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Geothermal Development Company Limited
Company information
For the year ended 30 June 2018

BACKGROUND INFORMATION

Geothermal Development Company Limited (the'Company") is fully government-owned company in
Kenya's energy sector. At cabinet level, the Company is represented by the Cabinet Secretaries for
National Treasury and Energy and Petroleum, who are responsible for the general policy and
strateoic direction of the Comoanv. The Comoanv was formed in 2008 and is domiciled in Kenva.

PRINCIPAL ACTIVITIES

The principal activity of the Company is the development of geothermal resources in Kenya, including
prospecting, drilling, harnessing and selling steam to electricity generating companies for energy
production and sale to the national grid.

vtstoN

To be a world leader in the development of geothermal resources.

MtsstoN

Develop green energy for Kenya from geothermal resources.

DIRECTORS

Mr. Gershom Otachi
Eng. Johnson P. Ole Nchoe
Mr. Namada Simoni
Ms. Anne Too
Ms. Nelly Yatich
Mr. Kamau Kuria
Mr. MichaelOgwapit
Ms. Caroline Karugu
Mr. MichaelMwangi
Mr. Joseph Kariuki
Mr. Timothy Gakuu

COMPANY SECRETARY

REGISTEREO OFFIGE

BANKERS

AUDITOR

Chairman
Managing Director and Chief Executive Officer
Director
Director (Appointed on 6 June 2018)
Direclor (Appointed on 6 June 2018)
Director (Appointed on 6 June 2018)
Director (Resigned on 17 April 2018)
Director (Resigned on 4 May 2018)
Alternate Director (Resigned on 28 September 2017)
Alternate Director, National Treasury
Alternate Director, Ministry of Energy and Petroleum

Ms. Beatrice Kosgei

KAWI House, South C
P.O. Box 100746 - 00101
Nairobi

Co-operative Bank of Kenya Limited
Upper Hill, Nairobi

Kenya Commercial Bank Limited
Kipande House, Nairobi

Audit conducted on behalf of the Auditor General by;
PricewaterhouseCoopers CPA
PwC Tower, Waiyaki Way/Chiromo Road
P.O. Box 43963 - 00100 GPO
Nairobi
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Geothermal Development Company Limited
Business review
For the year ended 30 June 2018

CHAIRMAN'S STATEMENT

Dear Shareholders,

On behalf of the Board of Directors of Geothermal Development Company (GDC), I am delighted to share
the Compant's performance report for the year ended 30 June 2018.

GDC is championing the development of green energy for Kenya ftom geothermal resources. ln addition,
the Company is striving to maintain Kenya's status as a global leader in the geothermal sector. ln January
2018, Kenya was ranked th globally, in as far as installed capacity of geothermal production is
concerned. This is a position that GDC seeks to retain and improve on.

Revenue

The Govemment of Kenya and Development partners have continued to support GDC as the Company
strives to contribute to the realization of the national blue print, the Vision 2030. ln the financial year
2017118, GDC received Shs 6.6 billion from the Exchequer and Development Partners towards capital
expenditure and Shs 4 billion from steam sales and exchequer recurrent budget.

National Geothermal Strategy

Vision 2030 development agenda aims to transform Kenya into an industrialized nation that provides a
high quality of life to all of its citizens. To achieve this, the Government of Kenya through the World Bank
Energy Sector Management Assistance Program (ESMAP) has since developed a National Geothermal
Strategy to identiff the means by which to develop 2,936 MW of additional geothermal capacity by 2035.
According to the national power development master-plan, geothermal power has been identified as the
least cost alternative to base load power component in Kenya. The GDC five (5) year strategic plan is
aligned to the National Geothermal Strategy.

Stakeholder Management

GDC has adopted a strategic approach to stakeholder management. The Company works closely with
stakeholders, who include the Ministry of Energy, County Governments, local communities and
regulators, and assures them of continued working relations. We assure all our stakeholders of our
commitment in our work and our adherence to legal requirements as required by the law. Our support to
communities living in the project areas through Corporate Social Responsibility initiatives remains
steadfast.

lndustry Outlook

According to the World Bank, Kenya's medium-term GDP growth should rebound to 5.8% in 2018 and
6.1% in 2019. Electricity access rate stood at 56% in the year that was. The national access rate has
grown steadily in the last five years and as it is the government's goal to achieve universal access to
electricity by 2020.|n addition, the national government has outlined the "Big Fouf development agenda
for the next five years. The agenda prioritizes manufacturing, universal healthcare, affordable housing
and food security. The energy sector will propel the achievement of the Big Four national govemment
agenda. Subsequently, GDC will play a key strategic role in boosting Manufacturing and Food Security.

Board Changes

During this year, new members were appointed to the Board. Dr. Nelly Yatich, Mr. Kamau Kuria and Ms.
Ann Too, were appointed to the GDC Board. They will serve for a period of three years. I wish to thank
H.E. The President of the Republic of Kenya, Uhuru Kenyatta, for re-appointing me as the Chair of the
Board. I welcome the Directors aboard and look fonrard to their valuable contribution. I also wish to
express my gratitude to the Directors who resigned during the year for their immense contribution towards
the success ofthe Company.
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Geothermal Development Company Limited
Business review
For the year ended 30 June 2018

Thank you

We, the Board of Directors expr€ss gratifude to the Govemment of Kenya, Development Partners, the
managoment, stafr and all our stakeholders for their continued support as we strive to achieve our
mandate.

Gershom CIachi
Chairman

28-Jtfl-u]ly-zots
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Geothermal Development Company Limited
Business review
For the year ended 30 June 2018

MANAGING DIRECTOR & CEO'S STATEMENT

Dear Shareholders,

It is with great pleasure that I present the Geothermal Development Company's Limited annual report and
financial statements for the year ended 30 June 2018.

ln compliance with Section 22(11of the Kenya lnformation and Communications Act, 't998 (as amended),
the Company has prepared a report of its operations for the financial year 2017118. This report is based
on activities and initiatives implemented within the year. lt highlights the Company's performance driven
by a professional and committed workforce, steered by the Board of Directors.

Orerview

During the year, Geothermal Development Company (GDC) implemented activities geared towards
accelerating the development of geothermal resources in Kenya through surface exploration and drilling
for steam. This is in line with the Company's mandate. The Menengai geothermal project is on course
and is expected to generate 105 MW for the first phase. Extensive inftastructural development is also
ongoing at the Bogoria - Silali geothermal project.

Strategic Plan

GDC five (5) year strategic plan seeks to implement the National Geothermal Strategy by: exploring and
de-risking all geothermal prospects; developing the geothermalfields; utilizing and marketing geothermal
energy resources so as to make electricity affordable and sustain economic growth. The 2018/19 -202213
strategic plan is in the finalization stage.

Performance Overview

ln the financial year 2017118, GDC focused on three major activities in the Menengai Geothermal Field
namely; (i) Power plant construction which involved facilitation and supervision of the construction and
commenoement of the construction of one power plant, (ii) Completion of the steam gathering system
which involved completion of the fabrication of the pipeline, lagging/insulation of the pipeline, installation
of metering instruments and installation of control room instruments/panels, and (iii) Drilling of geothermal
wells.

ln the Bogoria-Silali Geothermal Project, GDC canied out the following activities; (i) Supervision of
construction of Lake Baringo to Silali Water System involving construction of 120km main water line to
support drilling activities, construction of 4 water tanks, construction of 3 pumping stations and project
supervision consultancy, (ii) Construction of two Drill Pads, (iii) Construction of Access Roads, and, (iv)
Operation and Maintenance of Project lnftastructure.

ln the period under review, GDC drilled additional 6 wells in the Menengai Geothermal Field. At the same
time, an additional 20MW of steam was produced, bringing the cumulative steam available in Menengai
to 170MW.

Vision 2030 Flagship Projects

GDC is developing two (2) fields: Menengai and Bogoria - Silali geothermal projects.

1. Menengai Geothermal Project

The 105MW Menengai Geothermal Project (Phase l) is at an advanced stage of development with the
main outstanding component being Power Plant development. Three independent power producers
(lPPs), namely QPEA GT Menengai Limited (QPEA), Sosian Menengai Geothermal Power Limited
(SMGPL) and Orpower Twenty Two Limited, will undertake power plant development.
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Geothermal Development Company Limited
Business review
For the year ended 30 June 2018

The African Development Bank (AfDB) approved loan financing to QPEA GT Menengai Limited (OPEA).
Commissioning of the QPEA plant is therefore expected to follow. Phase ll (60MW) of the Menengai
Geothermal Project is also on course with drilling operations having commenced during the year.

2. Bogoria - SilaliGeothermal Project

The Bogoria-Silali Block has an estimated potential of 3,000MW which will be developed in phases. The
lirst three phases target the development of 100MW at Korosi Paka and Silali respectively. lnfrastructural
activities commenced with construction of over 100km of access roads. The water reticulation system is
ongoing, with the first phase to Paka almost complete. Exploration drilling will commence thereafter,
followed by feasibility studies, production drilling and early production. The project is currently being
funded by the Government of Kenya and KfW.

Financial Position

The Company's asset base grew by 14o/o from Shs 69 billion as at 30 June 2017 to Shs 78.7 billion as at
30 June 2018. The increase is attributable to the development of Phase I and ll of the Menengaifield and
infrastructure works for the Bogoria-Silali Project.

Organizational Sustai nability

For sustainability of the Company, GDC continues to receive support from Exchequer and development
partners. ln addition, the Company has adopted a business model in the sale of steam. ln the year under
review, GDC earned revenue amounting to Shs 3.6 billion from the sale of steam to Kenya Electricity
Generating Company Limited (KenGen) at Olkaria Geothermal Field in Naivasha.

Thank you.

Eng. Ole Nchoe
Managing Director & CEO

9-g ShwuRsv 2o1s
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l Geothermal Development Company Limited
Corporate goveman@ and social responsibility
For the year ended 30 June 2018

BOARD OF DIRECTORS

T

Mr. Gershom Otachi Bn/Omanwa, Ghairman GDC Board

Mr. Gershom Otachi Bw'Omanwa is the Chairman of the
Geothermal Development Company effective May 2015.

He is an Advocate of the High Court with over 26 years of
experience in legal practice, gained both locally and
intemationally. He is a member of the Law Society of Kenya, the
East African Law Society, lnternational Commission of Jurists -
Kenya, lnternational Association of Defence Lawyers,
lntemational Criminal Bar, and the Association of Defence
Attomeys at the United Nations lntemational Criminal tribunal for
Rwanda (ADAD).

Eng. Johnson P. Ole Nchoe, Managing Ditpctor & CEO

Eng. Johnson P Ole Nchoe is the Managing Director & CEO of
the Geothermal Development Gompany. He is a Corporate
Member of the lnstitution of Engineers of Kenya (lEK). He has
over 30 years'experience in the Energy Sector.

He has served in various capacities at the Ministry of Energy &
Petroleum, Kenya Power and now GDC. Eng. Nchoe has vast
experience in areas of Administration, Telecommunication,
lnformation Communication Technology (lCT), Power Systems
Management and Renewable Energy.

Eng. Ole Nchoe is a registered engineer and has 30 years of
leadership and management experience. He holds a Master in
Business Administration (MBA and a BSc (Eng. Electrical) both
from the University of Nairobi.

Mr. Namada Simoni, lndependent Non -Executive Dlrector

Mr. Namada Simoni is the Chairperson to the Board Audit
Committee. He is an advocate of the High Court of Kenya with
over 20 years of vast experience in legal practice. He is cunently
the Senior Partner at Namada & Co. Advocates. He is a member
of the Law Society of Kenya (LSK) and the East African Law
Society (EALS).

;

I

/

>
t
I

Page 6



I
I

Geothermal Development Company Limited
Corporate governanoe and social responsibility
For the year ended 30 June 2018

BOARD OF DTRECTORS (CONTTNUED)

Ms Anne Too, lndependent Non -Executive Director

Ms. Anne Too has a Bachelor's Degree in Psychology and
Criminology from Keele University, UK. She has worked as an
advisor in the office of the Deputy Speaker of the National
Assembly. Ms. Too also served as a personal advisor in the
office of the Assistant Minister, Home Affairs. She has excellent
management and communication skills. She is also self{riven
and an astute entrepreneur.

Dr. Nelly Yatich, lndependent Non -Executive Director

Dr. Nelly Yatich is a Monitoring, Learning Research and
Evaluation Expert. Dr. Yatich holds a Doctorate in Public Heatth
with a concentration in Epidemiology ftom University of Alabama
at Birmingham, USA.

Dr Yatich has extensive experience in epidemiology, monitoring
& evaluation, clinical research, programme design &
implementation, grant writing, budgeting as well as capacity
building. She previously worked as Country Director at the
University of Washington, where she oversaw all program and
research activities in Kenya. She is a member of the American
Public Health Association, lnternational Society for lnfectious
Diseases, Global Heatth Council, and Phi Beta Delta Honour
Society for lnternational Scholars and the Delta Omega
Honorary Society in Public Health.

Mr. Kamau Kuria, lndependent Non -Executive Director

Mr. Kamau Kuria is a social entrepreneur and is cunently the
CEO of Africaqua Limited and Chairman of lkotoilet Limited. He
holds a Bachelo/s degree in Architecture ftom Jomo Kenyattra
University of Agriculture and Technology (JKUAT) and a
Maste/s Degree in Business Administration from KCA
University.

Mr. Kuria is a recipient of numerous awards in social
entrepreneurship. The awards include the 2009 Africa Social
Entrepreneur of the Year (World Economic Forum Davos,
Switzerland) Ashoka Fellowship, Aspen Fellowship and Schwab
Fellowship. He is a member of the Global Agenda Council of
Entrepreneurship, Project Management lnstltute, Kenya Private
Sector Alliance, Water, Environment and Natural Resources
Working Group, East Africa Grain Council and the Kenya Bureau
of Standards (KEBS) Standards Committee on Waste Water. Mr.
Kuria is also a founder member of the Kenya Schools Alumni
Association.

i

I

I
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Geothermal Development Company Limited
Corporate governance and social responsibi lity
For the year ended 30 June 2018

BOARD OF DTRECTORS (CONTTNUED)

T

Mr. Joseph Kariuki, Director (AItemate to the PS, National
Treasury)

He is a seasoned economist with over 26 years of experience in
key government departments. He holds an MA (Economics) from
the University of Nairobi. He is currently the Alternate Director to
the Cabinet Secretiary, National Treasury at the Agriculture and
Food Authority (AFA) and Kenya Petroleum Refineries Limited
(KPRL).

Mr Timothy Gakuu, Director (Altemate Director to the PS,
Ministry of Energy)

He is a Chief Economist in the Ministry of Energy. He has over 25
years' experience having served in various government ministries.
He is responsible for the central planning and project monitoring
unit support function across the Energy Sector.

I
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Geothermal Development Company Limited
Corporate govomanoe and social responsibility
For the year ended 30 June 2018
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TANAGEMENTTEAM

Eng. Johnson P. Ole Nchoe

Ms. Beatrice Kosgei

Mr. ComellOfirona

Mr. Simon Kiplang'at

Dr. George Muia

Eng. Georye Kinyanjui

Ms. Joanne Wamuyu

Mr. Stephen Busieney

Managing Director and CEO

General Manager, Legal Afiairs & Company Secretary

General Manager, Geothermal Resource development

General Manager, Human Resources

Genenal Manager, Shategy, Research & lnnovation

General Manager, Drilling

General Manager, Corporate Services

General Manager, Finance
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Geothermal Development Company Limited
Corporate governance and social responsibility
For the year ended 30 June 2018

MANAGEMENT TEAM (CONTINUED)

Ms. Beatrice Kosgei - General Manager, Legal Affairs &
Company Secretary

Ms. Beatrice Kosgei is an advocate of the High Court of Kenya and a
Certified Public Secretary with over 20 years of experience in both
legal practice and corporate affairs. She has previously served as the
Company Secretary and Head of Legal Affairs for Kenya Trade
Network Agency. Ms. Kosgei holds a Master of Laws Degree from
University of London and a LLB from University of Nairobi. She is an
advocate of the High Court of Kenya and a Certified Public Secretary.

Mr.Cornel Oftvona - General Manager, Geothermal Resource
development

Mr. Comel Ofi,rtona has over 20 years' experience in the geothermal
industry. He has vast expertise in geothermal reservoir engineering,
analysis and modeling. Prior to his appointment, he was GDC's Acting
General Manager, Drilling and lnfrastructure. Mr. Ofirona holds a
MSc. in Engineering from University of lceland, Bachelor of
Technology in Production Technology from Moi University, and
Advanced Diploma in Geothermal Reservoir Engineering from the
United Nations University in lceland. He has several certificates in
reservoir modeling. His geothermal expertise spans over 20 years.

Mr. Simon Kiplang'at - General Manager, Human Resources

Mr. Simon Kiplang'at has over 20 years of experience in corporate
management and leadership in both the public and private sectors.
Prior to joining GDC, he was the General Manager Support Services
at Kenya Trade Network Agency. Mr. Kiplang'at is a Certified HRP
and a Fellow Member of the lnstitute of Human Resource
Management (Kenya), a Full Member in good standing of the Kenya
lnstitute of Management and an Associate Member of the Kenya
lnstitute of Supplies Management (KISM).

Dr. George Muia - General Manager Strategy, Research and
lnnovation

Dr. George Muia is a Registered Geologist with over 14 years'
experience in resource monetatization. geological environments.
Previously, he was the Deputy Director at Kenya Pipeline Company's
Training Centre (Morendat lnstitute of Oil and Gas). Muia holds a PhD
(Earth Science), a Master of Science (lntegrated Petroleum
Geoscience), a Master of Arts (Environmental Planning and
Management) and a Bachelor of Science (Geology).
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Geothermal Development Company Limited
Corporate governanoe and social responsibility
For the year ended 30 June 2018

MANAGEMENT TEAM (CONTINUED}

Eng. George Kinyaniui - General Manager, Drilling
and lnfrastructure

Eng. George Kinyanjui has a vast experience spanning more than 15
years in the energy sector. Prior to his appointment, he was GDC's
Quality Assurance and Safety Manager. Eng. Kinyanjui holds a
Masters of Business Administration (MBA) and a Bachelor of Science
Degree in Mechanical Engineering (Hons) from the University of
Nairobi. He is a Registered Professional Engineer and a Member of
the lnstitution of Engineers of Kenya (MIEK).

Ms. Joanne Wamuyu - General Manager, Corporate Services

Ms. Joanne Wamuyu is a Performance & Process lmprovement
professional with over 27 years of experience in commercial,
corporate turnaround management, corporate value enhancement,
ICT and strategy settings in the region and beyond. She holds a
Masters of Business Administration (MBA) in Strategic Management,
a Bachelor of Commerce Degree in Marketing, Lean Six Sigma Black
Belt qualification, Business Process Management Specialist
certification, and a post graduate Diploma in Marketing. She is a
Chartered Marketer.

Mr. Stephen Busieney - General Manager, Finance

Mr. Stephen Busieney has over 15 years of experience in Finance
and Accounting. Prior to joining GDC, he was the Chief Financial
Officer for CIMERWA Cement Company Limited, Rwanda. Mr.
Busieney is a member of the lnstitutes of Certified Public Accountants
of Kenya, and of Rwanda and holds Masters of Business
Administration (MBA) and B.Com degrees from the University of
Nairobi, as well as a Leadership Certification from the University of
Pretoria's Gordon lnstitute of Business Science.
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Geothermal Development Company Limited
Corporate govemance and social responsibilig
For the year ended 30 June 2018

STATEMENT OF CORPORATE GOVERNANCE

Corporate govemanoe is the exercise of ethical and effective leadership by the governing body towards
the achievement of governance outcomes; ethical cultures, good perficrmance, effective control and
legitimacy.

The responsibility of goveming the company lies with the Board of Directors. GDC has put in place
systems to ensure that high standards of corporate govemance are maintained at all levels in the
company.

This statement of corporate govemance provides GDC Governance performance to date.

Statement of Compliance

The Board of Directors in ils endeavor to uphold the tenets of good governanoe is guided inter alia by:-

a) Code of governanoe for State Corporations ( Mwongozo);
b) Constitution of Kenya, 2010;
c) Leadership and integrity Act No.19 of 2012;
d) Board Charter; and
e) Public Officers and Ethics Act No, 4 of 2003.

Each Board member has signed the Directors' code of conduct and ethics which govem the conduct of
individual Directors when dealing with company business and has also made a commitment to comply
with the same. GDC employees have also signed the code of conduct and made a commitment to
comply with the same. GDC also abides with all laws as a law abiding corporate citizen.

Board Charter

The Board Charter defines the Boards roles and responsibilities as well as functions and structures
which helps Board members in carrying out their strategic functions. The charter also sets out the
powers of various Board cpmmittees, the separation of roles between the Board and Management and
policies and practices of the Board in respect of corporate governan@ matters.

The charter is complimentary and does not intend to change or interpret any stiatute, law or regulation
and is available to all Board Members.

Board Size, Composition and Appointments

GDC Memorandum and Article of Association provides for a maximum of nine (9) Directors of whom
eight (8) are non- executive and one (1) executive. Out of the eight (8) non-executives, six (6) are
independent Directors. Each Director shall hold office for a term not exceeding three (3) years and are
eligible for re-appointment for one more term not exceeding three (3) years.

During the constitution of the Board, the appointing authority ensures that Board composition complies
with the Constitution of Kenya; applicable legislation and that at least one member is a financial expert.

Every appointment shall be by name and notice in the Kenya Gazette and the Chairperson shall be
appointed by the President while Board members shall be appointed by the Cabinet Secretary Ministry
of Energy.

As at 1 July 2017 the Board of Directors comprised of six (6) non - executive Directors and One
executive Director, who is the Managing Director & CEO. As at 30 June 2018, the Board of Directots
comprised of Eight (8) non-executive Directors (of which five (5) are independent, and two are
alternates and one executive Director). The two alternate Directors represent the majority shareholder,

Page 12



I

Geothermal Development Company Limited
Corporate governance and social responsibility
For the year ended 30 June 2018

Cabinet Secretary National Treasury and the minority shareholder, Principal Secretary Ministry of
Energy respectively. One directorship position is yet to be filled.

Board Ghanges in the Year

The term of Mr. Gershom Otachi, the Chairman to the Board of Directors, came to an end effective from
19 May 2018 while the term of Mr. Michael Ogwapit came to an end effective from 17 April 2018, and
Ms. Caroline Karugu resigned effective from 4 May 2018. The Altemate Director representing Principal
Secretary Ministry of Energy, Mr. Michael Mwangi, resigned with effect from 28 September 2017.

Mr. Gershom Otachi was subsequently re-appointed as the Chairman Board Directors with effect from
20 May 2018 for a further period of three (3) years whereas Mr. Michael Mwangi was replaced by Mr.
Timothy Gakuu with effect from 30 October 2017. Three (3) independent non- executives Directors
namely Dr. Nelly Yatich, Ms. Anne Too and Mr. Kamau Kuria were appointed to the Board with effect
from 6 June 2018 for a term of three (3) years.

Board Diversity

Board diversity is about advancing businesses to new heights by bringing together diverse experiences.
Diverse Board including but not limited to diversity of expertise, experience age and gender makes
better decision. The GDC Board as cunently constituted reflects diversity which helps it perform its role
effectively. The areas of expertise of the current Board are:-

* lncludes the Cabinet Secretary National Treasury and Principal Secretary Ministry of Energy

Board Effectiveness

To achieve board effectiveness there must be a clear distinction between the role of the Chairman and
that of the Managing Director & CEO. The Chairman's main responsibility is to provide leadership to the
Board while maintaining close but independent working relations with the Managing Director & CEO
whose main responsibility is to provide the day to day leadership of the company business affairs.

Role of the Board

The role of the Board is categorized in four functions namely; transformance; performance;
conformance and concordance.

lnduction and Capacity Building for the Board

ln adherence to best practice the Board develops an induction program for new Board members which
entail the Directors receiving knowledge about the Company through site visits, informal interactions
with Management and staff, regular in-depth reports and presentations.

ln compliance with Mwongozo the Strate Corporation Advisory Committee (SCAC) also undertakes the
external induction of new Board members.

No. Field of Expertise Numbers
I Enoineerino 2*
2 Proiect Manaoement, Corporate Manaqement and Architecture. 2
3 Psvcholooy and Criminology 1

4 Resource Mobilization. Public Health. Monitorinq and Evaluation, 1

5 Law 2
6 Economics and Finance 3*

Total 11
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Geothermal Development Company Limited
Corporate governance and social responsibility
For the year ended 30 June 2018

The Board has also put in place an annual development program for all its members to improve their
individual capacity. Board Members are also encouraged to undertake continuous professional
development in their respective professional bodies.

The MD & CEO also ensures that Management updates the Board on matters relevant to GDC's
Business, changes in law and regulation including Government accounting policies.

During the year under review, the new Directors were inducted and together with the existing Directors
went through various training programs and retreats in order to enhance their knowledge in various
fucets thus strengthening their role in the Company.

Board Meetings

The Board meetings are constituted in accordance with the constitutive document and are held at least
four (4) times a year and not more than four (4) month should elapse between the date of one meeting
and the date of the next meeting.

A schedule of meetings is agreed upon by the Board Members and set out in the Board Work plan and
almanac.

Each Board member is free to suggest the inclusion of items on the agenda and the agenda for the
meetings will be aligned to the Board work plan. Notices of the meeting will be issued by the Company
Secretary. The Board papers are circulated in advance to enable the Directors prepare adequately for
the meetings. Special Board or Committee meetings are held when critical and urgent matters arise and
the meeting will not discuss any matter other than what is specified in the agenda.

The quorum for a Board meeting is five (5) members while for the Board Committees is (3) members.

Senior Managers, other employees and advisors are invited by the MD & CEO to attend Board or
Committee meetings whenever deemed appropriate.

Board of Directop Meetings

The Board of Directors held sixteen (16) meetings during the period under review which were attended
as follows:-

Name of Diroctor Board Position Status Number of
Meetings

hetd

Number of
meetlngs
attended

Mr. Gershom O.
Bw'omanwa

Chairman Non-independent &
non-executive

16 15

Eng. Johnson P. Ole
Nchoe

MD & CEO Executive 16 16

Dr. Eng. Joseph
Niorooe. CBS

PS, Ministry of Energy Non-independent 16 1

Mr. MichaelOgwapit Director lndependent &
non-executive

16 10

Mr. Namada Simoni Director lndependent &
non-executive

16 15

Ms. Caroline Karugu Director lndependent &
non+xecutive

16 12

Mr. Timothy Gakuu Alternate Director to PS,
Ministrv of Enerov

Non-independent &
non-executive

16 12

Mr. Joseph Kariuki Alternate Director to Cabinet
Secretary National Treasury

Non-independent &
non-executive

16 14
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Geothermal Development Company Limited
Corporate governance and social responsibility
For the year ended 30 June 2018

Name of Director Board Position Status Number of
Meetings

held

Number of
meetings
attended

Dr. Nelly Yatich lndependent Director lndependent &
non-executive

16 1

Ms. Anne Too Director lndependent &
non-executive

16 1

Mr. Kamau Kuria Director lndependent &
non-executive

16 1

Notes

1) Mr. Michael Mwangi ceased to be an alternate Director, to the Principal Secretary Ministry of
Energy with effect from 28 September 2017 and was replaced by Mr. Timothy Gakuu with effect
from 30 October 2017.

2) Ms. Caroline Karugu ceased to be a Director with effect from 4 May 2018.
3) Mr. Michael Ogwapit ceased to be a Director with effect from 17 April 2018.
4) Dr. Nelly Yatich, Ms. Anne Too and Mr. Kamau Kuria were appointed as independent Directors with

effect from 6 June 2018.

Di rectors' Rem uneration

Board Members are remunerated for their services in accordance with guidance from the State
Corporation Advisory Committee (SCAC) through circulars issued from time to time. The regular
allowances for Board Chairpersons and Board Members are as follows:-

The Directors' are paid an annual Directors fee subject to approval by the Ministry of Energy and the
NationalTreasury. The approval is given during the Annual General Meeting (AGM). For financial year
2017118, it is proposed that each non-executive lndependent Director be paid Directors fee of Shs
360,000 or pro rata for any part served thereof. There were no loans granted to non-executive Directors
during the year. The Directors' remuneration has been disclosed in the books of accounts.

Directors' Shareholding

No Board Member holds in his/her own capacity shares in the Company. The National Treasury and the
Ministry of Energy are the only shareholders.

No. Allowance Chairoerson Board Member
1 Honoraria Shs 80.000 per month N/A
2 Sittinq Shs 20.000 oer sittino Shs 20.000 oer sittino
3 Accommodation Shs 18.200 oer dav Shs 18.200 per day
4 Airtime (Mobile) Shs.5.000 per month N/A
5 Airtime (Landline) Shs 2.000 oer month N/A
6 Lunch Shs 2.000 per dav Shs 2,000 per day
7 Transport Determined by prevailing Government guidelines; currently National

Treasury Circular of 2015. Paid at the current prevailing Automobile
Association of Kenva (AA) rates.

I Personal Accident
Cover ('Not Life')

Procured competitively

I Medical Expenses lnpatient Shs 2 million per annum;
Outpatient Shs 100,000 per annum; and
Last expense (selO Shs.100,000.
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Geothermal Development Company Limited
Corporate governan@ and social responsibility
For the year ended 30 June 2018

Report from the Chairperson of the Human Resource Committee

The Board Human Resource Committee is comprised of three (3) non-executive Directors and
Managing Director & CEO. lt is chaired by a non-executive independent Director. The Human Resource
committee is tasked with the responsibillty of reviewing the terms and conditions of service for
employees of the Company; reviewing recommendations for appointment, promotion, confirmation or
termination of staff in job groups GD3 and; handling disputes between Management and staff in Job
groups GD3 and above all; handling all other matters relating to staff; and dealing with occupational,
health and safety issues.

A summary of the Board Human Resource meetings and attendance is shown below:-

Note

Mr Michael Ogwapit's term as a Director ceased with effect from 17 April 2018.

Report from the Ghairperson of the Finance Committee

The Board Finance Committee is comprised of four (4) non-executive Directors and the Managing
Director & CEO. lt is chaired by a non-executive independent Director. The Committee considers all
matters of financial strategy and policy, financial forecasts, annual budgets and reviewing
expenditures/procurements for the quarter.

A summary of the Board Finance meetings and attendance is shown below:-

Notes

1) Mr. Michael Mwangi resigned with effect from 28 September 2017 and was replaced by Mr
Timothy Gakuu.

2) Mr. Michael Ogwapit's term as a Director ceased with effect from 17 April 20'18.

Risk Management and Internal Controls

Risk is a potential event that may prevent the organization from achieving its stated goals and must
cover complian@, operational functional and strategic issues. lt is paramount that risk management is
on the Board agenda in order to eliminate surprises and increase the likely hood of meeting objectives.
Risk management must be part of strategic discussions and must be viewed holistically.

Board Member Date when meetino was held
12.01.18 12.02.18 13.02.18 09.03.r8

Mr. MichaelOqwaoit "/ "/
./ {

Eno. Johnson P. Ole Nchoe { ./ { {
Mr. Namada Simoni \f { { {
Mr. Joseoh Kariuki "/ { ./ ./

Board Member Date when meetinq was held
28.9.17 7.12.17 23.1.',18 26.1.18 13.3.18 1s.3.18

Mr. Michael Oowaoit { { ./ { { {
Enq. Johnson P. Ole Nchoe { { { { { "/
Ms. Caroline Karuou x { x x { {
Mr. Timothv Gakuu x { { { \i {
Mr. Joseph Kariuki { { { { { {
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Geothermal Development Company Limited
Corporate governance and social responsibility
For the year ended 30 June 2018

To address risk, GDC Board has approved the risk management policy, risk management framework;
established a risk management function; and delegated to Management the responsibility to implement
the risk management plan. The Audit Committee of the Board regularly reviews the effectiveness of the
internal control system.

Stakeholders' Engagement

The effective management of stakeholder's interest creates goodwill, promotes a positive image of the
organization and enhances the achievement of corporate goals. The Board has carried out stakeholder
mapping, approved the stakeholde/s policy and ensured that the policies, practices and strategic plans
of GDC are aligned with Government directives, national policies and national development goals
including the Kenya vision 2030 and the Big 4 agenda.

The Board considers its primary responsibility to be the maximization of long term shareholders value.
All the Directors have collective responsibilities and are liduciary agents.

The Board communicates organizational strategy and performance, addresses all issues relevant to
members interests, corporate social responsibility and good governance.

Procurement Policies

Procurement policies have been put in place to ensure fair competition taking into consideration
economy, efficiency, transparency and acrpuntability in accordance with legal and statutory
requirements consistent with the governing law.

Code of Conduct and Ethics

This focuses on ethical conduct and integrity at workplace and since it does not cover everything, the
code is not used as a substitute for the good judgment expected of Board members and employees
working for company.

The Board has approved the code of conduct and ethics and corporate gift policies. Every Board
member and employee including those on contract have committed to adhere to the values in the Code.

Going Concern

The Board confirms that financial stiatements are prepared on a going concern basis. The Directors
work tirelessly to ensure that company has adequate resources to continue business for the
foreseeable future. This assessment has been made through consideration on a wide range of
information relating to current and projected conditions that is cash flows, capital resources and
potential exploration sites. For this reason, it continues to adopt the conoern basis when
preparing fi nancial statements.

lgorng
I

I
I

Mr. Gershom Otachi
Chairman

Eng. Johnson P. Ole Nchoe
Managing Director & CEO
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Geothermal Development Company Limited
Corporate governance and social responsi bi lity
Forthe year ended 30 June 2018

Declaration of Conflict of lnterest

Board members are required to avoid conflict of interest in any matter that relates to the company.
Board members are expected to declare any real or perceived conflict of interest with the company
upon appointment to the Board.

A Board member who subsequently identifies an area of conflict shall be required to disclose any actual
or potential conilict of interest to the Board, and provide all relevant information and abstain from
decisions where the conflict exists.

Declaration of conflict of interest is a standard agenda item which is addressed at the onset of each
Board and Committee meeting. GDC Directors declare conflict of interest at the beginning of all Board
and Committee meetings and immediately thereafter sign in the register of conflict of interest.

The Board has put in place a conflict of interest policy. No conflicts of interest were declared or reported
by Directors in the year under review.

Directors' Evaluation

GDC Board of Directors conducts annual evaluation to appraise its performance, and that of lndividual
Directors, Managing Director & CEO using the appraisals tools developed by the State Corporation
Advisory Committee (SCAC) and actualized by the circular from Head of Public Service dated 29 June
201',t.

The Board Selfcvaluation for the year under review was facilitated by the State Corporation Advisory
Committee (SCAC) where strengths, collective skill gaps and individual areas of improvement were
identified after which a Board performance improvement plan was prepared.

General Manager, Legal Affairc & Company Secretary

The General Manager, LegalAffairs & Company Secretary is tasked with providing a central source of
guidance and advice to the Board and Management on matters of statutory and regulatory compliance
as well as good govemanoe. ln addition as a Certified Public Secretary of good standing, she also
serves as the Secretary to all committees of the Board among other crucial roles.

Board Committees

The State Corporation Act Cap 446, section 15, allows Boards of State Corporations to establish
Committees. The Mwongozo Code Chapter 1 Section 1.7 allows the Board to establish not more than
four committees of the Board of which one of the committee must be Audit Committee.

The Board is required to provide terms of reference for each committee; review the mandate of the
committees periodically; determine the ftequency of committee meetings; appoint the Chairperson of
each committee; and annually review the effectiveness and performance of its committees. The Board
also provides the Committee with all necessary resouroes to enable them to undertake their duties in an
effective manner. The Chairperson of the Board is not a member of any Committee except for an Adhoc
Committee.

The Board may establish an ad-hoc committee to deal with emerging issues that do not fall in the
domain of the regular Board Committees. ln addition the Board may also form a panel to provide it with
expert views on issues that may include selection of staff.
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Geothermal Development Company Limited
Corporate governance and social responsibility
For the year ended 30 June 2018

Report from the Ghairpenson of the Audit Committee

The Board Audit committee comprises of three (3) non-executive Directors and is chaired by a non-
executive independent Director. When necessary, the committee invites a representative of the external
auditors when reviewing annual financial reports. The Committee also periodically invites the Managing
Director & CEO, the General Manager, Finance and at times other key staff members to attend the
meetings.

The Committee is appointed by the Board to assist in fulfilling the following key oversight
responsibilities among others: - internal control and risk management; External Auditor oversight;
disclosure matters and financial reporting and internal audit function.

A summary of the Board Audit meetings and attendance is shown below:-

Notes

Mr. Michael Mwangi resigned with effect from 28 September 2017 and was replaced by Mr. Timothy
Gakuu with effect from 30 October 2017.

Report from the Chairperson of Technical Committee

The Committee is comprised of five (5) non-executive Directors and the Company's Managing Director
& CEO and is chaired by a non-executive independent Director. The Committee considers
Management's proposals; provides oversight to Management and recommends to the Board on matters
relating to GDC's strategic direction and technical services.

A summary of the Board Technical meetings and attendance is shown below:-

Notes

1) Mr. Michael Mwangi resigned with effect from 28 September 2017 and was replaced by Mr
Timothy Gakuu with effect from 30 October 2017.

2) Ms. Caroline Karugu resigned with effect from 4 May 2018.
3) Mr. Michael Ogwapit's term as a Director ceased with effect from 17 April 2018.

Board Member Date when meetino was held
17.11.17 8.12.17 19.12.17 23.01.18 8.3.18

Mr. Namada Simoni
^/

./
Mr. Timothv Gakuu "/ { {
Mr. Joseoh Kariuki

Board Member Date when meeting was held
28.09.17 18.01.18 15.02.18 29.03.18

Ms. Caroline Karuou { ./ ./ ./
Enq. Johnson P. Ole Nchoe { { { {
Mr. Namada Simoni { { {
Mr. MichaelOowaoit { { { {
Mr. Joseph Kariuki { { { x
Mr. Timothv Gakuu x { ./ {
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Geothermal Development Company Limited
Report of the directors
For the year ended 30 June 2018

The directors submit their report together with the audited financial statements of Geothermal
Development Company Limited (the 'Compan/) for the year ended 30 June 2018.

Businese Review

The principal activity of the Company continues to be the development of geothermal resources in
Kenya.

The Company's Performance

The Company recorded profit before tax of Shs. 2.2 billion compared to previous yeads profit before tax
of Shs. 896 million. The growth is mainly due to a 23% increase in steam sales and a one off charge in
the prior year of Shs. 991 million relating to the write-off of unproductive and abandoned wells, which
did not recur in the cunent year.

Revenue increased to Shs. 3.6 billion from Shs. 2.9 billion mainly driven by higher demand of steam by
Kenya Electricity Generating Company Limited (KenGen) than in the prior year.

During the year, an investment of Shs. 6.9 billion (2017: Shs. 5.9 billion) was spent on exploration and
evaluation activities. This was directed towards drilling of six additional wells in the Menegai field as
well as development of infrastructure (road and water systems) in the Bogoria-Silali block. These were
tunded by capital grants of Shs. 6.6 billion (2017: Shs 4.9 billion) received fromfthrough the
Government of Kenya and plough back of funds received from sale of steam.

The Company has also started exploration and evaluation activities in the Baringo area. Of the Shs. 6.6
billion grants received from the Govemment of Kenya, Shs 2.3 billion (2017: Shs. 5M million) was for
the Bogoria Silali project.

The table below highlights the performance for the year:

Dividend

The net profit for the year of Shs 1,429,741,000 (2017: Shs 228,531,000) has been added to retained
earnings. The directors do not recommend the payment of a dividend.

Diractors

The Directors who held office during the year and to the date of this report are set out on page 1

Performance lndicator 2018 2017

Revenue (Shs million) 3,557 2,902

Operating profit % 69% 43o/o

Profit before income tax (Shs million) 2,161 896

Net assets (Shs million) 2,065 635

Current ratio 1.08:1 0.98:1

Expenditure on exploration and evaluation assets (Shs million) 5,210 3,865

Additions to property, plant and equipment (Shs million) 2,O02 2,818

Grants received (Shs. million) 6,605 4,986
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Geothermal Developrnent Company Limited
Report of the direclors
For the year ended 30 June 2018
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Dl*loquru to Audltor

The directors oonfirm that wtth respect to each dircctor at the time of approval of this report:

a) th6ro was, as far as each director is aware, no lelsvant audit infunnation of which the Company's
auditor is unaware; and

b) each dirsc-tor had taken all steps that ought to have been taken as a dir€ctor so as to be awarc of
any relevant audit information and to establish that the Company's auditor is aware of that
information.

Tcrmr of Appolntnent of Audltor

PricewaterhouseCoopers were nominated by the Auditor General to carry out the audit of Geothermal
Development Company Limited br the year ended 30 June 2018 in accordance to section 23 of the
Public Audit Act, 2015 which emporers the Auditor General to appoint an audftor to audit on his behatf.

The diractors monitor the effuctiveness, objectivity and independence of the auditor. This responsibility
includes the approval of the audit engagement conhac{ and the aseociated b6s on behatf of the
shareholders.

Employcec

The directors are pleased once again to record their appreciation for the untidng efurt of all employees
of the Company.

Approval of Flnanclal Statcmontr

The financial statements wera approved by the Board of Directors on 26 ThtttlXXg 2019

By order of the Board

Ms. Beatrice Kosgei
Company Seortary
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Geothermal Development Company Limited
Statement of directo/s responsibilities
For the year ended 30 June 2018

Section 81 of the Public Finance Management (PFM) Acl,2012, Section 14 of the State Corporations Act
and Kenya Companies Act, 2015 require the Directors to prepare financial statements in respect of the
Company, which give a true and fair view of the state of affairs of the Company at the end of the financial
year and the operating results of the Company for that year. The Directors are also required to ensure
that the Company keeps proper accounting records which disclose with reasonable accuracy the financial
position of the Company. The Directors are also responsible for safeguarding the assets of the Company.

The Directors are responsible for the preparation and presentation of the Company's financial statements,
which give a true and fair view of the state of affairs of the Company for and as at the end of the financial
year ended on 30 June 2018. This responsibility includes:

(i) maintaining adequate financial management arrangements and ensuring that these continue to be
effective throughout the reporting period;

(ii) maintaining proper accounting records, which disclose with reasonable accuracy at any time the
financial position of the Company;

(iii) designing, implementing and maintaining internal controls relevant to the preparation and fair
presentation of the financial statements, and ensuring that they are free from material
misstatements, whether due to error or fraud;

(iv) safeguarding the assets of the Company;
(v) selecting and applying appropriate accounting policies; and
(vi) making accounting estimates that are reasonable in the circumstances.

The Directors accept responsibility for the Company's financial statements, which have been prepared
using appropriate accounting policies supported by reasonable and prudent judgements and estimates, in
conformity with lntemational Financial Reporting Standards (IFRS), and in the manner required by the
PFM Act, 2012, the State Corporations Act and the Kenya Companies Act, 2015. The Directors are of the
opinion that the Company's ftnancial statements give a true and fuir view of the state of Company's
transactions during the financialyear ended 30 June 2018, and of the Company's financial position as at
that date. The Directors further confirm the completeness of the accounting records maintained for the
Company, which have been relied upon in the preparation of the Company's financial statements as well
as the adequacy of the systems of internal financial control.

ln preparing the financial stiatements, the directors have assessed the Company's ability to continue as a
going concem and disclosed, as applicable, matters relating to the use of going concem basis of
preparation of the financial statements. Nothing has come to the attention of the directors to indicate that
the Company will not remain a going concern for at least the next twelve months from the date of this
statement.

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

Approval of the flnancial statements

The Company's financial statements were approved by the Board on
signed on its behalf by:

a8 sfffvv^&l

Eng. Johnson P. Ole Nchoe
Managing Director & CEO

Mr. Gershom Otachi
Chairman
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REPUBLIC OF KENYA

Telephone : +2 5 4 -20-3 423 30

Fax: +254-20-311482

E-Mail: oag@oagkenya.go.ke
y'ebsite: www.kenao.go.ke

P.O. Box 30084-00100

NAIROBI

OFFICE OF THE AUDITOR.GENERAL

REPORT OF THE AUDITOR.GENERAL ON GEOTHERMAL DEVELOPMENT
COMPANY LIMITED FOR THE YEAR ENDED 30 JUNE 2018

REPORT ON THE FINANCIAL STATEMENTS

Opinion

The accompanying financial statements of Geothermal Development Company
Limited, set out on pages 31 to 78 which comprise the statement of financial position
as at 30 June 2018, and the statement of profit or loss and other comprehensive
income, statement of changes in equity and statement of cash flows for the year then
ended, and a summary of significant accounting policies and other explanatory
information, have been audited on my behalf by PricewaterhouseCoopers, auditors
appointed under Section 23 of the Public Audit Act, 2015. The auditors have duly
reported to me the results of their audit and on the basis of their report, I am satisfied
that all the information and explanations which, to the best of my knowledge and
belief, were necessary for the purpose of the audit were obtained.

ln my opinion, the financial statements present fairly, in all material respects, the
financial position of Geothermal Development Company Limited as at 30 June 2018,
and of its financial performance and its cash flows for the year then ended, in
accordance with lnternational Financial Reporting Standards and comply with the
Companies Act, 2015.

Basis for Opinion

The audit was conducted in accordance with lnternational Standards of Supreme
Audit lnstitutions (!SSAls). I am independent of Geothermal Development Company
Limited in accordance with ISSAI 30 on Code of Ethics. I have fulfilled other ethical
responsibilities in accordance with the ISSAI and in accordance with other ethical
requirements applicable to performing audit of financial statements in Kenya. I

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

Emphasis of Matter

Corporation Tax and Related Penalties

The Company being a state corporation is required to comply with tax laws and other
related regulations, including remission of taxes to Kenya Revenue Authority (KRA),
as per the prescribed due dates. The statement of financial position reflects current
tax liability of Kshs.3,220,274,000 (2017: Kshs.2,409,858,000) for the years ended
30 June 2015,2016 and 2017, and quarterly instalments due as at 30 June 2018.
The financial statements further reflect other payables amounting to

Report of the Auditor-General on the Financial Statements of Geothermal Development Company Limited for
the year ended 30 June 2018
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Kshs.1,832,400,000 as per note15, which include interest and penalties of
Kshs.1,114,508,658 (2017: Kshs.710,097,000), arising from non-payment of income
taxes. Although the Company has in the past requested for budgetary allocation by
the National Treasury to enable it offset the liability, this is yet to be settled. The
delayed payment of income taxes has exposed the Company to penalties and
interest, which continues to increase with the continued delay.

Key Audit Matters

Key audit matters are those matters which, in my professional judgment, were of
most significance in the audit of the financial statements. There were no Key Audit
Matters to report in the period under review.

Other lnformation

The other information comprises the information included in the annual report other
than the financial statements and my auditor's report thereon. The directors are
responsible for the other information. My opinion on the financial statements does
not cover the other information and I do not express any form of assurance
conclusion thereon.

ln connection with my audit of the financial statements, my responsibility is to read
the other information identified above and, in doing so, consider whether the other
information is materially inconsistent with the financial statements or my knowledge
obtained in the audit, or otherwise appears to be materially misstated. lf, based on
the work I have performed on the other information, I conclude that there is a
material misstatement of this other information, I am required to report that fact. I

have nothing to report in this regard.

REPORT ON LAWFULNESS AND EFFECTIVENESS IN USE OF PUBLIC
RESOURCES

Conclusion

As required by Article 229(6) of the Constitution, based on the audit procedures
performed, I confirm that, nothing has come to my attention to cause me to believe
that public resources have not been applied lav,rfully and in an effective way.

Basis for Conclusion

The audit was conducted in accordance with ISSAI 4000. The standard requires that
I comply with ethical requirements and plan and perform the audit to obtain
assurance on whether the activities, financial transactions and information reflected
in the financial statements are in compliance, in all material respects, with the
authorities which govern them.

I believe that the audit evidence I have obtained is sufficient and appropriate to
provide a basis for my conclusion.

Reprt o/'the Auditor-(ieneral on the Financial Statemenls ti'Geothermal Development Companlt Limited ./br
the 1:ear ended 30 June 2018
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REPORT ON EFFECTIVENESS OF INTERNAL CONTROLS, RISK MANAGEMENT
AND GOVERNANCE

Conclusion

As required by Section 7 (1) (a) of the Public Audit Act, 2015, based on the audit
procedures performed, I confirm that, nothing has come to my attention to cause me
to believe that internal controls, risk management and governance, were not
effective.

Basis for Conclusion

The audit was conducted in accordance to ISSAI 1315 and 1330. The standards
require that I plan and perform the audit to obtain assurance on whether effective
processes and systems of internal control, risk management and governance, were
operating effectively, in all material respects. I believe that the audit evidence I have
obtained is sufficient and appropriate to provide a basis for my conclusion.

REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS

As required by the Companies Act, 2015,1 report based on the audit that:

(i) ln my opinion, the information given in the report of the directors on pages 20
to 21 is consistent with the financial statements.

ln my opinion the auditable part of the directors' remuneration report on page

15 has been properly prepared in accordance with the Kenyan Companies
Act,2015.

Responsibilities of Management and those Charged with Governance

The directors are responsible for the preparation and fair presentation of these
financial statements in accordance with lnternational Financial Reporting Standards,
and for maintaining effective internal control as management determines is
necessary to enable the preparation of financial statements which are free from
material misstatement, whether due to fraud or error and for assessment of the
effectiveness of the internal control, risk management and governance.

ln preparing the financial statements, management is responsible for assessing the
Company's ability to continue as a going concern, disclosing as applicable, matters
related to going concern and using the going concern basis of accounting unless the
directors are aware of any intension to liquidate the Company or to cease
operations, or have no realistic alternative but to do so.

Report o/' the ,luditor-(iencrul on the Financial Slutements of'Getsthermul Development Company Limited ./ir
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The directors are also responsible for the submission of the financial statements to
the Auditor-General in accordance with the provisions of Section 47 of the Public
Audit Act, 2015.

ln addition to the responsibility for the preparation and presentation of the financial
statements described above, directors are also responsible for ensuring that the
activities, financial transactions and information reflected in the financial statements
are in compliance with the authorities which govern them, and that public resources
are applied in an effective way.

Directors are also responsible for overseeing the Company's financial reporting
process, reviewing the effectiveness of management's systems for monitoring
compliance with relevant legislative and regulatory requirements, ensuring that
effective processes and systems are in place to address key roles and
responsibilities in relation to governance and risk management, and ensuring the
adequacy and effectiveness of the control environment.

Auditor-General's Responsibilities for the Audit

The audit objectives are to obtain reasonable assurance about whether the financial
statements as a whole are free from material misstatement, whether due to fraud or
error, and to issue an auditor's report which includes my opinion in accordance with
the provisions of Section 48 of the Public Audit Act, 2015 and submit the audit report
in compliance with Article 229(7) of the Constitution. Reasonable assurance is a high
level of assurance, but is not a guarantee that an audit conducted in accordance with
lSSAls will always detect a material misstatement and weakness when it exists.
Misstatements can arise from fraud or error and are considered material if,

individually or in the aggregate, they could reasonably be expected to influence the
economic decisions of users taken on the basis of these financial statements.

ln addition to the audit of the financial statements, a compliance review is planned
and performed to express a conclusion on whether, in all material respects, the
activities, financial transactions and information reflected in the financial statements
are in compliance with the authorities which govern them and that public resources
are applied in an effective way, in accordance with the provisions of Article 229(6) of
the Constitution, and submit the audit report in compliance with Article 229(7) of the
Constitution.

Further, in planning and performing the audit of the financial statements and audit of
compliance, I consider internal control in order to give an assurance on the
effectiveness of internal controls, risk management and governance processes and
systems in accordance with the provisions of Section 7 (1) (a) of the Public Audit Act,
2015 and submit the audit report in compliance with Article 229(7) of the
Constitution. My consideration of the internal control would not necessarily disclose
all matters in the internal control which might be material weaknesses under the
lSSAls. A material weakness is a condition in which the design or operation of one or
more of the internal control components does not reduce to a relatively low level, the
risk that misstatements caused by error or fraud in amounts which would be material

Rcporl $ the.-luditrtr-Generul on the Finunc'iul Slutements ri'Geothermul Develttpment Compuny Litnitett /itr
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in relation to the financial statements being audited, may occur and not be detected
within a timely period by employees in the normal course of performing their
assigned functions.

Because of its inherent limitations, internal control may not prevent or detect
misstatements and instances of non-compliance. Also, projections of any evaluation
of effectiveness to future periods are subject to the risk that controls may become
inadequate because of changes in conditions, or that the degree of compliance with
the Company's policies and procedures may deteriorate.

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

ldentify and assess the risks of material misstatement of the financial statements,
whether due to fraud or error, design and perform audit procedures responsive to
those risks, and obtain audit evidence which 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, intentiona! omissions, misrepresentations, or the
override of 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 which may cast
significant doubt on the Company's ability to continue as a going concern. If I

conclude that a material uncertainty exists, I 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 to continue as a going
concern.

a

a

a

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 which 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 I consider necessary in the circumstances.

Report of the Auditor-General on the Finoncial Statements of Geothermal Developmenl Company L
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I 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 controlwhich are identified during the audit.

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

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

Nairobi

14 February 2019

Reporl of the Auditor-General on the Financial Statements of Ceothermal Development Company Limited for
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Geothermal Development Company Limited
Financial statements
Forthe year ended 30 June 2018

STATEMENT OF PROFIT OR LOSS AND OTHER COMPREHENSIVE INCOME

Notes

Year ended 30 June
2018 2017

Shs'000 Shs'000

Revenue
Govemment grants

Other (expenses/income
Administrative expenses
Other operating expenses

Operating profit

Finance income
Finance costs

Profit before income tax

lncome tax expense

Profit for the year

Other comprehensive income

Total comprehenslve income for the year

5
20

3,557,069
1,381,795

(47,521
(1,769,939

(659,791

2,901,862
1,il8,477

(1,686,536)
(1,574,206)

6
8
9

64,837

2,461,613

1,436
(302,235)

1,2il,4U

4,736
(363,239)

7(a)
7(b)

11

2,160,814

(731,073)

895,931

(667,400)

1,429,741 228,531

1,429,741 228,531
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STATEMENT OF FINANCIAL POSITION

ASSETS
Non-current assets
Property, plant and equipment
Exploration and evaluation assets
lntangible assets
Deferred income tax

Current assets
lnventories
Trade and other receivables
Cash at hand

TOTAL ASSETS

EQUIW AND LIABILITIES
Equity attributable to ownerc
Share capital
Retained earnings

Totalequity

Non-current !iabilities
Capitalgrants

Gurrent liabilities
Borrowings
Trade and other payables
Cunent income tax

TOTAL EQUIW AND LIABILITIES

The financia
directors on

Mr. Gershom Otachi
Chairman

Notes

As at 30 June
2018

Shs'000
2017

Shs'000

31,705,451
29,610,870

14,451
155,U7

17
18
19
16

12
13
14

31,088,333
36,260,423

18,175
234,990

67,601,921 61,486,419

4,783,140
6,288,276

1,103

3,764,5U
3,765,615

2,068

11,O72,519 7,532,217

78,674,440 69,018,636

22 2,000
2,063,286

2,000
633,545

2,065,286 635,545

20 66,390,868 60,667,521

21
15

2,s60,033
4,437,979
3,220,274

2,607,511
2,698,201
2,409,858

10,218,286 7,715,570

78,674,440 69,018,636

I statements on oaoes 31 to 67 were authorized and
.9.6 . . .3hNUS$| .. zo'i g and signed on its behalf by:

approvpd for issue by the board of

Eng. Johnson P. Ole Nchoe
Managing Director & CEO
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STATEMENT OF CHANGES IN EQUITY

Year ended 30 June 2017

At start of year
Total comprehensive income for the year

At end of year

Year ended 30 June 2018

At start of year
Total comprehensive income for the year

At end ofyear 2,000 2,063,286

Share
capital

Shs'000

2,000

Retained
eamings

Shs'000

405,014
228,531

Total
equlty

Shs'000

407,O14
228,531

2,000 633,545 635,545

2,000 633,545
1,429,741

635,545
1,429,741

2,065,286
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STATEMENT OF CASH FLOWS

Cash flows from operating activities
Profit before tax

Adjustments:
Depreciation of property, plant and equipment
Amortisation of intangible asset
Write-off of unproductive and abandoned wells
Provision for impairment of exploration & evaluation assets
Amortisation of capital grants
Write off of non-productive time
Gain on disposal of property, plant and equipment
Changes in working capital:

- Trade and other receivables
- lnventories
- Trade and other payables

lncome tax paid

Net cash generated from operating activities

Gash flows from investing activities
Purchases of property, plant and equipment
Expenditure on exploration and evaluation assets
Purchases of intangible assets
Proceeds from disposal of property, plant and equipment

Net cash used in investing activities

Gash flows from financing activities
Proceeds from capital grants

Net cash generated from financing activities

Net increase in cash and cash equivalents

Cash and cash equivalents at start of year

Cash and cash equivalents at end of year

(2,002,15e)
(5,2O9,722)

(3,825)
569

(7,215,706) (6,682,367)

20 6,605,095 4,886,298

6,605,095 4,886,298

Notes

Year ended 30 June
2018 2017

Shs'000 Shs'000

2,160,814 895,931

17
19
18
18
20
18
6

924,066
101

206,293
(881,747)

49,087

(2,522,661)
(1,018,606)

1,739,777

962,187
6,073

991,359

(881,747)
125,390

(256)

u,024
204,950

(474,288)
(581)

657,124 1,893,042

17
18
19

(2,818,403)
(3,864,533)

46,513

(2,605,443)

96,973

(2,702,416)

14 (2,558,930) (2,605,443)

Page 34



Geothermal Development Company Limited
Financial statements
Forthe year ended 30 June 2018

NOTES

I Generalinformation

Geothermal Development Company Limited is incorporated in Kenya under the Companies Act as a
state owned corporation, and is domiciled in Kenya. The address of its registered office is:

Geothermal Development Company Limited
KawiHouse, South C
P.O. Box 100746 - 00101
Nairobi.

2 Significant accounting policies

The principal accounting policies adopted in the preparation of these financial statements are set out
below.

(a) Statement of compliance and basis of preparation

The financial statements have been prepared on a historical cost basis. The preparation of financial
statements in conformity with lnternational Financial Reporting Standards (IFRS) allows the use of
estimates and assumptions. lt also requires management to exercise judgement in the process of
applying the Company's accounting policies. The areas involving a higher degree of judgement or
complexity, or where assumptions and estimates are significant to the financial statements, are
disclosed in Note 3.

The financial statements have been prepared and presented in Kenya Shillings, which is the
functional and reporting currency of the Company.

The financial statements have been prepared in accordance with the PFM Act, the State Corporations
Act, Kenyan Companies Act, 2015, and lnternational Financial Reporting Standards (IFRS). The
accounting policies adopted have been consistently applied to all the years presented, unless
othenrise stated.

Applicatlon of new and rcvised lntemationa! Financial Reporting Standards (IFRS)

(i) Relevant new standards and amendmenfs fo published sfandards effective for the year ended 30
June 2018

The following standards and amendments have been applied by the Company for the first time for
the financial year beginning 1 July 2017:

AmendmenU lnterpretation Effective date lmpact
to a standard
Disclosure lnitiative Effective for Amends IAS 7 Sfafament of Cash F/ows to clarify
(Amendments to IAS 7) annual periods that entities shall provide disclosures that enable

beginning on or users of financial statements to evaluate changes
(/ssued 29 January 2016) after 1 January in liabilities arising from financing activities.

2017
The standard did not have a material impact on
the Company's fi nancial stratements.
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NOTES (CONTTNUED)

2 Summary of significant accounting policies (continued)

(a) Statement of compliance and basis of preparation (continued)

(i) Retevant new standards and amendments to published standads effective for the year ended 30

June 2018 (continued)

AmendmenUlnterpretation Effectivedate lmpact
to a standard
Recognitionof DeferredTax Effectivefor Amends IAS 12 lncome laxes to clarify the
Assets for Unrealised Losses annual periods following aspects:
(Amendments to IAS 12) beginning on or

after 1 January o Unrealised losses on debt instruments
(/ssued 19 January 2016) 2017 measured at fair value and measured at cost

for tax purposes give rise to a deductible
temporary difference regardless of whether
the debt instrument's holder expects to
recover the carrying amount of the debt
instrument by sale or by use.

o The carrying amount of an asset does not
limit the estimation of probable future taxable
profits.

o Estimates for future taxable profits exclude
tax deductions resulting from the reversal of
deductible temporary d ifferences.

o An entity assesses a deferred tiax asset in
combination with other deferred tax assets.
Where tax law restricts the utilisation of tax
losses, an entity would assess a deferred tax
asset in combination with other deferred tax
assets of the same type.

The standard did not have a material impact on
the Company's financial statements.

There are no IFRIC interpretations that are effective for the first time for the financial year

beginning on 1 January 2017 that have a material impact on the Company's financial statements.
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NOTES (CONTTNUED)

2 Summary of significant accounting policies (continued)

(a) Statement of compliance and basis of preparation (continued)

(ii) New and amended standads and interprctations rn rbsue but not yet effective in the year ended 30
June 2018

A number of new standards and amendments to standards and interpretations are effective for
annual periods beginning after 1 July 2017, and have not been applied in preparing these financial
statements.

AmendmenU lnterpretation
to a standard
IFRS 9: Financial lnstruments

Effective date lmpact

(lssued 24 July 2014)

Effective for Finalized version of IFRS 9 which contains
annual periods accounting requirements for financial instruments,
beginning on or replacing IAS 39 Financial lnstruments: Recognition
after 1 January and Measurcment.
2018

The standard contains requirements in the following
areas:

a

a

a

a

Glassification and measurcment. Financial
assets are classified by reference to the
business model within which they are held and
their contractual cash flow characteristics. The
2014 version of IFRS 9 introduces a 'fiair value
through other comprehensive income' category
for certain debt instruments. Financial liabilities
are classified in a similar manner to under IAS
39, however there are differences in the
requirements applying to the measurement of an
entity's own credit risk.
lmpairment. The 2014 version of IFRS 9
introduces an 'expected credit loss' model for
the measurement of the impairment of financial
assets, so it is no longer necessary for a credit
event to have occurred before a credit loss is
recognised
Hedge accounting. lntroduces a new hedge
accounting model that is designed to be more
closely aligned with how entities undertake risk
management activities when hedging financial
and non-financial risk exposures
Derecognition. The requirements for the
derecognition of financial assets and liabilities
are carried forward from IAS 39

The amendment is not expected to have a significant
impact on the Company's financial statements.
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NOTES (CONTTNUED)

2 Summary of significant accounting policies (continued)

(a) Statement of compliance and basis of preparation (continued)

(ii) New and amended standards and interyrctations rn issue but not yet etrective in the year ended 30

June 2018 (continued)

AmendmenU lnterpretation
to a standard
IFRS 15: Revenue ftom
Contracts with Customers

Effective date lmpact

Effective for
annual periods
beginning on or
after 1 January
2018

IFRS 15 provides a single, principles based five-step
modelto be applied to all contracts with customers.

The five steps in the model are as follows:(/ssued 28 May 2014)

o ldentiff the contract with the customer
o ldentifo the performance obligations in the contract
. Determine the transaction price
o Allocate the transaction price to the performance

obligations in the contracts
o Recognise revenue when (or as) the entity

satisfi es a performance obligation.

Guidance is provided on topics such as the point in
which revenue is recognised, accounting for variable
consideration, costs of fulfilling and obtaining a
contract and various related matters. New disclosures
about revenue are also introduced.

The directors do not anticipate the standard to have a
significant impact on the Company.

Clarificationsto IFRS 15 Effectivefor Amends IFRS 15 Revenue from Contracts with
'Revenue from Contracts with annual periods Cusfomers to clariff three aspects of the standard
Customers' beginning on or (identifying performance obligations, principal versus

after 1 January agent considerations, and licensing) and to provide
(/ssued 12 April2016) 2018 some transition relief for modified contracts and

completed contracts.

The directors do not anticipate the amended standard
to have a significant impact on the Company.
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NOTES (CONTTNUED)

2 Summary of slgnificant accounting policies (continued)

(a) Basis of Preparation (continued)

(ii) New and amended standards and interprctations in issue but not yet effective in the year ended 30
June 2018 (continued)

AmendmenU lnterpretation
to a standard
IFRS 16: Leases

Effective date lmpact

(/ssued 13 January 2016)

IFRIC 22: Foreign Currency
Transactions and Advance
Consideration

(/ssued I December 2016)

Effective for
annual periods
beginning on or
after 1 January
2019

IFRS 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 classiff leases as
operating or finance, with IFRS 16's approach to
lessor accounting substantially unchanged ftom its
predecessor, IAS 17.

The Company is still assessing the impact of IFRS
16.

Effective for The interpretation addresses foreign culrency
annual periods transactions or parts of transactions where:
beginning on or
after 1 January o there is consideration that is denominated or
2018 priced in a foreign currency;

o the entity recognises a prepayment asset or a
deferred income liability in respect of that
consideration, in advance of the recognition of
the related asset, expense or income; and

o the prepayment asset or defened income liability
is non-monetary.

The lnterpretations Committee came to the following
conclusion:

The date of the transaction, for the purpose of
determining the exchange rate, is the date of
initial recognition of the non-monetary
prepayment asset or deferred income liability.
lf there are multiple payments or receipts in
advance, a date of transaction is established for
each payment or receipt.

The directors do not anticipate the standard to have a
significant impact on the Company.

a

a
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NOTES (CONTTNUED)

2 Summary of significant accounting policies (continued)

(a) Statement of compliance and basis of preparation (continued)

(ii) New and amended standards and interprctations rn rbsue but not yet effective in the year ended 30

June 2018 (continued)

AmendmenU lnterpretation Effective date lmpact
to a standard
IFRIC 23: Uncertrainty over Effective for The interpretation addresses the determination of
lncome Tax Treatments annual periods taxable profit (tax loss), tax bases, unused tax

beginning on or losses, unused tax credits and tax rates, when
(/ssued 7 June 2017) after 1 January there is uncertainty over income tax treatments

2019 under IAS 12. lt specifically considers:

Whether tax treatments should be considered
collectively
Assumptions for taxation authorities'
examinations
The determination of taxable profit (tax loss),
tax bases, unused tax losses, unused tax
credits and tax rates
The effect of changes in facts and
circumstances

The Company is still assessing the impact of
rFRtc 23.

The Directors do not plan to apply any of the above until they become effective. Based on their
assessment of the potential impact of application of the above, they do not expect that there will

be a significant impact on the Company's financial statements.

(b) Foreign currency translation

(i) Functional and presentation currency

Items included in the financial statements are measured using the currency of the primary economic
environment in which the Company operates ('the functional currency'). The financial statements are
presented in Kenya Shillings in (Shs) which is the Company's functional currency.

(ii) Transactions and balances

Foreign currency transactions are translated into the functional currency using the exchange rates
prevailing at the dates of the transactions or valuations where items are re-measured. Foreign
exchange gains and losses resulting from the settlement of such transactions and from the translation
at year-end exchange rates of monetary assets and liabilities denominated in foreign currencies are
recognised in profit or loss.

Foreign exchange gains and losses that relate to borrowings and cash and cash equivalents are
presented in profit or loss within 'finance income or cost'. All other foreign exchange gains and losses
are presented in prolit or loss within 'other income or expenses'.

a

a

a
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NOTES (GONTTNUED)

2 Summary of signlficant accounting policies (continued)

(c) Property, plant and equipment

Land is shown at cost. All other properg, plant and equipment are stated at historical cost less
depreciation. Historical cost includes expenditure that is direc'tly attributable to the acquisition of the
items.

Subsequent costs are included in the asset's carrying amount or recognised as a separate asset, as
appropriate, only when it is probable that future economic benefits associated with the item will flow to
the Company and the cost of the item can be measured reliably. The carrying amount of the replaced
part is derecognised. All other repairs and maintenance are charged to the income statement during
the financial period in which they are incurred.

Land is not depreciated. Depreciation on other assets is calculated using the straight-line method to
allocate their cost to their residual values over their estimated useful lives, as follows:

The annual depreciation rates in use are:

Buildings 2.5o/o

Wells 6.670/o

Drilling rigs 6.670/o

Computers & computer accessories 33.33%
Plant & machinery 12.5o/o

Furniture, fittings and office equipment 2Oo/o

Motor vehicles 2Oo/o

Prime movers & tractors 12.5o/o

Roads 1oo/o

Proper$, plant and
equipment are reviewed for impairment whenever events or changes in circumstances indicate that
the carrying amount may not be recoverable. An impairment loss is recognised for the amount by
which the asset's carrying amount exceeds its recoverable amount. The recoverable amount is the
higher of an asset's f;air value less costs to sell and value in use.

For the purposes of assessing impairment, assets are grouped at the lowest levels for which there
are separately identifiable cash flows (cash4enerating units).

Gains and losses on disposals are determined by comparing the proceeds with the carrying amount
and are included in profit or loss.

I
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NOTES (CONTTNUED)

2 Summary of significant accounting policies (continued)

(d) Exploration and evaluation assets

Exploration and evaluation expenditure comprises costs that are directly attributable to:

o Researching and analysing existing exploration data;
o Conducting geologicalstudies, exploratory drilling and sampling;
o Examining and testing extraction and treatment methods; and/or
o Compiling pre-feasibility and feasibility studies

Exploration expenditure relates to the initial search for deposits with economic potential. Evaluation
expenditure arises from a detailed assessment of deposits or other projects that have been identified
as having economic potential.

Exploration and evaluation expenditures are accounted for using 'successful efforts' method of
accounting. Costs are accumulated on a field by field basis. Costs directly associated with exploration
are capitalised until the determination of the field's steam potential is evaluated. lf it is determined that
a commercially viable steam field has not been achieved, these costs are charged to the income
statement.

Capitalisation is made within property, plant and equipment or intangible assets according to the
nature of expenditure. The carrying values of capitalised evaluation amounts are reviewed annually
by management. ln the case of undeveloped geothermal wells, there may be only inferred resouroes
to form a basis for the impairment review. The review is based on a status report regarding the
Company's intention for development of undeveloped project.

Once a commercially viable steam field is determined to exist, exploration and evaluation assets are
tested for impairment and transferred to development tangible or intangible assets. No depreciation
and/or amortization is charged during the exploration and evaluation phase.

Once productive, geothermal wells will be capitalized in property, plant and equipment when
connected and will be depreciated over their useful lives. The useful life is estimated to be fifteen
years fom the date of commencement of commercial operation.

lmpairment - explorution and evaluation assefs

Exploration and evaluation assets are tested for impairment when reclassified to development
tangible or intangible assets, or whenever facts and circumstances indicate existence of impairment.
An impairment loss is recognised for the amount by which the exploration and evaluation assets'
carrying amount exceeds their recoverable amount. The recoverable amount is the higher of the
exploration and evaluation assets' fair value less costs to sell and their value in use.

(e) lntangible assets

The intangible assets relate to various software which include SAP, the Company's accounting
softrrare, GIS software and ICT security software. The softnare's acquisition costs are recognised as
intangible asset and amortized over the estimated useful life of five years.

Costs associated with maintaining computer softrrare are recognised as an expense as incurred.

I
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NOTES (CONTTNUED)

2 Summary of significant accounting policies (continued)

(o) Leases

Leases where substantially all the risks and rewards of ownership of an asset are transfened to the
lessee are classified as finance leases. The Company holds no such leases. Leases in which a
significant portion of the risks and rer,rrards of ownership are retained by the lessor are classified as
operating leases. Payments made under operating leases (net of any incentives received from the
lessor) are charged to the statement of comprehensive income on a straight-line basis over the period
of the lease.

The Company holds operating leases for its office premises and geothermal exploration fields.

(p) Revenue recognition

Revenue is recognised to the extent that it is probable that the economic benefits will flow to the
Company, the revenue can be reliably measured and when specific criteria have been met for each of
the Company's activities.

Revenue is recognised as follows:

(i) Sale of steam is recognised in the period in which the Company has delivered the steam, the
customer has accepted the product; and collectability is reasonably assured. Quantity of steam
delivered is measured by the amount of power generated using the steam by use of meters.

(ii) lnterest income is recognised on a time proportion basis using efiective interest rate method (that
is the rate that exactly discounts estimated future cash receipts through the expected life of
financial instrument to the net carrying amount of the financial asset).

(iii) lncome from consultancy services is recognised on an accrual basis, when the service has been
provided.

(q) lncome tax

(i) Current income tax

Tax is recognised in profit or loss, except to the extent that it relates to items recognised in other
comprehensive income or directly in equity. ln this case, the tax is also recognised in other
comprehensive income or directly in equity respectively.

Current income tax is the amount of income tax payable on the taxable profit for the year determined
in accordance with the relevant tax legislation. The current income tax charge is calculated on the
basis of the tax enacted or substantively enacted at the statement of financial position date.
Management periodically evaluates positions taken in tax returns with respect to situations in which
applicable tax regulation is subject to interpretation. lt establishes provisions where appropriate on
the basis of amounts expected to be paid to the tax authorities.
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NOTES (CONTTNUED)

2 Summary of significant accounting policies (continued)

(q) lncome tax (continued)

(ii) Deferred income tax

Deferred income tax is recognised, using the liability method, on temporary differences arising
between the tax bases of assets and liabilities and their carrying amounts in the financial statements.
However, deferred income tax is not accounted for if it arises from initial recognition of an asset or
liability in a transaction other than a business combination that at the time of the transaction affects
neither accounting nor taxable profit nor loss. Deferred income tax is determined using tax rates (and
laws) that have been enacted or substantively enacted at the statement of financial position date and
are expected to apply when the related deferred income tax asset is realised or the defened income
tax liability is settled.

Deferred income tax assets are recognised only to the extent that it is probable that future taxable
profits will be available against which the temporary differences can be utilised.

Deferred income tax assets and liabilities are ofhet when there is a legally enforceable right to offset
current tax assets against current tax liabilities and when the deferred income taxes assets and
liabilities relate to income taxes levied by the same taxation authority on either the same taxable
entity or different taxable entities where there is an intention to settle the balances on a net basis.

3 Critical accounting estimates and judgements

The preparation of financial statements in conformity with IFRS also requires management to
exercise its judgment in the process of applying the Company's accounting policies. Estimates and
judgements are continually evaluated and are based on historical experience and other factors,
including experience of future events that are believed to be reasonable under the circumstances.
The areas involving a higher degree of judgment or complexity, or areas where assumptions and
estimates are significant to the financial statements are disclosed below.

(a) Critical accounting estimates and assumptions

The Company makes estimates and assumptions concerning the future. The resulting accounting
estimates will, by definition, seldom equal the related actual results. The estimates and assumptions
that have a significant risk of causing a material adjustment to the carrying amounts of assets and
liabilities within the next financial year are addressed below.

(i) Useful lives of property, plant and equipment

The Company's management determines the estimated useful lives and related depreciation charges
for its property, plant and equipment. The Company depreciates its assets over their estimated useful
lives, as more fully described in the accounting policies for propefi, plant and equipment. The
estimation of the useful lives of assets is based on historic performance as well as expectations about
future use and therefore requires a degree of judgment to be applied by management. The actual
lives of these assets can vary depending on a variety of factors, including technological innovation,
product life cycles and maintenance programmes.
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NOTES (CONTTNUED)

2 Summary of signlficant accounting policies (continued)

(f) lnventories

lnventories are valued at the lower of cost or net realisable value. The cost of inventories is based on
the weighted average cost and includes expenditure incurred in acquiring the inventories and bringing
them to their existing location and condition. Net realisable value is the estimated selling price in the
ordinary course of business, less estimated costs of completion and the estimated costs necessary to
make the sale.

(g) Trade receivables

Trade receivables are amounts due from customers for merchandise sold or services perbrmed in
the ordinary oourse of business. lf collection is expected in one year or less (or in the normal
operating cycle of the business if longer), they are a classified as cunent assets. lf not, they are
presented as non-current assets.

(h) Cash and cash equivalents

Cash and cash equivalents includes cash in hand, deposits held at call with banks and other short
term highly liquid investments with original maturities within three months less advances from banks
repayable within three months from the date of the advance.

(i) Share capital

Ordinary shares are classified as 'share capital' in equity. Any premium received over and above the
par value of the shares is classified as government grants and is accounted for under IAS 20.

fi) Govemment Grants

Grants are recognised at their fair value where there is a reasonable assurance that the grant will be
received and the Gompany will comply with all attached conditions.

(i) Revenue Grants

Grants received to compensate expenses or for the purpose of giving immediate support to the
Company with no future related costs are recognised in the statement of comprehensive income in
the year of receipt.

(ii) CapitalGrants

Government grants relating to propefi, plant and equipment and exploration and evaluation assets
are included in non-cunent liabilities as defened govemment grants and are credited to the income
statement on a straight-line basis over the expected lives of the related assets.

(iii) Non-monetary Grants

Grants received in kind in form of non-monetary assets are recognised at tair value and are debited to
the statement of financial position or the income statement based on the nature of the grant.
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NOTES (CONTTNUED)

2 Summary of significant accounting policies (continued)

(k) Borrowings

Borrowings are recognised initially at fair value, net of transaction costs incurred. Borrowings are
subsequently stated at amortised cost; any differences between proceeds (net of transaction costs)
and the redemption value is recognised in profit or loss over the period of the borrowings, using the
effective interest method.

Fees paid on the establishment of loan facilities are recognised as transaction costs of the loan to the
extent that it is probable that some or all of the facility will be drawn down. ln this case, the fee is
deferred untilthe draw-down occurs. To the extent there is no evidence that it is probable that some
or all of the facility will be drawn down, the fee is capitalised as a pre-payment for liquidity serviecs
and amortised over the period of the facility to which it relates.

Borrowings are classified as current liabilities unless the Company has an unconditional right to defer
settlement of the liability for at least 12 months after the end of the reporting period.

(l) Trade payables

Trade payables are obligations to pay for goods or services that have been acquired in the ordinary
course of business from suppliers. Accounts payable are classified as current liabilities if payment is
due within one year or less (or in the normal operating cycle of the business if longer). lf not, they are
presented as non-current liabilities.

Trade payables are recognised initially at fair value and subsequently measured at amortised cost
using the effective interest method.

(m) Provisions

Provisions are recognised when the Company has a present obligation (legal or constructive) as a
result of past events; it is probable that an outflow of resources embodying economic benefits will be
required to settle the obligation and a reliable estimate can be made of the amount of the obligation.

(n) Employee benefits

(i) Retirement benefit obligations

The Company has registered a delined contribution pension scheme for its employees. The assets of
the scheme are held in a separate trustee administered fund, which is funded by contributions ftom
both the Company al 14.5o/o and employees at 7.5% of basic salary. Benefits are paid to retiring staff
in accordance with the scheme's rules. The Company and all its employees also contribute to the
National Social Security Fund which is a defined contribution schemes.

The Company's contributions to the defined contribution schemes are recognised as an employee
benefit expense in the income statement when they fall due. The Company has no further obligations
once the contributions have been paid.

(ii) Otherentitlements

The estimated monetary liability for employees' accrued annual leave entitlement at the reporting
date is recognised as an expense accrual.
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3 Critica! accounting estimates and judgements (continued)

(b) Critical accounting judgments

ln the process of applying the Company's accounting policies, directors have made the following
judgments:

(i) Going concern

Management has made an assessment of the Company's ability to continue as a going concern and
is satisfted that the Company has resources to continue in business for the foreseeable fl.fture.
Furthermore, management is not aware of any material uncertainties that may cast significant doubt
upon the Company's ability to continue as a going conoern. Moreover, being a state corporation, they
are expected to continue receiving government support. Therefore, the financial statements continue
to be prepared on the going concern basis.

(ii) lncome taxes

The Company is subject to income taxes. Significant judgement is required in determining the
Company's provision for income taxes. There are many transactions and calculations for which the
ultimate tax determination is uncertain during the ordinary course of business.

The Company recognises liabilities for anticipated tax audit issues based on estimates of whether
additional taxes will be due. Where the final tax outcome of these matters is different from the
amounts that were initially recorded, such differences will impact the income tax and deferred tiax
provisions in the period in which such determination is made.

(iii) lmpairment of exploration and evaluation expenditure

The Company's accounting policy for exploration and evaluation expenditure results in certain items
of expenditure being capitalised for the wells where it is considered likely to be recoverable by future
exploitation. This policy requires management to make certain estimates and assumptions as to
future events and circumstances, in particular whether an economically viable extraction operation
can be established. Any such estimates and assumptions may change as new information becomes
available. lt afrer having capitalised the expenditure, a judgement is made that recovery of the
expenditure is unlikely, the relevant capitalised amount will be written off to the income statement.

4 Financial risk management obiectives and policies

(a) Liquidity risk

Ultimate responsibility for liquidity risk management rests with the Company's directors, who have
buitt an appropriate liquidity risk management framework for the management of the Company's
short, medium and long-term funding and liquidity management requirements. The Company
manages liquidity risk through continuous monitoring of forecasts and actual cash flows.

The table below represents cash flows payable by the Company under non-derivative financial
liabilities by their remaining contractual maturities at the reporting date. The amounts disclosed in the
table are the contractual undiscounted cash flows. Balances due within 12 months equal their
carrying balances, as the impact of discounting is not significant.
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4 Financial risk management objectives and policies (continued)

(a) Liquidity risk (continued)

The maturity grouping for allthese liabilities is less than a year.

Less than 3
months
Shs'000

At 30 June 2018:
Trade and other payables (Note 15) 4,437,979
Bank borrowings (Note 21)
Bank overdraft (Note 21)

Between 3 &
12 months

Shs'000

1 ,959,710
600,323

Total

Shs'000

4,437,979
1,959,710

600,323

At 30 June 2017:
Trade and other payables (Note 15)
Bank borrowings (Note 21)
Bank overdraft (Note 21)

4,437,979 2,560,033 6,998,012

2,698,201
1,959,710

il7,801

2,698,201
1,959,710

647,801

2,698,201 2,607,511 5,305,712

(b) Gredit risk

The Company has exposure to credit risk, which is the risk that a counterparty will be unable to pay
amounts in fullwhen due. Credit risk arises from cash and cash equivalents, and deposits with banks,
as well as trade and other receivables.

Management assesses the credit quality of each customer, taking into account its financial position,
past experience and other factors. lndividual risk limits are set based on internal or external
assessment in accordance with limits set by the directors. The amounts presented in the statement of
financial position are net of allowances for doubtful receivables, estimated by the Company's
management based on prior experience and their assessment of the current economic environment.

The customers under the fully performing category are paying their debts as they continue trading.
The credit risk associated with these receivables is minimal and the allowance for uncollectible
amounts that the company has recognised in the financial statements is considered adequate to
cover any potentially irrecoverable amounts.

The Company has significant concentration of credit risk on amounts due from Kenya Electricity
Generating Company (KenGen), which represent 94% of the total trade receivable as at 30 June
2018 (2017:860/o).

The carrying amount of financial assets recorded in the financial statements representing the entity's
maximum exposure to credit risk without taking account of the value of any collateral obtained is
made up as follows:
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4 Financial risk management objectives and policies (continued)

(b) Gredit risk (continued)

Total amount

At 30 June 2018:
Trade receivables (Note 13a)
Staff and other receivables
Restricted cash (Note 13b)
Grants receivable (GOK)

At 30 June 2017:
Trade receivables (Note 13a)
Staff and other receivables
Restricted cash (Note 13b)

Shs'000

1,958,901
63,873

221,475
381,500

Fu!!y
performing

Shs'000

321,558
63,873

221,475
381,500

Past due

Shs'000

1,534,560

lmpaired

Shs'000

102,783

2,625,749 988,406 1,534,560 102,783

609,666 97,158

1,217,337 510,513 609,666 97,158

No collateral is held for any of the above assets. All receivables that are neither past due nor impaired
are within their approved credit limits, and no receivables have had their terms renegotiated. The
Company does not grade the credit quality of receivables.

The board of directors sets the company's credit policies and objectives and lays down parameters
within which the various aspects of credit risk management are operated.

(c) Market risk

Market risk is the risk of losses in positions arising from movements in market prices.

(i) Foreign exchange risk

The Company makes purchases in foreign currency, holds cash in dollars, has trade receivables
denominated in foreign currencies and provides consulting services that are invoiced in foreign
cunency. lt is therefore exposed to foreign exchange risk arising ftom various curency exposures.
Foreign exchange risk arises from future commercial transactions, and recognized assets and
liabilities.

Management's policy to manage foreign exchange risk is to hold foreign currency bank accounts
which act as a natural hedge for purchases of imported raw materials.

On 30 June 2018, if the Kenya Shilling had weakened/strengthened by 10% againstthe US dollar
with all other variables held crnstant, profit for the year and equity would have been Shs 91,762,652
(2017: Shs '177,204,9&4) higher/lower, mainly as a result of US dollar denominated trade receivables,
trade payables and bank balances.

1,035,638
72,931

108,768

328,814
72,931

108,768
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4 Financial risk management objectives and policies (continued)

c) Market risk (continued)

(i) Foreign exchange risk (continued)

On 30 June 2018, if the Kenya Shilling had weakened/strengthened by 10% against the Euro with all
other variables held constant, profit for the year and equity would have been Shs 457,488 (2017:
3,976,742) higher/lower, as a result of Euro denominated trade payables

(ii) Price risk

The Company does not hold any financial instruments subject to price risk.

(iii) Cash flow and fair value interest rate risk

The Company's interest rate risk arises from long-term borrowings. Borrowings issued at variable
rates expose the Company to cash flow interest rate risk which is partially offset by cash held at
variable rates. The Company regularly monitors financing options available to ensure optimum
interest rates are obtained. The Company was not exposed to cash flow and fair value interest rate
risk at 30 June 2018 (2017: Nil).

(d) Gapital risk management

The Company's objectives when managing capital are to safeguard the Company's ability to continue
as a going concern in order to provide returns for shareholders and to maintain an optimal capital
structure to reduce the cost of capital. ln order to maintain or adjust the capital structure, the
Company may limit the amount of dividends paid to shareholders, issue new shares, or sell assets to
reduce debt.

The Company monitors capital on the basis of the gearing ratio. This ratio is calculated as net debt
divided by total capital. Net debt is calculated as total borrowings less cash and cash equivalents.
Total capital is calculated as equity, as shown in the statement of financial position, plus net debt.

The gearing ratios as at 30 June 2018 and 2017 were as follows:
2018 2017

Shs'000 Shs'000

Total borrowings (Note 21)
Less: Cash and cash equivalents (Note 14)

Net debt

Totalequity

Total debt and equity

2,560,033
(1,103)

2,607,511
(2,068)

2,558,930

2,065,286

2,605,443

635,545

4,624,216 3,240,988

80.4o/oGearing ratio 55.3%
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5 Revenue

Sale of steam from Olkaria wells

6 Other income

Consultancy services on geothermal drilling
Gain on disposal of property, plant and equipment
Miscellaneous income
Net foreign exchange (loss)/gain

7 (a) Finance income

lnterest income on bank deposits

7 (b) Finance costs

lnterest expense on bank loans and overdraft

8 Expenses by nature

Depreciation of property, plant & equipment (Note 17)
Employee benefits expenses (Note 10)
Provision for obsolete stock
Legal expenses
Accommodation and su bsistence
Training and education
Tax penalties and interest
Directo/s remuneration (Note 24)
Transportation expenses
Management consu ltancy
Audito/s remuneration
Provision for doubtful debts of other receivables
ICT expenses
Advertising and publicity
Fuel expenses
Operating lease payments
Amortisation of intangible assets (Note 19)
Waiver of straff medical bills
Other expenses

2018
Shs'000

3,557,069

2017
Shs'000

2,901,862

16,596

3,333
(67,450)

32,538
256

3,576
28,467

(47,521) u,837

1,436 4,736

302,235 363,239

924,066
485,952

30,367
48,116
47,173
40,658
17,852
17,235
12,728
12,007
7,669
5,625
5,016
4,850
3,759

162
101

106,603

962,187
492,783

6,370
20,738
21,566

26,710
5,730
8,391
8,206

667
6,011
2,852
3,7U

6,073
11,728

102,740

1,686,5361,769,939
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9 Otheroperatingexpenses

Penalties for non-payment of corporate tax
Penalties for late remission of statutory deductions
Write off of unproductive and abandoned wells (Note 18)
lmpairment of exploration and evaluation assets
Write off of non-productive drilling staff costs (Note 18)
Write off of withholding tax not recoverable
Provision for legal fees

10 Employee benefits expenses

The following items are included within employee benefits expense

Salaries and wages
Retirement benefits costs:
- Defined contribution scheme
- National Social Security Fund

11 lncome tax expense

Current income tax
Deferred income tax (Note 16)

lncome tiax expense

2018
Shs'000

404,411

206,293
49,087

2017
Shs'000

304,525
46,g',t4

991,359

125,390
39,542
66,576

659,791 1,574,206

2018
Shs'000

456,451

29,097
4M

2017
Shs'000

462,697

29,659
427

485,952 492,783

810,416
(79,343)

753,884
(86,484)

731,073 667,400
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11 lncome tax expense (continued)

2018
Shs'000

2017
Shs'000

Profit before income tax 2,160,814 895,931

Tax calculated at the statutory income tax rate of 307o (2017:3Oo/o) il8,24 268,779

Tax effects oli
lncome not subject to tax
Expenses not deductible for tax purposes
Under provision of defened income tax in prior years

lncome tiax expense

The movements in the current income tax liability are as follows:

At start of year
lncome trax charge for the year
Under/(over) provision in prior year
lncome tax paid during the year

At end of year

12 lnventories

Drilling materials
Pipes
Fuel
Consumables

Total inventory held for exploration and evaluation activities

Other inventories

(26/.,524)
348,792
(1,439)

(265,945)
692,877
(28,311)

731,073 667,400

2,409,858
810,416

1,656,555
753,884

(581)

3,220,274 2,409,858

4,366,400
2U,225

34,879
93,632

3,391,289
236,373

6'1,025
47,029

4,729,136

54,004

3,735,716

28,818

4,783,140 3,7U,5y

Page 53



Geothermal Development Company Limited
Financial statements
For the year ended 30 June 2018

NOTES (CONTTNUED)

13a Trade and other receivables
2018

Shs'000

1,958,901
(102,783)

2017
Shs'000

1,035,638
(e7,158)

Trade receivables
Less: Provision for impairment losses

Net trade receivables

Value Added Tax (VAT) recoverable
Advance payment to suppliers
Grants receivable (GOK)
Restricted cash (Note 13b)
Staff receivables (Note 13c)
Other receivables and prepayments

At start of year
Charge to profit or loss
Receivables written off in the year as uncollectible

At end of year

The fair value of other receivables approximates their carrying value.

The ageing analysis of the gross trade receivables was as follows:

Less than 30 days
Between 30 and 60 days
Between 61 and 90 days
Between 91 and 120 days
Over 120 days

1,856,118

1,269,690
2,479,226

381,500
221,475

20,864
59,403

938,480

1,503,634
1,126,702

108,768
32,072
55,959

6,288,276 3,765,615

Grants receivable from GOK represents the capital grant tranche for the fourth quarter of the
financial year ended 30 June 2018, which was disbursed to the Company by the Ministry of Energy
on 3 July 2018.

Movements for the provision of impairment of trade receivables are as follows:

2018
Shs'000

97,158
5,625

2017
Shs'000

216,491
667

(120,000)

102,783 97,158

321,558
u3,743
354,463
364,967
574,170

328,814
2,739

312,7v
318,312

73,019

1,035,6381,958,901
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l3b. Restricted cash

Deposit with Development Bank of Kenya
Deposit with Cooperative Bank
Staff Mortgage Account - KCB
Staff Terminal Benefits Account - KCB

Gross staff loans and advances
Less: Provision for impairment loss

Amounts due within one year

Short term bank loans (Note 21)
Bank overdraft (Note 21)
Cash at hand

2018
Shs'000

94,568
15,841

100,196
'10,870

2017
Shs'000

94,568
14,200

221,475 108,768

Restricted cash with Development Bank of Kenya is used as a security for staff car loans and its
withdrawal is restricted. Restricted cash with Cooperative bank of Kenya is used as a guarantee for
provision of goods by National Oil Corporation of Kenya. lts withdrawal is also restricted. Restricted
cash balances with KCB are the security for staff mortgage loans and the Company's contributions
for meeting the terminal benefits liability due to contracted staff. Their withdrawal is restricted.

13c. Staff recelvables
2018

Shs'000

20,8U

2017
Shs'000

32,072

20,8il 32,O72

14 Cash and cash equlvalents

For the purposes of the stratement of cash flows, cash and cash equivalents include the following:

2018
Shs'000

(1,959,710)
(600,323)

1,103

2017
Sha'000

(1,959,710)
(647,801)

2,068

(2,558,930) (2,605,443)
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14 Cash and cash equivalents (continued)

a) Current accounts
Co-operative Bank of Kenya
Co-operative Bank of Kenya
Co-operative Bank of Kenya
Co-operative Bank of Kenya
Co-operative Bank of Kenya
Co-operative Bank of Kenya
Kenya Commercial Bank
Kenya Commercial Bank

Sub- total

b) On - call deposits
Co-operative Bank of Kenya

Sub- total

c) Others
Co-operative Bank of Kenya (PlF facility)
Cash in hand

Sub- total

Grand total

The make-up of cash and cash equivalents is as follows:

Detailed analysis of cash and cash equivalents

Financial institution Account number 2018
Shs'000

2017
Shs'000

01 1 361 60857600
01 136160857603
02120160857600
22120160857600
01 136350124400
01136115849200

1119615208
1 1 66553671

021501608576

(1,000,271)
4,955

(42,0e1)
(1)

8,692
375

3,635
2,323

(903,557)
39,079

(15,095)
(1)

727
377

2,854
468

(1,022,383) (87s,148)

422,060 227,y7

422,060 227,y7

(1,e5s,710)
1,103

(1,959,710)
2,068

(1,958,607) (1,957,64.2)

(2,558,930) (2,605,443)
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15 Trade and other payables

Trade payables
Accrued expenses
Other payables

At start of year
Credit to profit or loss

At end of year

2018
Shs'filO

2,318,420
287J59

1,832,400

2017
Shs'0fl1

1,06/.,218
198,497

1,435,486

4,437,979 2,698,201

Other payables include accrued interest and penalties arising from non-payment of income taxes of
Shs. 1,1 14,508,658 (2017: Shs. 710,097,000).

The carrying amounts of trade and other payables approximate their fair values.

16 Deferred lncome tax

Defened income tax is calculated using the enacted income tax rate of 3oo/o (2017:3Oo/o). The
movement of the defened income tax account is as follows:

2018 2017
Shs'@0 Shc'000

155,647
79,343

69,163
86,484

234,990 155,647
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16 Deferred income tax (continued)

Deferred income tax asset and liabilities and deferred income tax charge in the statement of
comprehensive income (SOCI) are attributable to the following items:

Year ended 30 June 2018 1.7.2017 Charged/
(credited) to

P&L
Shs'000

o

Shs'000

(10,s28) (8,713)

30.6.2018

Shs'000

(1s,241)
Deferred income tax liabilities
Property, plant and equipment

Deferred income tax assets
Other temporary differences
Unrealised exchange losses

Net deferred income tax asset

Year ended 30 June 2017

Deferred income tax liabilities
Property, plant and equipment

Deferred income tax assets
Other temporary d ifferences
Unrealised exchange losses

Net deferred income tax asset

(10,528) (8,713) (1e,241)

(80,e38)
(64,181)

(135,e52)
65,322

(216,890)
1,141

(145,119) (70,630) (215,749)

(155,647) (79,343) (234,990)

1.7.2016

Shs'000

(3,212)

Charged/
(credited) to

P&L
Shs'000

(7,316)

30.6.2017

Shs'000

(10,528)

(3,212) (7,316) (10,528)

(s6,s45)
(9,406)

(24,3s3)
(u,77s)

(80,938)
(64,181)

(65,e51) (79,168) (145,1 19)

(6s,163) (86,484) (1ss,647)
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Geothermal Development Company Limited
Financial statements
For the year ended 30 June 2018

NOTES (CONTTNUED)

18 Exploration and evaluation assets

These are expenses incurred by the Company in exploration and steam development. The
movement in the year is as follows:

2018 2017
Shs'000 Shs'000

At start of year
Additions
Write off of unproductive and abandoned wells
Provision for impairment
Write off of non-productive time expenses

At end of year

The additions in the year comprise the following

Depreciation of property, plant and equipment (Note 17)
Amortisation of intangible assets (Note 19)
Staff costs capitalised
Drilling materials and consumables

36,260,423 29,610,870

1,695,21 1

29,610,870
6,904,933

(206,2e3)
(49,087)

24,853,42
5,874,177
(e91,35e)

(125,390)

1,808,025
3,401,697

2,00/.,il6
4,998

1,537,554
2,326,979

6,904,933 5,874,177

lmpairment asgessment for 105MVU Menengai project wells

Exploration and evaluation expenditures are accounted for using 'successful efforts' method of
accounting. Costs are accumulated on a field by field basis. Costs directly associated with
exploration are capitalised until the determination of the field's steam potential is evaluated. lf it is
determined that a commercially viable steam field has not been achieved, these costs are charged
to the income statement.

The recoverable amountof the Menengai field earmarked forthe production of the first 105 Mega
Watts was determined as at 30 June 2018 based on value-in-use calculations which require the use
of assumptions. The calculations use cash flow projections based on financial budgets approved by
the management and the signed steam sales contract covering the estimated useful life and
contracted period of twenty five years.

Based on the value in use model developed by management, the carrying amount exceeded the
recoverable amount of the 105MW Menengai project at 30 June 2018 by Shs 206.3 million (2017:
Headroom of Shs 88 million).
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Geothermal Development Company Limited
Financial statements
For the year ended 30 June 20'18 a
NOTES (CONTTNUED)

18 Exploration and evaluation assets (continued)

lmpairment assessment for 105MW Menengai project wells (continued)

The following table sets out the key assumptions used by management in the value in use
calculations:

Assumption 2018 2017

Pre-tax discount rate
Production period
Sales volume
Budgeted average gross margin
Average annual capital expenditure
Annual resource decline rate

9.620/o
25 years
105 MW

22o/o

USD 1.03 million
3o/o

9.06%
25 years
105 MW

22o/o

USD 2.6 million
3o/o

The reduction in average annual capital expenditure is as a result of management's decision to drill
some of the required make up wells upfront.

Management has determined the values assigned to each of the key assumptions used as follows:

Assumption Approach used to determine values:

Pre-tax discount rate Based on specific risks relating to the industry and country for USD
denominated cash flows. Factors considered for the industry include
regulatory environment, market competition, and barriers to entry.

Sales volume This is the contracted sales volume. Management is obliged to
maintain at least a 20o/o buffer/ spare capacity.

Budgeted average gross margin Based on past performance/ cost experience and management
expectations of the future.

Annual capital expenditure Expected cash costs in the project. This is based on the historical
experience of management, or sustaining expenditure required to
cover for the expected resource decline rate. No incremential
revenue or cost savings are assumed in the value-in-use model as a
result of this experience.

Annual resource decline rate Based on industry experience.

lmpact of possible changes in key assumptions

lf the pre-tax discount rate applied on the cash flow projections had been 10 basis points higher than
management's estimate at 30 June 2018 with all other assumptions unchanged, an impairment
charge of Shs 310 million would have been recognized in the statement of profit or loss (2017: Shs
15 million).

lf the budgeted expenditure had been 1% higher than management's estimate at 30 June 2018 with
all other assumptions unchanged, an impairment charge of Shs 244 million would have been
recognised in the statement of profit or loss (2017: Shs 56 million).
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Geothermal Development Company Limited
Financial statements
Forthe year ended 30 June 2018

NOTES (CONTTNUED)

l9 lntanglble assets

lntrangible assets relates to SAP, the Company's accounting softrare, GIS software and ICT security
softrare.

2018 2017
Shs'000 Shs'000

Opening net book amount
Additions
Amortisation:

Charge to profit or loss
Capitalised as exploration and evaluation assets

Closing net book amount

Cost
Accu m u lated a mortization

Net book amount

20 Government grants

Revenue grants and amoillsation of capital grants
Revenue grants issued by Govemment of Kenya
Capital grants amortised

Capitalgrants
At start of year
Grants received in the year:
- Grants from Govemment of Kenya
- Grants from KM/
- Grants from ADB

1,381,795 1,*8,477

60,667,521 56,662,970

14,451
3,825

(101)

25,522

(6,073)
(4,998)

18,175 14,451

292,836
(274,66',t)

289,011
(274,560)

18,175 14,451

500,048
881,747

666,730
881,747

6,605,095

(881,747)

4,886,298

(881,747\GOK grant amortised (Olkaria wells)

66,390,868 60,667,521

Revenue grants relate to grants received to cover operating expenses or for the purpose of giving
immediate support to the Company. Capital grants relate to grants received for financing the
exploration and drilling of geothermal wells. There are no unfulfilled conditions relating to the
govemment grants recognised as income at 30 June 2018.
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Geothermal Development Company Limited
Financial statements
Forthe year ended 30 June 2018

NOTES (CONTTNUED)

21 Borrowings

J
t
I
I
I
T

I
I
I
T
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t
T

2018
Shs'000

600,323
1,959,710

2017
Shs'000

u7,801
1,959,710

2,560,033 2,607,511

At 30 June 2018, the Company had an overdraft facility with a limit of Shs. 1 billion. The effective
interest on the facility was 13.5% p.a. (2017:14o/o p.a.). The unused overdraft facility at year end
was Shs 399,678,000 (2017: Shs 352,199,000).

Short term loans relate to a credit facility with Cooperative Bank of Kenya to finance imports through
letters of credit. The interest rate charged for the short term loan facility is the same as that for the
overdraft disclosed above.

The above borrowings are secured by an executed letter of negative pledge over assets of the
Company and An undertaking for payment from AfDB, a partner of the World Bank, for LC'S and
SBLC's issued under World Bank funded projects. At 30 June 2018, Cooperative Bank held cash in
lien of Shs 15,840,000 as a security for bank guarantees and letter of credit facilities (2017: Shs
14,200,000).

The above facilities are for a period of one year, renewable at the end of the tenor, with the next
renewal date due on 31 March 2019.

22 Share capital

Bank overdraft
Short term bank loans

Permanent Secretary, The National Treasury
Permanent Secretary, Ministry of Energy & Petroleum

Number of
shares

Ordinary
shares

Shs'000

Balance at 1 July 2016, 30 June 2017 and 30 June 2018 20,000 2,000

The total authorised number of ordinary shares is 20,000 with a par value of Shs 100 per share.

Shares are held in trust by the sitting Principal Secretaries of the Ministry of Energy & Petroleum and
The NationalTreasury. All issued shares are fully paid for by:

Number of
shares

2018

19,999
1

Number of
shares

2017

19,999
1

20,00020,000

Page M



Geothermal Development Company Limited
Financial statements
For the year ended 30 June 2018

NOTES (CONTTNUED)

23 Gommitments and contingent liabilities

Gontingent Iiabilities

The Company has a tax dispute with Kenya Revenue Authority which is being resolved. Appropriate
provisions relating to the dispute where applicable have been incorporated in the financial
statements. Additionally, the Company is subject to a number of legal claims incidental to its
operations, the outcome of which cannot at present be foreseen and the possible loss or range of
loss of which cannot at present be meaningfully quantified. ln particular, the Company is subject to
claims arising ftom various contracts with suppliers. The cases are summarized below:

a) Cluff Geothermal Ltd vs GDC

The Company entered into a contract with the Cluff Geothermal Ltd for provision of Top holing
services at Menengai field. ln December 2016, the Company was served with a notice of declaration
of dispute by Cluff alleging breach of contract for non-payment of services. The total claim by Cluff
Geothermal Ltd is USD 26,177,935. The matter is under arbitration in the London Court of
lnternationalArbitration with the court expected to issue its ruling.

The matter was heard in July 2018. The parties are preparing their post-trial brief and awaiting the
notice from the tribunal when the ruling will be ready. ln the opinion of the Directors, the matter is
unlikely to result into a loss to the Company beyond the legal and other professional eosts.

b) Linksoft Communications Limited vs GDC

The Company entered into a contract with Linksoft Communications Limited for provision of
manpower services. The contract was terminated by GDC in May 2016. Linksoft sued GDC for
alleged unlawful termination of the contract and is claiming Shs 361 million being unutilised balance
of the contract price as well as a claim in certain reimbursements incurred in the orderly termination
of the contract.

The matter has been referred to the Chartered lnstitute of Arbitration. GDC put in an objection to the
jurisdiction of the arbitral tribunal on grounds that the claim falls outside the contract and as such the
tribunal cannot entertain the same.

The application was heard and the interim award on the jurisdiction challenge is ready for issue
subject to settlement of arbitrato/s fees. The Company has paid its share of the fees. However, the
claimants in the matter are yet to pay their share. On 16 November 2018, the tribunal issued a notice
of default against the Claimant for failure to honour its obligations in paying their share of the
arbitrato/s fees. Based on the legal advice received, the Directors believe the probability of
unfavourable outcome is remote and as such no provision has been accrued for in the financial
statements.

c) Bonfide Clearing Company Limited vs GDC

The Company entered into a contract with Bonfide Clearing and Fonrrrarding Company Limited for
provision of rig moves services. The Company terminated the contract on 13 September 2016.
Bonfide refened the matter for arbitration claiming an amount of Shs 3,334,124,11N for work done,
loss of business, interest and damages. The arbitrator issued an interim award in September 2017
and Bonfide filed an application in the High Court against the award in October 2017.
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23 Commitments and contingent liabilities (continued)

Contingent liabilities (continued)

Bonfide Clearing Company Limited have Appealed the lnterim award No. 1. which dismissed the
bulk of their claim leaving a balance of Kshs. 38.5 million which the Hon. Arbitrator deemed
'provable'which was to proceed to hearing.

A mention of the appeal in the High Court Misc Application No. 431 of 2017 took place on 6
November 2018 where the appellant requested for more time. A further mention is slated for 5
December 2018.

We anticipate that the challenge to the arbitration award will fail as the law on the subject is clear
and legal authorities, both at the High Court and at the Court of Appeal, do not favour the position
and arguments presented by Bonfide Clearing and Forwarding Company Limited, hence no
additional provision has been accrued for in the financial statements.

Capital commitments

Capital expenditure contracted for at the reporting date but not recognized in the financial
statements is as follows:

2018 2017
Shs'000 Shs'000

Authorized and contracted
Authorized but not contracted

6,095,912
1,052,830

9,528,266
870,321

7,148,742 10,398,587

24 Related pafi transactions

The Government of Kenya is the principal shareholder of the Company, holding 100% of the
Company's equity interest. Other related parties include The Ministry of Energy and Petroleum, The
National Treasury, Board of Directors and key management.

IAS 24, 'Related party disclosures' clarifies and simplifies the definition of a related party and
removes the requirement for government-related entities to disclose details of all transactions with
the government and other government-related entities.

i) Key management compensation

Key management includes members of senior management. The compensation paid or payable to
key management for employee services is shown below:

2018 2017
Shs'000 Shs'000

56,535Salaries and other short-term employment benefits 103,465
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NOTES (CONTTNUED)

21 Rclated party Oancacflons (conflnued)

ll) Dlrcctop' remunerafron

Remuneration as management
Fees and allowances for services as director

12,9U
17,235

12,U3
26,710

30,169

lll) Granb rocelved ln the year

The grants issued by the Govemment of Kenya in the year are set out in Note 20.

-- 000 --

39,053
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Geothermal Development Company Limited
Appendices
For the year ended 30 June 2018

APPENDIX III: PROJEGTS IMPLEMENTED BY THE ENTITY

ProJects

P@ects implemented by the Gompany funded by development partners

Status of prolects completion

Profect
tide

ProJect
Number

Donor Perlod/
duratlon

Donor
commitmcnt

(usD
mllllons)

Separatc
donor

rcportlng
roqulrcd

as per the
donor

agrcement
ffee/No)

Goneolldatcd
in thcse
financlal

ctatoments
(Yes/No)

1 Menengai 1152102
200

African
Development
Bank (AfDB)

From March
2012

145 Yes Yes

2 Bogoria -
Silali

1152100
500

German
Development
Bank (KM/)

From July
2014

100 Yes Yes

ProJect Total
prcject

cost
(Shc

mllllons)

Total
expended to

date
(Shr

mlllionr)

Completion
% to date

Budget
(Shc

mllllonr)

Actual
(Shs

mllllont)

Sources of
fundr

1
Menengai
POec't

115,926 74,958 640/o 5,556 6,172
GoK
Steam Sales
AfDB

2
Bogoria -
SilaliProiect

78,029 3,711 50/, 1,550 2,619
GoK
KflA'

Page77



Limited

't
t-

l

CJ

;nt Grants Bank statement date

01.09.2017
07.12.2017
11.U.2018

Total

b. Development Grants Bank statement date

18.10.2017
30.01.2018
20.02.2018
04.o4.2018

.ITY TRANSFERS

mal Development Gompany Limited
,sfers from the Ministry of Energy & Petroleum

t7118

Accrued

03.07.2018

Total

Bank statement date

Nit

Total

Payments through donors

KfW
African Development Bank (AfDB)

Total

Amount (Shs'000)

166,683
166,683
166,683

500,049

Amount (Shs'000)

2.289.000

381,500

2,670,500

Amount (Shs'000)

Amount (Shs'000)

2,335,328
1,599,267

3,934,595

763,000
381,500
381,500
763,000

c. Direct Payments

d. Donor Receipts

Page 78
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