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KEY COUNCIL INFORMATION AND MANAGEMENT

(a) Background information

The Kenya Leather Development Council (KLDC) is a State Corporation established by the
Government of Kenya under the Kenya Leather Development Council Order, 2011 (Legal Notice
No. 114 of the Kenya Gazette supplement No. 113 of 9% September 2011, under the State
Corporation Act (Cap 446), laws of Kenya. The Council was instated as a specialized agency to drive
the Government’s agenda on the development of leather industry. To achieve this, the Council is
expected to regulate and facilitate the growth of the industry. The Principle mandate of the KLDC is
to drive the transformation of the leather value chain in the Country from a raw material/semi-
processed export driven sector to a finished leather product manufacturing industry. KLDC is
therefore a key driver of the “Big Four” Agenda under the Manufacturing Pillar. The roadmap to this
success is embedded on strategic objectives which specifically address the key challenges facing it.
The strategic objectives are aligned to the Council’s mandate.

(b) Principal Activities
The principal activity/mission of the Council is to:
i) To provide advisory services to the Cabinet Secretary on matters relating to processing of and
trade in hides, skins, leather and leather goods for planning purpose;
i1) To promote, direct, coordinate, regulate, and harmonize all activities in the leather subsector;
iii) To oversee licensing in the leather subsectors;
iv) To undertake research and development activities in the leather industry;
v) To Enforce compliance with set standards in collaboration with other relevant institutions in the
industry.
vi) To Mobilize technical and financial support for the leather subsector.
vii) To Collect, store, analyze, and disseminate data on leather.
viii) To Perform any other function, as the Cabinet Secretary may consider necessary.

(¢) Key Management
The Council’s day-to-day Management was under the following key organs:
1. Board of the Council
2. Chief Executive Officer and
3. The Secretariat

(d) Fiduciary Management
The key Management Personnel who held office during the financial year ended 30" June
2019 and who had direct fiduciary responsibility been:

Designation Name
1. Chief Executive Officer Dr. Issack M. Noor PhD.
2. Head Finance CPA. Gladys Njeri Mwangi
3. Head Procurement M/s. Clita Waswa
4. Head Monitoring and Evaluation Mr. George J. Onyango
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(e) Fiduciary Oversight Arrangements
i) Finance and Governance Committee
The Finance Committee reviews budgets initially prepared by management, to help develop
appropriate procedures for budget preparations, and consistency between the budget and KLDC work
plans. The Committee ensures regular, accurate monitoring and accountability for funds and report
to the Board on any financial irregularities. The members are listed below; -

1)  Mr.Raphael Letimalo Chairman

2)  Mr. Simon Atebe

Member, P.S Representative MoITC

3)  Mr. Henry Mutwiri

Member, alternate to P.S National Treasury

4)  Ms. Anne Lengerded

Member

5)  CPA Gladys Njeri Mwangi

Secretary

ii) Audit Committee

The Audit Committee analyses and addresses the risks that are associated with the key processes of
the Council. The Audit Committee reports to the Board of any financial irregularities. The Audit
Committee liaises with auditors on any significant matters arising. Oversees the financial reporting

and disclosures processes. The members are listed below; -

1) Mr. Elias K. Busienei Chairman

2) Mr. Stephen Karume Member

3) Mr. Mark Stephenson Member

4) Mr. Henry Mutwiri Member, alternate to P.S National
Treasury

5) Mr. Edwin Ombaka Secretary

iiiy Human Resource and Administration Committee

The Committee discusses matters dealing with staff before presentation to Board for necessary
approvals, coordination, and formal evaluation of Kenya Leather Development Council staff and
report to the Board. Monitor and evaluate the Management industrial relations, employment law
compliance, conduct and discipline, health and welfare and make recommendations to the Board.

The members are listed below; -

1) Mr. Elizabeth Kamau Chairman
2) Mr. Raphael Letimalo Member
3) Mr. Amina Wario Member
4) M/s. Anne Lengerded Member
5) Mr. Elias K. Busienei Member
6) Patrick Nyadimo Secretary

iv) Technical and Strategy Committee

The Committee makes deliberations on technical matters on the Leather Sector and finally presents
their recommendations to the Board of the Council. Review the Council performance contract,
annual reports, work plan and performance contract documents. Review the Council’s projects and
policy recommendations for the leather sector. The members are listed below; -
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1) Mr. Mark Stephenson Chairman
2) Mr. Stephen Karume Member
3) Ms. Elizabeth Kamau Member
4) Ms. Amina Wario Member

5) M/s. Simon Atebe

Member, alternate to P.S State
Department of Investment & Industry

6) Mr. Charles Ndungu

Secretary

®

4]

(h)

1)

Entity Headquarters

Kenya Leather Development Council
P.O. Box 14480-00800

CPA Centre 5" Floor

Thika Super Highway
NAIROBI-KENYA

Entity Contacts

Telephone:(254) 0204442321
Cell-phone:0737711549/0704617705
Email: http://www.leatherCouncil.go.ke

Council Bankers

Kenya Commercial Bank

Sarit Centre Branch, Westlands
P.O. Box 14959-00800
NAIROBI-KENYA

Independent Auditors

Auditor General

Kenya National Audit Office
Anniversary Towers, University Way
P.O. Box 30084- 00100
NAIROBI-KENYA

Principal Legal Adviser
The Attorney General State
Law Office Harambee

Avenue
P.O. Box 40112-0020, City Square
NAIROBI-KENYA
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BOARD OF DIRECTORS OF THE COUNCIL

Name

Key Professional/Academic Qualification

Mr Abdi Bare Duale
Chairman

Mr Abdi is the Chairman of Kenya Leather Development Council. He
is an experienced business executive with vast knowledge in starting up
and running successful enterprises. Abdi is a trained entrepreneur with
an MBA (International Trade) from Edith Cowan University, Australia.
He has many business interests and is currently the Managing Director
of Medina Chemicals Limited and the Executive Chairman of Nomad
Palace Hotel Limited. Abdi previously served as a Board Member for
Kenya Revenue Authority, Kenya Bureau of Standards and Nerix
Pharma Limited.

Anné Ri-m.b.aine Lengerded
Member

Anne was born in 1969; she is a MCIPS (Member Chartered Institute
of Purchasing & Supplies- Professional stage. She holds Masters on
Public Policy & Analysis JKUAT and Bachelors of Commerce (finance
option) Kenyatta University; she was a Board Member at Pastoralis!
Development Network, Tele Posta Sacco and various learning
institutions. She got wide experience in Procurement matters.

ey
Mr Henry Mutwiri
Rep. PS National Treasury

Mr Mutwiri was born in 1971; he has 22 years’ work experience in
finance related office. He holds a Degree in BBA, MBA-Finance, and
Post-Graduate-Diploma in Financial Management and professiona
Diploma in Public Procurement.
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: \

Mr Elias Kipkemei Busienei

Mr. Busienei was born in 1973; he holds MBA (Executive)-aviation
option Moi University, has wide experience in Flight Operations in
Kenya.

Member

il M |
Mr Mark Stephenson
Member

Mr. Stephenson is the Director Sand storm Company Kenya, which
started out making luxury safari tents in 2002. Today it makes East
Africa’s finest bags and accessories from canvas and leather.

Mr Raphael Letimalo
Member

Mr. Letimalo was born in 1957 he holds a Bachelor of Arts degree in
Peace Study and Conflict Resolution 1% class honors. He was a
Member of Parliament 2007-2017 and District Officer 1988-2007.

Ms Amina Mohamed Wario
Member

Ms Amina is a community leader on women empowerment, mentoring
youth in creating awareness in and after school program, advocating for
community membership in education and health care. 2013-2017 Was
a nominated member of County Assembly of Nairobi. 2008-2013 Was
anominated councilor Embakasi-Nairobi.2003-2007- Was chairlady of
Embakasi Sub-Branch (KANU). 1989-1997- KANU Chairlady
Embakasi ward (Maendeleo Ya Wanawake). 1986-1989- Village
representative Kware/Mukuru Kwa Njenga ward.
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Mr Atebe works as Assistant Director Ministry of Industry Trade am’
Enterprise Development "between" 2013 to 2018. In the year 2018,
he became Deputy Director Ministry of Industry Trade and Enterprise
Development. He is currently the acting Director at the Directorate of
Agro-Industries.

8.
Mr Simon Atebe
Rep PS, State Dept. of
Industrialization

9.

M/s Elizabeth Kamau
Member

M/s Elizabeth is a fashion and interior Designer with many years and
wide experience in Kenya and East Africa. She is also a business
person.

10.

tell

Mr. Stephen Karume
Member

Mr. Karume joined KLDC Board on 20™ Sep 2018. He has a Bachelo:
Degree in Arts (Majoring in Economics) from Moi University and
holds an Executive Masters in Administratior -
(Entrepreneurship). He worked as Head of Trade Development at East
African Breweries Ltd from 2001 to 2014. 1993 -2001 he worked fo:
Dawa Pharmaceuticals Ltd. 1991-1993 he worked for Car & Genera.
as a sales man covering Nairobi region.

Business

11.

"; iy
.~

Dr. Issack M. Noor

Secretary/Chief Executive

Officer

Dr. Noor is 59 years old, he holds a PhD in Live Stock Production
Systems, Egerton University, (2013), MSc (Animal Production)
University of Nairobi, (2009), BSc (Animal Health) Egerton University
(1995) and a Certificate (Animal Health) Ahiti- Nyahururu, (1990). He
has over 35 years of public service experience with veterinary
department, teaching, research, and administration.
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MANAGEMENT TEAM

Name/Area of
Responsibility

Key Professional/Academic Qualification

'
K

1

Dr. Issack M. Nooi’
Secretary/Chief
Executive Officer

Dr. Noor is 59 years old, he holds a PhD in Live Stock Production Systems, Egerton
University, (2013), MSc (Animal Production), University of Nairobi, (2009), BSc
(Animal Health) Egerton University (1995) and a Certificate (Animal Health) Ahiti-
Nyahururu, (1990). He has over 35 years of public service experience with veterinary
department, teaching, research and administration.

Mr. Chales M. Ndungu
Head of Research,
Standards & Policy

Mr. Ndungu is 56 years old and holds a BSc Leather Technology degree (2004),
Certificate in Hides and Skins Improvement (1981). He has attended courses in Cluster
Management, Leather Finishing, and Business Incubation.

Mr. Joseph Chirchir
Head of Marketing &
Resource Mobilization

He is 58 yrs old and holds a certificate in leather technology (Hides and Skins
Improvement Course). He also holds a diploma in Environmental Resource
Management-Kenya polytechnic University College. He has 32 years’ experience in
leather related matters in the Civil service.

Mr. Onyango G.J
Head of Monitoring &
Evaluation

He is aged 55 years and holds a Diploma in Leather Technology. He has attended
courses in Integrity Workshop, Strategic Planning Workshop, ISO Certification,
Disability Mainstreaming, and Gender Mainstreaming. He was project co-coordinator
for UNOPS.
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- 42 i .—4.,
Mr. Patrick Nyadimo
Head of Human
Resource

He is 55 years old; he holds BBA in Human Resource and also has a Diploma i
Personnel Management. He has attended courses in Integrity Workshop, HIV/AID.
Sensitization and Voluntary Testing, ISO Certification, Disability Mainstreaming and
Gender Mainstreaming.

Ms. Joyce Wachira
Head of ICT

Ms. Joyce is 36 years old. She holds a Postgraduate Degree MSc Computer Science,
BSc IT and Diploma IT. She has attended induction Course for IT, ESP Facilitation.
ISO Management, Integrity Workshop, Planning, Developing Corporate Website and
Database System Design and Management.

CPA Edwin Ombaka
Senior Internal Auditor

He is aged 34 years. Holds MBA (Finance) from University of Nairobi, B.com
(Accounts) from Kenyatta University, CPAK, Certified Information Systems Auditor
(CISA) and well trained in oracle applications specifically the IIFMIS and has workec
with five ministries and audited several Foreign Missions. He’s a member of 3 bodies,
ICPAK, Information Systems and Control Association (ISACA) and Institute o
Internal Auditors (I1A).

CPA Gladys N. Mwangi
Head of Accounts unit

She is 52years old and a member of Institute of Certified Public Accountants
(ICPAK). She holds a Bachelor of Commerce (Finance Option). She attended shor

courses in Senior Management at Kenya School of Government, Preparation ot
Financial statements (ESAMI, Uganda), Financial Management and Gooc
Governance (Denmark) Harmonized Cash Transfer (HACT), Integrated Financia.
Management Information System (IFMIS), Computer Proficiency, which includes
computerized accounting packages. Above all she has a wealth of experience haviny

worked for over 20 years in the civil service.
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She is 31 years old and holds a Diploma in Purchasing and Supplies Management from
Mount Kenya University; in addition, she has passed proficiency examination for
Clerical Officers-Supplies option.

1 ) 2 W A Y
Ms. Clita Waswa
In-charge of Procurement
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CHAIRMAN’S STATEMENT

The leather industry is a priority sector for industrialization under the ‘Big Four agenda. This puts
Kenya Leather Development Council (KLDC) in a position to drive the sector growth. This shift is of
utmost significance as it demonstrates the immense focus of the Government towards promotion of
the manufacturing economy as a critical sector in the creation of jobs and improvement of livelihood
for Kenyan People. The leather sector presents opportunity for the creation of jobs and subsequent
increase in Kenya’s Gross Domestic Product (GDP) through increased value addition efforts in the
leather value chain.

The Board and the management are committed to ensuring the Council plays its role as a regulator and
drive Kenya towards becoming a leather manufacturing hub. This will enable the country to achieve
its goals of creating jobs, improving the national economy and addressing its balance of trade aimed
towards a better quality of life for Kenyans.

The Council appreciates the fact that for the sector to grow and realize its full potential, this cannot be
done by a single agency and therefore, appreciates the support given by the Parent Ministry, The
National Treasury, other Government departments and agencies.

Mr Abili Bare Duaje

Xii
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REPORT OF THE CHIEF EXECUTIVE OFFICER

The Kenya Leather Development Council aspires to fulfill its mandate of promoting, regulating,
harmonizing and coordinating activities in the leather sector. This is in spite of the numerous
challenges during the just ended year. The Board and the management remain focused on putting the
right measures that, in the long run will enable the council and the Kenyan Leather sector to cement
its stewardship in both the regional and international leather industry.

The Kenya Leather sector with an anticipated potential of creating 35,000 jobs annually, is a major

priority of the Government of Kenya.

The two critical aspects that make Kenya’s leather sector a huge magnet for investment are,

a) The Long value chain of the sector which starts from animal production and husbandry practices
all through to the production of finished footwear, leather and leather crafts.

b) The immense market potential that the sector portends especially in the area of finished leather,
footwear and leather goods with industry statistics indicating that the country produces 10 million
pairs of shoes per annum thus operating at a deficit in consideration of the fact that Kenya’s
population currently stands at 44 Million people with a shoe capita of about 0.85. Besides this,
due to Kenya’s engagement with the wider Eastern and Southern Africa, the country enjoys larger
markets of the COMESA region which in itself portends a demand of 100 million shoes.

During the year under review, the Council received Government Recurrent grants of Ksh. 53,635,801

and Development grants of Ksh. 948,172,500. The Training and Production Centre for Shoes Industry
generated revenue of Ksh. 1,060,903

Dr. Issa I(Molm Noor

Chief Executive Officer
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CORPORATE GOVERNANCE STATEMENT

During the period under review, the Board held 5 full Board meetings and 12 Committee meetings
with an attendance of 98.2%. The Cabinet Secretary appoints the Board members; their dates of
appointment vary which means there is always continuity and institutional memory. The role and
functions of the Board are clearly stated in the Mwongozo (The code of Governance for State
Corporations) which states (among other roles and functions) that the Board should exercise their role
collectively and not individually, set and oversee the overall strategy and approve significant policies
of the organization, hire the CEO and directors, on such terms and conditions of service as may be
approved by the relevant government organ(s) and approve the appointment of Senior Management
Staff.

In line with PEM Act of 2012, Sec. 68, KLDC accounting officer is accountable to the National
Assembly for ensuring that the public resources are used in a way that is; lawful and authorised; and
effective, efficient, economical and transparent.

In order to enhance Board Capacity, new members were inducted and the audit committee trained.
The Board was also trained on Mwongozo code of conduct.

X1v



Kenya Leather Development Council: Annual Report & Financial Statements for the year ended 30 June, 2019

MANAGEMENT DISCUSSIONS AND ANALYSIS

Section A: The Council’s operational and financial performance

During the year under review, the Council received Government Recurrent grants of Ksh. 53,635,801
and Development grants of Ksh. 948,172,500. The Training and Production Centre for Shoes Industry
generated a revenue of Ksh. 1,060,903.

Section B: Council’s compliance with statutory requirements

The Council fully complied and enforced statutory requirements during the contract period. This
Includes;

Complied with public procurement regulations and rules

Prepared a procurement plan and submitted to PPOA by 31% August 2016.

Submitted quarterly procurement implementation reports to the Authority.

Ensured remittance of dues to PAYE, NSSF, and NHIF for employees of the Council.

The Council Submitted environmental sustainability audit report on compliance with EMCA-1999
by 30™ September 2016.

Submitted annual work plan to the parent ministry.

. Implemented Government policy on affirmative action for persons with Disability.

sl L o

N o

KLDC Board commits to implement internal control mechanisms in line with the Ethics and
Anti-Corruption Commission Act No. 22 of 2011 and leadership and integrity Act of 2012

Section C: Key projects and investment decisions the Council is planning/implementing

1. Kenya Leather Park

The Ministry of Industry, Trade and Cooperatives, through the Kenya Leather Development
Council (KLDC), in partnership with the Export Processing Zones Authority (EPZA), is
developing Kenya’s first Leather Park (KLP) at Kinanie, Machakos County, to boost production.
The KLP is set up on a 500-acre plot and will consist of various industries and services to promote
the growth of the leather sector in the country. The Government funds the Leather Park.
Consequently, reduction of the budget allocated for the project has greatly affected long term
planning. Work on the facility is ongoing.

2. Kariokor Common Manufacturing Facility

The Kariokor market which houses over 200 stalls and over 6000 MSMEs, has been in
existence for decades as a hub of manufacturing activities with MSMEs specializing in
production of a wide array of footwear and other items made from range of materials including
leather. Kariokor shoe cluster is being upgraded by KLDC, construction of a go-down by
Nairobi County Government with the aim of transforming the market into a competitive leather
products manufacturing hub through the establishment of a Common Manufacturing Facility is
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ongoing. The upgrade will result in improving the production in terms of quality and quantity.
The MSME cluster upgrading is 100% funded by the Government. The machines for the facility
have been procured.

3. Upgrading of Training and Production Centre for Shoe Industry (TPCSI)

TPCSI is a training institute designed to support the development of the leather sub sector
through skills development and common manufacturing facility. To achieve the objectives, it
should be well equipped in terms of human resource and machinery. The Council has procured
modern leather manufacturing equipment and machinery to enhance capacity building and offer
common manufacturing facilities to MSMEs. The outcome of this effort is to create employment
and improve micro- economic stability for citizens. The upgrade is fully funded by the
Government.

4. Replication of Kariokor Common Manufacturing Model in the Counties

KLDC intends to replicate the Kariokor Common Manufacturing model to Nakuru, Malindi,
Eldoret, Kisumu, Meru and Murang’a.

Section D: Major risks facing the Council

KLDC may be insufficiently prepared to manage the major risks, which may face the organizations.
Some of the major risks facing KLDC are;

i) Insufficient funding.

i1) Lack of sufficient human resource.

iii) The existing regulatory framework (KLDC legal notice) lacks sufficient enforcement backing.
iv) Lack of National Leather Policy to guide the sub-sector.

KLDC Management is doing everything possible to improve the Council’s ability to deal with
existing risks/challenges through appropriate risk management processes.

Section E: Material arrears in statutory/financial obligations
During the period under review, the Council has no any material arrears in statutory deductions or any
historical pending bill.

Section F: The Council’s financial probity and serious governance issues

The Audit Committee of the Board and the Auditor General regularly review the Council’s internal
control systems to ensure accuracy of financial reports, efficiency and effectiveness of operations and
compliance to rules and regulations. In the FY 2018-2019, the Council strictly adhered to the code of
ethics especially being honest in all financial matters including those relating to collections and its

funding. The oversight bodies have not reported any financial improbity or any serious governance
issues.
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CORPORATE SOCIAL RESPONSIBILITY (CSR)

During the FY 2018/19, KLDC has been involved in the following Corporate Social Responsibility
activities: -

i) The council has trained 40 MSMEs on cluster transformation, entrepreneurship and product
development. The skills learnt has enhanced their capacity to produce quality products and hence
increased access to markets.

ii) The Council facilitated 15 MSMEs to show case their products during the Nairobi International
trade fair and hence increased publicity and access to markets.

iii) The Council has also uploaded products of MSMEs on our website for enhanced visibility.

Xvii
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REPORT OF THE BOARD OF THE COUNCIL

The Board of the Council submits its annual report together with the unaudited financial statements
for the year ended June 30, 2019, which shows the state of the Council’s affairs.

Principal activities

The Principle mandate of the KLDC is to drive the transformation of the leather value chain in the
Country from a raw material/semi-processed export driven sector to a finished leather product
manufacturing industry. KLDC is therefore a key driver of the “Big Four” Agenda under the
Manufacturing Pillar. The roadmap to this success is embedded on strategic objectives which
specifically address the key challenges facing it. The strategic objectives are aligned to the Council’s
mandate. While the management carries out the day-to-day activities of the Council, the Board of
Council is responsible for the policy direction and evaluation of the activities through the various
committees and Board approvals.

Results
The results of the Council for the year ended June 30, 2019 are set out on page 1

The Council
The Appointment of the Council is in accordance to Section 4 of The Kenya Leather Development

Council Order, 2011. The members of the Board of Council who served during the year are shown
from page vi to vii.

Auditors

The Auditor General is responsible for the statutory audit of the Council in accordance with the Section
16(2) of the Kenya Leather Development Council Order, 2011 and Article 229 of the Constitution of
Kenya and the Public Audit Act 2015.

By Order of the Council Governing Board of Directors

V¢
Dt Issack M. Noor, PhD
Chief Executive Officer

Date B‘Ofé/i/ow v

Xviil
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STATEMENT OF THE COUNCIL’S RESPONSIBILITIES

Section 81 of the Public Finance Management Act, 2012 and Section 13, 14, 15, 16, 17 and 18 of The
Kenya Leather Development Council Order, 2011, requires the Directors to prepare financial
statements in respect of the Council, which gives a true and fair view of the of the Council at the end
of the financial year/period and the operating results of the Council for that year/period. The Council
is also required to ensure that it keeps proper accounting records, which disclose with reasonable
accuracy its financial position. The Board of the Council is also responsible for safeguarding the assets
of the Council.

The Directors responsibilities include: -

6)) Maintaining adequate financial management arrangements and ensuring that these continue
to be effective throughout the reporting period;
(i1) Maintaining proper accounting records, which disclose with reasonable accuracy at any time

the financial position of the Council;

(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 Council,;

) Selecting and applying appropriate accounting policies; and

(vi) Making accounting estimates that are reasonable in the circumstances.

The Directors accepts responsibility for the Council’s financial statements, which have been prepared
using appropriate accounting policies supported by reasonable and prudent judgements and estimates,
in conformity with International Public-Sector Accounting Standards (IPSAS), and in the manner
required by the Public Finance Management (PFM) Act, 2012 and the State Corporations Act. The
Council believes its financial statements give a true and fair view of the state of its transactions during
the financial year ended June 30, 2019, and of the financial position as at that date. The Council further
confirms the completeness of the accounting records maintained, which have been relied upon in the
preparation of the financial statements as well as the adequacy of the systems of internal financial
control.

Nothing has come to the attention of the Council to indicate that the Council will not remain a going
concern for at least the next twelve months from the date of this statement.

Approval of the Financial Statements

The entity’s financial statements were approved by the Board on 25 July, 2019 and signed on its behalf

by:

Dr. Issack M. Noor, PhD Mr. Abdi Bare Duale
Chief Executive Officer Chairm@n of the Boar
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REPORT OF THE INDEPENDENT AUDITOR ON THE KENYA LEATHER
DEVELOPMENT COUNCIL
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REPUBLIC OF KENYA

» HEADQUARTERS
Z Anniversary Towers
Monrovia Street

FFICE OF THE AUDITOR-GENERAL P.O. Box 30084-00100
NAIROBI

Telephone: +254-(20) 3214000
E-mail: info@oagkenya.go.ke
Website: www.oagkenya.go.ke

Enhancing Accountability

REPORT OF THE AUDITOR-GENERAL ON KENYA LEATHER DEVELOPMENT
COUNCIL FOR THE YEAR ENDED 30 JUNE, 2019

REPORT ON THE FINANCIAL STATEMENTS
Qualified Opinion

| have audited the accompanying financial statements of Kenya Leather Development
Council set out on pages 1 to 35, which comprise of the statement of financial position as
at 30 June, 2019, statement of financial performance, statement of changes in net assets,
statement of cash flows and the statement of comparison of budget and actual amounts
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 effect of the matters described in the Basis for Qualified
Opinion section of my report, the financial statements present fairly, in all material
respects, the financial position of the Kenya Leather Development Council as at 30 June,
2019 and of its financial performance and its cash flows for the year then ended, in
accordance with International Public Sector Accounting Standards (Accrual Basis) and
comply with the Public Finance Management Act, 2012 and the Kenya Leather
Development Council Order, 2011.

Basis for Qualified Opinion

Property, Plant and Equipment

As disclosed under Note 13 to the financial statements, the statement of financial position
reflects property, plant and equipment balance of Kshs.327,443,776. The balance
includes land valued at Kshs.44,000,000 and other assorted equipment which the Council
acquired from Kenya Industrial Research and Development Institute (KIRDI) at the time
of handing over of Training and Production Centre for the Shoe Industry (TPCSI) in Thika.
However, the handing over report did not disclose the values of these equipment. In
addition, the title deed is yet to be transferred to the Council though efforts have been
made by the Management through several correspondences seen by the audit.

Consequently, the accuracy and ownership of land valued at Kshs.44,000,000 as at
30 June, 2019 could not be confirmed.
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The audit was conducted:in accordance with International Standards of Supreme Audit
Institutions (ISSAIs). | am independent of the Kenya Leather Development Council
Management in accordance with ISSAI 130 on Code of Ethics. | have fulfilled other ethical
responsibilities in accordance with the ISSAI and in accordance with other ethical
requirements applicable to performing audits of financial statements in Kenya. | believe
that the audit evidence | have obtained is sufficient and appropriate to provide a basis for
my qualified opinion.

Key Audit Matters

Key audit matters are those matters that, in my professional judgment, are of most
significance in the audit of the financial statements. There were no key audit matters to
report in the year under review.

Other Matter
Unresolved Prior Year Matters

In the audit report of the previous year, several issues were raised. However, the
Management has not resolved the issues nor given any explanation for failure to adhere
to the provisions of the Public Sector Accounting Standards Board templates and The
National Treasury’s Circular Reference No. PSASB/1/12/(44) of 25 June, 2019.

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, | confirm that, nothing has come to my attention to cause me to believe that
public resources have not been applied lawfully and in an effective way.

Basis for Conclusion

The audit was conducted in accordance with ISSAI 4000. The standard requires that |
comply with ethical requirements and plan and perform the audit to obtain assurance
about whether the activities, financial transactions and information reflected in the
financial statements are in compliance, in all material respects, with the authorities that
govern them. | believe that the audit evidence | have obtained is sufficient and appropriate
to provide a basis for my conclusion.

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, | confirm that, nothing has come to my attention to cause me to
believe that internal controls, risk management and overall governance were not effective.
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Basis for Conclusion

The audit was conducted in accordance with ISSAI 2315 and ISSAI 2330. The standards
require that | plan and perform the audit to obtain assurance about whether effective
processes and systems of internal control, risk management and governance were
operating effectively, in all material respects. | believe that the audit evidence | have
obtained is sufficient and appropriate to provide a basis for my conclusion.

Responsibilities of Management and Board of Directors

Management is responsible for the preparation and fair presentation of these financial
statements in accordance with International Public Sector Accounting Standards (Accrual
Basis) and for maintaining effective 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 and for its assessment of the effectiveness
of internal control, risk management and overall governance.

In preparing the financial statements, Management is responsible for assessing the
Council’'s ability to continue to sustain its services, disclosing, as applicable, matters
related to sustainability of services and using the applicable basis of accounting unless
Management is aware of the intention to dissolve the Council or to cease operations.

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.

In addition to the responsibility for the preparation and presentation of the financial
statements described above, Management is 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.

The Board of Directors is responsible for overseeing the Council’s financial reporting
process, reviewing the effectiveness of how the entity monitors 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 overall 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 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 ISSAIs will always detect
a material misstatement and weakness when it exists. Misstatements can arise from
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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.

In addition to the audit of the financial statements, a compliance audit is planned and
performed to express a conclusion about whether, in all material respects, the activities,
financial transactions and information reflected in the financial statements are in
compliance with the authorities that 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, | consider internal control in order to give an assurance on the effectiveness
of internal controls, risk management and overall 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 that
might be material weaknesses under the ISSAls. 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 that would be material 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
policies and procedures may deteriorate.

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

e Identify 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 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 applicable 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 Council’'s
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ability to continue to sustain its services. If | conclude that a material uncertainty
exists, | am required to draw attention in the auditor’s report to the related disclosures
in the financial statements or, if such disclosures are inadequate, to modify my
opinion. My conclusions are based on the audit evidence obtained up to the date of
my audit report. However, future events or conditions may cause the Council to cease
to continue 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 Council 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.

Nan a
AUDITOR-GENERAL

Nairobi

12 August, 2021
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Kenya Leather Development Council: Annual Report & Financial Statements for the year ended 30% June, 2019

STATEMENT OF FINANCIAL PERFORMANCE
FOR THE YEAR ENDED 30 JUNE, 2019

Revenue from non-exchange transactions Restated

G.0.K Grant -Recurrent 6(a) 53,635,204 60,919,000
G.0.K Grant -Development 6(c) 28,031,833 74,904,628
Total 81,667,037 135,823,628

Sundry Income: Services fee at TPCSI 7 1,060,903 731,972
Donation: UNOPS Project 8 - 1,219,799
Total Revenue 82,727,940 137,775,399

Goods and Services 9 266,114 75,359
Employee Costs 10 26,046,991 24,657,900
Remuneration of Directors 11 11,407,549 9,920,342
Depreciation and Amortization 12 49,814,810 51,396,572
Repairs and Maintenance 13 1,828,065 844,855
Contracted Services 14 1,392,000 2,587,368
General Expenses 15 40,307,862 35,110,244
UNOPS Project 16 - 1,785,550
Total Expenses 131,063,390 126,378,190
Surplus/(Deficit) before Tax (48,335,450) 11,397,209
Taxation - -

Surplus/(Deficit) for the Period (48,335,450) 11,397,209

The notes set out on pages 6 to 25 form an integral part of these financial statement



Kenya Leather Development Council: Annual Report & Financial Statements for the year ended 30" June, 2019

STATEMENT OF FINANCIAL POSITION
AS AT 30 JUNE 2019

Current Assets

Cash and Cash Equivalents 17 1,039,434,836 156,332,105
Receivables from exchange transactions 18 5,825,933 5,623,164
Receivables from non-exchange transactions 19 385,105,119 933,277,619
Inventories 20 5,217,336 4,311,809
Total Current Assets 1,435,583,224 1,099,544,697
Property,Plant and Equipment 21 327,443,776 280,357,520
Intangible Assets 22 6,610,250 13,220,499
Total Non- Current Assets 334,054,026 293,578,019
Total Assets 1,769,637,250 1,393,122,717
Trade and Other Payables from exchange transactions 23 464,000 464,000
Refundable Deposit from customers 24 33,272,818 29,272,818
Total 33,736,818 29,736,818

Total Liabilities 33,736,818 29,736,818
Net Assets 1,735,900,432 1,363,385,899
Capital Reserve 1,515,543,025 1,143,574,858
Revenue Reserve 171,475,591 219,811,041
Revaluation Reserve 48,881,816 -

Total Reserves 1,735,900,432 1,363,385,899

The financial statements were approved by the Board of the Council on 25" July, 2019 and signed on

its behalf by: \&
i ) ”““& .

Dr_Issa¢k M. Noor, PhD ~T° CPA GladysN. Mwangi Mr. Albdi Bare Du
Chief Executive Officer Head of Finance Chairinan of the Board
ICPAK No.11120
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STATEMENT OF CHANGES IN NET ASSETS
FOR THE YEAR ENDED 30 JUNE 2019

Surplus/(deficit) for the period 11,397,209 - - 11,397,209
Capital grants received during the year - 137,595,372 - 137,595,372
Grants receivable during the year - 548,172,500 - 548,172,500
As at 30 June, 2018 219,811,041 1,143,574,858 - 1,363,385,899

Surplus/(deficit) for the period (48,335,450) - - (48,335,450)
Transfers to Revaluation reserves - - 48,881,816 48,881,816
Capital grants received during the year - 371,968,167 - 371,968,167
As at 30 June, 2019 171,475,591 1,515,543,025 48,881,816 1,735,900,432
Note:

a) Revenue Reserve
This represents the net worth of the Council for the period ended 30" June, 2019 and forms the retained

earnings.

b) Capital reserve
This represents the net worth of the Council for the period ended 30" June, 2019 and forms the Capital
Reserve.

¢) Revaluation Reserve
The Council carried out valuation of its motor vehicles in the year 2018/2019. The valued amount is

Kshs. 10,090,000. The net book value as at the close of FY 2017/2018 is Kshs. 6,018,184. However,
the Council recognised Kshs. 4,881,816 as revaluation gains over and above the value before the
valuation and hence forms the net asset of the Council. The land at TPCSI had been valued at
Kshs. 44,000,000 in August 2019 and recorded as revaluation gains in financial statement as post
balance sheet event.
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STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED 30 JUNE 2019

N1Q.9010 N179018
J183-201Y AN 1S

Government Grants 6(a) 53,635,204 60,919,000
Sundry Income: Services fee at TPCSI 7 1,060,903 731,972
Donation: UNOPS Project 8 - 1,219,799
Total Receipts 54,696,107 62,870,771
Goods and Services 9 266,114 75,359
Repairs and maintenance 13 1,828,065 844,855
Contracted services 14 1,392,000 2,587,368
UNOPS Project 16 - 1,785,550
Employee costs 25 26,124,491 24,702,900
Remuneration of directors 26 12,250,130 9,920,342
General expenses 27 40,496,076 38,439,361
Total Payments 82,356,876 78,355,735
Net Cash Flows from Operating Activities (27,660,769) (15,484,964)

nties

nt 28 (37,409,000)  (126,526,085)

[rom investing Ac

Purchase of Propeny,Plant,quipme

Purchase of Intangible Assets - d

Net Cash Flows Used in Investing Activities (37,409,000)  (126,526,085)

Cash flows from financing activi

Capital Grants 6(b) 948,172,500 212,500,000

Net cash flows used in financing activities 948,172,500 212,500,000
Cash and Cash Equivalent at 1st July 2018 156,332,105 85,843,154
Cash and Cash Equivalent as at 30th June 2019 1,039,434,836 156,332,105
Note:

The Cash flow statement is prepared on the actual receipts and payments, hence excludes any accrued
amount. The cash & cash equivalent balances are restated to Kshs. 156, 332, 105 from Kshs. 127,061,565
due to omission of retention funds of Kshs. 29,270.540 in deposit account.
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STATEMENT OF COMPARISON OF BUDGET AND ACTUAL AMOUNTS
FOR THE YEAR ENDED 30 JUNE 2019

Recurrent Capitation 53,635,204 - 53,635,204 53,635,204 -
Development Capitation 400,000,000 | 548,172,500 | 948,172,500 | 948,172,500 -

Other Income 1,000,000 - 1,000,000 1,060,903 60,903 {(a)
Total income 454,635,204 | 548,172,500 | 1,002,807,704 | 1,002,868,607

Employee Costs 28,203,823 (2,000,000) 26,203,823 26,046,991 156,832
Board Expenses 10,288,000 1,400,000 11,688,000 11,407,549 280,451
Goods and Services 270,000 270,000 266,114 3,886
Contracted services 1,400,000 1,400,000 1,392,000 8,000
General expenses 14,473,381 26,100,000 40,573,381 40,307,862 265,519
Repairs and Maintenance - 1,850,000 1,850,000 1,828,065 21,935
Capital Expenditure 400,000,000 - 400,000,000 41,409,000 | 358,591,000 |(b)
Total Expenditure 454,635,204 | 27,350,000 | 481,985,204 | 122,657,580

Surplus/(Deficit) for the period - 520,822,500 | 520,822,500 | 880,211,027

Explanation of material variance

a) Other Income-was above the budget as the Council realised more income from service at TPCSI
hence favourable variance.
b) Kenya Leather Park- The Variance is because of unpresented works certificate by project manager

for work done.
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NOTES TO THE FINANCIAL STATEMENTS

1. GENERAL INFORMATION

KLDC is established by and derives its authority and accountability from State Corporations Act (CAP446, Legal
Notice No.114 of 9 September 2011). The entity is wholly owned by the Government of Kenya and domiciled in
Kenya. The entity’s principal activity is advice the Minster and Government of Kenya on National strategies and
policy with respect to the leather industry.

2. STATEMENT OF COMPLIANCE AND BASIS OF PREPARATION —-IPSAS 1

The Council’s financial statements have been prepared in accordance with and comply with International
Public-Sector Accounting Standards (IPSAS). The financial statements are presented in Kenya shillings,
which is the functional and reporting currency of the Council. The accounting policies have been
consistently applied to all the years presented.

The financial statements have been prepared based on historical cost, unless stated otherwise. The cash
flow statement is prepared using the direct method. The financial statements are prepared on accrual basis.

3. ADOPTION OF NEW AND REVISED STANDARDS

i. Relevant new standards and amendments to published standards effective for the year ended

30 June 2019

Standard Impact

IPSAS 33: (Effective for annual periods beginning on or January 1, 2017)

First time In January 2015, the IPSASB published IPSAS 33, First-time Adoption of Accrual

adoption of | Basis IPSASs. IPSAS 33 grants transitional exemptions to entities adopting accrual

Accrual basis IPSASs for the first time, providing a major tool to help entities along their

Basis IPSAS | journey to implement IPSASs. It allows first-time adopters three years to recognize
specified assets and liabilities. This provision allows sufficient time to develop
reliable models for recognizing and measuring assets and liabilities during the
transition period.
The Council adopted IPSAS in the year ended 30 June 2014 and therefore
provisions of first-time adoption of accrual basis does not apply to the Council.

IPSAS 38: (Effective for annual periods beginning on or January 1, 2017)

Disclosure of
Interests in
Other Entities

In January 2015, the IPSASB published IPSAS 38, Disclosure of Interests in Other
Entities. IPSAS 38 requires the Council to disclose information that enables users
of its financial statements to evaluate the nature of and risks associated with, its
interests in controlled entities, joint arrangements and associates, and structured
entities that are not consolidated; and the effects of those interests on its financial
position, financial performance and cash flows.

The Council does not have interests in other entities and therefore the standard
does not apply.
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NOTES TO THE FINANCIAL STATEMENTS (Continued)

ii. ~New and amended standards and interpretations in issue but not yet effective in the year

ended 30 June 2019
Standard Effective date and impact:
IPSAS 39: Applicable: 1% January 2018
Employee Benefits | The objective to issue IPSAS 39 was to create convergence to changes in

IAS 19 Employee benefits. The IPSASB needed to create convergence
of IPSAS 25 to the amendments done to IAS 19. The main objective is
to ensure accurate information relating to pension liabilities arising from
the defined benefit scheme by doing away with the corridor approach.

The Council does not have employees in defined pension schemes and
therefore the standard does not apply.

IPSAS 40: Public
Sector
Combinations

Applicable: 1 January 2019:

The standard covers public sector combinations arising from exchange
transactions in which case they are treated similarly with IFRS
3(applicable to acquisitions only) Business combinations and
combinations arising from non-exchange transactions which are covered
purely under Public Sector combinations as amalgamations.

The Council does not engage in Exchange transactions and therefore the
standard does not apply.

iii.  Early adoption of standards

The Council did not early — adopt any new or amended standards in year 2019.

4. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

a) Revenue Recognition

i) Revenue from Non-Exchange Transactions — IPSAS 23

Government and Donor Funding

The Council recognizes revenues from Government and donors when the event occurs and the asset
recognition criteria are met. To the extent that there is a related condition attached that would give rise
to a liability to repay the amount, deferred income is recognized instead of revenue. Other non-
exchange revenues are recognized when it is probable that the future economic benefits or service
potential associated with the asset will flow to the Council and the fair value of the asset can be
measured reliably. The Council’s policy is to apportion operating expenses incurred under
Development vote to the statement of Financial Performance and the balance of Development Income
for Development Projects is apportioned to statement of changes in net assets under Capital Fund.
Recurrent operating expenses and Revenue are fully recognized to the statement of Financial

Performance
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NOTES TO THE FINANCIAL STATEMENTS (Continued)

Transfers from other government entities

Revenues from non-exchange transactions with other government entities are measured at fair value
and recognized on obtaining control of the asset (cash, goods, services and property) if the transfer is
free from conditions and it is probable that the economic benefits or service potential related to the
asset will flow to the Council and can be measured reliably.

i) Revenue from Exchange Transactions

b)

The Council recognizes revenue from training and other service charges at Training and Production
Centre for Shoe Industry.

Budget information — IPSAS 24

The annual budget is prepared on the accrual basis, that is, all planned costs and income are presented
in a single statement to determine the needs of the Council. As a result of the adoption of the accrual
basis for budgeting purposes, there are no basis, timing or Council differences that would require
reconciliation between the actual comparable amounts and the amounts presented as a separate
additional financial statement in the statement of comparison of budget and actual amounts.

Exemption from Corporation Tax — IAS 12

Current income tax

The Council is exempted from the payment of corporation tax as stipulated in paragraph 219(3) of the
PFM act of 2015.However the Council complies with all other statutory obligations.

Deferred tax

Deferred tax is provided using the liability method on temporary differences between the tax bases of
assets and liabilities and their carrying amounts for financial reporting purposes at the reporting date.

Deferred tax liabilities are recognized for all taxable temporary differences, except in respect of
taxable temporary differences associated with investments in controlled entities, associates and
interests in joint ventures, when the timing of the reversal of the temporary differences can be
controlled and it is probable that the temporary differences will not reverse in the foreseeable future.

Deferred tax assets are recognized for all deductible temporary differences, the carry forward of
unused tax credits and any unused tax losses. Deferred tax assets are recognized to the extent that it is
probable that taxable profit will be available against which the deductible temporary differences, and
the carry forward of unused tax credits and unused tax losses can be utilized, except in respect of
deductible temporary differences associated with investments in controlled entities, associates and
interests in joint ventures, deferred tax assets are recognized only to the extent that it is probable that
the temporary differences will reverse in the foreseeable future and taxable profit will be available
against which the temporary differences can be utilized.

The carrying amount of deferred tax assets is reviewed at each reporting date and reduced to the extent
that it is no longer probable that sufficient taxable profit will be available to allow all or part of the
deferred tax asset to be utilized. Unrecognized deferred tax assets are re-assessed at each
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NOTES TO THE FINANCIAL STATEMENTS (Continued)

d)

reporting date and are recognized to the extent that it has become probable that future taxable profits
will allow the deferred tax asset to be recovered.

Deferred tax assets and liabilities are measured at the tax rates that are expected to apply in the year
when the asset is realized or the liability is settled, based on tax rates (and tax laws) that have been
enacted or substantively enacted at the reporting date.

Deferred tax relating to items recognized outside surplus or deficit is recognized outside surplus or
deficit.

Deferred tax items are recognized in correlation to the underlying transaction in net assets. Deferred
tax assets and deferred tax liabilities are offset if a legally enforceable right exists to set off current tax
assets against current income tax liabilities and the deferred taxes relate to the same taxable Council
and the same taxation authority.

Operating lease — IPSAS 13:44

The Council has a six (6) years lease with CPA Centre whereby we are paying rent on quarterly basis.
The rights of ownership have not been conveyed to the Kenya Leather Development Council.

Property, Plant and Equipment — IPSAS 17

All Property, Plant and Equipment are stated at cost less accumulated depreciation and impairment
losses. Cost includes expenditure that is directly attributable to the acquisition of the items. When
significant parts of Property, Plant and Equipment are required to be replaced at intervals, the Council
recognizes such parts as individual assets with specific useful lives and depreciates them accordingly.
Likewise, when a major inspection is performed, its cost is recognized in the carrying amount of the
Plant and Equipment as a replacement if the recognition criteria are satisfied. All other repair and
maintenance costs are recognized in surplus or deficit as incurred. Where an asset is acquired in a non-
exchange transaction for nil or nominal consideration the asset is initially measured at its fair value.
The Council adopts a straight-line depreciation policy as follows;

Motor Vehicles 25%
Computers 30%
Furniture, Fittings and Equipment 12.5%
Plant and Machinery 33130
Building 2%

Capital work in progress

Work in progress represents properties (CETP) and Perimeter wall construction projects. It is carried
at cost, less any recognized impairment loss. Depreciation of these assets commences when the assets
are ready for their intended use on the same basis as other buildings.

Intangible assets—IPSAS 31

Intangible assets acquired separately are initially recognized at cost. The cost of intangible assets
acquired in a non-exchange transaction is their fair value at the date of the exchange. Following initial
recognition, intangible assets are carried at cost less any accumulated amortization and accumulated
impairment losses. Internally generated intangible assets, excluding capitalized

9
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NOTES TO THE FINANCIAL STATEMENTS (Continued)

g)

h)

i)

development costs, are not capitalized and expenditure is reflected in surplus or deficit in the period
in which the expenditure is incurred. The useful life of the intangible assets is finite and intangible

assets are depreciated at 25% per annum on straight-line basis. The intangible assets recognized in the
Councils books relate to accounting software and leasehold improvements properties.

Leases — IPSAS 13

Finance leases are leases that transfer substantially all the risks and benefits incidental to ownership
of the leased item to the Council. Assets held under a finance lease are capitalized at the
commencement of the lease at the fair value of the leased property or, if lower, at the present value of
the future minimum lease payments. The Council also recognizes the associated lease liability at the
inception of the lease. The liability recognized is measured as the present value of the future minimum
lease payments at initial recognition.

Subsequent to initial recognition, lease payments are apportioned between finance charges and
reduction of the lease liability to achieve a constant rate of interest on the remaining balance of the
liability. Finance charges are recognized as finance costs in surplus or deficit.

An asset held under a finance lease is depreciated over the useful life of the asset. However, if there is
no reasonable certainty that the Council will obtain ownership of the asset by the end of the lease term,
the asset is depreciated over the shorter of the estimated useful life of the asset and the lease term.

Operating leases are leases that do not transfer substantially all the risks and benefits incidental to
ownership of the leased item to the Council. Operating lease payments are recognized as an operating
expense in surplus or deficit on a straight-line basis over the lease term.

Research and Development costs

The Council expenses research costs as incurred. Development costs on an individual project are
recognized as intangible assets when the Council can demonstrate:

» The technical feasibility of completing the asset so that the asset will be available for use or sale

> Its intention to complete and its ability to use or sell the asset

> How the asset will generate future economic benefits or service potential

» The availability of resources to complete the asset

> The ability to measure reliably the expenditure duriﬁg development

Financial instruments — IPSAS 29

Financial assets

Initial recognition and measurement

Financial assets within the scope of IPSAS 29 Financial Instruments: Recognition and Measurement
are classified as financial assets at fair value through surplus or deficit, loans and receivables, held-
to-maturity investments or available-for-sale financial assets, as appropriate. The Council determines
the classification of its financial assets at initial recognition.

10
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NOTES TO THE FINANCIAL STATEMENTS (Continued)

ii)

Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or determinable payments that
are not quoted in an active market. After initial measurement, such financial assets are subsequently
measured at amortized cost using the effective interest method, less impairment. Amortized cost is
calculated by taking into account any discount or premium on acquisition and fees or costs that are
an integral part of the effective interest rate. Losses arising from impairment are recognized in the
surplus or deficit.

Held-to-maturity

Non-derivative financial assets with fixed or determinable payments and fixed maturities are
classified as held to maturity when the Council has the positive intention and ability to hold it to
maturity. After initial measurement, held-to-maturity investments are measured at amortized cost
using the effective interest method, less impairment. Amortized cost is calculated by taking into
account any discount or premium on acquisition and fees or costs that are an integral part of the
effective interest rate. The losses arising from impairment are recognized in surplus or deficit.

Impairment of financial assets

The Council assesses at each reporting date whether there is objective evidence that a financial asset
of the Council is impaired. A financial asset of the Council is deemed to be impaired if, and only if,
there is objective evidence of impairment as a result of one or more events that has occurred after
the initial recognition of the asset (an incurred ‘loss event’) and that loss event has an impact on the
estimated future cash flows of the financial asset or the Council of financial assets that can be
reliably estimated. Evidence of impairment may include the following indicators:

» The debtors of the Council are experiencing significant financial difficulty

» Default or delinquency in interest or principal payments

» The probability that debtors will enter bankruptcy or other financial reorganization
>

Observable data indicates a measurable decrease in estimated future cash flows (e.g. changes
in arrears or economic conditions that correlate with defaults)

Financial liabilities
Initial recognition and measurement

Financial liabilities within the scope of IPSAS 29 are classified as financial liabilities at fair value
through surplus or deficit or loans and borrowings, as appropriate. The Council determines the
classification of its financial liabilities at initial recognition.

All financial liabilities are recognized initially at fair value and, in the case of loans and borrowings,
plus directly attributable transaction costs.

Loans and borrowing

After initial recognition, interest bearing loans and borrowings are subsequently measured at
amortized cost using the effective interest method. Gains and losses are recognized in surplus or
deficit when the liabilities are derecognized as well as through the effective interest method
amortization process.

11
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NOTES TO THE FINANCIAL STATEMENTS (Continued)

i)

)

Amortization —I[PSAS 29.65

Amortized cost is calculated by considering any discount or premium on acquisition and fees or
costs that are an integral part of the effective interest rate. The intangible assets are amortized at
25% of the initial cost

Inventories — IPSAS 12

Inventory is measured at cost upon initial recognition. To the extent that inventory was received
through non-exchange transactions (for no cost or for a nominal cost), the cost of the inventory is its
fair value at the date of acquisition.

Costs incurred in bringing each product to its present location and conditions are accounted for, as
follows:

» Raw materials: purchase cost using the weighted average cost method

» Finished goods and work in progress: cost of direct materials and labor and a proportion of
manufacturing overheads based on the normal operating capacity, but excluding borrowing costs

After initial recognition, inventory is measured at the lower of cost and net realizable value. However,
to the extent that a class of inventory is distributed or deployed at no charge or for a nominal charge,
that class of inventory is measured at the lower of cost and current replacement cost.

Net realizable value is the estimated selling price in the ordinary course of operations, less the
estimated costs of completion and the estimated costs necessary to make the sale, exchange, or
distribution.

Inventories are recognized as an expense when deployed for utilization or consumption in the ordinary
course of operations of the Council.

Provisions — IPSAS 19

Provisions are recognized when the Council has a present obligation (legal or constructive) as a result
of a past event, it is probable that an outflow of resources embodying economic benefits or service
potential will be required to settle the obligation and a reliable estimate can be made of the amount of
the obligation. Where the Council expects some or all of a provision to be reimbursed, for example,
under an insurance contract, the reimbursement is recognized as a separate asset only when the
reimbursement is virtually certain. The expense relating to any provision is presented in the statement
of financial performance net of any reimbursement.

Contingent liabilities

The Council does not recognize a contingent liability, but discloses details of any contingencies in the
notes to the financial statements, unless the possibility of an outflow of resources embodying economic
benefits or service potential is remote. In the year under review there were no contingent liabilities

12
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NOTES TO THE FINANCIAL STATEMENTS (Continued)

k)

D

Contingent assets

The Council does not recognize a contingent asset, but discloses details of a possible asset whose
existence is contingent on the occurrence or non-occurrence of one or more uncertain future events
not wholly within the control of the Council in the notes to the financial statements. Contingent assets
are assessed continually to ensure that developments are appropriately reflected in the financial
statements. If it has become virtually certain that an inflow of economic benefits or service potential
will arise and the asset’s value can be measured reliably, the asset and the related revenue are
recognized in the financial statements of the period in which the change occurs.

Nature and purpose of reserves
The Council creates and maintains reserves in terms of specific requirements.

Changes in accounting policies and estimates — IPSAS 3
The Council recognizes the effects of changes in accounting policy retrospectively. The effects of
changes in accounting policy are applied prospectively if retrospective application is impractical.

m) Employee benefits — IPSAS 25

p)

Retirement benefit plans

Defined benefit plans are post-employment benefit plans other than defined-contribution plans. The
defined benefit funds are actuarially valued tri-annually on the projected unit credit method basis.
Deficits identified are recovered through lump sum payments or increased future contributions on
proportional basis to all participating employers. The contributions and lump sum payments reduce
the post-employment benefit obligation.

Foreign currency transactions — IPSAS 4

Transactions in foreign currencies are initially accounted for at the ruling rate of exchange on the date
of the transaction. Trade creditors or debtors denominated in foreign currency are reported at the
statement of financial position reporting date by applying the exchange rate on that date. Exchange
differences arising from the settlement of creditors, or from the reporting of creditors at rates different
from those at which they were initially recorded during the period, are recognized as income or
expenses in the period in which they arise. Currently there are no foreign exchange transactions.

Cash and cash equivalents

Cash and cash equivalents basically comprise of cash in hand and cash at bank and may include any
other item that may be readily converted to cash or represents cash. It is the policy of the Council to
disclose the financial institutions where such amounts are held.

Comparative figures

Where necessary comparative figures for the previous financial year have been amended or
reconfigured to conform to the required changes in presentation.

13
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NOTES TO THE FINANCIAL STATEMENTS (Continued)

5.

b)

d)

e)

SIGNIFICANT JUDGMENTS AND SOURCES OF ESTIMATION UNCERTAINTY -
IPSAS 1

The preparation of the Council’s financial statements in conformity with IPSAS requires management
to make judgments, estimates and assumptions that affect the reported amounts of revenues, expenses,
assets, and liabilities, and the disclosure of contingent liabilities, at the end of the reporting period.
However, uncertainty about these assumptions and estimates could result in outcomes that require a
material adjustment to the carrying amount of the asset or liability affected in future periods.

Estimates and assumptions

The key assumptions concerning the future and other key sources of estimation uncertainty at the
reporting date, that have a significant risk of causing a material adjustment to the carrying amounts of
assets and liabilities within the next financial year, are described below. The Council based its
assumptions and estimates on parameters available when the consolidated Financial statements were
prepared. However, existing circumstances and assumptions about future developments may change
due to market changes or circumstances arising beyond Control of the Council. Such changes are
reflected in the assumptions when they occur (IPSAS 1.140)

Useful lives and residual values
The useful lives and residual values of assets are assessed using the following indicators to inform
potential future use and value from disposal:

a) The condition of the asset based on the assessment of experts employed by the Council

b) The nature of the asset, its susceptibility and adaptability to changes in technology and
processes

c) Availability of funding to replace the asset

d) The nature of the processes in which the asset is deployed

e) Changes in the market in relation to the asset

Provisions

Provisions on audit fees were raised and management determined an estimate based on the information
available. Additional disclosure of these estimates of provisions is included in Note 15 under audit
fees expenses. Provisions are measured at the management's best estimate of the expenditure required
to settle the obligation at the reporting date, and are discounted to present value where the effect is
material.

Subsequent events — IPSAS 14
There have been no events subsequent to the financial year-end with a significant impact on the
financial statements for the year ended June 30, 2019.

Related party transactions —-IPSAS 20

Parties are related if one party has the ability to control the other party or exercise significant influence
over the other party in making financial or operational decisions.
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NOTES TO THE FINANCIAL STATEMENTS (Continued)

f) Operating Expenses

The Council’s policy is to apportion operating expenses incurred under Development vote to the
statement of Financial Performance and the balance of Development Income for Development Projects
is apportioned to statement of changes in net assets under Capital Fund. During the financial year
under review an amount of Ksh 28,031,833 relating to development income was apportioned to the
statement of financial performance and the balance of Ksh 371,968,167 for capital expenditure
transferred to Statement of changes in net assets. Recurrent operating expenses and Revenue are fully
recognized to the statement of financial performance.

6. GOVERNMENT GRANTS AND CAPITATION
a) RECURRENT GRANTS

Ist Sep-18 Quarterly Capitation 13,682,450 16,973,000
2nd Jan-19 Quarterly Capitation 12,861,503 16,973,000
3rd Feb-19 Quarterly Capitation 13,682,450 16,973,000
4th May-19 Quarterly Capitation 13,408,801 10,000,000

Total 53,635,204 60,919,000

b) G.0.K GRANT-DEVELOPMENT

1st Jull8  Development Grants 548,172,500 50,000,000

2nd Mar-19 Development Grants 200,000,000 50,000,000
3rd May-19 Development Grants 200,000,000 112,500,000
Total 948,172,500 212,500,000

¢) G.O.K GRANT - DEVELOPMENT

1 Development Grants- Project Administration 28,031,833 74,904,628
Total 28,031,833 74,904,628

7. SUNDRY INCOME

Sundry Income: Services fee at TPCSI 1,060,903 731,972
Sub-Total 1,060,903 731,972
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NOTES TO THE FINANCIAL STATEMENTS (Continued)

8. DONATIONS

Donation: UNOPS Project ] 1,219,799
Sub-Total 7 1,219,799

9. GOODS AND SERVICES

I ehc
AT LN

Electricity 242,143 56,631

Water 23,971 18,728
Total 266,114 75,359

10. EMPLOYEE COSTS

Basic Salaries 14,065,246 14,210,098

Casual Wages 5,244,739 5,110,829
Income Tax -PAYE 5,846,790 4,413,679
NSSF 651,466 675,444
NHIF 238,750 247,850
Total 26,046,991 24,657,900

11. REMUNERATION OF DIRECTORS

2017-2018

K. SIS SSns

Chairman's Honoraria 960,000

384,516
Medical Insurance (Board) 1,787,971 1,789,306
Directors emoluments 8,659,578 7,746,520
Total 11,407,549 9,920,342

12. DEPRECIATION AND AMORTIZATION

Property, plant and equipment 43,204,560 44,753,322
Intangible Asset 6,610,250 6,643,250
Total 49,814,810 51,396,572
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NOTES TO THE FINANCIAL STATEMENTS (Continued)

13. REPAIRS AND MAINTENANCE

Motor Vehicle Maintenance 569,372 814,855
Maintenance of office furniture& Equipment 79,560 25,000
Maintenance of Comps, Software and Internet 341,600 -
Maintenance of plant and Machinery 348,303 -
Refurbishment of Buildings 489,230 -
Total 1,828,065

14. CONTRACTED SERVICES

Contracted Guards and Cleaning Services 1,392,000 834,368
Consultancy Services - 1,753,000
Total 1,392,000 2,587,368

15. GENERAL EXPENSES

Telephone Expenses 1,378,200 1,020,000
Courier and Postage 23,390 15,885
Daily Subsistencce Allowance 7,170,603 9,886,088
Printing and Stationeries 3,387,500 -

Newspaper Subscription 70,465 56,140
Advertisement, Awareness & Publicity - 62,000
Trade Shows and Exhibitions 1,606,376 1,011,820
Office Rent 10,272,404 10,272,404
Training Expenses 3,052,095 540,790
Hospitality, Supplies and Services 1,480,720 1,696,205
Motor Vehicle Insurance 748,818 818,942
General Office Supplies 5,279,093 7,737,155
Motor Vehicle Fuel 2,301,071 836,445
Subscription & Membership fees 50,757 44,051
Audit Fees 1,392,000 464,000
Purchase of Uniforms 28,450 25,800
Foreign Travel 1,718,196 177,257
Domestic Travel - 141,370
Internet Connections 260,000 256,910
Purchase of ICT Networks 8,000 -

Purchase of Software 30,000 -

Bank Charges 49,723 46,982
Total 40,307,862 35,110,244
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NOTES TO THE FINANCIAL STATEMENTS (Continued)

16. UNOPS PROJECT

Capacity Building on consumption & production practices
of MSMEs in the Leather Sector - 1,785,550
Total - 1,785,550

17. CASH AND CASH EQUIVALENTS

Curren Account 1,039,157,284 156,115,947

Cash in Hand 277,552 216,158
Total 1,039,434,836 156,332,105

a) Current account
Financial institution

KCB Recurrent Account- 8,079,656 7,452,509
KCB Development Account- 996,017,487 118,660,926
KCB Deposit Account- 35,060,142 30,002,512
Total 1,039,157,284 156,115,947

18. RECEIVABLES FROM EXCHANGE TRANSACTIONS

Prepayments

Fuel 726,214 636,415
Medical 1,306,526 1,770,471
Motor Vehicle Insurance 355,592 343,177
Advances - staff 77,500 45,000
Internet Connections 792,000 260,000
Office Rent 2,568,101 2,568,101
Total 5,825,933 5,623,164

19. RECEIVABLES FROM NON-EXCHANGE TRANSACTIONS

Kenya Leather Park Advance Payments 385,105,119 385,105,119
GoK Development Grant - 548,172,500
Total 385,105,119 933,277,619
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NOTES TO THE FINANCIAL STATEMENTS (Continued)

20. INVENTORIES

Consumable Stores 5,217,336 4,311,809
Total 5,217,336 4,311,809
21. PROPERTY, PLANT AND EQUIPMENT
At end of year - June 2017 - 26,284,576 10,155,289 10,016,571 | 83,038,535 { 104,410,814 | 233,905,785
Addditions - - 240,000 1,450,000 [ 17,390,281 ! 122,940,161 | 142,020,442
At end of year - June 2018 - 26,284,576 10,395,289 11,466,571 | 100,428,816 | 227,350,976 | 375,926,228
Addditions - - 40,000 749,000 620,000 { 40,000,000 41,409,000
Revaluation Gain 44,000,000 4,881,816 - - - - 48,881,816
At end of year - June 2019 44,000,000 31,166,392 10,435,289 12,215,571 | 101,048,816 | 267,350,976 | 466,217,044

Depreciation as at 30.06.2017 - 13,695,248 2,223,690 7,244,615 | 27,651,832 - 50,815,386

Depreciation 5 6,571,144 1,299,411 3,439,071 | 33,442,796 z 44,753,322
Depreciation as at 30.06.2018 3 20,266,392 3,523,101 10,684,587 | 61,094,628 : 95,568,708
Depreciation 2 7,791,598 1,304,411 459295 | 33,649,256 3 43,204,560
Depreciation as at 30.06.2019 : 28,057,990 4,827,512 | 11,143,882 | 94,743,884 - | 138773268
As at 30th June 2018 - 6,018,184 6,872,188 781,984 | 39,334,188 | 227,350,976 | 280,357,520
As at 30th June 2019 44,000,000 3,108,402 5,607,777 1,071,689 | 6,304,932 | 267,350,976 | 327,443,776

Note:

i).  The previous year’s figure for plant & machinery and capital work in progress is adjusted with
retention money that was omitted.
if).  The current year depreciation for computers, copiers and printers is computed on the NBV as at
June 2018 and additions for the year.
iif).  The Council carried out valuation of its motor vehicles in the year 2018/2019. The valued amount
is Kshs. 10,090,000. The net book value as at the close of FY 2017/2018 is Kshs. 6,018,184.
However, the Council recognised Kshs. 4,881,816 as revaluation gains over and above the value
before the valuation and hence forms the net asset of the Council.
iv).  The land at TPCSI had been revalued at Kshs. 44,000,000 in August, 2019 and recognised in the
financial statement as revaluation gain as post balance sheet event.
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22. INTANGIBLE ASSETS

I oy
Lrarnrion
T

Cost/Valuation Kshs | Kshs Kshs Kshs Kshs

At end of year - June 2017 132,000 | 24,517,699 | 1,803,850 | 119,450 | 26,572,999
Addditions - - - - -
At end of year - June 2018 132,000 | 24,517,699 | 1,803,850 | 119,450 | 26,572,999
Addditions - - - - -
Adjustment: Disposal (132,000) - - - (132,000)
At end of year - June 2019 - 24,517,699 | 1,803,850 | 119,450 | 26,440,999

Amortization and impairment as at 30.06.2017 99,000 6,129,425 450,963 ‘

29,863 6,709,250
Amortization and impairment charge for the year 33,000 6,129,425 450,963 29,863 6,643,250
Amortization and impairment as at 30.06.2018 132,000 | 12,258,849 901,925 59,725 | 13,352,499
Amortization and impairment charge for the year - 6,129,425 450,963 29,863 6,610,250
Amortization and impairment on adjustment (132,000) - - - (132,000)
Amortization and impairment as at 30.06.2019 - 18,388,274 | 1,352,888 89,588 19,830,749
NET BOOK VALUES
As at 30th June 2017 33,000 | 18,388,274 | 1,352,888 89,588 19,863,749
As at 30th June 2018 - 12,258,849 901,925 59,725 13,220,499
As at 30th June 2019 - 6,129,425 450,963 29,863 6,610,250

23. TRADE AND OTHER PAYABLES FROM EXCHANGE TRANSACTIONS

Provisions~Audit Fees 464,000 464,000
Total 464,000 464,000

24. REFUNDABLE DEPOSIT FROM CUSTOMERS

vl

Kenya Leather Park

HS

20,890,587

24,890,587

Plant and Machinery 8,382,231 8,382,231
Total 33,272,818 29,272,818

20



Kenya Leather Development Council: Annual Report & Financial Statements for the year ended 30% June, 2019

NOTES TO THE FINANCIAL STATEMENTS (Continued)

25. EMPLOYEE COSTS (Cashflow)

Salaries 14,142,746 14,255,098
Casual Wages 5,244,740 5,110,829
Income Tax -PAYE 5,846,790 4,413,679
NSSF 651,466 675,444
NHIF 238,750 247,850
Total 26,124,491 24,702,900

Note: The difference in figure of employee cost under statement of financial performance and cashflow
statement is as a result of inclusion of Ksh. 77,500 paid as advance salary.

26. REMUNERATION OF DIRECTORS (Cashflow)

Chairman's Honoraria 960,000 384,516
Medical Insurance (Board) 2,630,552 1,789,306
Directors emoluments 8,659,578 7,746,520
Total 12,250,130 9,920,342

Note: The difference in figure of remuneration of directors under statement of financial performance and
cashflow statement is as a result of inclusion Ksh. 1,306,526 under medical insurance, erroneously
captured in the cash book and as unpresented cheque in bank reconciliation in development account but
not yet paid as at the closure of financial year.
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27. GENERAL EXPENSES (Cashflow)

2017-2013

cshs

Telephone Expenses 1,378,200 1,020,000

Courier and Postage 23,390 15,885
Daily Subsistencce Allowance 7,170,603 9,886,088
Printing and Stationeries 3,387,500 -

Newspaper Subscription 70,465 56,140
Advertisement, Awareness & Publicity - 62,000
Trade Shows and Exhibitions 1,606,376 1,011,820
Office Rent 10,272,404 12,840,505
Training Expenses 3,052,095 540,790
Hospitality, Supplies and Services 1,480,720 1,696,205
Motor Vehicle Insurance 761,233 791,867
General Office Supplies 5,279,093 7,737,155
Motor Vehicle Fuel 2,408,870 2,068,536
Subscription & Membership fees 50,757 44,051
Audit Fees 928,000 -

Purchase of Uniforms 28,450 25,800
Foreign Travel 1,718,196 177,257
Domestic Travel - 141,370
Internet Connections 792,000 276,910
Purchase of ICT Networks 8,000 -

Purchase of Software 30,000 -

Bank Charges 49,723 46,982
Total 40,496,076 38,439,361

Note: The difference in figure of general expenses under statement of financial performance and cashflow
statement is as a result of inclusion of motor vehicle insurance (Kshs 12,415), motor vehicle fuel (Kshs.

107,799) and internet connections (Kshs. 532,000) being prepayments and omission of accrued audit fees
of (Kshs. 464,000).
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NOTES TO THE FINANCIAL STATEMENTS (Continued)

28. PROPERTY, PLANT AND EQUIPMENT (Cashflow)

At end of year - June 2017 - 26,284,576 10,155,289 10,016,571 | 83,038,535 | 104,410,814 | 233,905,785

Addditions - - 240,000 1,450,000 [ 15,651,133 [ 109,184,952 | 126,526,085
At end of year - June 2018 - 26,284,576 10,395,289 11,466,571 | 98,689,668 | 213,595,766 | 360,431,870
Addditions - - 40,000 749,000 620,000 i 36,000,000 37,409,000
Revaluation Gain 44,000,000 4,881,816 - - - - 48,881,816
At end of year - June 2019 44,000,000 31,166,392 10,435,289 12,215,571 | 99,309,668 | 249,595,766 | 446,722,686
Depreciation as at 30.06.2017 - 13,695,248 2,223,690 7,244,615 | 27,651,832 - 50,815,386
Depreciation - 6,571,144 1,299,411 3,439,971 | 32,863,659 - 44,174,186
Depreciation as at 30.06.2018 - 20,266,392 3,523,101 10,684,587 | 60,515,492 - 94,989,571
Depreciation - 7,791,598 1,304,411 459,295 | 33,649,256 - 43,204,560
Depreciation as at 30.06.2019 - 28,057,990 4,827,512 11,143,882 | 94,164,747 - 138,194,132
As at 30th June 2018 - 6,018,184 6,872,188 781,984 | 38,174,176 | 213,595,766 | 265,442,299
As at 30th June 2019 44,000,000 3,108,402 __ 5,607,777 1,071,689 5,144,921 | 249,595,766 | 308,528,555

29. Financial Risk Management
The Council’s activities expose it to a variety of financial risks including credit and liquidity risks.
The Council’s overall risk management programme focuses on unpredictability of changes in the
business environment and seeks to minimise the potential adverse effect of such risks on its
performance by setting acceptable levels of risk. The Council does not hedge any risks and has in
place policies to ensure that these risks are minimised.

The Council’s financial risk management objectives and policies are detailed below:
i) Liquidity risk management

Ultimate responsibility for liquidity risk management rests with the Board to the Council who have
built an appropriate liquidity risk management framework for the management of the Council’s short,
medium and long-term funding and liquidity management requirements. The Council manages
liquidity risk through continuous monitoring of forecasts and actual cash flows. Insufficient budgetary
allocations are a major risk as liabilities will not be settled as scheduled.
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sthan 1

month months months

'000" Kshs'000! Kshs'000"

At 30 June 2019

Trade payables - - - -
Current portion of borrowings - -
Provisions - 464,000 - -
Deferred income - - - -
Employee benefit obligation - = - -

Total - 464,000 - -
Trade payables 2 g 2 e
Current portion of borrowings - = 5 5
Provisions = 464,000 = s

Deferred income - - - -
Employee benefit obligation - - = -
Total - 464,000

ii) Market risk

The board has put in place an internal audit function to assist it in assessing the risk faced by the
Council on an ongoing basis, evaluate and test the design and effectiveness of its internal accounting
and operational controls.

Market risk is the risk arising from changes in market prices, such as interest rate, equity prices and
foreign exchange rates which will affect the Council’s income or its purchasing power. The objective
of market risk management is to manage and control market risk exposures within acceptable
parameters, while optimising the return.

Overall responsibility for managing market risk rests with the Audit and Risk Management
Committee.

The Council’s Internal Audit Department is responsible for the development of detailed risk
management policies (subject to review and approval by Audit and Risk Management Committee) and
for the day to day implementation of those policies.

There has been no change to the Council’s exposure to market risks or the manner in which it manages
and measures the risk.

iii) Foreign currency risk

The Council does not engage in foreign currency transactions and therefore no transactional currency
exposures. Such exposure arises through purchases of goods and services that are done in currencies
other than the local currency.
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iv) Interest rate risk

Interest rate risk is the risk that the Council’s financial condition may be adversely affected as a result
of changes in interest rate levels. Its interest rate risk arises from bank deposits. This exposes the
Council to cash flow interest rate risk. The interest rate risk exposure arises mainly from interest rate
movements on the Council’s deposits.

Management of interest rate risk
To manage the interest rate risk, management has endeavoured to bank with institutions that offer
favourable interest rates.

Fair value of financial assets and liabilities

a) Financial instruments measured at fair value
Determination of fair value and fair values hierarchy

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

o Level 1 —Quoted prices (unadjusted) in active markets for identical assets or liabilities. This level
includes listed equity securities and debt instruments on exchanges.

o Level 2 — Inputs other than quoted prices included within Level 1 that are observable for the asset
or liability, either directly (that is, as prices) or indirectly (that is, derived from prices).

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

The following table shows an analysis of financial and non- financial instruments recorded at fair

value by level of the fair value hierarchy:

Financial Assets = i _ g
Quoted equity investments 5 - - o
Non- financial Assets = & = 2

Investment property - - - -
Land & Building - 267,350,976 - 267,350,976
Total - 267,350,976 - 267,350,976

018

) June 2(

Financial Assets 5 5 5 %
Quoted equity investments = - = Z
Non- financial Assets = s 5 Y
Investment property - -
Land & Building - 227,350,976 - 227,350,976
Total - 227,350,976 - 227,350,976
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There were no transfers between levels 1, 2 and 3 during the year.

iv) Capital Risk Management

The objective of the entity’s capital risk management is to safeguard the Council’s ability to continue
as a going concern. The entity capital structure comprises of the following funds:

Revaluation reserve 3,661,362 -
Revenue Reserve 175,023,082 225,766,930
Capital reserve 1,510,895,177 1,137,573,969
Total funds 1,689,579,621 1,363,340,899
Total borrowings 0 0
Less: cash and bank balances 1,039,434,836 156,115,947
Net debt/(excess cash and cash equivalents) (1,039,434,836)  (156,115,947)
Gearing 0% 0%

26



Kenya Leather Development Council: Annual Report & Financial Statements for the year ended 30° June, 2019
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30. Related Party Transactions

a)

b)

d)

31.

32.

33.

34.

33.

36.

Nature of related party relationships
Entities and other parties related to the Council include those parties who have ability to exercise
control or exercise significant influence over its operating and financial decisions. Related parties
include management personnel, their associates and close family members.
The Council is related to:
i) The National Government;
ii) The Parent Ministry: Ministry of Industry, Trade and Cooperatives
iii) Board Members
iv) Export Processing Zones Authority (EPZA)
V) Nairobi City County Government (NCCG)
vi) Key Management

Related party transfers
There were no transfers made to/and from the top management staff.

Due from related parties
There were no dues from the top management or from the council members during the year under
review.

Due to related parties
There were no dues to and from ministries or other departments during the period under review.

Segment information
The Council operates with County Governments and specifically in the proximity of Nairobi and does
not have campuses in other places. Hence IPSAS 18 on segment reporting is not applicable

Contingent assets and contingent liabilities
At the close of business on June 30™ 2019, the Council did not have any contingent asset or liability.

Capital Commitments
At the close of business on June 30" 2019, the Council did not have any capital commitments

Events after the reporting period

There were material non- adjusting events after the reporting period of land valuation of Kshs. 44
million and recognised as revaluation gains in financial statement as post balance sheet event. This
land is for Training & Production Centre for Shoe Industry (TPCSI) at Thika.

Ultimate and Holding Council
The Council is a State Corporation/ or a Semi- Autonomous Government Agency under the Ministry

of Industry, Trade & Cooperatives. Its ultimate parent is the Government of Kenya.

The Reporting Currency
The financial statements are presented in Kenya Shillings (Kshs).
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Kenya Leather Development Council: Annual Report & Financial Statements for the year ended 30" June, 2019

APPENDIX II: PROJECTS IMPLEMENTED BY THE COUNCIL

The projects which the Council undertook during the year under review were fully funded by the
Government of Kenya, through the Ministry of Industry, Trade and Cooperatives.

PROJECT DETAILS

Kshs 'Million'
Kenya Leather Park 1|GoK 4 years 18,460 |No yes Master plan survey and
internal clearing complete.
Fencing is 90% per cent
complete. Upgrading of
Internal roads is ongoing.
Effluent treatment plan
construction tender awarded
and site handed over to the
contractor

—

2|Kariokor Leather Cluster

D

GoK None No

II) STATUS OF PROJECTS COMPLETIONS

pended|Co !)i‘ ion % | B

i - =y I
jon' |Kshs'Million ‘}\“xi)‘-,'»f-:'ill{m;';i:.m 'Million'|

1{Kenya Leather Park 18,460 243.129 19% 739.623 184.906 |GoK
2|Kariokor Leather Cluster 3.138 0.784 | GoK
Total 18,460 243.129 - 742,761 185.690
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Kenya Leather Development Council: Annual Report & Financial Statements for the year ended 30" June, 2019

APPENDIX III: INTER-ENTITY TRAN SFERS

The transfers which the Council received during the year under review were all from the National
Treasury, through the Ministry of Industry, Trade and Cooperatives.

FY 2018/2019  |FY 2017/2018
Kshs. Kshs. Kshs. Kshs. Kshs.

StatsDepartmentiol 81,667,037 920,140,667|  1,001,807,704| 273,419,000

Industrialization

Total 81,667,037 920,140,667  1,001,807,704| 273,419,000
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Kenya Leather Development Council: Annual Report & Financial Statements for the year ended 30" June, 2019

APPENDIX IV: JOURNAL ENTRIES FOR PRIOR YEARS ADJUSTMENT

Provision-Audit fees 464,000
Revenue Reserve 464,000

Being omission of provisions for audit fee for FY 2016/17

Revenue reserve 5,003,429

Accumulated Depreciation 5,003,429

Plant & Machinery column in FY 2016/17 & 2017/18

Being errors on depreciation as a result of omission of retention money in PPE schedule under

Cash & Bank Account

29,270,540

Revenue Reserve

29,270,540

the deposit account balances

Being understatement of cash and cash equivalent as at the closure of financial year- this represent

Capital Receivable/ Contractor Prepayment Account

385,105,119

Bank Account

385,105,119

in FY 2017/18

Being omission of transaction of capital repayment to contractor in statement of financial position

Property, Plant & Equipment

28,612,918

Retention fund

28,612,918

& FY 2017/18

Being omission of retention money under capital work in progress in PPE schedule for FY 2016/17

Intangible Assets

33,000

Capital Reserve

33,000

Being erroneous understatement of Intangible Assets in FY 2017/18

Provision-Audit fees

464,000

Revenue Reserve

464,000

Being omission of provisions for audit fees for FY 2017/2018

Property, Plant & Equipment

1,872,312

Retention fund

1,872,312

plant & machinery

Being Erroneous understatement of retention fund balance in FY 2017/18 & 2016/17 in relation to
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Capital Receivable

548,172,500

Capital Reserve

548,172,500

Being understatement of capital reserve due to omission of some capital fund that were not yet
received for capital expenditures as at the closure of FY 2017/18

Revenue Reserve

11,248,219

Revaluation Reserve

11,248,219

Being correction of revaluation loss erroneously ch

arged to Revenue Reserve in FY 2016/17

Capital Reserve

596,304

Revaluation Reserve

596,304

Being correction of revaluation loss erroneously ch

arged to Capital Reserve in FY 2016/17

Salary Account 45,000

Cash & Bank Account 45,000
Being addition of salary advance paid in FY 2017/18 omitted

General expenses 3,895,536

Cash & Bank Account 3,895,536

Being addition of rent (2,568,101), fuel (1,232,091),
prepayments omitted in FY 2017/18

medical insurance (75,344) & internet (20,000)

Cash & Bank Account

5,578,164

Prepayment Account

5,578,164

Being correction of prepayments charged to cash fl

Connections (260,000), Office rent (2,568,101)
AN

under the respective expenditures; Medical (1,770,471), Motor Vehicle Insurance (343,177), Internet

ow statement whereas it was already reported

RN
Mh r\\\jﬁw
CPA M. K. Adan sack M. Noor, PhD

Manager, Finance & Accounts
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Chlef Executive Officer






