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The Company's Board of Directors is appointed in accordance with the provisions of the Companies Act, Laws of

Kenya. The Board of Directors was appointed on 15™ July 2016 by the shareholder.
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The Company’s Board of Directors is appointed in accordance with the provisions of the Companies Act, Laws of

Kenya. The Board of Directors was appointed on 15™ July 2016 by the shareholder.
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DIRECTORS’ REPORT

The Board of Directors was appointed-on-15" July 2016. The directors hereby submit their report for the year ended
30 June 2017, which shows the state of the Company’s affairs,

INCORPORATION

The Company is incorporated in Kenva under the Companies Act of the Laws of Kenya. It is a private limited liability

Company domiciled in Kenva.
PRINCIPAL ACTIVITY

The Company provides water and sewerage services in Nairobi and its environs.

RESULTS

The results for the year are summarized below:

- Deficit/Surplus for the Year (295,911,748) 114,736,389

DIVIDENDS

The Company Board of Directors does not recommend the pavment of a dividend in respect of the vear ended 30"

June 2017 as per the provisions of the Water Act 2016, section 131(3).

FINANCIAL STATEMENTS

Azs at the date of this report. there are no circumstances which wouid have rendered the values atributed to the assets

in the financial statements misleading.
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DIRECTORS

The Company is-_rn‘anaged under the direction ol'a_ Board of Directors appointed by the shareholders (Nairobi City

County Government). The Board of Directors was appointed on 15" July 2016 as listed below.

- CURRENT DIRECTORS-

~ Mr. Raphael M. Nzomo, MBS Chairman- Appointed 15" July 2016

- Ms. Joanne Mwangi-Yelbert Vice Chair - Appointed 15th July 2016

Mr. John K.Wanyama Appointed 15th July 2016

Mr. Samuel O. Ojanga Appointed 15th July 2016

- Mr. Rosemary L.Khamati Appointed 15th July 2016

- Ms. Mercy M. Mutua Appointed 15th July 2016 :
Mr. Gregory S.Mwakanongo Appointed 15th July 2016 I

' Eng. Christine A.Ogut Appointed 15th July 2016

| Dr. Kennedy ]. Omoke Appointed 15th July 2016

' Mr. Lawrence A.O. Ouma Appointed 15th July 2016
Mr. Phillip Arungah Appointed 15th July 2016

- Eng Philip G. Gichuki Executive Director (Managing Director)

KEY OFFICERS

A \
W diisis Lo A%LE JRdiiiii ALl
Eng Philip G. Gichuki Managing Director Bsc.(Civil Eng). Msc. (Agric Eng)
Rosemary A. Kijana Director Human Resources and B.ed Hons, MA(Economics). higher
Administration Diploma -HRM, Dip. HRM
ichnscn H. Randu Directer Financial Services & Strategy BA.(Economics:, CPA, CPS, MBA
Eng. Stephen Mbugua Director Commercial services Bsc. (Mechanical Engineering), MBA
Eng Nzhason M. Muguna Director Technical Services Bsc.{Mechanical Eng; Msc-Eng
MBA
Martin W. Nangole Director Information & Communications Bsc.(Computer science), Masters in
Technology IE, CISCONMEP
Grittine Songole Director Internal Audit & risk management  BCom.(Accounting), CPA(K), CFA,
CIA
[vv K. Nvarango Company Secretary LLB (hons), LLM (dist.), Dip.

(Law), CPS (K). Dip (International
protection of HR)
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DIRECTORS’ BENEFITS

Since the last Annual General Meeting of the Company to the date of this report , no Director has received
or become entitled to receive any benefit other than Directors’ fees and amounts received under
employment contract for the Managing Director. The aggregate amount of emoluments for Directors’

services rendered in the financial vear is disclosed in notes 10 and 26.

AUDIT, RISK AND GOVERNANCE COMMITTEE

Dr. Kennedy J. Omoke Chairman
- Ms. Joanne Mwangi -Yelbert Member

Mr. Gregory Mwakanongo Member
| Ms. Mercy Mutua Member

The Committee was constituted in August 2016 I“-:_)Ilm\-ing the BOD appointment.

INDEPENDENT AUDITORS
The Auditor -General is the independent auditor in accordance with the Public Audir Act and the
Companies Act and continues in office.

Bv order of the Board

4-—_,\ : .
\

[vy Nvarango — Company Secretary
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CORPOR—\TE GOVERNANCE STATEMENT ON THE FINANCIAL STATEMENTS
FOR THE YE%R. E\DED 307" JUNE 2017

The Company is mmm:tted to the standards of good corporate governance. The following disclosures aim

at emphasizing this com_r_‘r}ztment._

ROLE OF THE BOARD
The Board is responsible for:
e  Establishing the strategic plan and guiding its implementation.
e  Ensuring that appropriate management structures and policies are in place.
e  Approving performance targets including budgets and monitoring their achievements.
e  Ensuring preparation and presentation of the annual financial statements in accordance with [nternational
Financial Reporting Standards and disclosures of other relevant information to shareholders.
® Identfving and mitigating risks and overseeing the implementation of governance processes that promote
compliance with legislation, professional standards and the best corporate governance practices promulgated
by relevant authorities.
The Board meets regularly as scheduled but special meetings mav be called when the need arises. Board members are
given notices and agenda for all meetings which are circulated on a timely basis together with the respective
documents for discussion. They are required to declare anv contlicts of interest on any matters before the Board and
are disqualified from participating in deliberations where there is such a conflict. Board members have signed a code
of ethics while emplovees have signed a code of conduct. Non-executive members of the Board are institutional and
hold otlice for three vears. The Board appoints committees to assist in executing its mandate. The Board also co-opts
expertise to its committees for the discharge of its business. The execution of the Board's policies is vested in the
Managing Director who is a"mointcd by the Board and is also rcsnunsib;c for the effective pc;’formancc of the

T

management team which provides support and advice to the Board and its Committees.

COMPOSITION OF THE BOARD

[he Board is ¢ mpo-cu of eleven non-executive Directors from whem the Chairman was elected bv the Board

members. The executive member of the Beard is the Maragsing Director. All the non-executive Directors are

r;.'j
e

: ]
independent of management.
I 5

BOARD COMMITTEES

ATIIDIT, RISK AND
s it ' H i
This is composed of four beard as the
seCTerary o the commitiee. e CommiTties feDorts 1o the Soard o Uireciors: 1is responsidie [or assisung ne deard

s COrporate governance

Internal Controi and risk management- The Committee had the responsibility of reviewing the risk
philosophy, strategy and poiicies recommended by the company and consider reports by the company.
The Committee shall ensure compliance with such policies. and with the overall risk protile of the
COInpany.

* Review of financial information in particular annual financial statements to ensure compliance with

accounting standards, legislation and other disclosure requirements.

°  Reviews the external auditors proposed audit scope and approach and ensure no unjustified restrictions
or limitations have been placed on the scope.

®  Review of the lunction. operations and findings of the [nternal Audit Directorate.
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ii) F[\l ANCE -\\[D CO\[\IU\JIC-\TIO'\ COMMITTEE
This is compo;ed of four non-executive directors. It is responsible for assisting the Board to discharge its corporate

governance responsibilities as follows:
Finance

®  To consider and recommend for Board approval. the Financial Services Policies for the Company.
® To receive and consider progress reports on Financial Services matters.

® To consider and recommend for Board approval, the Financial budgcts for the Company.

e Toreceive and consider periodic financial performance reports of the Company.

® To adjudicate on any tinancial policy matters referred to it by the management.

e  Ensure compliance at all times with the provisions of the Companies under which the company is registered,
Company's Memorandum and Articles of Association.

®  Ensure effective handling of litigation matters.

® Provide advice and counsel to the Board as required on contract issues, including contract interpretation,
evaluation of the law, recommendations etc.

° Advice the Board on measures to be taken in order o compl}' with Ecgal pm\-‘isions as pr vided for b\

various D‘ECE‘- of |t22".:~1(1

Communication

® To ensure effective company communication to the pubiic.

e  To ensure establishment of correct corporate image and goed stakeholder relations.

sues including exhibitions and handling technical

° To advise on available ')L‘DI‘C w ODDOI'T'UD'U s On various

conferences.

e in charge of Company’s

I corporate

Human Resource and Administration

® Review and approve terms and conditions for Company emplovees.
* Handle policy issues on human resources and administration including recruitments of senior management
staff.

®  Receive and update the Board on the progress on human resource and administration issues.

®  Ensure establishment of the right organization structure aligned to the Company's business processes.
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iv) TECHNICAL,COMMERCIAL AND ICT COMMITTEE

This is éomposad of four non-executive directors. It is responsible for assisting the Board to discharge its
cdrporate governance responsibilities as follows:

®  Prepare and table reports on its deliberations to the Board through the Chairman or by any nominated
member of the committee.

e  Carry out any special responsibility as may be delegated to it by the Board.

®  Work closely with other relevant committees so as to promote the objectives as set out in the Company's
business plan.

e Review all ICT, technical and commercial proposals from the management team that focus on improving
water and sewerage services that would require Board’s approval for implementation.

e Review all proposals for procurement of intrastructure, development and support whose procurement is
subject to approval by the Board prior to tendering. '

®  Receive and deliberate on the progress reports for all projects being implemented by the NCWSC with a
view to providing guidance to the management and the Board.

o Consider and recommend for full Board approval ICT, technical and commercial services policies of the
Company.

® Receive and consider periodic progress reports on technical, commercial | and ICT-related activities and
report on the same to the full Board on quarteriy basis.

® Give guidelines/opinions to the management on areas of improvement as far as [CT, technical and
commercial activities are concerned.

e  Oversee, on behali of the Board, that the Company achieves the set annual targets in water production,
water distribution, revenue generation, market growth and customer satistaction.

e Review the performance of the ICT, Technical and Commercial Directorates and recommend action to be
taken for improvement and enhancement of the performance.

L \iaxc: DLI‘IOG]\_ Vvisiis 1o the COIT}}')&I‘!\'.S ‘I‘SIJJ iadlons and I.\.!.1L13Lc ."E‘.'JOI'E on Tj‘lt dar:*.s‘ Teatment \.\'OI’i&S as

L

n . " ] 1
"\'Cix as On e networss oI Wdater pipeines and senwer unesona quar wer ]\ Sasis.

INTERNAL AUDIT FUNCTION

The Company has an Internal Audit functon headed by the Director Internal Audir and Risk Management. The

4 - N T e A e e B B T [, o )
‘ unction iz re bﬂﬁﬁ:lb;k" tor e dilidliing OUsInes: Al operatung | lbl\b andG e mnter '.Jdl ‘ N piace o ﬂ'}.it!'g‘a.l,!: e

‘on of the Ca n reports 1o the Board

risks, It is also responsibie for eval es and procu:\.:h

Audit and Governance Committee and administrativeiv to the M:magmg_ Director.

COMMUNICATION WITH SHAREHOLDERS sTAKEHOLDERS

iy i | e
it srad £o-

l ch \,\Jﬁ."):.i.\. i

®  Ensuring that shareholders and stakenolders are provided with t

timelv informadon about its
performance.

* Complying with the statutory and regulatory communication requirements.

¢  Distributing information to the shareholders/ stakeholders through the periodic reports and stakeholder

forums.
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DIRECTORS' BE;\'{-EF{TS AND LOANS
_ All the non-executive Directors have continued to receive Directors’ remuneration as prescribed and no additional

benefits or allowances were given to the Directors. The aggregate amount of Directors’ remuneration is disclosed in

notes 10 and 26 to these financial statements.

17

DIRECTOR o~ DATE: £7--- SEPTEMBER 2017
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STATEMENT OF DIRECTORS’ RESPONSIBILITIES
'I;he Ker‘f_\ﬂn Companie‘.i—;-\él. The Public Finance Management Act, 2012 section 81 and section 14 of the State
Corporations Act requires the Directors to prepare financial statements for each financial year which give a true
and fair view of the-state of affairs of the Company, as at the end of the financial year and of its operating results for
the vear.® It also requires the Directors to ensure that the Company keeps proper accounting records, which
disclose, with reasonable accuracy, the financial position of the Company. They are also responsible for

safeguarding the assets of the Company.

The Directors accept responsibility for the financial statements, which have been prepared using appropriate
accounting policies supported by reasonable and prudent judgments and estimates, in conformity with International
Financial Reporting Standards. The Directors are of the opinion that the financial statements give a true and fair
view of the state of the financial atfairs of the Company and of its operating results. The Directors further accept
responsibility for the maintenance of accounting records. which may be relied upon in the preparation of tfinancial

statements, as well as adequate svstems of internal financial control.

Nothing has come to the attention of the Directors to indicate that the Company will not remain 2 going concern

for at least the next twelve months from the date of this statement.

~

- 2 b, e . A . ; o T RS
I'he statement was approved by the Board of Directors on =~ September 2017 and signed on its benalf by:
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REPUBLIC OF KENYA

Telephone: +254-20-342330
Fax: +254-20-311482

E-mail: cag@oagkenya.go.ke
Website: www.kenao.go.ke

P.O. Box 30084-00100
NAIROBI

OFFICE OF THE AUDITOR-GENERAL

REPORT OF THE AUDITOR-GENERAL ON NAIROBI CITY WATER AND SEWERAGE
COMPANY LIMITED FOR THE YEAR ENDED 30 JUNE 2017

REPORT ON THE FINANCIAL STATEMENTS
Qualified Opinion

| have audited the accompanying financial statements of Nairobi City Water and
Sewerage Company Limited set out on pages 14 to 41, which comprise the statement of
financial position as at 30 June 2017, and the statement of comprehensive income,
statement of changes in equity and statement of cash flows for the year then ended, and
a summary of significant accounting policies and other explanatory information in
accordance with the provisions of Article 229 of the Constitution of Kenya and Section 35
of the Public Audit Act, 2015. | have obtained all the information and explanations which,
to the best of my knowledge and belief, were necessary for the purpose of the audit.

In my opinion, except for the effects of the matter described in the basis for Qualified
Opinion section of my report, the financial statements present fairly, in all material
respects, the financial position of Nairobi City Water and Sewerage Company Limited as
at 30 June 2017, and of its financial performance and its cash flows for the year then
ended, in accordance with International Financial Reporting Standards and comply with
the Water Act, 2002 and the Companies Act, 2015 of the Laws of Kenya.

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

Basis for Qualified Opinion
1. Property Plant and Equipment

1.1 Water Infrastructure Assets

The property, plant and equipment balance of Kshs.2,132,063,627 as at 30 June 2017
as disclosed at Note 12 to the financial statements includes buildings, plant and
machinery and equipment with net book values of Kshs.39,200,771, Kshs.455,480,886
and Kshs.215.245,054 respectively, all of which comprise improvements to the water
supply system and infrastructure belonging to the defunct Nairobi City Council, but
otherwise assigned to the Nairobi City Water and Sewerage Company Limited. However,
the value and parcels of land on which the expansion and improvements have been
carried out are not reflected or disclosed in the financial statements under review. Further,

Report of the Auditor-General on the Fi Tnancial Statements of Nairobi City Water and Sewerage Company Limited for
the year ended 30 June 2017

Promoting Accountability in the Public Sector



although the improvements to the water supply system and infrastructure have been
included as assets in the financial statements, as per vesting agreements, they are owned
by Athi Water Services Board which is the presumed water infrastructure assets
developer.

1.2 Encroachment of Land

As reported in 2015/2016, various parcels of land belonging to the Company meant for
expansion, storage, water and sewerage treatment works have been encroached by
private developers. The affected parcels of land include:

(1) Loresho water reservoir (Nairobi Block 90/587) which was subdivided into
six sub plots-block 90/596 (currently where the reservoir is located), 90/591,
90/592, 90/593, 90/594 and 90/595. The five blocks were subsequently
transferred and issued out to new owners. This was irregular as the original
block of land was reserved for future water works expansion.

(i) Kariobangi North Sewerage and treatment works, where the land was
allocated to several groups including Kariobangi Sewage Farmers Self-help
Group, Provincial Administration (chiefs camp), Our Lady of Fatima
Secondary School, Alice Nursing Homes and Kariobangi Catholic Church
for Polytechnic construction. Records relating to allocation, survey and
subdivision of the land have, however, to date not been made available for
audit review. Consequently, the purported subdivision and allocation can
still not be verified.

(i) Encroachment on LR No.13119/2 —Booster Station II. The parcel of land is
situated off Kabete Road where water from Ruiru Dam is pumped into
Kabete treatment works for redistribution. Information available indicate that
a complaint had been lodged by the Company in June 2007 concerning the
encroachment. However, records of the land have still not been made
available for audit review. Consequently, the status of resolution on the
reported encroachment cannot be established.

(iv)  Ruiru Dam - Kabete pipeline transmission has been encroached at Good
Shepherd and Kiangima area. The structures under construction have
been erected on top of 16” and 24" pipes at AV (Air Valve) number 42
(Good Shepherd area), 9”,12” and 24” pipes between wash out 38 and
AV(Air Valve) number 38 (Kiangima area).

Consequently, the completeness, accuracy and ownership of property, plant and
equipment balance of Kshs. 2,132,063,627 as at 30 June 2017 can not be confirmed.

2. Inventories

The statement of financial position reflects inventories balance of Kshs.454,911,099 as
at30 June 2017 (Kshs.389,341,992 as at 30 June 2016) an increase of Kshs.65,569,107

Report of the Auditor-General on the Financial Statements of Nairobi City Water and Sewerage Company Limited for
the year ended 30 June 2017
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from the previous year. Some of the stock have been held for a long period thereby
incurring additional storage and maintenance cost and also exposure to the risk of
obsolescence. However, no provision for impairment has been made in these financial
statements. Consequently, the value and accuracy of inventories balance of
Kshs.454,911,099 as at 30 June 2017 can not be confirmed.

3. Trade and Other Receivables

The trade and other receivables balance of Kshs.2,876,606,925 as at 30 June 2017
(2016-Kshs.2,523,118,332) includes other receivables of Kshs.1,310,929,463 as at 30
June 2017 (2016- Kshs.909,274,478) an increase of Kshs.401,654,985 or 44% from the
previous year. As reported in 2015/2016, the balance includes Kshs.478,001,144 and
Kshs. 429,343,644 which relates to claims receivable on unassessed lodgments and
unclaimed VAT from KRA respectively. However, the opening balance of the claims
receivable of Kshs.278,498,647.60 included a claim of Kshs.21,366,509 for the period
July to September 2009 lodged but remains un-evaluated as at 30 June 2017.

Under the circumstances, the accuracy and full recoverability trade and other receivables
balance of Kshs. 2,876,606,925 as at 30 June 2017 cannot be ascertained.

4. Cash and Cash Equivalents

The statement of financial position reflects cash and cash equivalents balance of
Kshs.123,801,631 as at 30 June 2017. The Company operated twenty-two (22) bank
accounts and two (2) agent accounts during the period under review. However, out of
the 22 bank accounts, 7 were dormant. No explanation has been provided for failure to
close the seven dormant accounts to avoid unnecessary bank charges. In addition, bank
reconciliation statements in support of the bank balance of Kshs.115,270,125 as
disclosed in Note 16 to the financial statements have not been provided for audit
verification. In the circumstances, the accuracy of cash and cash equivalents balance of
Kshs.123,801,631 as at 30 June 2017 cannot be confirmed.

5. Amounts Due to Related Parties

The statement of financial position reflects amount due to related parties under current
and non-current liabilites of Kshs.1,146,615,016 (2016-Kshs.1,146,615,016) and
Kshs.2,332,481,979 (2016-Kshs.1,363,410,975) as at 30 June 2017 respectively. As
disclosed in Note 25 to the financial statements, lease fee as at 1 July 2016 was
2,323,072,313 while lease fee for the year under review amounted to
Kshs.1,235,987,113. During the year, the Company settled Kshs.266,916,107, leaving a
balance of Kshs.3,292,143,319 as at 30 June 2017 which significantly contributed to the
increase in amounts due to related parties.

6. Revenue Reserves

Revenue reserve balance of Kshs.(3,005,132,991) as at 30 June 2017 includes
Kshs.697,223,410 transferred from the capital reserves in 2007/2008. According to

Repori of the Auditor-General on the Financial Statements of Nairobi City Water and Sewerage Company Limited for
the year ended 30 June 2017
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records available, the capital reserves had been determined through a logical deduction
method, as no statement of affairs had been prepared to assess the value of assets and
liabilities taken over from the defunct City Council of Nairobi by the Company. As reported
in the previous year, no justification has, however been provided by the Company for the
application of this accounting method. In the absence of a statement of affairs,
independent valuation, due diligence and the audited financial statements of the defunct
City Council of Nairobi for 2004, it has not been possible to confirm the accuracy of the
revenue reserve balance of Kshs. (3,004,701,028) as at 30 June 2017.

In addition, the Company made prior year adjustments of Kshs.417,427,001 (2016
Kshs.309,177,993) through the revenue reserves for the revised water bills. Although this
is a significant reduction, it is indicative that measures put in place to ensure accurate
meter readings for billings are yet to be fully realized.

7. Customers with Credit Balances

The statement of financial position as at 30 June 2017 reflects customers with credit
balances of Kshs. 152,679,015 (2016- Kshs. 88,891,517) and as disclosed at Note 23 to
the financial statements. As previously reported, the accounts continue to reflect credit
balances despite being active but with no corresponding billings or claims and
reconciliation for considerably long period of time. Consequently, the validity of customers
with credit balance of Kshs.152,679,015 as at 30 June 2017 cannot be confirmed.

8. Trade and Other Payables

Trade and other payables balance of Kshs. 2,686,596,174 as at 30 June 2017 includes
outstanding audit fees balance of Kshs. 18,698,009 that has accumulated for five years
contrary to the requirement of Section 41 (c) of the Public Audit Act, 2015. The Company
is therefore in breach of the law.

9. Leased Assets

As reported in the previous years, the Company entered into a tripartite agreement with
the defunct City Council of Nairobi and Athi Water Services Board in April 2004, for
assignment of all water and sewerage fixed assets and infrastructure to the Company at
a consideration of 20% of the total revenue collected during the period 2007 to 2009 out
of which the Company paid a total of Kshs.1,558,808,316 during that period. Further,
amounts of Kshs.709,361,211, Kshs.753,671,911, Kshs.792,855,936, Kshs.996,155,804,
Kshs.920,215,065, Kshs.665,557,199, Kshs.799,930,770 and Kshs.266,916,107 were
paid in the financial years ended 30 June 2010, 2011, 2012, 2013, 2014, 2015, 2016 and
2017 respectively in relation to the same assets. However, the assigned assets and
infrastructure have never been valued casting doubt on the basis of setting the lease
payments.

In the circumstances, the value of any impending liability in respect of the leased assets
cannot be ascertained as at 30 June 2017.

Report of the Auditor-General on the Financial Statements of Nairobi City Water and Sewerage Company Limited for
the year ended 30 June 2017
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10. Board Remuneration

As disclosed in Note 6 to the financial statements, expenditure on board remuneration for
the year ended 30 June 2017 amounted to Kshs.17,740,846. A review of this expenditure
indicates that an amount of Kshs. 6,842,794 equivalents to about 39% of the total amount
was in respect of allowances paid on foreign trips. Further, some board members
travelled in business class on various occasions instead of economy class as provided in
the Company's human resource policy thereby occasioning an over expenditure of
Kshs.15,463,511 on the budget item. Some board members also changed flights by either
returning back earlier or later than scheduled time, occasioning extra payments totalling
Kshs.468,001. Further, three board members were paid a total of Kshs.4,789,436 to travel
to various destinations on official duties but failed to go or returned earlier than the
scheduled dates but did not refund a total of Kshs.2,899,642 as per returns. In the
circumstance, the validity of expenditure incurred on the above specific cases can not be
confirmed.

11. Non-Revenue Water

During the year under review, the company produced 181,363,932 cubic meters (m3) of
water but earned from the water an income of Kshs. 5,103,161,621 only as disclosed at
Note 3 to the financial statements. Out of this volume, only 112,787,608 cubic meters
(m3) was billed to customers. The balance of 68,560,389 cubic meters or approximately
38% of the total produced represents Non-Revenue Water (NRW) which is over and
above the allowable loss of 25% in accordance with the Water Services Regulatory Board
guidelines. The excess Non-Revenue Water of 13% may have resulted in loss of revenue
estimated at Kshs.1,044,873,270.

12. Material Uncertainty Related to Going Concern

During the year under review, the company made a loss of Kshs.295,911,748 which
resulted to depletion of the revenue reserves from negative Kshs. 2,291,794,242 as at 1
July 2016 to negative Kshs.3,005,132,991 as at 30 June 2017. Further, the current
liabilities of Kshs.4,327,590,052 as at 30 June 2017 exceeded the current assets of
Kshs.3,455,319,655 resulting in a negative working capital of Kshs.872,270,397. This is
an indication that the company may be experiencing financial difficulties in settling
maturing obligations as and when they fall due and its long-term sustainability is in
jeopardy. This material uncertainty has, however, not been disclosed in the notes to the
financial statements.

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

Key Audit Matters

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

Other Matter
1. Budget and Budgetary Controls

During the year under review, the company budgeted to spend Kshs.11,856,837,953.
However, actual expenditure for the year was Kshs.10,934,891,358 resulting to an under
expenditure of Kshs. 921,946,595 which is equivalent to about 8% of the total budget.
Further analysis of the budget against actual expenditure indicate operating cost for the
year amounted to Kshs9,964,051,281 against a budget of Kshs. 9,369,588,300 resulting
to an over expenditure of Kshs.594,462,981. Further, out of the capital budget of
Kshs.2,487,249,653 only Kshs.970,840,077 was spent resulting to under expenditure of
Kshs.1,516,409,576, a 61% shortfall. This implies an extremely low investment in capital
assets which may impact negatively on service delivery by the Company. The under
investment was mainly on land and buildings, plant and machinery, motor vehicles and
equipment. In addition, the Company budgeted to collect revenue totalling
Kshs.11,229,000,000 in the year under review. However, actual collection amounted to
Kshs.9,668,139,533 resulting in a budget deficit of Kshs.1,560,860,467. The under
expenditure and under collection is an indication that approved programs were not fully
implemented.

2. Nairobi Sanitation Output Based Aid Project Performance

During the year under review, Nairobi Sanitation Output Based Aid Project budgeted to
receive a total of Kshs.354,086,089 comprising of World Bank grant of Kshs.121,878,052
and counter-part funding of Kshs.232,208,037 from the Company. However, actual
receipts during the year amounted to Kshs.85,898,390 from World Bank and
Kshs.232,208,037 from the Company, resulting in a shortfall of Kshs. 35,979,662. Further,
total sewer and water connections as at 30 June 2017 stood at 4,850 units against overall
project targeted output of 15,051 units which translate to an average of a 32% completion
as at 30 June 2017 as detailed below:
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Connection Target Unit | Total Target | Attain | Performance % of
Type Output Cost Cost ed Difference Output
No. | (Kshs) (Kshs) | Outp No. | Attained
ut
No.
Sewer Type 4,871 54,573 265,825,083 689 4,182 14
A
Sewer Type 3,742 | 164,478 615,476,676 | 2,261 1,481 60
B
Water 6,438 | 23,084 148,614,792 | 1,900 4,538 30
TOTAL 15,051 1,029,916,551 | 4,850 10,201 a2

Although 67% of the project duration had lapsed as at 30 June 2017, only 32% of the
targeted output had been achieved, an indication that the project is clearly behind
schedule. It is therefore unlikely that the project’s goals of increasing access to sanitation
and water services in the target areas will be achieved by the end of the project in
February 2018.

3. Sasumua Dam Laboratory Project

A company was contracted to build and equip Sasumua Dam Laboratory. As at the time
of the audit, the company had been paid a total of Kshs.11,367,969.84. However,
although the building works had been completed by 30 June 2016, the facility has not
been equipped to start operating as some vital installations had not been done by the
contractor. Consequently, the Company has not obtained value for the investment
totalling Kshs11,367,969.84 as at 30 June 2017.

4. Vehicles with Private Number Plates

Three vehicles registration numbers; KBT 635Q, KBS 149T and KBS 150T were
transferred from Athi Water Services Board to the Company in January 2017. However,
the number plates have not been changed to blue as required by law.

Responsibility of Management and Those Charged with Governance for the
Financial Statements

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

In preparing the financial statements, management is responsible for assessing the
Company'’s ability to continue as a going concern, disclosing, as applicable, matters
related to going concern and using the going concern basis of accounting unless the
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management either intends to cease operations or have no realistic alternative but to do
SO.

Management is also responsible for the submission of the financial statements to the
Auditor-General in accordance with the provisions of Section 47 of the Public Audit Act,
2015.

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

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

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

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

e |dentify 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 that is sufficient and appropriate to provide a
basis for my opinion. The risk of not detecting a material misstatement resulting from
fraud is higher than for one resulting from error, as fraud may involve collusion,
forgery, intentional omissions, misrepresentations, or the override of internal control.

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

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

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

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

e Obtain sufficient appropriate audit evidence regarding the financial information and
business activities of the Company to express an opinion on the financial statements.

e Perform such other procedures as | consider necessary in the circumstances.

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

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

REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS

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

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

ii. in my opinion, adequate accounting records have been kept by the Company, so
far as appears from the examination of those records; and,

iii. the Company’s financial statements are in agreement with the accounting records
and returns.

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

Nairobi

19 February 2018
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e N | 2,149,205495 1,379,648,389
CURRENT &SSETS
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. Capital. . Reserve ~  Grant ~Towl

| = Kah:, . ] Kshs I Kbhb — Ksﬁs !
f‘_‘i:-‘Asi'aE‘sutH‘jiiﬁé Ly o e G  (B141,973,778) 196,003,058 (1,945,870,720) |
 Prige vearad jusn{ae'ntb 27 (264,556,853) (264,556,853)
TResmtedbalance 100000 (2406530632 | 196,005,058 | (2210427574)

" Amortization (759,444)  (759,444)
 Additions fortheyear 212,467,532 212,467,532
“Surplus fortheyear 10 SO e e g U e 114,736,389'"
TAsat 30th June 2016 100,000 (2,291,794,242) 407,711,145 (1,883,983 0%7) |
TAsat 30th June 2016 100,000 (2,291,794,242) 407,711,145 (1,883,983;695_)5

 Prior year adjustments 27 T T AT T (41T AT 00)
 Restated balance 100,000  (2,709,221,243) 407,711,145 (2,301,410,098)

- Amortization TR S S S S e - (7,067,846) (7,%7,846)
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'-_.;._Deﬁ(:ttfortheyear e 00 (05O 48) o (295911,7148)

As at 30th June 2017 100,000 (3,005,132,991) 946,077,066  (2.058,955,925)
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2017

2016
; NOTE '
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; Cashgenerated ﬁ-nm operatmns s 28 : i ' 278,329,726 : ; 576,375,942
- Interest paid (72,883,129) (53,625,019) |
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- Cash flow from investing activities: |
Purchased' property plant and ¢ eqmpment 12 (970,840 079)-- (670,595,368)
Purchase of intangible assets 13 2, 330 000) (20,++1.000) |
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 (973,690,079)
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Cash flow from financing activities:

~ Proceeds from long-term borrowings 290,723 203__? - 70,949,210
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“Asat ¥ July 167,099,383~ 107,997,201
lncreabe/(decreahe) r;'-3.29.7,.'12;. ] 39, 13’ 122

" Asat 30® June 16 123,801,631 167,099,343




1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

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

These .policies.hm:e been consistently applie:cl over the vears unless otherwise stated:

a) Basis of preparation
The financial statements are prepared in compliance with International Financial Reporting Standards
(IFRSs) . The financial statements are prepared under the historical cost basis of accounting and presented in

the functional currency, Kenva Shillings (Kshs) rounded to the nearest Shilling.

The preparation of financial statements in conformity with [FRSs requires the use of estimates and
assumptions. It also requires Directors to exercise their judgment in the process of applyving the Company's
accounting policies. The areas involving a higher degree of judgment and complexity, or where

assumptions and estimates are significant to the financial statements are disclosed in note 2 below.

(i) New standards, amendments and interpretations not vet effective and not early adopted
by the company. A number of new standards and amendments to standards and interpretations are
effective for annual periods beginning after | January 2015, and have not been applied in preparing these
financial statements. None of these are expected to have a significant etfect on the financial statements of

the Company.
Amendments to [AS 1. "Presentation of Financia! Statements': The amendments are made in the context of

the [ASB’s Disclosure Initiative, which explores how financial statement disclosures can be improved. The

amendments, etfective | january 2016, pra‘.'de clarificanons o0 a number of 135ues, iIncluding:

e Materiality - an entity should not aggregate or disaggregate informauion in 2 manner that obscures

=

useful information. Where items are material. suilicient information must be provided to explain

the impact on the financial position or pertormance.

™ B T §z Ty sasese ARl Sop WA o oesoonces T, [
®  Dhsaggregation and subiSfals — lne iIems spedilied i [A% | mav need ¢ oe disaggregated wnere
. - i
1= 3 L OCTC = als0

55 be presented in a parucular order

© Facouncnzs

Accentable Methods of Depreciation and Amoertisation

~F
oL

Wi

The amendments to IAS 16 prohibit entities from using a revenue-based depreciation methed for item
i) - ; 1 . T ) A 1 1.3 =

property, plant and equipment. The amendments to [AS 38 introduce a rebutiabie presumption that

revenue is not an appropriate basis for amortisation of an intangible asset. This presumption can onlv be

rebutted in the following two limited circumstances:
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a) When the intangible asset is expressed as a measure of revenue; or

b) When it can be demonstrated that revenue and consumption of the economic benefits of the

intangibie asset are highly correlated.

The amendments apply prospectively for annual periods beginning on or after | January 2016. Currently,
the Company uses the straight line method for depreciation and amortisation for its property and

equipment, and intangible assets respectivelv.

The directors of the Company do not anticipate that the application of the standard will have a significant

impact on the Company’s financial statements.

b) Property, plant, equipment and depreciation

Property, plant and equipment are stated at cost, less accumulated depreciation and any impairment in

value.

Subsequent costs are included in the assets’ carryving amount or recognized as separate assets as appropriate,

onlv where it is probable that future economic benetits associated with the item will flow to the Company

and the cost of the items can be measured retlabn'. All other '"e.r‘zuru and maintenance costs are Ch&l‘gyd 0
the income statement in the financial vear in which thev are incurred.
Property. plant and equipment acquired under hire purchase agreements and fnance lease hire

arrangements are capitalized at the date of the agreement. The interest element of each installment is

charged to the income statement at the time each installment falls due. Depreciaton is calculated on the

P T Lot : . T RS e o o
straicht line basis. at annual rates estimated to write off carrving
i lives. The ratas used a

Buildings < .0 LT S T G T Tosee

Plant & \darhmer\ 12.3“5
Motor Vehicles, mcludmg oy v X806 |
i motorcycles : S e
Equipment 12.5%
Computer & Related el - 30%
-'Equlpment’s ; 5 : {
Furniture & Fittings 12.5%
The carrving values of property, plant and equipment are review ed for impairment when events or changes

in circumstances indicate that the carrving values may not be recoverable. An impairment loss is recognized
- Los 1 4 = i 2 Ef 5 < Tlis 7 I-1
for the amount bv which the assets’ carrving amount exceeds its recoverable amount. The recoverable

amount is the higher of the assets fair value less costs to sell and valy
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If anv such indications exist and where the carrving values exceed the recoverable amount, property, plant

and equipment are written down to their recoverable-amounts.

Gains and losses on dispo:;a_i'ofpropcrty, plant and equipment are determined by reference to their carrying

amounts and are taken ifito account in determining operating surplus / (deficit).
C) ~ Financial instruments
Financial instruments carried on the balance sheet include cash and bank balances, trade and other

receivables, trade and other pavables and borrowings. The particular recognition methods adopted are

disclosed in the individual policy statements associated with each item.

d) Revenue recognition

Revenue is recognized to the extent that it is probable that the economic benefits will flow to the Company
and the revenue can be reliably measured. The following specific recognition criteria must be met before

revenue is recognized.

14

i) Provision of water and sewerage service
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be subjected to adjustments when errors

: - 1

Revenue from provision of water and sewerage servi
billed by the Company.

are realized, in relation to meter readings and subseguent hilfings. Non-Revenue water 1z not recognized as

3 e | BT lsA
ncome since it s noet bl.‘lf'\u

ii) Meter rent income

Meter rental income is recognizec monthly aiter water meters are installed at tie customers’ oremises and

billed by the Companv.

Income from donors is recognized on accrual basis. Grants are recognized at their fair value where there is
reasonable assurance that the grant will be received and all attaching conditions will be complied with. For
example, a revenue grant is recognized as income over the vears necessarv to match the grant on a

svstematic basis to the costs that it is intended to compensate.




Mairobi City Water & Sewerags Company Lig
Arnual Report and Accounts
For the year andec 30" june 2017 ~ . -

e) ',I_ntangibl-x_e_ assets

The costs incurred to acquire and bring to use specitic computer software licenses are capitalized. The costs
are amortized on a :;Lraight line basis over the expected useful lives (3 1/3 vears) at the rate of 30% per

vear.

£) Inventories

Inventories are valued at the lower of cost and net realizable value.

Cost is determined on a weighted average cost basis. Provisions are made tor all anticipated inventory losses

and charged to the income statement.

Net realizable value is the estimated selling price in the ordinary course of business, less estimated costs of

completion and the estimated costs necessary to o make the sale.

2) Foreign currency transacrtions

Transactions duri ing the year are converted into Kenva Shillinos at rates rulina at the transactions dates.
L - =

Assets and liabilities at the balance sheet date which are expressed in foreign currencies are translated into

o

at that date. The resulting differences from ceonversion and translation are

r,'q

enva Shillings at rates rulin

dealt with in the income statement in the period in which thev arise.

h) Trade and other receivables

Trade and other receivables are recognized at anticipated realizable value less an allowance for anv

uncollectible amounts.
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i) Emplovee benefits
1) Pension obligartions

The Company operates a defined contribution retirement benelit scheme for emplovees on permanent

terms of service administered in three ditferent forms: National Social Security Fund, a Provident Fund and

i

a pension fund. These schemes are funded by contributions from both the Company and employee

1 ¥ N - T
The Company s contributions to the schemes are charged to the income statement in the vear to which thev

2]
=
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ii) Other emplovee entitlements
Employee entitlements to gratuity are recognized when they fall due. These entitlements are provided for

on annual basis in accordance with the annual contracts.

The estimated monetar"i" habilit'\-"t‘or employees’ accrued annual leave entitlement at the balance sheet date

is recognized as an expense accrual.

i) Capital grant
Grants received for capital assets are credited to the capital grant account net of amortization, which is

released to the income statement over the expected useful life of the relevant asset on a straight line basis.

k) Provisions
Provisions are recognized when the Company has legal or constructive obligations as a result of past events
and it is probable that an outflow of resources will be required to settle the obligation, and a reliable

estimate of the amount can be made.

9] Contingent liabilities

Contingent liabilities are possible obligations whose existence will be confirmed only by uncertain future
events or present obligations where the transfer of economic benetit is uncertain or cannot be reliably

measured. Contingent liabilities are not recognized in the balance sheet but are disclosed unless they are

remote.

m | Taxation

N o tax wili be nrovided in view of the nature of the company $ Dusiness is explained in note i1,
oy oo ik s | - 1 5

1 ) Lasll ana casn ggulivaients

Cash and cash equivalents comprise cash at bank and in hand.

2 3 — 1 - . 1 . 5., 3 - £ i
rade and Dthel’ pavapbies are siatad at thelir nominai vaiue as adjustad [or mierast on overdus accounts.

- |
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Pt 5 1 & 2 ] T g s TR L ! i el tad 3 - (. - " - 1
Cperating lease pavments for use of assets belonging to the Nairabi City County Government navable to

the Athi Water Service

suidelines frem Water

income statement when thev are incurred.

q) [nterest bearing borrowings

J
=7

All borrowings are recognized at cost.
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r) ‘Revenue reserve

Surpluses / (deficits) from the statement of comprehensive income are accumulated in the revenue reserve

~account on an annual basis. =
s) Customer deposits
Deposits from customers are recognized when received. Interest on the deposits is accrued at 3% per

annuimn.

t) Related parties
In the normal course of business the Company enters into transactions with related parties. The related

party transactions are at arm's length.

u) Provision for overtime

The Company provides for overtime payment for hours worked in excess of those specified in the terms of
contracts for supervisor level and below. This is computed at a rate of one and half times for normal
working davs and twice for a normal rest dav or a gazetted pubhc holiday. Overtime expense is r'ecognized

when claimed and approved.

2, €RITICAL ACCOUNTIENG ESTIMATES AND JUDGEMENTS

Estimates and judgments are continually evaluated and are based on historical experience and other factors.

including expectations of future events that ar= helievad to be reasonabie under the circumstances.

=

i) Critical accounting estimates andc assumptions

rant and amoruzauon of mntangibles and capitai

S
grant
Cridcal estimates are made by Directors in determining deprec and amortizabion rates for property.
T . - % ] k] L | 1 o A T % T
piant. eguipment. intangibies and capital grant. 1ne rates useq are sel ou note Lioh Lofer and 1o

i1} Critical judgments 1n applving the entitv’s accountiing poiiCies
] g PRt} 3 !

made judgments in

i

In the process of applying the Company's accounting

¢+ The classification of financial assets and leases.
Whether assets are impaired.
Provisions and contingent labilities.

»  Presentation of financial statements.
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3. OPERATING INCOME

Watér ' 5,103,161,621 4+.754+.610,607
Mn:-tcrrent 151,131,800 150,909,964

o 8,115,487
 %6m512333|  SIS4AITA61

Other income comprises income from exhauster services rendered, sale of water by tanker, survey fees, sale of
sludge, sale of tender documents, claims compensation. fraud charges, provision for bad debts recovery and Grant
Amortization (2017: Kshs 7,805,409 and 2016: Kshs 7594+,

4. GRANT INCOME

" Grant Income 65,627,200 23,475,685

~rant income received from Athi Warer Service Board in the vear 55,627,200 (2016: kshs 23.473.635 rom Nairobi




Mairobi City Warter & Sewerage Company Lid
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5. —STAEF-COSTS <

. Salaries and wages ) 2,623,529,432 2.457.474.501
- Leave allowances - 167,177,777 136,758,742 |
" Overtime 360.702.25+ 326,303,543
© Other allowances 556,452,947 523.601,610 |
EMediclexpeises TR ARG D T S e T IR S1RIEEL S Q1500503
R 517,000 6.107.150 |

- Welfare 61,389,321 53,417,474 |
Gl | | ' | 5456469974  5,030,951,923
N

e o | :[;-irw

6:3.162. The average per category i3

The number of empiovees at tne end of the financial vear was 3.511

indicated below

.:unc;c:rl'nai D.';r—c&.(;r.‘. T . 7
Departmemal /Regionalmanagu-s .. 2 33 -. ~30
‘.i.".ii;anc‘lbIE‘ staft - . 535 . 5%

. T‘Inioni.za.".oie staft . . 1343 T 1,298 |
Grand Total a1 3,162

G

(5]

(-1 IO [N N B P
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For the y=ar snded 30% Jur

6. OPERATIONS

ge Comeany Ltd

Kshs

Kshs

T

191,156,286

269,275,874

. Office supplies

28,285,273

35,440,063

“Tyres nd related accewories. ||

13,028,602

14,785,838

Fuel, oil and lubricants

73,793,048

58,411,250

' Uniforms and protective clothing

139,138,764

: 53,235,534 :

i Electricity

227,880,343

262,564,592 |

- Telecommunications

47,547,621

31,591,356

Postal and couriers

68,669

135,870

 Water and conservancy

3,957,361

11,854,824

. Insurance

76,394,252

64,420,313

 Rent and rates

100,101,710

80,898,375

" Hire of equipment and Vehicles

2.361.159

6,138,474

_ Claims, dmhages' and compensation : _' it

90,353,998

127,105,795

Traveling and subsistence- local

142,152,040

 Bank charges

015,285,727

103,949,004 .

14,848,570

212.308.346

136,100,789 °

Staff development & external ravel

80,055,842

Commissions

+.409 270

16,720,758

 Publicity and advertising

| 34,946,110

Donatons/ Corporate Social Responsioiiity

73,227,554

11.911.031

Sportsand recreation.

76,019,652

61,964,363

6.493.,617

7.339,812

Corporate vear end partv

s 269575 1 146,038 |
Board remuneration 7.740.546 0
AGM Expenses 2,000,000 2,000,000
Audit fees 332.83C Tt 323
Legal fees 19,995,065 19,553,412 |

Consuliancy

3,438,323

Cicmang e oy

1425489710

~ 1,205,092,721

Asset Renewal(AWSB:

0

33.333.333

Research & Development (19880 R7G it 205,125 |

Stakeholders expenses

31,704,678

34,448,077

- ITWA- éorifergncg- : :

0

101,500

Total

. 3,177,527,550

2,799,911,444




Nairchi City Water & Sewerage Company Ltd
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Far the year zndec 30" June 2017

7. MAINTENANCE

' Ground 1,167,539 740,032 |

| Buildings | 5,424,650 6,953,948
B L 3]
| Motor vehicles | 30,412,756 35,065,686
| Software 3,119,660 134768
" Water ittingsand accessories ~ ZIS,774480 . 195349440
Water meters _ | T . 96,990,325 33,090,434
- Total - 472,608,280 351,792,034

8. OTHER EXPENSES

380,429.376 53+.328.337

g 153.35,18

wi |

Provision tor bad and doubrtful debts
» of property, plant and equipment 1
Ameoertzation of intangible assets i

Toral 784,562,347 826,876,337

e

S W e mm m e
L) ]
A i

b SR S

w
ey
[
]
I

[

oy Do

Interest on loan Lt 1048 113 20.765.999

Y i S By o B e

Interest on customer security dcposits 18,955.073 17,129,741

TemliivRn TR e e R an B SR e iR R Sen0ld
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Th(.. aurphla before tax is :tated aftcr chargmg
E Deprec:atxon of property, plant and N

equipment

Lok 19”,882615_ :

Amortization of mtanglble assets

11,2)0,296

 Directors’ emoluments:

-Fees

-Other emoinments

- 13,032,532

iudltors remuneration

7,845,523

514,465,008

Interest expense

2.883.12 48,313,735

And after credltlng

Other mcome

(952,018,213) (960,715,837)

TAXATION
As earlier reported in the previous vears. the Directors

4 fair view of the C

with applicable internationai Accounnng Standards and interpretanons. However. the Company has in terms of {AS 1

v T
3o i

status for the foilowing reasons:

under the ‘-.OL.I‘!U Government and as per the orovision or

Ament -
Government iz

miandate 'L"ld 4% s JUCI‘.L. 2 »...\t'"'{‘.

ior develgpment and

in terms of IAS 1 declare that the financial st

omnam s finandial position: financial performance and cash tlows and that

22 departed it Font fhcl s requirements of IAS 1

i+ The Company is wholly owned bv Nairopt City Cour.txu a Countv Government.

tements present
h

thev have

=~

2 in order o have a fair representation of its tax Habiiity

The Compnanv Operanions are

e Consutwudon FOURTH SCHEDULE ¢ drticie {53 124

v Nairob: Citv Counrtv to deliver services as per the county
1‘. S of the Income Tax Act [ITAY, the income of 3 County

e thus generated oy the Company in pursuit of it

g therson 18 re-invesiad in dhe water services I‘.'.'E..:‘_. ucmure

12, PROPERTY, PEANT AN EOQUIPNMEN]L
According to the Tripartite Agreement, Hand over deed, Agency Agreement and Service Provision Agrzement, NCC
o i s a o : ; Y gE A
handed over to the Company it's fixed or landed and other on lease basis for the purpose of discharging its
mandate under the Water Act of 2002, In zerms of the latter Socumenss the Company has been granted rights to

carry out any capital improvements to the existing assets hence forming the basis of maintaining a dual asset register.

Accordingly, the Company is a co-owner of certain assets. The property, plant and

.
the next page.

equipment schedule is shown on

L
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Nairzgi City Watsr & Se\vsrag, Company Lid -
Annual Repert and Accounts
For the year ended 30" June 2017

15. TRADE AND OTHER RECEIVABLES

Trade receivables 7.818,710,669 $.073,918,941
 Less: provision for bad and doubtful debts ~ (6,285,289,822)  (6,554,846,700)
Net trade receivables 1,533.420,847 1.319.072,241

Less: provrsnon for bad and doubtful debts (335,512,564 (53,312,364 .
| Naothermtvables AR PR o Sl  1,255416,899 853,761,914
Prepayments and deposns 37.769.179 150,284,177

Specific provision has been made for all known doubtful debts. Bad debts are written off when all reasonabie steps to

recover them have been taken without success. The provisions rela:ino to the reporting period are RKshs

6,334,867,077 vear 2017 (2016: Kshs 6.610.359, 2641 This is based on the provision of bad debts of pevond +3(days

nd Sewerage institutional Restructuring

=1 Y <Llg

as per the adopted policy. T

nroject that was closed in 3¢

Other receivables include balances claimable from Postal Corporation of Kenva. Kenva Revenue Authority (RKRA L

The carrving amounts of receivables approximate to their fair value.

16. CASH AND CASH EQUIVALENTS

Cash in hand 3.531.306

Total ' 123,301,631 167,099,343

T

or the ‘_I‘,DO es of the cash flow statement, the earned casi

e

mount. The company is not exposed to credit risk on cash a:‘.r_'i :

' o g B 1 e |
institutions. 1 he cash at bank is held at Co-operative bank of Aonva, Barclavs bankof Kenva'itd, Equity bink Led,

Sidian bank, Citi bank N.A, Housing Finance, Kenva Commercial bank itd. National bank of Xenya. National

Industrial credit bank Itd «NIC), Diamond trust bank ltd, M-pesa holding account and Airtel holding Account.

The carrving amounts of the company’s cash and cash equivalents are denominated in the Kenva shillings,




The work in proaress-(WIP) relates to water pipeline network and sewer relief
network construction ongoing in various locations and boundary walls on various

company installations.

13, INTANGIBLE ASSETS

T e _
- COST

AR July L R s e e R R T e RS TR T Gl TR SRS

- Additions

2,850,000

14,591,000 |

Reclassification from WIP

S

i 5850000

+ At 30 June

149,208,778

146,358 S

"AMORTIZATION

At 1 July

120,816,614+

111,794,302 |

Charge for the year

11,250,296

9,022,312

| At 30 June

132,066,910

120,316,614 |

Net book vaiueat 3ﬂth]tme R PRI SRS
v alue of' fully Depreciated at 30th ]une

L, INVENTORIES
[nventories represent the vaiue of water Teatment chemicals, office suppiies, tvres and accessories, motor spares,

water meters and water fttings and accessories Xept at various Company statons

Water treatment Chcmicah 24,952,529 37.141,132

Tyres and accessories +,68+,339 3,433,207

- MetorSpares’ UL TvE Tt e80T T 040 RS

Uniform and protectne clothmg 2,343,412 3,126,131

‘Watermeters - ... - 47335615 - 25449404 |

Water Fittings and accessories 346,094,635

Totaliy o ta i it s e LT eneoT 080 389,341,992
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e

i .Aumori.zcd.' issued-md l.'u.ll_v péid: -

5,000 ordinary shares of Kshs. 20each =

There was no movement in the share capital during the vear.

18. REVENUE RESERYVE

Kshs

Kshs |

(2:291,794,242)

. Prior vear adjustments

(417,427,001)

(264,556,853)

_Restated Opening balance

Surplus ior the vear

(295,911,743)

114,736,389

e T

©(3,005,132,991)

(2291,794,242)

Revenue reserve comprises of net worth at conversion and accumulated surpiuses over the vears. The prior vear

adjusiment relate to errors in previous vear Siiling.

AL LE

The internarional Financiai Reportng Standard No. 8, requires

rhat this tc be restated but due to ditficuities in sstabpiishing the period that the error relate we have adjusted the pnor

s

he capital orant represents the cost of propertv. plant and equipment purchased using donor funds.

; Kshs i

o

3

&>

(w4}
w
e

266,

625,799,053

Additions during the year

345,433,786

(V)

212,467,531

1,383,700,351

~ Amortization:

838,266,584

Asat 17 July

+3G.335.438

(VI

139,795,995

Charge for the year

i |

Accumulated Amortization

+30,553.439

 NET BOOK VALUE AS AT 30" JUNE

407,711,145




Nairobi City Water & Sewsrage Company Ltd

Annual Report and Aceounts

For the year ended 30%.June 2047

20. CUSTOL“ER DEPOSITS

' Balance brought forward 636,617,784

18,955,073
Balance carried forward 762,732,504 686, 61 Zs 784
The customer deposits balance comprises of deposits received rom customers from 17 Mayv 2004 when the Company
commenced operations. The customer deposits received by the former Water and Sewerage Department of CCN
have not been included in these financial statements pursuant to Article + (sections 3-+4) of the Tripartite Agreement
dated 5 April 2004, which states that CCN shall continue o hold and be responsible for deposits received from
customers before the Company's formaton. This Article further states that the Company shall refund deposits as and
when demanded. and the same shall be deducted from the lease fees to be paid to CON by Athi Water Services
Board. Customer deposits are withdrawn on demand when accounts are closed. However, as is the case with other
Wiihdrawn within one vear.

Bank bormwm,c
-Nm-Current ' : 240,676,539 . 47.130,656

Current : © . 81,950,760 - 95,984,641

Total Bank borrowings 322,627,299 143,115,297

The Companv currently has four running loans namely:

(a) A five vear term loan for the Kirigit water Extensicn oroject at Co-operative bank of kenva for which the

monthly principal repavment is Kshs. 1.7 miilion. interest rate s as per CBK regulations on reducing
balance,

tbj A 10 month Insurance premium firancing for which the mo pai repavment is kshs 7.4 million.

Interest rate at 8.64%o flat rate
icy A l"ou_r vear working capital for the Kayole Soweto Informal settlement water improvement project at Sidian

Bank Ltd. The interest rate is as per CBK regulations on a reducing balance basis, and

‘d) A term loan for financing sanitation connections in the informal settlement of kes 500 million under the

OBA project co-financed by the World Bank. At the close of the period the company had made a drawdown

of kes 214,684,519. Interest rate at 13%0 pa reducing balance.




Mairocor City 'Water & Sewserage Company Lid
Arnual Repert and Accourts
For the year encad 30V June 2017

The company maintains an overdraft facility with the co-operative bank of Kenya of Kshs. 35 million that
mav be utilized by the company to reduce liquidity risk. As at the close of the period the company had

utilized Kshs 15,310,034 which is included in the current borrowings.-

The facilities are secured by the tbllowing

i Debentures over the entire assets of the company for kes 500 million (Five hundred million onlv)
ii. An assignment agreement of our receivables;
iii. Daily cash/ cail deposits build up in the amount of kes 2,000,000 per dav via standing order;
iv. Duly executed lien and cash charge documentation to back the arrangement under items iii and iv above;
v, Executed general terms and conditions

22, TRADE AND OTHER PAYABLES'

Kshs Kshs |

Trade payables s :---1,_17\1},-369',-322'-,' 1,164,156,160
Other pa\ables 1,515.226.8 1,436.398,370

Total S '*-_:;2,636,596,174 | 2,600,554,530

in u"lt: lJDlﬂlUﬂ. DI Tnt* BU&J’O f.ﬂt' Ld.]'r\ 1’10 dmounts CII 'Jd aDn:- d"JDl"O\‘I’I’ldT_C Lo _."‘th' xéhr A auc L‘I'lt maturitv analv::!s -‘.')!.

trade and other pavabies are snown in note 33 ra: (i,

23, CUSTOMERS WITH CREDIT BALANCES

Customers credit balances 152,679,015 88,891,517

=
"
=3
rd
14
m
o
W
=
m
e
-
rr
s
7
r
bl
o=
=
s

Kshs Kshs
Prior vear adjustment 0 (163,438,563}
Restated opening bal 313,986,034 248,822 601
Decrease /Addition for the vear 154.236,946) 65,063,433
‘Asatélosing UL A G 259,749,088 313,986,034

Provision tor annual leave pay is bawd on services rendered by full-time e.hplo‘. ees up to the end of the vear.




Nairooi City Water & Sewsgrage Company Ltd
Annual Report and Aceeunts )
For the year ended 307 June 2017

25. AMOUNT DUE TO RELATED PARTY TRANSACTIONS

The Company is owned 100% by the Nairobi City County Government.

Athi Water Services Board (AWSB) is the Asset Holding Entity, During the vear the transactions conducted between
these related entities were at arm’s length and in the normal course of business in compliance with the provisions of

the Service Provision Agreement, the Tripartite Agreement and the Water Act 2002. The following transactions

were carried out with related parties:-

| i)Lease fees for the year payable to Athi
Water Services Board:

Kshs

Kshs

| As at July

2,323,072.313

2.026.541,136

 Fees for the year 1,235,987,113 1,013,128,614
| ;&s.set Renewal 33,333,333
Sub-total 3,609,059,426 3,123,003,083
Lease fees paid (266,916,107 - (714,521
Lease fee offsets L0 585559
_.Depo-«-lts retunded on Dehalf of -U\ SB 3] | | -
VSnbtotd T it e | (266916,107) . - (799.930,770) |
At 30 June 3.292,143,319 2,323,0672,313
Tii)Inherited debts from Nairobi City County e O i
At 1 July | 136.955.67i 136.953;673
Paid during the vear
(At30Jupe 186953678 186,953,678 |
Grand Total 3.479,096,997

2,510,025,991

'.Class:ﬁmﬂon of related partv pavabks

Non- current 1,331 43188 1383, 3
Current 1,146,615,016 1,146,615,016
Total 3,479,096,997 2.510,025,991
iii)Billing of Water servicestoNCC i Restated

At 1 July 34,189,333 ¢
Billing for the year 131,863,500 169,674,914 |

Paid/ offset durmg the vear

(3.297.878)

(55,485,559

At 30 June

210,754,977

84,189,355 |

- I & TR Yor P emas o iy 1 . .
The tariffs applicable to Nairobi Citv Countv are the same as

taose charged 1o o
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A = o el - + s
~ANnual :E'::ur_. =R A.\_.CCLF 2
Compe == e o gm sy~ R -
FOT TNEe year SNGed SV “u.e 2017

:;Salanesandothershorttembeneﬁts G

l 171650549.. .

: Termination benefits

100,902,993

Ial 336 907 i

Post employment benefits

52,648,792

4—2 838 8&5

Total

1,325,202,334

1,105,389,082 |

v) Director’s remuneration:

"'-Fees forsermes as Dlrectors :

17,740,846

)

-Other emolumenta as Chief executive (mcluded 1372

in kev management compenaatlon abow E)

7,509

13 032.)33‘

:"Iota"l %,

731,468,355

13,032,532

A listng of the members of the Board of Directors who served during the period is shown on page7 of these financial

statements.
27 PRIOR YEAR ADJUSTMENTS

- Torevenuereserve

Kshs !

Trade Receivables i (420,927,001 {309,177,993)
‘Other Receivables R e R T
Leave pay provision it

163,458,568

Trade payables/Stakeholders expense

3,500,000

Total (417,427,001)  ( 264,536,833)
SUD-nOLes:

Correcton oi prior seriod rade receivabie Dalances due To SITOrs i DLAngS
(i) Reversal of disallowable VAT refund claims by the Kenva Revenue Authority.

{iti)
(L

(ivy

Leave pav provi

Stakeholder's

sion reversal /reduction

expense budgeted at kshs 7million reversal after being reduced to kshs 3.5 million.
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28. CASH GENER-\TED FROVI OPER&TIO\D

| Kshs. Kshs. |
- Surplus for the year before tax (295,911,748) 114,736,389
i Adjustment for : '
Revenuereserve 27 (417,827,001)  (264,556,853)
]i)epféciati'on ofp.rope.rt}-',pla-r.lt-aa;ld 12 193.882.6.373' ] 183.525.188
equipment
~ Amortization of intangible assets A 11,250,296 9,022,312
Amortization of grant asset | 19 (7.067,846) (739, +4)
Finterestarpense: o oo co R e LT TR 72,883,129 53,625,019

Loss on retirement

'_ Operatmgsnrplmbefore “orkmg cap:tal

 enaoen

(Decreaae)/ Increase Trade and other
receivables

(289.701.093:

.'::‘__Increaseldecrmse in Inventones e L

= (65 569 IO") -

Increase in Trade and other pa\ ables 35,041,644 499,099,731
Increase in Pravnsmns 2 (54,_'_36,__945) (9_8,-'39'52',136)
Increase in Customer depo:lta T 1L 7RG 75.358,525
_ Increase in Amount due to related parties 989,071,004 - 296,531,176
Cash generated from operations 278.329.726 576,375,942
29, EMPLOYEE RETIREMENT BENEFITS - N NE

The emplovce redrement benelits eXpense compn ises:

;\i'aéio.nal S.ocia..l Seculrit_v Fund _ . V36503 2.338.430 !
Provident fund/pension fund 435,933,093 360,269,621 |
Gratuity | 157,508,163 131,336,907 |

596,228,113 ..514,455,008_' 1

=Y




' Contracted but not provided for

31. FUTURE RENTAL COMMITMENTS UNDER OPERATING LEASES

This relates to leases tor opcratjonal bu_iidjngs at various centers at Enterprise centre- Industrial Area, The mall at
Westlands, Showebe Plaza Pangani. Pinacle business centre —kavole spine road . parklands Plaza Westlands,
Enterprise centre — Addis Ababa Rd. Cameo building ~Town centre, Dune Plaza —Ruai, Horizon Plaza Kasarani ,
Kamrose Plaza Kawangware and Nationai water and pipeline corporation (Dunga Road). The lease terms are 5 vears

3 months, and the majority of the lease agreements are renewable at the end of the lease period at market rates.

R P N Sk g 3 . Kshs - Kshs
Within | vear 106,903,620 $7.848, 146
TAfer 1 yearbutlews thansyears | eeenost  TBes30
265,569,674 267,473,437

32, CONTINGENT LIABILITIES

This comprises of (4} pending suits and disputed claims arising from debts inherited from NCC in which the Company
has been enjoined as a defendant pius other pending suits instituted against the company. ail amountng to Kshs,

36,101.675 (2016: Kshs 3.632.721.380). The likelv outcome of these matters cannot pe determined as at the date

[¥x]
w0

of <igning these financial statements. Based on the information currentlv available, the Directors believe that the

lrimare resolutions of these legz! proceedings. claims and tax exempticn application are not likelr o have a material

¥ ¢id 5 = e A5 Gl aE = Gii,
33. RISK MANAGENMENT OBJECTIVES AND POLICIES

1

The companv's activities expose it to various financial risks and market risks =.g. toreign exchange risk,

interest rate risk and price risk. credit risk and liquidity risk. The Company's overall risk management

policies are set out by the board and implemented by management , and focus on the unpredictability of
changes in the business environment and seek to minimize the potential adverse eifects of such risks on the

Company’s performance by setting acceptable levels of risk. The Company does not hedge against anv risk.
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edit risk

i |

i) C
Credit risk is the risk that one party to a financial instrument will cause a financial loss for the other party by
failing to discharge an obligation. Credit risk mainly arises from financial assets. and is managed on a
company-wide basis. The company does not grade the credit quality of financial assets that are neither past

due nor impaired.

Credit risk on financial assets with banking institutions is managed by dealing with institutions with good

credit ratings.

Credit Risk on trade receivables is managed through a monthlv review of outstanding balances. Pavments
not received within the contractual credit period are enforced through disconnection. Any identified errors
in billing that can delay revenue realization are adjusted on a weekly basis. The debr of over +30 davs is

provisioned and written back when realized.

The maximum exposure of the company to credit risk as at the balance sheet date is as foilows:

Kshs RS I'-(shs- = i\ahz« T K_sh:.

“Asat 30% June 2016

Pmancxal assets

TTradereceivables | 632404728 | 886,667,517  63554846,700  8,073,918,941
Other receivables 782,147 429 71,614,435 33.312.564 909,274,478
e ﬁnanc:a_l assets 1,581,651,496 938,_8 00‘? 6,610,339,264 9,150,292.762
Asat 30“‘june 2017 4

Flnanc:al assets

“Tradereceivables | 560,170,527 973,750,320 685,285,822 7,818,710,669
Other receivables T 761,103,040 T194.103.66% 3331236+ 1.310.719.268
o e o P VY [ SRR B e e L SE DR vE
Grass financial aseet; — 1,445,075,198 [.467.333.084  6,340,302,386 9.333.231,563

The past due debtors but not impaired continue to be paid. An impairment provision of Kshs 4,340,802,386
(2016: 6.610,359,264) is held against the impaired receivables. The companv does not hola anv collateral
against the past due or impaired receivables except for the nominai customer deposits. The management

continues to activelv follow up past due and impaired receivables.
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i1) Liquidity risk

Liquidity risk is the risk that the company will encounter difficulty in meeting obligations associated with
financial liabilities. The board has developed a risk management framework for the management of the
company's short, medium and long-tcrm liquidity risk by continuously reviewing forecasts and actual cash
tlows, and maintaining bankjng facilities to cover any shortfalls. The Company maintains an overdraft facility

of Kshs. 50 million that may be utilized by the company to further reduce liquidity risk. This acility is

reviewed annually in order to factor the company’s changing circumstances.

The table below summarizes the maturity analvsis for financial liabilities to their remaining contractu

maturities. The amounts disclosed are the contractual undiscounted cash flows presented in million Kshs.

Payables to related parties 107 213
Otherpayables, = i 2348, O T R
Loans from bank 6 11 49

T e e PRS-y S SRR 1k 12079

Year ended 30th June 2016

Trade payables

W e

Payables to related parties 96 191 723 1,500 2,510 i

JOthierpayablesy A S SRR e T RaR T S AR
Loans from bank 3 16 72 17 143

Total

: foomzor won
Market risg iz the risk that the fair value or furure cash dews ar 5
Changes in market price and comprises Three mmes of msks: cUrrency misk, interest mate misk and sther arice msk,

borrowings at the vear-end were te increase/decrease by 170 nercentage noints, with all other factors remaining

,
)
el
L
~1
12
oo
Y

constant, the post tax loss/ profit would be lower  higher v !
Currency risk

b M 1 ¥
The Company operates wholly wit

itities are reported in the local currency.
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(b) Cap'ital management

The company manages its capital to ensure that it will be able to continue as a going concern while

maximizing the return to shareholders through the optimization of the debt and equity balance.

The capital structure of the company consists of debt, which includes the borrowings and equity comprising

issued capital, capital grant and revenue reserve as disclosed in notes 17, 18, 19 & 21. In order to improve

on the capital structure. the company may replace the short term funding with long term funding and also

improve on the efficient management of working capital particularly the accounts receivables.

"Total Debt - T T 1.76.606. 9"' 3.523.118,332
I.esscash aml cash eqmvalents (Note 16) : 123,801 631 - 167,099,343
-Total Debt net 0Fca~h — _' ’.3(‘) . 2336018989
Total equity , T (209261534 (1.883,983,097)
; Total Capital fe:ourcea . 393.34-;.77‘_': " .I+72.,.035.S\-9£

%

~ Gearing ( net debt over total capital resources) B3G5 L

34, COMPARATIVES

\.Uu Ddarauve NZuras Nave oeel adiuseds O CRAREes M DresentaTanl it TRe TErranT vaEar Were

necessaly.




