a))

42

E FINANCIAL STATEMENTS (CONTINUED)

2017

600,000

2017

Shs’000

1,719,603
102,816
2,545,575

4,367,994

(73,184)
(26,741)
(17,214)
(268,633)
(96,940)
(5,535,461)
5,535,461

(482,712)

3,885,282

3,387,721
361,998

3,749,719

135,563

3,885,282

2016

600,000

| income taxes are calculated on all temporary differences under the liability method using the

2016
(restated)
Shs’000

1,323,120
170,086
2,712,281

4,205,487

(97,069)
(27,484)
(6,908)
(249,850)
(74,457)
(4,140,250)
4,140,250

(455,668)

3,749,719

3,464,990
(390,248)

3,074,742

674,977

3,749,719

ferred tax asset relating to tax losses carried forward has not been recognised in the financial
nts because of the uncertainty regarding the company’s ability to generate sufficient taxable profits
ill allow the deferred tax asset to be recovered. The directors consider it prudent not to recognise any
Bl tax asset until the profitability of the company can be predicted reliably.
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NZOIA SUG

I

R COMPANY LIMITED

NOTES TOWHE FINANCIAL STATEMENTS (CONTINUED)

19 RETIREMENT BENEFITS OBLIGATIONS

2017 2016

Shs’000 Shs’000

(a) AMAQUNTS DUE TO STAFF PROVIDENT FUND

Balagi¢e at the beginning of the year 323,563 365,312

Interd$t charge ’ - 25,572

Paid fluring the year (79,615) (67,321)
Balagge at the end of the year 243,948 323,563

pare amounts payable to the Nzoia Sugar Company Staft Provident Fund and related to accrued
1ent benefits and other gratuity benefits due to unionisable employees up to the reporting date.

ing a government directive, the gratuity arrangement due to unionisable staft members under the

Collgetive Bargaining Agreement between the company and the Union, was terminated on 30 June 2013,
Accflled member benefits as at this date were transferred to the provident fund. From | July 2013, the
company’s liability related to staff retirement benefits is limited to the amounts transferrable to the
provitlent fund, and the company’s monthly contributions to the provident fund on behalf of eligible

: mpany has however not transferred the retirement benefits amounts to the provident fund due to
{ funds. The unpaid amount due to the provident fund attracts interest at 7% per annum.

company also operated a contributory defined benefit scheme for qualifying non unionisable

em : yees, with the company meeting the balance of the cost of providing the benefits under the scheme.
Thel§cheme was closed to new entrants and to future accrual of benefits with effect from 1 July 2007. The
accled (past service) benefits in respect of the scheme’s in-service members at the closure date are

lued at 5% per annum over the period to retirement or earlier exit from service.

host recent actuarial valuations of plan assets and the present value of the defined benetit obligation

B carried out at 30 June 2017 by Alexander Forbes Financial Services (EA) Limited. Normal retirement
or scheme members was assumed to be 60 years. The accrued liability in respect of pensioners was

as the present value of the expected future pension payments.

rincipal assumptions used for the purposes of the actuarial valuations were as follows:
Fest rate per annum

of revaluation of deferred benefits (per annum)
of pension increases per annum

Refirement age (years)
2017 2016

Shs’000 Shs”000
The credit recognised in profit or loss in respect of the scheme
is & follows:
C ! ent service cost 3,582 4,287
Nellinterest on the net defined benefit asset (1,062) (4,103)
Tdtal included in staff costs in respect of scheme 2,520 184

43



AR COMPANY LIMITED

E FINANCIAL STATEMENTS (CONTINUED)

19 RETIREMENT BENEFITS OBLIGATIONS (CONTINUED)

2017 2016
Shs’000 Shs’000
(b) DEFINED BENEFITS SCHEME (LIABILITY )/ASSET(Continued)
THE credit recognised in other comprehensive income
infespect of the scheme is as follows:
Adluarial gains 4,567 (3,484)
Rdturn on plan assets 12,770 55,415
Change in effect of asset ceiling (10,564) (28,251)
T@kal charge to other comprehensive income 6,772 23,680

The amount of scheme accrued liabilities over assets in respect of the defined benefit scheme is as
fallows
2017 2016
Sh’000 Sh’000
itlue of accrued liabilities (387,411) (371,054)
lue placed on scheme assets 387,366 389,548
Hange in effect of asset ceiling - 9,247)
(45) 9,247
20 BORROWINGS
a) Loans
National Treasury 36,289,427 35,712,257
Agriculture and Food Authority 2,403.874 2,349,758
38,693,301 38,062,015
The borrowings are repayable as tollows:
On demand or within | year 38,460,285 37,619,974
After | year 233,016 442,041
Total borrowings 38,693,301 38,062,015

The company has defaulted on loan repayments and the entire loan amount is due for settlement
on demand. ‘
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NZOIA SU

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
2017 2016
Sh’000 Sh’000
20 BORROWINGS (Continued)
b) " Movement in loans
At beginning of year 38,062,016 36,955,390
Accrued interest 589,622 880,745
Interest repaid (8,362) 3
Foreign exchange difference 56,662 52,543
Loans received - 200,000
Loans repaid (6,637) (26,663)
Atend of year 38,693,301 38,062,015
This is made up of:
Principal 12,544,135 10,534,257
Accrued interest 26,149,166 27,527,758
38,693,301 38,062,015
¢) Interest rates
2017 2016
% %
The effective interest rates on the borrowings during
the year were:
The National Treasury 5.3 53
Agriculture and Food Authority 10.9 10.9
d) Details of securities for borrowings
The loans from The National Treasury and the Agriculture and Food Authority are unsecured.
These loans were advanced in tranches on diverse dates in the 1980’s and have been long
outstanding. The company has defaulted on repayment of both principal and interest in the past.
2017 2016
Sh’000 Sh’000
21 TRADE AND OTHER PAYABLES
Tide payables 709,319 456,068
Dl to out growers 249,351 331,885
T4k penalties 1,882,824 1,398,466
S ur Development Levy 850,603 820,216
Aficruals 919,302 451,726
r payables 779,124 433,928
5,396,524 3,892,289
22 OVISION FOR STAFF LEAVE PAY
the beginning of the year 91,612 62,746
i vision for the year 42,434 42,434
’ id in the year (44.909) (13,568)
the end of the year 89,137 91,612

R COMPANY LIMITED
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‘ NZOIA SUGH

23

25

R COMPANY LIMITED
E FINANCIAL STATEMENTS (CONTINUED)

ALCOMMITMENTS
ents at year-end for which no provision has

e in these financial statements:

ed and contracted for
ised but not contracted for

2017 2016
Sh’000 Sh’000
366,933 149,812
630,622 780,392
997,555 930,204

. The company intends to

2017 2016
Shs’000 Shs’000
NOTES TO THE STATEMENT OF CASH FLOWS
a) conciliation of loss before taxation to cash generated
frim operations
s before taxation (2,781,820) (2,541,686)
AWjustments:
“Mance income (note 5(a)) (8,950) (10,461)
nance costs (note 5(b)) 589,622 884,081
Wi value gain on investment property (20,000) (230,000)
dpreciation (note 9) 688,934 742,945
ortisation (note 10) 4,019 574
s on disposal of property, plant and equipment 4,824 -
reign exchange differences 53,929 52,543
r value loss/(gain) on biological assets (note 13) 224,235 (67,382)
ish used in operations before working capital changes (1,245,207) (1,169,386)
pvements in: ;
t growers balances (3,735) 60,285
entories 42,507 298,345
de and other receivables 2,453 (23,977)
aft provident fund (79,615) (41,749)
fined benefit obligation (note 24©) 9,202 184
wle and other payables 1,504,235 1,264,394
vision for staff leave pay (2,475) 28,867
sh generated from operations 227,366 416,963
b) alysis of the balances of cash and cash equivalents:
Qush and bank bulances 2,364 116,239
ort term deposits (note 15) 90,047 19,231
92,411 135,470
¢) 1alysis of non- cash transactions:
ange in defined benefit obligation 2,520 (23,864)
edit in other comprehensive income 6,772 23,680
mount included in the statement of cash flows (note 24(a)) 9,292 (184)
CO ’ INGENT LIABILITIES
Pending claims 81,800 81,800
Leudss of credit 2,450 19,045
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NZOIA SUG

NOTES TO

R COMPANY LIMITED

E FINANCIAL STATEMENTS (CONTINUED)
2017 2016
Shs’000 Shs*000
RELA ' D PARTY BALANCES AND TRANSACTIONS
4) i. management compensation
e remuneration for key management during
g year was as follows:
wries and other benefits 51,183 50,747
b) ectors’ remuneration
rer emoluments 1,445 6,677
Fectors’ expenses 39,804 38,971

IANAGEMENT POLICIES

The
excha

pany’s activities expose it to a variety of financial risks, including credit risk, foreign currency
pe rates and interest rates. The Company’s overall risk management programme focuses on the
ictability of financial markets and seeks to minimise potential adverse effects on its financial

ance. Financial risk management is carried out by senior management under the supervision of the
f Directors. Management in conjunction with various committees then identifies, evaluates and

addre§Ses risks accordingly. Management identify, evaluate and hedge financial risks as appropriate. The
Boardiguidance on the overall risk management, as well as policies covering specific areas such as foreign
exchalige risk, interest rate risk, credit risk, use of non-derivative financial instruments and investing excess

ligui

I'he Gmpany has exposure to the following risks due to its use of financial instruments:

. dit risk

. rket risk

. juidity risk

The cfimpany does not enter into or trade in financial instruments, including derivative financial instruments,
for eiffier hedging or speculative purposes.

Credit risk management

Credifirisk refers to the risk that a counter party will default on its contractual obligations resulting in
finanglal loss to the company. The company has adopted a policy of only dealing with creditworthy
count@rparties and obtaining sufficient collateral, where appropriate, as a means of mitigating the risk of
finai i al loss from defaults. The company is exposed to this risk in several areas including trade and other
receifmbles and cash and cash equivalents. However, the company’s credit risk is concentrated mainly in
advafites issued to farmers in the form of farming inputs and in trade receivables in the form of sugar
debtdss. The company gives advances to farmers in the form of farming inputs to facilitate sugarcane crop
establishment and to improve the productivity of the growing crop. Advances to farmers are eventually
dedugted from the value of the cane delivered upon harvesting. The key risk is therefore that the yield from
the cop will not be sufficient to cover the advanced credit.

I'he @bmpany counters this risk by placing significant emphasis on the vetting and selection of farmers. This
is dofie with the aid of comprehensive and documented criteria which includes a review of farmers’ payment

s. The company also monitors budgeted sales outputs and expected factory crushing capacity and also
sts of expected environmental conditions to aid it in budgeting for these advances. However the

stehce of favourable weather conditions will always remain outside the control of the company. Political
als and general unrest also pose a risk to the company usually resulting in the burning of immature
Burning of immature cane reduces the quality and the quantity of the yield from such cane in addition
ing production costs and waste. While an element of this risk is outside the company’s control, it has

howgVer sought to mitigate this risk by enhancing security in its nucleus estates. The company does not
purchiase burnt cane from farmers in order to discourage irresponsible burning of immature cane by farmers
inofder to readily obtain quick cash.
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R COMPANY LIMITED
HE FINANCIAL STATEMENTS (CONTINUED)

ANAGEMENT POLICIES (Continued)
L risk management (Continued)

i k of the company’s revenue relates to sugar sales. The company has a documented credit policy
whos ‘ nanagement and implementation is overseen by a Credit Committee. The Committee manages
limitsllind controls concentrations of credit risk wherever they are identified. It structures the levels of

isk it undertakes by placing limits on the amount of risk acceptable in relation to a debtor or

categliries of debtors. Such risks are monitored on a regular basis and are subject to regular reviews.
Expostire to credit risk is managed through regular analysis of the ability of credit customers to meet their
obligltions and by adjusting the limits appropriately. The credit risk on trade receivables is further

ited by requiring most credit customers to provide guarantees issued by reputable banks
nended by the company.

asuring credit risk relating to trade receivables, the company therefore reflects three components:

! robability of default’ by the customer or counterparty on its contractual obligations; current

sures to the counterpart and its likely future development, from which the company derive the

sure at default; and the likely recovery ratio on the defaulted obligations. With regard to impairment
standing receivables, it is the company’s policy to assess/review all debts over 60 days for

rment and to provide for all debts where a debtor is declared bankrupt or facing tinancial difficulties,
Ine cases where an unsecured customer is in arrears the whole amount is provided for.

any at the end of the reporting period, without taking account of any collateral held or other credit
wcements attached. For reported financial assets, this exposure is based on net carrying amounts as
arted in the statement of financial position.

cor

re

> collateral held for sugar debtors include guarantees from reputable banks recommended by the
anty. The credit risk on liquid funds is limited because the counterparties are commercial banks with
credit-ratings assigned by international credit-rating agencies. No collateral is held for advances to

company classifies financial assets under this category for those exposures that are up to date and in
with contractual agreements.

st due but not impaired

se relate to financial assets that have passed the contractual payment period but are expected to be
overed within reasonable timelines. These assets are not impaired and continue to be recovered with the
ive involvement of management. The collateral held for sugar debtors in this category includes

rantees from reputable banks recommended by the company.

paired financial assets are those for which the company determines that it is probable that it will be
nable to collect all payments due according to the contractual terms of the agreement(s). No collateral is

! Id with respect to the debt, or the collateral doesn’t sutticiently cover the exposure.

Jn an ongoing basis, a credit evaluation is performed on the financial condition of accounts receivable.
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COMPANY LIMITED

ANAGEMENT POLICIES (Continued)

sk management (Continued)

j'éredit risk exposure

Neither past due

FINANCIAL STATEMENTS (CONTINUED)

Past due but

nor impaired not impaired Impaired Total
30 June 2017 Shs’000 Shs’000 Shs’000 Shs’000
Trade ' ceivables - 1,400 24917 26,317
Due filim outgrowers - 23,115 359,274 382,390
Short rm deposits . 90,047 - - 90,047
Bank balances 2,364 - - 2,364
92,411 24,515 384,191 501,117

30 Jume 2016
Trad@receivables 25,895 7.610 25,171 58,676
Due ffom outgrowers - 19.380 363,808 383,188
Shoterm deposits 19,231 - - 19,231
BanKbalances 116,239 - - 116,239
161,365 26,990 388,979 577,334

MagKet risk management

Market risk is the risk arising from changes in market prices, such as interest rate and foreign exchange

rate§iwhich will affect the company’s income or the value of its holding of financial instruments. The

objdgtive of market risk management is to manage and control market risk exposures within acceptable
neters, while optimising the return. Overall responsibility for managing market risk rests with the

nterest rate risk

yany’s management under the supervision of the Board of Directors.

Interest rate risk arises primarily from borrowings, fixed and collateral deposits, cash and cash
quivalents. The company’s management monitors the sensitivity of reported interest rate movements
on a monthly basis by assessing the expected changes in the different portfolios.

At 30 June 2017, an increase/decrease of 3 percentage points on interest rates would have resulted in a
decrease/increase in pre-tax profit of Shs 17,688,000 (2016 - Shs 26,522,000).

Currency risk
The compuny undertakes certain transactions denominated in foreign currencies, mainly the US dollar

and the Euro. This results in exposures to exchange rate fiuctuations. The company however did not
have balances denominated in foreign currency as at year end.
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R COMPANY LIMITED

HE FINANCIAL STATEMENTS (CONTINUED)
ANAGEMENT POLICIES ((Tunlinucd)

ity risk management

ny’s reputation. Ultimate responsibility for liquidity risk management rests with the Board of
ors, which has developed and put in place an appropriate liquidity risk management framework for
nagement of the company’s short, medium and long-term funding and liquidity management

‘h@following table analyses the compuany’s remaining contractual maturity for its non-derivative financial
ities with agreed repayment periods.

itable has been drawn up based on the undiscounted cash flows of financial liabilities based on the
est date on which the company may be required to pay. The tables include both interest and principal
flows and exclude the impact of netting agreements.

1-6 6-12 Above
months Months I year Total
ALB0 June 2017 Shs’000 Shs*000 Shs’000 Shs’000
B#rrowings - 38,460,285 233,016 38,693,301
dde payables 709,319 B .- 709,319
ables to outgrowers : 249,351 - - 249,351
958,670 38,460,285 233,016 39,651,971
30 June 2016
ITOWings - 37,619,974 442,041 38,062,015
ade payables 456,068 - - 456,068
fayables to outgrowers 381,885 - - 381,885
837,953 37,619,974 442,041 38,899,968

air value of financial assets and liabilities

1) Financial instruments measured at tair value

IFRS 7 specifies a hierarchy of valuation techniques based on whether the inputs to those valuation
techniques are observable or unobservable. Observable inputs reflect market data obtained from
independent sources; unobservable inputs reflect the company’s market assumptions. These two types

of inputs have created the following fair value hierarchy:

e Level I = Quoted prices (unadjusted) in active markets for identical assets or liabilities. This level
includes listed equity securities and debt instruments on exchanges.

e  Level 2 - Inputs other than quoted prices included within Level | that are observable for the asset
or liability, either directly (that is, as prices) or indirectly (that is, derived from prices).
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27 RISK

risk management (Continued)
¢ of financial assets and liabilities (Continued)
ncial instruments measured at fair value (Continued)

Level 3 — Inputs for the asset or liability that are not based on observable market data
(unobservable inputs). This level includes equity investments and debt instruments with
significant unobservable components. This hierarchy requires the use of observable market data
when available. The company considers relevant and observable market prices in its valuations
where possible.

e following table shows an analysis of financial and non- financial instruments recorded at fair value
level of the fair value hierarchy:

Level 1 Level 2 Level 3 Total
Sh’000 Sh’000 Sh’000 Sh’000
t 30 June 2017
on- financial assets
roperty, plant and equipment - 12,009,771 - 12,069,771
iological assets - 342,720 . 342,720
ivestment property - 25¢,000 - 250,000
t 30 June 2016
on- financial assets
Property, plant and equipment - 12,888,397 - 12,888,397
Biological assets - 470,207 - 470,207
Investment property - 230,000 - 230,000

There were no transfers between levels 1, 2 and 3 during the year.
Financial instruments not measured at fair value

Disclosures of fair values of financial instruments not measured at fair value have not been made
because the financial carrying amounts are a reasonable approximation of their fair values.

28 PITALMANAGEMENT

1e company’s objectives when managing capital are:

To match the profile of its assets and liabilities, taking account of the risks inherent in the business;

To maintain financial strength to support business growth; and

To safeguard the company’s ability to continue as a going concern so that it can continue to provide
adequate returns to its shareholders and value to all other stakeholders.

he capital structure of the company consists of debt, which includes the borrowings less cash and cash
quivalents and equity attributable to equity holders, comprising issued capital, revaluation surplus and
etained earnings. The Board of Directors reviews the Capital structure on a regular basis. As part of this
review, the board considers the cost of capital and the risks associated with each class of capital. Based on
the review, the company analyses and assesses the gearing ratio to determine the appropriate levels. This
ratio is calculated as net debt divided by equity. Net debt is calculated as total borrowings less cash and
cashequivitlents. :
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NZOIA SUGAR COMPANY LIMITED

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
28 CAPITAL MANAGEMEN'T {Continued)

There hfve been no material changes in thie compuny’s management of capitad during the year.

2017 20106

(restuted)

Shs *000 Shs "000

I'he ge@fing ratio at the year end was as follows:

Shareliblders’ deficit” ALU66,785)  (31,755,577)
Borro@ings (note 20) 38,093,301 38,002,015
Shortfgrm deposits (note 15) 90,047 (19,231
Cash fihd bank balances . 2,304 (116,239)
Net dgbt : 38,785,712 37,920,544
Geafihg ratio e Over 100% Over 100%

‘e compuny has adopted the valuation o investment property LR 4857/04/Kileleshwa us of 30 June
016.

AS 16 Property, plant and equipmient: Bearer Plants

As a result of the amendiments w IAS 10 Property, Pt & Equipmentand IAS 41 Agriculiure, the
company has revised its accounting policy with respect w the treatment ol cane routs. T'he
wnendments define o bearer plant and require biological assets Uit meet the definition ot u bearer
plant 1w be accounted for us property, plant and cquiptient. Bewrer plants wee measured using cither the
cost model or the revaluation model and notat fair value as previously meusured.

Cune roots meet the definition of w bearer plant and has had the following impact on thie company:

o Cune roots are no longer sepuarately disclosed on the statement of financial position, rather has
been included as a separate cutegory within the property, plut and equipment note ‘

o Cuane roots are measured using the cost model and not at fair value, with the detinition of replant
costs aligned to that of the requirements of IAS 10

o The cost of replunting tields is no longer recognised in profic or loss, however is capitalised to

property, plantand equipment.

As aresult, in compiling the financial information included herein, the totlowing adjustinents were
made to the financial statements tor the year ended 30 June 2010:

4) Restatement of audited stutement ol protit or loss and other comprehensive income

As
previously Prior year

reported  adjustinent Restated

Shs™000 Shs'00V Notes Shs*000
For the yeur ended 30 June 2016
Fair value gain on biologicul ussets 135,542 (68,160) (i) 67,382
Depreciation on Plant, property und '
equipment (737,372) (5;573) (i) (742,945)
Fair value gain on investment property . 230,000 (ii1) 230,000
Cost of sules (3,908,834) 192,773 (iv) (3,716.,001)
Deterred taxation charge (312,979) (361.998) (v) (674.977)
Lftect of restiatements (4,823,043) (21,95%) (%,845,601)
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COMPANY LIMITED

inued) . .

fect on revaluation surplus

t 30 June 2016

N-current assets

i perty, plunt and equipment

ilogical assets
estiment property

rent Assets
Blogicul assets
1eurrent liabilities

pterred income taxation liability
ectof restatement

ut 30 Jun__nc 2015

i fect on revaluation surplus

AR ADJUS'L'MliN'I'S (Continued)

rred tax-on revaluation surplus

As previously
reported

Shs’0uur

0,520,109
(1,957,851)

7,571,515

FINANCIAL STATEMENTS (CONTINUED)

Prior yeur
adjustiment
Shis"000

(1,300,820)
390,248

(910,578)

(910,578)

atement of audited statement of tinancial position

As
previously
reported
Shs’000

12,085,788
327,459

142,748

(3,387,721)

As
previously
reported
Shs'000

14,200,331

(3,404,990)

53

Prior yeur
adjustment
Shs” 00U

2289 |
(327459)
250,000

424,208

(361,998)

(12,958)

Prior yeur
adjustiment
Shs’000

(1,300,820)

390,248

(Y10,578)

tement of audited statement of profitor loss and other comprehiensive income

Notes

(vi)
(v)

(vi)

Notes

(i)
(1)
(i11)

(v)

Notes

(vil)

{v)

(vi)

Restated
Shs’000

5,225,343
(1,567,603)

6,660,937

Restuted
Shs’000

12,708,079

230,000
566,950

(3,749,719)

Restated
Shs"000

12,905,505

(3,074,742)

Relates to the effect on biologicul assets on reclassitication ol the cane bearer piant w Plan,
property and equipment in the staterment of profic or foss and other comprehensive mcome wd
the statement of financial position (Note 13)
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(ii)

(vi)

(vil

30 INCOR

31 CURRE!

AR ADJUSTMEN'TS (Continued)

Relutes o the etfect on Plant, property and equipment on reclassification of the cune bearer
plant from biological ussets in the statement of profit or loss und other comprehiensive incone
and the statenient of financial position (Note 9)

Relates to the effect on invesunent property on the recognition ol the adjusted revalued
amounts in the statement of financial position (Note 17)

Relates to adjustment o recognise expenses capitalised as part ol biological assets additions
and write-back of the value of harvested cane from the company’s nucleus estate.

Relates to the effect on deferred tax on the recognition of adjusted revalued wnounts in the
statement of profit or loss wnd othier comprehensive income and the statement o financial
position (Note 18)

Relutes to the effect on revaluation surplus on the recognition ol the wdjusted revalued amounts
in the statement of profit or loss cad othier comprelicnsive income

Relutes to the effect on property, plant and equipment on the recognition of the adjusted
revalued amounts in the statement of financial position (Note 9)

RATION

my is domiciled and incorporated in Kenya under the Kenyun Companies Act.

neial statements are prepared in thousunds of Kenya Shillings (Shs "000), the compiiy’s
currency. |
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DETAILED §"
FOR THE YE

Revenue
Fair value gain/(lo

Operating income
Cost of sales

Gross profit

Other operating inc
Murketing and distr
Administrative expe
Finance income
Finance costs

Loss before taxation
Taxation charge

Loss for the year

COMPANY LIMITED

on biologicul ussets

TEMENT OF PROFIT OR LLOSS
R ENDED 30 JUNE 2017

Appendix 1

2017
Shs’000

4,356,780
(224,235)

4,132,551
(3,905,252)

227,299
08,112
(32,514)
(2,404,044)
3,950
(589,622)

(2,781,820)
(138,24%)

(2,920,008)

APPLENDIX |

2016
Shs’000

4,232,484
67,382

4,299,866
(3,716,061)

5%3,805
285,609
(25,203)
(2,512,337)
10,461
(884,081)

(2,541,086)
(675,727

(3,217,413)






APPENDIX 11
A SUGAR COMPANY LIMITED

ED STATEMENT OF PROFIT OR 1.OSS (CONTINULED)

2017 2016
Shs™000 Shs”000

ADMINISTRATIVE EXPENSES
Stalt co 1,045,000 1,030,939
Other col 62,012 88,280
Pertormaiice bonus - 8,977
Legal undprofessional fees 47,221 57,892
Corporat@isocial responsibility 4,758 7,694
Depreciufion 62,297 53,474
Medicul $rvices 45,317 53,731
Travelln $on e 00,3406 62,815
Security 10,577 3,980
Publicatidils and listing 202 1,027
Directors ®moluments 1,445 0,077
Amortisatdon of intangible assets 4,019 574
Repuirs arlld maintenance 30,843 17,052
Rentand tites 28,151 17,776
Insurance 83,048 82,887
Cune satetflexpense 8,398 11,847
Bunk charg ; 3,594 4,332
ContractedBervices 40,510 44,410
Telephonegnd communications 4,048 2,958
Audit fees 7,345 0,290
Stationery 10,99% 12,544
Bad and doibttul debts 101,649 14,723
lnventory oBsolescence provision 74,948 120,420
Donations 414 833
Fuel and lulificants ] 79,4160 05,0238
Motor vehidle running 05,787 77,666
Loss on disf@sal of fixed assets 4,824 .
Foreign exclinge differences 33,929 52,543
Tax penaltiey 512810 598,351

2,404,044 2,512,337







