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THE TEA BOARD OF KENYA

Legal Mandate

To regulate tea growing, manufacture and trade and carry
out research and promotion of tea

Vision Statement

To make Kenya tea the preferred tea in the world

Mission statement

To promote the efficient production and marketing of high quality tea

to the domestic and international markets

Core values

Integrity, Prudence, Innovation and Focus in dealing with employees,

tea industry stakeholders and the general public
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1.0 LETTER OF TRANSMITTAL PR

15" March 2010 i A~

The Minister for Agriculture
Ministry of Agriculture
Kilimo House

Cathedral Road

P.O Box 30028

NAIROBI

Dear Sir,
We have pleasure in submitting the Annual Report and Accounts of the Tea Board of Kenya, DULY

CERTIFIED BY THE Controller &Auditor Genera for the period July 2008 to June 2009 in accordance
with Section 22(1) of the Tea Act (Cap 343) and Section 14 of the Public Audit Act.

Yours faithfully,

TITUS G. KIPYAB SICILY K. KARIUKI (MRS.), MBS
CHAIRMAN MANAGING DIRECTOR
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2.0 TEA BOARD OF KENYA DETAILS/INFORMATION

The Tea Board of Kenya is a State Corporation under the Ministry of Agriculture (MOA). It was
established as a State Corporation under the Tea Act Cap. 343 in 1950 and is charged with the responsibility
of regulating and promoting the tea industry and to facilitate research into all aspects of tea growing,
manufacture and pest and disease control. The Board also oversees the smooth and orderly functioning
of the industry through policy guidance, licensing, registration and tea trade development.

3.0 REGISTERED OFFICE AND THE PRINCIPAL PLACE OF
BUSINESS

The Tea Board of Kenya is a body corporate established under the Tea Act Cap. 343. It is domiciled
in Kenya.

REGISTERED OFFICE

The Tea Board of Kenya

Naivasha Road Off Ngong Road
P.O. Box 20064-00200
NAIROBI-KENYA

Telephone: +254-3872421/3872497
Fax Nos. +254-3862120/3876337
Email: info@teaboard.or.ke
Website: www.teaboard.or.ke

BANKERS

National Bank of Kenya Ltd. Citibank

Harambee Avenue Upper Hill Road

P.O. Box 41862-00100 P.O. Box 30711-00100
NAIROBI- KENYA NAIROBI-KENYA
AUDITORS

Controller and Auditor General
Kenya National Audit Office
Anniversary Towers

P.O. Box 30084
NAIROBI-KENYA

REGIONAL OFFICES
Mombasa OFf. ;ea BOME ngse PO. Box 90346-80100 2314668/2313059
ombasa THHEe | meomye Ford MOMBASA

Tea Research C/o. Tea Research Foundation

. . of Kenya
Kericho Office l:)ofl;ndatlon of Kenya PO. Box 820-20200 020-24400652
o KERICHO
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4.0 MEMBERS OF THE BOARD OF DIRECTORS OF THE TEA BOARD Ra iy
OF KENYA AS AT 30TH JUNE 2009 Wry

@ | -
Mzt. Dunstan Magu Ngumo Mr. Titus G. Kipyab Mss. Sicily K. Kariuki Mr. Francis M. Ongwae
Chairman Vice-Chairman (Managing Director TBK) Representing Small-HolderTea Growers
Representing Small-Holder Tea Growers Representing Plantation Tea Growers Secretary Member (from 30th July 2008)
Mzt. David J. I. Mutali Mzt. Daniel K. A. Nyolei Mr. Joseph N. Momanyi M. Titus K. Karanja
Representing Small-HolderTea Growers Representing Small-Holders Tea Growers Representing Small-Holders Tea Growers Representing Small-HolderTea Growers
Member Member Member
Member
Mzt. Abiud M. Eston Mz. Nigel G. Sandays-Lumsdaine Mr. Emmanuel B. Kimmutai Mz. Silas J. Njibwakale
Representing Small-HolderTea Growers  Representing Plantation Tea Growers ~ Representing Plantation Tea Growers Representing Plantation Tea Growers
Member Member Member (from 30th July 2008) Member (from 30th July 2008)
Mt. Michael M. Gakungu Mr. Nicholas Munyi Mr. Lerionka S. Tiampati Mzrs. Flora Mutahi
Representing Plantation Tea Growers Representing the Tea Trade Board Nominee & MD KTDA Ltd Board Nominee
Membet (upto 6th August 2008) Member Member Member
P g I
; . Mr. Kiritu Wamai Mzr. Abner Ingosi i
Mr. Grenville K. Melli W . bner Ingosi Ms. Irene R. Atrina
X . Alternate to P.S. Ministry of Agriculture Alternate to Director of Agriculture Alternate to Director of Agriculture
Alternate to Director of Agriculture . . o .
. . Member Mnistry of Agriculture Ministry of Agriculture
Mnistry of Agticulture M
ember (upto 6th July 2008) Member (from August 2008 to Dec 2008)

Member (from January 2009)
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“ 50 BOARD MEMBERS

| ~ f : The Board Members who held office during the period are:-

1. Mr. Dunstan M. Ngumo

2. Mr. Titus G. Kipyab

3. Mr. Nigel G. Sandys
Lumsdaine

4. Mr. David J.I. Mutali

51 Mr. Daniel K.A. Nyolei

0. Mr. Joseph N. Momanyi

7. Mzt. Michael M. Gakungu

8. Mr. Nicholas Munyi
9. Mr. Kiritu Wamai, (EBS)

10. Mr. Lerionka S. Tiampati
11. Mrts. Flora Mutahi

12. Mr. Abner Ingosi

13. Ms. Irene R. Arina

14. Mr. Grenville K. Melli

15. Mzr. Abiud M. Eston

16. Mr. Titus K. Karanja

17. Mzr. Francis M.Ongwae

18. Mr. Emmanuel B. Kimmutai

19. Mr. Silas J.Njibwakale

20. Mrs. Sicily K. Kariuki
(MBS)

INVITED MEMBERS:

1. Mt. Charles M. Onchoke
2. Mrs. Agriphine Njoroge

(Representing Smallholder Tea Growers)
Chairman.

(Representing Plantation Tea Growers)
Deputy Chairman.

(Representing Plantation Tea Growers)
Member.

(Representing Smallholder Tea Growers)
Member.

(Representing Smallholder Tea Growers)
Member.

(Representing Smallholder Tea Growers)
Member (Upto 29™ July 2008).
(Representing Plantation Tea Growers)
Member (Upto 6™ August 2008).
(Representing the Tea Trade) Member
(Alternate to P.S. Ministry of Agriculture)
Member.

(Board’s Nominee & MD KTDA Ltd.)
Member.

(Board’s Nominee) Member.

(Alternate to Director of Agriculture,
Ministry of Agriculture) Member (Upto
July 2008)

(Alternate to Director of Agriculture,
Ministry of Agriculture) Member (From
August 2008 to December 2008).
(Alternate to Director of Agriculture,
Ministry of Agriculture) Member (From
January 2009).

(Representing Smallholder Tea Growers)
Member.

(Representing Smallholder Tea Growers)
Member.

(Representing Smallholder Tea Growers)
Member (From 30" July 2008).
(Representing Plantation Tea Growers)
Member (From 30® July 2008).
(Representing Plantation Tea Growers)
Member (From 30™ July 2008)

(Managing Director, TBK), Secretary.

(Alternate to P.S. Ministry of Finance) Member.
(Alternate to Inspector General State Corporations),
Member.
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6.0 SENIOR MANAGEMENT STAFF

NAME POSITION
1. Sicily K. Kariuki, (Mrs.) M.B.S. - Managing Director
2. Mrs. Phrasiah W. Mwangi - Finance & Administration Manager
3. Mzt. Samuel O. Ogola - Technical Services Manager
4. Ms. Rosemary A. Owino - Trade & Promotion Manager
5. Ms. Beatrice W. Githinji - Internal Auditor
0. Mrs. Nelly C. Mulema - Human Resource Executive
. Mz. Philiph Cheruiyot - Corporate Relations Executive

7.0 TEA BOARD’S PRINCIPAL ACTIVITIES

The regulatory functions of the Board are:-

a) To licence tea manufacturing factories.

b) To register tea growers, buyers, brokers, packers and warehousemen.

o) To facilitate research into tea growing, manufacture and pest and disease control.
d) To monitor tea trading,

e) To promote Kenya tea in both the domestic and international markets.

f) To disseminate information.

To achieve its objectives, the Board works closely with all Sub-sectoral organizations including Kenya
Tea Development Agency Ltd., the Kenya Tea Growers Associations, the East African Tea Trade
Association, the Tea Research Foundation of Kenya and other local and international organizations
involved with tea.

8.0 BOARD OF DIRECTORS’ REPORT

The Board of Directors submits their report together with audited financial statements for the year
ended 30th June 2009, which shows the state of affairs of the Board.

Financial Results

The operation results and financial report for the year are set out on pages 28 — 39 (subject to adjustment
in the published copy).

9.0 CORPORATE GOVERNANCE AND ETHICS

Corporate governance is the manner in which the power over and the power of an organization is
exercised in the stewardship of its total portfolio of assets and resources with the primary objective of
increasing and sustaining shareholders value while satisfying the needs of the other Stakeholders in the
context of the Vision and Mission of the organization.

Towards this end, an independent Board manages the business of the Tea Board of Kenya. The Board
is keen on reviewing the overall framework of the internal controls and the assessment of Management
process and the adoption of the appropriate policies, regulations and codes of ethics. It is also
responsible for ensuring that the Tea Board of Kenya complies with the law and highest standards of
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e the corporate and business ethics. The Board currently comprises of Members drawn from the Tea

AL Industry and Government.
7
3. f * The Board’s commitment to corporate governance has resulted in the Directors and the top Management

team being trained on corporate governance. The Board is in the process of formulating a Risk
Management Policy to ensure that it complies with the standard requirements of corporate governance.
This policy is geared towards identifying the risks facing the Board and developing mechanisms to
mitigate them.

10.0 BOARD’S COMMITTEES

There are three Committees of the Board:-
10.1 Staff and Finance Committee

The Committee is charged with the responsibility of ensuring that the financial matters of the Board
are cleatly linked with its Strategic Plan/annual budget and its core activities. It also considers Staff
administrative matters of the Board to ensure they are within the law and is also responsible for
developing policies that help the Board attract and retain highly qualified and competent employees.
The Members of the Committee are:

Mr. Nicholas Munyi

Mr. Silas J. Njibwakale

Mzr. Kiritu Wamai, (EBS)

Mzr. David J.I. Mutali

Mr. Daniel K.A. Nyolei

Managing Director.

SRRl ol S

10.2 Promotion & Production Committee

The Board’s core mandate is in the regulation and promotion of the tea industry both locally and
internationally. This Committee is mandated to evaluate market and promotion programs and budgets,
public and media relations, production and extension programs as well as legal enforcement. The
Committee Members are:-

Mr. Lerionka S. Tiampati

Mr. Nigel G. Sandys-Lumsdaine
Mr. Emmanuel B. Kimmutai
Mr. Nicholas Munyi

Mrs. Flora Mutahi

Mr. Titus K. Karanja

Mzr. Grenville K. Melli
Managing Director.

A e

10.3 Audit Committee

The mandate of the Committee is to provide stewardship responsibilities by reviewing financial
information provided to Stakeholders, control of systems of internal audit which Management and the
Board of Directors have established, open avenue of communication between the Internal Auditor,
Management, external Auditors and the Board of Directors and ensure the independence of the internal
audit function. The Members of the Committee are:-
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1. Mrs. Flora Mutahi
2. Mzt. Charles Onchoke
3. Mzt. Francis M. Ongwae
4, Mt. Abiud M. Eston
5. Internal Auditor

11.0 RISKS

In order for TBK to effectively achieve its mandate measures have been put in place to seal-off leakages
and manage inherent risks to avoid a “pouring-water-into basket” sort of situation. Risk management
plays a vital role in financial planning and achieving the organizations objectives. To proactively mitigate
against these risks, risk management has been tied to the organization’s Strategic Plan.

11.1 Operation Risks

This is the risk of loss arising from systems failure, human error, and fraud or external events. When
controls fail to perform, operational risks can cause damage to reputation as well as lead to financial loss.
The Board cannot expect to eliminate all operational risks but can manage them through a controlled
framework and monitoring and responding to potential risks. The controls that the Board has put in
place to minimize the potential risks include;

(a) Effective duty segregation;
(b) Staff education;

(©) Authorization levels and adherence to the same;
(d) Periodic risk assessment;
(e) Use of internal audit.

11.2  Liquidity Risk

This risk is defined as having difficulty in finding sufficient cash to meet the commitments that are due
or being compelled to convert current assets into cash at a price lower than their fair value.

To address this risk the Board has continued to prudently manage its cash flow. Investments of the
surplus cash have been made in low risk Government securities and fixed deposit in line with the cash
flow projections.

11.3 Market Risk

A significant portion of the Tea Board of Kenya’s revenue is derived from Manufacturing Cess which
exposes it to a risk of revenue shortfall. This is because of the variations in weather conditions and the
current global financial crisis being experienced. This may curtail the Board’s activities.

The market requirement of our traditional importers of tea is continually changing and the Board as
a regulator must proactively engage producers to ensure they meet the requirements and also enforce
acceptable agricultural standards.

The Tea Board of Kenya ‘\1_0/‘ Annual Report & Accounts 2008/2009



12.0 STATEMENT OF BOARD MEMBERS RESPONSIBILITIES

Under the Tea Act and the Public Audit Act, the Board Members are required to prepare Financial
Statements for each financial year which gives a true and fair view of the state of affairs of the Board
as at the end of the financial year and of the operating results of the Board for that year. They are also
required to ensure that proper accounting records, which disclose with reasonable accuracy the financial
position of the Board, are maintained. They are also responsible for safeguarding the assets of the
Board.

The Board Members accept responsibility for the financial statements, which have been prepared using
appropriate accounting policies supported by reasonable and prudent judgements and estimates, in
conformity with International Accounting Standards and in the manner required by the Tea Act and the
Public Audit Act. The Board Members are of the opinion that the Financial Statements give a true and
fair view of the state of the financial affairs of the Board and its operating results. The Board Members
further accept responsibility for the maintenance of accounting records, which may be relied upon in
the preparation of financial statements, as well as adequate systems of internal control.

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

Titus G. Kipyab (MBS) Sicily K. Kariuki (Mrs.) MBS
BOARD CHAIRMAN MANAGING DIRECTOR
DATE: 30" September 2009 DATE: 30" September 2009
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13.0 CHAIRMAN'’S REPORT

On behalf of the Board of Directors, I am delighted to present the Annual Report and Financial
Statements of the Tea Board of Kenya for the financial year ended 30™ June 20009.

During the year, the tea industry realized significant achievements amidst challenges in the local and
international markets. Key among the challenges was the prolonged drought which affected production
and the global economic downturn that led to increase in cost of production.

The Tea Board of Kenya made deliberate efforts to ensure that the industry thrived. These efforts
included continued implementation of the Tea Industry Task Force Report (2007) recommendations.
Among the key activities towards implementation was the introduction of Tea Industry Regulations
2008 by the Government with the objective of ensuring equity and order in the industry. The Board
continues to work with all stakeholders to ensure implementation of the full range of recommendations
contained in the report.

In pursuit for success in discharging its regulatory and promotion mandate, the Board moved to review
the Strategic Plan with a view to realigning it to expectations of the Government’s Vision 2030 initiative
and providing a clear and practical approach in implementation of programmes.

The Board also pursued implementation of the Kenya Tea Industry Promotion Strategy whose long
term focus is to enhance growth in the domestic market and increase market share in the international
markets.

Let me take this opportunity to reaffirm the commitment of the Board of Directors to provide effective
leadership for the growth of the industry. In this, we will endeavour to support the Management and
staff and also work with stakeholders for continued growth in the industry.

Titus G. Kipyab (MBS)
CHAIRMAN
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" 14.0 MANAGING DIRECTOR’S REPORT

o ] It gives me great pleasure to present the financial report and accounts of the Tea Board of Kenya for
"y the year ended 30" June 2009.

During the year, the Board continued to discharge its mandate of regulating the industry and promoting
Kenya Tea in the local and international markets.

During the year, the Board’s income rose by 17% from KShs.177.4 million recorded the previous year to
KShs.207.1 million on account of Government grant and improved collection of Cess on Manufactured
tea.

About 60% of the Board’s income was utilized in development programmes such as subvention to
research activities undertaken through the Tea Research Foundation of Kenya as well as funding of
market development activities. International generic tea promotion was carried out through various tea
Councils and Associations in key tea consuming countries. To enhance the international market share,
Trade Mission and Exhibitions were undertaken in emerging markets such as China, South Africa, Iran,
Canada and Japan. These Missions yielded new contacts between the Kenya Tea Industry and Tea
Traders from the respective markets.

In the domestic market, various activities were undertaken to promote tea consumption through the
Local Generic Promotion Campaign (LGPC). This involved road shows, in-store promotions and
door-to-door campaigns. The continuous campaign is aimed at growing domestic consumption of tea,
which takes a paltry 5% of the national production.

To enhance compliance in registration and licensing, the Board held Stakeholder regulatory awareness
fora in various parts of the country. The Board also carried out inspections on tea nursery management,
tea cultivation and manufacture with a view to ensuring adherence to Good Agricultural Practices
(GAPs) and Good Manufacturing Practices (GMPs). Further, there was increased participation of tea
factories in the annual “Tea Classes” Competition which also saw the introduction of new competition
categories of Green Orthodox, Black Orthodox and White teas.

In capital investments, the Board completed the shell structure of its new Headquarters building whose
occupation in the subsequent financial year will accord the organization a perfect working environment
to effectively serve the tea industry.

Further, achievements realized in enhancing service delivery for the tea industry included; Improved
human resource capacity through recruitment of new Staff; Decentralization of services through the
opening of one Regional Office in Kericho for the West of Rift; and Stakeholder engagements through
field days and dissemination of information.

A significant milestone was achieved by the Board’s attainment of ISO 9001:2000 certification. This
was a culmination of elaborate audits carried out by Burea Veritas to take the organization towards
adherence and sustenance of global standards in its management and operations.

The Tea Board of Kenya reaffirms its commitment to live by its Mission of “Making Kenya Tea the
Preferred Tea In The world” as well as promoting the efficient production and marketing of high quality
tea to the domestic and international markets.

Sicily K. Kariuki, (Mrs.), MBS
MANAGING DIRECTOR
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15.0 REVIEW FOR THE YEAR
15.1 Global Outlook

During the year 2008, the global tea supply stood at 3.8 Billion Kgs, 3% higher than 3.7 Billion Kgs
recorded in 2007. Increased output was mainly due to production increase in Vietnam, China and
India. Vietnam, which is fifth largest producer of tea in the world, recorded the highest increase of
12%. Amongst the other major tea producers, China recorded a production increase of 5% while India
increased its output by 4%. However, Kenya and Turkey recorded a drop of 7% and 13% respectively
while Indonesia maintained its production level at more or less the same level recorded during the
previous year.

About 84% of the tea was produced in Asia while 14% was produced in Africa and the remaining 2%
was produced in South America, Oceania and CIS. During the year, Asia recorded a 4% increase in
production due to higher production recorded in Vietnam, China and India. CIS recorded an increased
production of 7% while output in Oceania was maintained at the same level of 2007. However, tea
production in Africa dropped by about 8% owing to adverse weather conditions in FEast Africa while
South America recorded a drop of 15% due to lower output in Argentina.

Wortld production continued to be dominated by eight countries which accounted for 84% of total
output. Among these countries, China and India contributed over 30% and 25% respectively to global
supply. Other major producers such as Kenya contributed to about 9% of the global supply while Sri
Lanka contributed to about 8%. Vietnam, Turkey, and Indonesia each contributed about 4%.

During the year 2008, 63% of global production was Black Tea, 30% was Green Tea with the balance 7%
consisting of Oolong, Jasmine and Pu’erth teas, mostly from China. With regard to type of manufacture,
the breakdowns of CTC and Orthodox in the year were 39% and 25% respectively.

Total exports for the year was 1.6 Billion Kgs, 7% higher than 1.5 Billion Kgs recorded in 2007. The
export volume for the year represented 43% of the total production. About 57% of the total production
(2.1 Billion Kgs) was retained in producing countries for domestic consumption with India and China
continuing to retain the highest proportion at 80% and 75% of their respective production. Owing to
low domestic consumption, the other key producers continued to rely on international markets. Kenya
was the leading exporter of tea contributing to about 23% of the global tea exports. Other key exporters
were Sri Lanka (18%), China (18%) and India(11%). The four producers accounted for 70% of the
global tea exports.

Compared to the year 2007, the total volume of exports grew by over 4% in 2008 mainly due to
increased exports by Kenya and India. Growth in exports by the two countries was boosted by increased
import by Egypt, USA, Chile, Poland, Kazakhstan, Iran, Iraq and Jordan. As a result, Kenyan exports
to the CIS region grew by 27% during 2008. Kenya exports to Egypt were higher whilst significantly
higher exports were also made to the UAE and USA. The country’s shipments to the UK continued to
recover during the year, showing an increase of 18%.

Exports by India were boosted by higher exports to the CIS, Egypt and the UAE. Exports from Sri
Lanka held up well with noticeable growth volumes exported to Kuwait, UAE, Jordan and Turkey.
Global tea consumption stood at 3.65 Billion Kgs, up by 1% from 3.61 Billion Kgs recorded in 2007.
However, consumption lagged behind supply by 150 Million Kgs, and this continued to create a glut in
the world market. Owing to oversupply situation over the last one decade, world tea prices have been
depressed.
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15.2 Kenya Tea Industry Performance

15.2.1 Tea Planted Area

During the year 2008, the industry recorded a 5% expansion in planted area from 149,196 hectares
registered during the previous year to 157,720 hectares. The increase was registered within the Smallholder
sub-sector where expansion grew by 8% from 98,185 hectares to 107,115 hectares. The sub-sector’s
planted area increase was mainly recorded in tea growing areas West of Rift owing to availability of
land. However, the Plantation sub-sector recorded a decrease of 1% in planted area due to uprooting
of old and less productive tea bushes and subsequent replacement with trees, due to increasing need for
cheaper source of energy by the factories.

Figure 1: Tea Planted Area Trend (2004-2008)

160,000 ’
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Source: Tea Board of Kenya (2008)
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15.2.2 Tea Production ¥ !‘I-ﬁg}_ "
Tea production for the year 2008 stood at 345 million Kgs, representing a 6% drop compared to 369 -’ _
million Kgs recorded during the year 2007. The main factor that led to lower production was adverse .:‘ A

weather conditions that affected the tea growing regions in the first half of the year. During the first e e
half of the year, tea growing areas experienced dry weather conditions, depressed amount of rainfall

and some incidences of frost that hit parts of the West of Rift.

During the year, the smallholder sub-sector registered the highest drop in production of 8% from 229
million Kgs to 210 million Kgs. The Plantation sub-sector registered a production decline of 4% from

139 million Kgs to 135 million Kgs recorded in 2007.

Figure 2: Tea Output Trend (2004-2008)
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Source: Tea Board of Kenya (2008)

15.2.3 Tea Exports

The total export volume for the year stood at 383 million Kgs, which was 10% up compared to 345
million Kgs recorded during the same period last year. Owing to higher prices recorded during the year,
the tea earnings reached an all time high of Kshs. 62 billion compared to Kshs. 43 billion registered in

the previous year.

During the year, Kenya tea was exported to fifty market destinations world-wide compared to forty six
destinations the same period of last year. Egypt was the leading export destination having imported 99
million Kgs, which accounted for 26% of the total export volume. Other key markets included UK,
which imported 69 million Kgs; Pakistan (61 million Kgs); Afghanistan (25 million Kgs) and Sudan (22
million Kgs). The five markets accounted for 72% of the total export volume while the rest accounted
for 29%. Among these five traditional markets for Kenyan tea, Egypt registered the highest growth in
export volume at 47%, while UK recorded a growth of 17%. However, there was a decline in tea export
volume to Pakistan (23%), Afghanistan (10%) and Sudan (7%). The slump in tea export volume to these
key markets was attributed to higher auction prices that led to lower buying interest particularly within

the lower-end market.
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Figure 2: Kenya Tea Exports to Key Market Destinations (2008 compared to 2007)

2008 Kenya Tea Exports to Key 2008 Kenya Tea Exports to Key
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Table 1: Kenya Tea Exports (2008 vis-a-vis 2007)

EGYPT
PAKISTAN

TOTAL 383,443,886 345,877,445 37,566,441

15.2.4 Local Consumption

During the year 2008, domestic tea consumption stood at 17.3 million Kgs against 17.6 million Kgs
recorded during the same period of 2007. This represented a drop of 2% in local tea consumption. The
drop was attributed to lower sales recorded during the beginning of the year due to interruptions of
ground transport logistics owing to post-election violence that hit the country. Lower tea consumption
was also attributed to higher inflation rates that affected consumption of basic food items and the
effects of the global economic crisis caused by food, fuel, finance and prolonged dry and hot weather
conditions.

Table 4: Local Tea Consumption Trend (2008 compared to 2007)

| Quantity KGS Quantity KGS | Quantity KGS % Var.

1,065,974 1,311,181 245,207 -18.70%

DECEMBER
TOTAL

17,387,119 17,642,737 (255,618) -1.45%
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16.0 CORE FUNCTIONS

16.1 Registration and Licensing

During the period the Board issued licenses to three KTDA factories, namely; Rianyamwamu in Kisii
Central, Chelal in Bureti and Kaptumo in Nandi Districts. This was aimed at enhancing processing
capacity in the respective areas

The Board carried monitoring compliance inspections in 41 factories in the West and East of Rift,
focusing on Nursery Management, Tea Cultivation and Processing, In view of this, compliance levels
improved from 70% to 82%.

Stakeholders’ sensitization forums were held in Thika, Embu, Kericho and Mombasa. The sensitization
focused on Green Leaf Tea Diversion Guidelines, Kenya Tea Industry Code of Practice (KS 2128),
Specifications for Black Tea (KS 65) and Tea Glossary of Terms (KS 64). The forums presented an
opportunity to review the standards in view of feedback from the stakeholders.

The Boatrd organized the 48" Tea Classes Competition (TCC) in partnership with the Agticultural
Society of Kenya (ASK). Samples of teas from over 80 factories were entered in the Competition in the
Commercial, Special and Specialty categories. The newly introduced Specialty category included Black,
Green and White teas. Winners were awarded on 2™ October 2008.

The Board also opened a regional office in Kericho to serve stakeholders in the West of Rift.

16.2.0 Promotion and Public Relations
16.2.1 Local Generic Promotion

In the year 2008/09, the Board commenced tea promotion activities in the domestic market with the
celebration of the 3 tea drinking week which ran from 29" September to 5* October 2008. The
week involved a combination of Promotional, Public Relations, Corporate Social Responsibility and
Philanthropic activities. These were undertaken concurrently with the Nairobi International Trade Fair
activities. The Tea week commenced with the celebration of the harvest Sunday at the all saints cathedral
on Sunday 28" September 2008 and ended with participation/donation to the Breast cancer course.
Other activities undertaken within the week included; a media briefing to discuss matters pertinent to
the industry; visits to Mbagathi District Hospital and Dagoretti Children’s home; and  donations to
the Muslim fraternity in anticipation of the #d '/ fitr;, The week climaxed during the 3™ National Tea
Drinking Day celebrations on 3™ October 2008.

The second phase was undertaken from March to June 2009 and involved Below-the-Line activities.
These activities were built on the successful activities undertaken previously. The promotions were
aligned with the ASK agricultural show programme and involved road shows (street parades), stage
shows, in-store promotion and door to door promotions. Stakeholders (mainly packers) were involved
during planning and implementation. The activities were undertaken in Nairobi, Eldoret, Kakamega and
Meru. The Kakamega and Meru activities were undertaken during the Agricultural Society of Kenya
(ASK) show periods. A total of 5 road shows and 13 stage shows were undertaken while in-store
promotions were undertaken in 88 supermarkets for 118 days. About 12,000 homes were visited and
over 10,000 promotion literature distributed during the promotion.

16.2.2 Nairobi International Trade Fair

The Tea Board of Kenya participated at the Nairobi International Trade Fair (NITF) which took place
from 28" September to 5" October 2008. As per tradition, TBK organized the “Tea Classes” competition
which is held under the auspices of the Agricultural Society of Kenya (ASK). A total of ...... samples
of teas from 75 factories were entered under the CTC “Special”, “Commercial Manufacture” and
“Specialty” categories. The “Specialty” category (featuring Black Orthodox, Green and White teas) was
in the competition for first time in pursuit of diversification and value addition. Further, the 3" National
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Tea Drinking Day (“Sundownet”) party was held on 3™ October 2008 to award Trophies, Cups and
Certificates to the winners of the competition.

16.2.3 Overseas Tea Promotion

The Board committed in the year 2008/09 to grow the level of Kenyan tea exports to non-traditional
markets from 21% to 25%. The objective was to reduce the tea industry’s trade risk of over-reliance
on a few traditional markets. At the end of the year, exports to non traditional markets had reached
26.34% surpassing the set target. This was to be achieved through focused promotion programs in the
non traditional markets of South Africa, Iran, Japan and China:

(i) Kenya Trade Fair in South Africa - 19" to 21 September 2008
The Board participated in the first Kenya Trade Fair in South Africa organized by the Kenya High
Commission in South Africa. The Trade Fair ran from 19" to 21* September 2008 with the objective
of:
* Exposing Kenyan products and services to the South Africa consumers.
¢ Creating business linkages between the business communities in the two countries, enabling
them to grow their markets.
* Bridging the huge trade imbalance which is skewed in favor of South Africa.
* Deepening the economic relations between the two counttries.
¢ Articulating Kenya’s trade and investment opportunities available that South African investors
can exploit.
* Examining the tax regimes of both countries and determine how they affect trade in total.
* Identifying challenges affecting trade between the two countries.
A key outcome of the Trade fair was the signing of a trade agreement between the Kenya and South
Africa by the Kenyan Minister for Trade, Hon. Uhuru Kenyatta, and his counter-part from South Africa
on 19th September 2008.

(ii) Goodwill Mission to Iran - 8" to 13™ November 2008
The Board undertook a goodwill trade mission to Iran from 8" to 13™ November 2008. The need for the
mission was reinforced by the Iranian Government’s introduction of a health certification requirement
for all teas being exported to this market. The mission was also a follow-up of a visit by officials from
the Iranian Ministry of Health and Medical Education and the Iranian Standards and Industrial Research
Institute to tea production and certification facilities in Kenya. This was in July 2008 on invitation of
the Board.
The objectives of the November 2008 goodwill mission were:
* To meet the Iranian Health Officials to discuss Kenya’s level of compliance with the Good
Manufacturing Practice (GMP) requirements by Iranian Government and gaps thereof.
¢ To appreciate the trade structure of the Iranian market with a view to identifying opportuni
ties to reach the regional market.
* To meet the Iranian experts on Standards and explore harmonization of Standards between
Kenya and Iran.
¢ To explore opportunities for future promotional activities in the Iranian market.
* To support the efforts by officials of the Kenyan Embassy in Iran in promoting bilateral trade
relation with the Iranian tea market.
The Mission team had meetings with Iranian Chamber of Commerce and Industry, Ministry of Health
and Medical Education, Trade Associations, Tea traders and institutions overseeing the Free Trade
Zone. The delegation also received the outcome report of the July 2008 visit by the Iranian Government
officials. A Memorandum of Understanding was signed with the Chabahar Free Trade Zone.

(iii) Mission By Japan Tea Association- 24™ to 30™ January 2009
A delegation of the Japan Tea Association visited Kenya from 24™ to 30" January 2009 on the invitation
of the Board. This was a follow-up of the visit by the Kenya tea industry to Japan as part of the
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Government delegation to the TICAD-IV Conference in May 2008. The objective of the mission was: el
* To gain a better understanding of the tea industry in Kenya through a practical study. .
* To appreciate the trade structure of the tea industry in Kenya with a view to identifying oppor ¥,
tunities for trade. .q-
¢ To gain a pragmatic appreciation of the measures undertaken by the tea industry to guarantee
sanitary and phyto-sanitary tea products from Kenya.
* To meet with the Tea industry stakeholders in Kenya with the purpose of initiating and de
veloping trade linkages.
The JTA delegation had meetings with tea traders in Nairobi and Mombasa. The delegation also visited
smallholder tea production facilities at Kagwe Tea factory; Estate factories at James Finlay (K) Ltd and
Unilever Tea in Kericho; the Tea Research Foundation of Kenya and the specialty tea production facility
at Kangaita. The delegation had an opportunity to visit the Tea Auction in Mombasa, a Tea Warchouse
and Port facilities at Kenya Ports Authority.

(iv) Trade Mission to China - 18" to 26™ April, 2009
The Boartd in partnership with the Kenyan Embassy in Beijing organized a trade mission from 18" to
26™ of April, 2009. The mission’s objectives were;
* To establish new contacts with Hong Kong/ Chinese tea traders.
¢ To chart the way forward for growth of Hong Kong as an entry point for Kenya tea into the
Chinese and neighboring countries’ tea markets.
* TFollow up on some of the contacts that were made in previous Trade Missions to China (Bei
jing, Hong Kong and Guangzhou) by Kenyan stakeholders.
Some of the key observations that stood out included the non-competitiveness of Kenya teas in the
market due to the duty levied on it and a New Food Safety Law which became effective on 1st June 2009
that sought to “ensure the food safety and guarantee the safety of the lives and health of the general

5

public”’.

(v) FAO IGG Working Group Meeting in Rome -20" to 22" May 2009
The Inter -Governmental Group (IGG) on Tea, agreed to establish three Working Groups (WG) during
its eighteenth Session, which was held in Hangzhou, China in 2008:

* WG on Tea Trade and Quality;

* WG on Maximum Residue Levels (MRL), to look at tea brew;

* WG on Geographical Indications (GI).
The WG were to discuss areas of crucial importance to the global tea economy, address outstanding
issues affecting the trade in tea and report back to the IGG at its next session, which is tentatively
scheduled for 5-7 May 2010 in New Delhi, India. The meeting of the Working Groups was convened at
FAO in Rome from 20™ to 22" May 2009. Tea Board of Kenya represented the tea industry in Kenya
which subscribes membership to the FAO IGG.

16.2.4 Other Trade Activities

(i) Mark Of Origin for Kenya Tea
The Board undertook a search for purposes of registration of the “Mark of Origin” which was approved
by Kenya Industrial Properties Institute (KIPI). The mechanism for implementation of the mark was

also developed in consultation with stakeholders and an application for local registration lodged with
KIPI.

(i) Geographical Indications (GI)

The Technical Committee on Geographical Indications (GI) made up of the Tea Board of Kenya,
Ministry of Agriculture, Ministry of Trade, Kenya Tea Development Agency Ltd, Kenya Industrial
Property Institute and East Africa Tea Trade Association reviewed the different aspects of tea production
and recommended that organoleptic properties would form a more solid foundation for demarcation of
the geographical indications regions. The Chemical, Agronomical and Meteorological properties would
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build the Geographical Indications profile. Information on the organoleptic properties is expected from
a joint committee of the Tea Brokers Association and the Tea Buyer association of the East African Tea
Trade Association.

(iii) Monitoring of Trade in Tea
The Board undertook monitoring of trade activities to ensure compliance with export registration
requirements as laid out in The Tea Act by authenticating all tea export documents during the period
2008/09. To ensure that all tea exports were captured, the Board conducted verification inspections on
a daily basis. During the year, the Board also carried out a total of fifty six (56) scheduled inspections on
tea packing, exporting, warehousing, brokerage and retail outlets to ensure compliance to the Act.
Following the implementation of the Tea Regulations 2008 where license period was annualized, the
Board proceeded to register all warehousemen, brokers, packers, exporters and importers of tea. A total
O .. . .... applications for licenses were received and issued.

16.2.5 Market Specific Reports

(i) Pakistan

Pakistan relinquished its position as the leading export market for Kenyan tea having imported 61 million
kgs of tea in 2008 against 79 million kgs of tea imported in 2007. The slump in tea export volume to this
market destination was attributed to higher auction prices that led to lower buying interest particularly
within the lower-end market and continued smuggling of tea into the country through the Afghanistan
border.

During the year, the industry expressed concern that since the East African Community (EAC) reprieve
on Common External Tariff (CET) on rice granted in favor of Pakistan was coming to an end in May
2009, there was need for the Government to seek further extension to avoid retaliatory measures on
Kenya tea exports to Pakistan.

(i) Egypt

During the year, Egypt took the leading position from Pakistan as the most important market for
Kenya tea after increasing its tea imports from Kenya by 47% from 67 million Kgs recorded in the
year 2007 to 99 Million Kgs. Kenya tea constituted the highest market share at 95%. With regard to
quality complaints that had eatlier been lodged by the Egyptian tea importers, the Tea Board of Kenya
sensitized the traders on the COMESA rules of origin as a way of mitigating against such complaints
in future.

(iii) Iran

Iran continues to be a key emerging market that the industry is targeting for enhanced growth. During
the year, Kenya Tea exports increased by 80% from 1.1 Million kgs in 2007 to 2.1 million kgs in 2008.
However, Kenya tea exports to Iran constituted about 4% of Iranian tea imports. The main bottleneck
hindering growth of Kenya tea exports to Iran was default payments by Iranian importers. During the
year, a joint committee between the two countries was constituted to address the issue. In addition, the
Tea Board of Kenya encouraged Tea Traders to trade through Dubai Banks for ease of payments just
like their counterparts in India and Sri Lanka have done.
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17.0 EXTERNAL LIAISON AND CORPORATE SOCIAL RESPONSIBILITY %'/

17.0.1 External Liaison -
The Tea Board of Kenya hosted several visitors during the year, among them partners from Kenya’s
major markets, diplomats and Government officials:

(i) International visitors
The Tea Board of Kenya hosted several international visitors drawn from varied organizations
including tea organizations and the media

(ii) Diplomats/Embassy /UN officials
The Tea Board of Kenya hosted diplomats from countries represented in Nairobi that form key
markets for Kenya Tea as well as diplomats representing Kenya in foreign missions abroad.

(i) Government/Private sector officials
TBK received several Government and private sector officials during the period.

17.0.2 Corporate Social Responsibility

During the period, the Tea Board of Kenya spent Kshs. 300, 000/= in Corporate Social Responsibility
programmes.

18.0 FINANCE AND ADMINISTRATION

18.0.1 Agricultural Produce Cess

During the year (2008/2009) the Tea Board of Kenya collected and disbursed Kshs. 188,939,665/=
to various Local Authorities and District Cess Committees across the country. The Cess goes towards

maintenance of tea access roads as required under the Agriculture Act (CAP. 318, Laws of Kenya) and
the Local Authority Act (CAP. 265, Laws of Kenya).

18.0.2 Staff Matters

Six members of staff were recruited during the year. They were; Corporate Relations Executive, Mr.
Philiph Cheruiyot; Technical Services Officer (TSO) - West of Rift, Mr. Willy Mutai; Technical Services
Officer (TSO) — East of Rift, Mr. James K. Marete; Public Relations Officer (PRO), Ms. Anne W.
Kago; Trade & Promotion Officer (TPO), Mr. David Muriuki; Trade and Promotion Manager (TPM),
Ms. Rosemary O. Owino (TPM) and Accounts Assistant, Mr. John Kariuki. No staff member left the
Board during the period.

During the same year, the Board undertook a Training Needs Analysis (TNA) to identify training needs.
The exercise was followed by training of staff in key areas including: Leadership & Management,
Supervisory Skills, Information Technology, Corporate Governance, Customer Care, Pre-Retirement
Training, Records Management, Report Writing, Office Management for Secretaries, Front Office
Excellence, Performance Management, Corruption Eradication, New Labor Laws, Business Growth
Mastery, Port Community Based System and Public Procurement & Disposal Manual. 90% of staff
were trained

The result of the training was staff productivity improvement from 40% to 90%.
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; o OPERATIONS/PERFORMANCE CONTRACT
,'i o .'
*».uf The Tea Board of Kenya implemented its operations and a wide range of programmes committed to

S within the Performance Contracting platform. They include:

@

Financial commitments. The Board complied with the set budgetary levels and surpassed cost
reduction target of 1.46 million by saving 1.95 million. Non-statutory revenue collection stood
at 205 million against the target of 338.9 million. The development index achieved was 2.14
against the target of 2.65.

(ii) Service delivery commitments. The Service Charter was distributed to stakeholders and employees

to reinforce TBK’s commitment for efficient service delivery. The Board implemented
recommendations from the independent survey undertaken in the previous year through timely
dissemination of information and continuous interaction with stakeholders.

Non-Financial Commitments. The Board fully undertook the review of its Strategic Plan with
a view to aligning programmes to Vision 2030. The Board also attained certification for ISO
9001:2000 having successfully met all the requirements.

(iv) Operations. The Board discharged its mandate by accomplishing the following activities as

contracted for the period: inspection visits to factories; holding of stakeholder forums for
sensitization on TBK’s mandate; introduction of new categories for Tea Classes Competition,
and; promoting of Kenya tea through trade missions to key markets including China, France,
South Africa, Iran, Canada, Russia, Malaysia, Korea and Belgium. The Board also facilitated two
key incoming trade missions from Japan and India.

(v) Project implementation. The Board completed the shell structure of its new office building

(vi) Organizational capacity/Work Environment. The Board undertook the following key activities

to enhance capacity and provide an appropriate work environment:

training of staff

repairs and maintenance; fire drill and training on fire saaftey;

corruption prevention policy; staff sentization on corruption prevention; enhancing internal
controls and monitoring,
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20.0 REPORT OF THE CONTROLLER AND AUDITOR GENERAL ON iy
THE FINANCIAL STATEMENTS OF THE TEA BOARD OF KENYA o
FOR THE YEAR ENDED 30TH JUNE 2009 [ N

20.1 AUDITOR’S CERTIFICATE

REPUBLIC OF KENYA

KENYA NATIONAL AUDIT OFFICE

REPORT
OF
THE CONTROLLER
AND AUDITOR-GENERAL

ON

FINANCIAL STATEMENTS OF
TEA BOARD OF KENYA
FOR THE YEAR ENDED

30 JUNE 2009
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KENYA NATIONAL AUDIT OFFICE

REPORT OF THE CONTROLLER AND AUDITOR GENERAL ON THE
FINANCIAL STATEMENTS OF TEA BOARD OF KENYA FOR YEAR ENDED
30 JUNE 2009

| have audited the accompanying financial statements of Tea Board of Kenya for
the year ended 30 June 2008 set out at pages 13 to 23 which comprise the
Balance Sheet as at 30 June 2009, the Income Statement, the Statement of
Changes in Equity and the Cash Flow Statement for the year then ended and a
summary of significant accounting policies and other explanatory Information, in
accordance with the provisions of Section 14 of the Public Audit Act, 2003. |
have obtained all the information and explanations which, to the best of my
knowledge and belief, were necessary for the purpose of the audit,

Management's Responsibility for the Financial Statements

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

Responsibility of the Controller and Auditor General

My responsibility is to express an independent opinion on the financial
statements based on the audit. The audit was conducted in accordance with the
International Standards on Auditing. Those standards require compliance with
ethical requirements and that the audit be planned and performed with a view to
obtaining reasonable assurance that the financial statements are free from
material misstatement.

An audit involves performing procedures to obtain audit evidence about the
amounts and disclosures in the financial statements. The procedures selected
depend on the auditor's judgement, including the assessment of the risks of
material misstatement of the financial statements, whether due to fraud or error.
In making those risk assessments, the auditor considers internal controls
relevant to the entity's preparation and fair presentation of the financial
statements in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the Board's internal controls. An audit also includes evaluating
the appropriateness of accounting policies used and the reascnableness of
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accounting estimates made by Management, as well as evaluating the overall
presentation of the financial statements.

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

Financial Performance

During the year under review, the Board realized a deficit of Kshs.19,578,158
(2007/2008 - deficit Kshs21,580,564), thereby reducing the capital and
promotion items to Kshs.65,005,181 and Kshs.B8,567 179 respectively. It has
not however been explained by the Management why the deficit of
Kshs.19,518,158 was not adjusted against the general item instead of the capital
and promotion items. Further, and as may be observed in the past four years,
the Board has recorded negative results and its ability to carry out its mandate in
the long run is therefore in doubt.

Opinion

Except for the foregoing reservation, in my opinion, the financial statements give
a true and fair view of the financial position of the Board as at 30 June 2009, of
its financial performance and cash flows for the year then ended in accordance
with the International Financial Reporting Standards and comply with the Tea
Act, (Cap 343) and Tea (Amendment) Act, 1999,

; Lo (qbﬁ“‘-—
. M. ta umbu
CONTROLLER AND AUDITOR GENE

Nairobi

18 January 2010
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20.2.1 BALANCE SHEET AS AT 30TH JUNE 2009

b o
4 NOTE

ASSETS
NON CURRENT ASSETS
Property, Plant and Equipment SCHEDULE A
Work in Progress—Office Building 2008 “
Work in Progress—Office Building 2009 “
CURRENT ASSETS
Receivables and Prepayments 8
Short Term Deposits 9
Cash and Cash Equivalents 10
TOTAL ASSETS
CAPITAL AND LIABILITIES
Capital and Reserves
Capital 11
Promotion 12
Research & Development
General
Revaluation Reserve 13
CURRENT LIABILITIES
Payables and Accruals 14

TOTAL CAPITAL AND LIABILITIES

Titus G. Kipyab (MBS) Sicily K. Kariuki (Mrs.) MBS
BOARD CHAIRMAN MANAGING DIRECTOR
DATE: 30" September 2009 DATE: 30" September 2009
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20.2.2 INCOME AND EXPENDITURE ACCOUNT FOR THE YEAR ENDED 30TH _
JUNE 2009

INCOME NOTE 2008/2009 2007/2008
KSHS. KSHS

Cess on Manufactured Tea Delivered for Sale

Interest received on Short Term Deposits

Produce Cess Levy

Rent Income

Miscellaneous Income

Government Grants

Gain on Disposal

TOTAL

EXPENDITURE

Administration and Support Services:

Audit Fees

Depreciation Fixed Assets

Donations

Board Members Expenses

General Expenses

Office Expenses

Salaries

Staff Gratuities

Export Documentation

Vehicle Running Expenses

Insurance

Local Travel Expenses

Staff Training

Security & Property Maintenance

Medical Expenses

Technical Support Services

Tea Industry Task Force

Election Expenses

Bad Debts 6

Sub-Total

PROMOTION:

Tea Promotion Overseas

Japan Tea Association

Tea Council of Canada

Tea Council of United Kingdom
International Tea Committee
Overseas Conference Expenses
Jamhuri Park Promotion Expenses
Local Tea Promotion Expenses
Tea Council of the U.S.A.

German Tea Council

Local Generic Tea Promotion
Market Development
Contingencies 7
Sub-Total

Research:

Tea Research Foundation of Kenya

DA W W W

TOTAL EXPENDITURE
SURPLUS/(DEFICIT) FOR THE YEAR
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Ry 20.2.3 STATEMENT OF CHANGES IN CAPITAL AND RESERVES FOR THE YEAR
; 3}1“' . ENDED 30TH JUNE 2009

B -
¥ ¥  CAPITAL AND RESERVES
NOTE 11 NOTE 12 NOTE 13
Research &
Capital Promotion | Development | General Reserve | Revaluation
KSHS KSHS KSHS KSHS Reserve KSHS| Total KSHS
'Year Ended 30 June
2008
Prior Year Adjust- ) i ) i ) )
ments
At 30" June 2008 | 73,618,625 | 100,246,381 | 152,713,389 613,407 28,364,085 355,555,887
Year Ended 30 June
2009
Prior Year Adjust-
ments — Note 15 (714,488) - - - - (714,488)
Write Off — Note 16 - - - - (7,551,007) (7,551,007)
At 30" June 2009 | 65,005,181 88,567,179 152,713,389 613,407 20,813,078 327,712,234

20.2.4 CASH FLOW STATEMENT FOR THE YEAR ENDED 30TH JUNE 2009

CASH FLOWS FROM OPERATING ACTIVITIES
Net (Loss) for the year

ADJUSTMENTS

Depreciation

Interest Received

Gain on Disposal

Prior year adjustments

Operating Loss before Working Capital Changes

(Increase)/Decrease in Receivables and Prepayments
Increase/(Decrease) in Payables

(Increase)/Dectease in Deposits

Cash Generated From Operations

CASH FLOWS FROM INVESTING ACTIVITIES
Proceeds from sale of property, plant & equipment
Interest Received

Purchase of Property, Plant and Equipment

Net Increase/(Decrease) in Cash and Cash
Equivalent

Cash and Cash Equivalent at the Beginning
Cash and Cash Equivalent at the End of the Year
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20.2.5 NOTES FORMING PART OF THE FINANCIAL STATEMENTS FOR THE YEAR
ENDED 30TH JUNE 2009

1. SIGNIFICANT ACCOUNTING POLICIES
The principal accounting policies remain unchanged from the previous year and are set out below:-

(a) Basis of Preparation

The Board’s Financial Statements are prepared in accordance to International Accounting Standards
(IAS) and comply with International Financial Reporting Standards (IFRS), based on historical cost
convention as modified to include the revaluation of all Fixed Assets under the accrual basis as a going
concern with there being no intention to liquidate or curtail its operations materially. During the year
the Board commenced revaluation of all assets in the month of May 2009 but the report was completed
in July 2009 after the end of the financial year. These values will be incorporated in the year 2009/2010
financial year.

Fixed Assets are therefore stated at cost or on an existing use basis as at 30" June 2009.
(b) Revenue
Revenue represents the fair value of the consideration received or receivable.

(c) Cash and Cash Equivalent

For the purpose of cash flow statement, cash and cash equivalents comprise cash in hand, bank balances
and other short-term highly liquid investments that are readily convertible to a known amount of cash
and are subject to an insignificant risk of changes in value.

(d) Receivables

Receivables are recognized initially at fair value and subsequently measured at amortized cost using
the effective interest rate. A provision for doubtful debts is recognized in the income & expenditure
account in the year when the recovery of the amount due as per the original terms is doubtful.

(e) Provisions

Provisions are recognized when the Board has a present legal or constructive obligation as a result of
past events, for which it is probable that an outflow of economic benefits will be required to settle the
obligation, and a reliable estimate can be made of the amount of the obligation.

(f) Employee Benefits

The Board employ its Staff on a three year contract who are entitled to gratuity payment on the
completion of the contract. An appropriate provision is made for gratuity in line with the contracts of
each Staff Member. The Board also contributes to National Social Security Fund for its employees.

(g) Property, Plant and Equipment
(a) (i) No depreciation is provided on freehold land and long leasehold land. Other property, plant
and electronic equipment are depreciated on a straight line basis to write off the cost or valu
ation over their estimated useful life.

(if) Depreciation on buildings, water tanks, office furniture and other office equipment has been
calculated on the reducing balance method.
The rates in use are:-

Dagoretti Buildings - 2.5%
Kericho Building - 3.3%
Mombasa Building - 2.5%
Water Tanks - 15%
Plant and Electronic Equipment - 20%
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o ey Motor Vehicles - 20%
SN Office Furniture & Equipment - 15%
| Building on Short Leasehold Land ~ -The property is on a five-year
Renewable lease after every five years from Agricultural
Society of Kenya since 2001/2002. The Jamhuri Park
building has been depreciated at the rate of 20% based
on the leasehold period.

(b) Dagoretti Buildings
Wing A was demolished from June 2008 to
September 2008 to pave way for a new office building
Consequently, a value of KShs.7,551,007 has been
written off againstthe revaluation being the net Book
value of the demolished office Block.

Work in progress was comprised of KShs.19,926,553.00
being the work in progress reported for the year
2007/2008 and KShs.82,728,195.00 being the total
work in progress completed during the year 2008/2009.
By end of the financial year, the building was at 95%
completion level. During the year an additional sum
of KShs.16,866,047=30 was approved for completion
of office construction and purchase of furniture and
equipment and deferred items of Phase I of the Project.
This has been included in the 2009/2010 approved
budget.

2. INTEREST ON SHORT TERM DEPOSITS

2008/2009 2007/2008

KSHS. KSHS.
Treasury Bills & Bonds maturing after 182 days 12,024,790 15,403,324
Fixed Deposit Accounts 9,227.139 7,540,784
Current Accounts 634,875 553,933
21,886,804 23,498,041

3. TAXATION
Exemption has been granted from liability to income tax on all source of revenue.

4. GOVERNMENT GRANT

Recurrent (Income)

Government Grants are accounted for under the Income approach where they are recognized as income
over the periods necessary to match them with the related assets which they are intended to compensate
on a systematic basis in accordance with IAS 20 — Accounting for Government Grants and Financial
Assistance.

During the year under review, the Board received a Government Grant through Ministry of Agriculture
of KShs.21.5 million towards Tea Promotion activities.

5. GAIN ON DISPOSAL

The Board disposed off its four old motor vehicles viz KAH 214F (Peugeot Station Wagon), KAH 435F
(Nissan Sunny), KAG 269F (Toyota Hiace), KAE 256F (Volvo) and realized a gain of KShs.405,000.00
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as shown here below:

MOTOR

VEHICLE

KAH 214F
KAH 435F
KAG 269F
KAE 256F

6. PROVISION FOR BAD DEBTS

The Board made a provision for bad debts amounting to KShs.386,921.00 being outstanding debts on
un-received rent from Kericho house and amount paid on behalf of Ministry of Trade official whose

ACCUMULATED SALE PURCHASE
DEPRECIATION VALUE VALUE
KSHS. KSHS. KSHS.
455,000.00 235,500.00 650,000.00
227,500.00 188,000.00 325,000.00
511,000.00 375,000.00 730,000.00
693,000.00 415,000.00 990,000.00
1,886,500.00 1,213,500.00 2,695,000.00

GAIN ON
DISPOSAL

KSHS.

40,500.00
90,500.00
156,000.00
118,000.00

[E S RO FAVAVAVZLAVAYA

405,000.00

recovery has become doubtful. The amount has been charged to income and expenditure.

7. FOREIGN EXCHANGE TRANSACTIONS

Assets and liabilities expressed in foreign currencies are translated into Kenya Shillings at the rates of
exchange ruling at the Balance Sheet date of 30™ June 2009.

Transactions during the year are translated at the rates ruling at the dates of the transactions. Exchange
differences arising thereon are dealt with in the Income and Expenditure Account.

8. RECEIVABLES AND PREPAYMENTS

Receivables

(i) Receivables and prepayments are comprised of the

following:
Manufacturing Cess
Other Receivables

(ii) Accrued Interests on Short Term Deposits
Central Bank of Kenya
Other Financial Institutions

(iif) Prepayments

Tea Councils & Associations
Insurance (Medical & General)
Prepayments to suppliers

(iv) Deposits held by Suppliers for provision of

services

TOTAL

9. SHORT TERM DEPOSITS
Treasury Bonds and Bills
Other Financial Institutions

TOTAL

The Tea Board of Kenya

2008/2009
KSHS.

14,151,536
205,063
14,356,599

448,699
1,266,642

[EWPLVAV A S i )

1,715,341

[E AR SO0 i i 4

1,471,138
2,164,058
738,360
4,373,556

186,600
20,632,096

86,921,288

113,174,436

—_— s L

200,095,724

2007/2008
KSHS.

11,556,378
1,932,294
13,488,672

3,510,530
752,220

[ O FUTVT2)\ VA

4,262,750

AaVay (I

1,662,932
1,838,948

524,893
4,026,773

67,000
21,845,195

191,013,006
83892718

R ]

274,905,724
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All Short-term deposits are stated at cost. Treasury approval was granted to hold deposits
in other financial institutions in accordance with the existing Government circulars on
the subject matter.

10. CASH AND CASH EQUIVALENTS

A total amount of KShs.20,724,673.85 was held in the Board’s Accounts at the following

banks:- National Bank of Kenya Ltd. Nairobi - KShs.19,231,066=10, National Bank of

Kenya Ltd. Mombasa - KShs.115,231=70, Citibank N.A. - KShs.1,302,427=75 and Cash in
hand KShs.75,948=30.
The amounts held were necessary to meet the Board’s contribution to Research of KShs.6.7
million which was due within the first week of ensuing month and all creditors whose
payments were due in July 2009.

11. CAPITAL RESERVES

2008/2009 2007/2008
KSHS. KSHS.
Balance b/f. 73,618,625 80,381,389
Less Deficit (7,898,9506) (6,762,764)
65,719,669 73,618,625
Prior year Adjustment (714,488) -
65,005,181 13,618,625

Capital Reserves comprise of the accumulated balances from funds allocated for purchase and
replacement of Assets (Land, buildings, vehicles, furniture and Equipment). Further, accumulated
balances on Administration and Support Services and Technical Services were previously allocated on
Capital to boost the reserve. Consequently, a sum of KShs.714,488.00 prior period adjustment relating
to gratuity and medical expenses has been set off against this reserve.

12. PROMOTION RESERVES

2008/2009 2007/2008

KSHS. KSHS.
Balance b/f. 100,246,381 100,246,381
Less Deficit (11,679,202) -

88,567,179 100,246,381

These are accumulated balances remaining from amounts allocated for promotion of tea both in local
and international markets.

13. REVALUATION RESERVE

2008/2009 2007/2008

KSHS. KSHS.
Balance b/f. 28,364,085 28,364,085
Less Write Off (7,551,007) -

20.813.078 28.364.085

Revaluation reserve is comprised of surpluses arising from Board’s Assets revaluation. During the year
an amount of KShs.7,551,007.00 was written off being the net value of the demolished office block.

14. PAYABLES AND ACCRUALS

2008/2009 2007/2008

KSHS. KSHS.
) Agricultural Produce Cess 24,760,770 23,267,343
(i1) Provision for Gratuity 10,748,719 9,598,359
(i11) Contingent Liability —Court Award 941,708 941,708
(iv)  Amounts owed to Suppliers 50,140,673 27,805,507
TOTAL 86,591,870 61,612,917

The Tea Board of Kenya
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Included in the 2008/2009 total creditors and accruals figure of KShs.86,591,870 was
KShs.24,760,770 being balance due for disbursement to District Tea Cess Committees
and Local Authorities. Yor's

15. PRIOR YEAR ADJUSTMENTS

During the year the Board approved payment of gratuity amounting to KShs.543,120.00 to beneficiaries
of the late Managing Director, Mr. Stephen K. Nkanata upon an appeal and KShs.171,368.00 on medical
claims incurred in excess of benefits in the year 2006/2007. This has been charged to the prior petiod
reserves.

16. DEMOLISHED OFFICE BLOCK
During the year the demolished office block that paved way for the construction of the new office

amounting to a total net value of KShs.7,551,007.00 was written off against the revaluation of assets
reserve.

17. REPORTING CURRENCY

The Board’s principal activities are carried out in the Republic of Kenya and the accounts are reported
in the home currency, Kenya Shillings.
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21.4 APPENDIX D: AVERAGE MONTHLY PRICES AT MOMBASA AUCTION (2008 VS 2007)
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21.5 APPENDIX E: KENYA TEA STATISTICS
(i) Table 1 (a): Monthly Tea Production 2008 compared to 2007

Month

March

May

July

September

November

2008

29,744,705

16,916,398

36,401,819

24,239,153

32,060,588

34,405,579

2007

41,606,370

32,256,492

32,075,200

22,742,136

28,952,710

32,336,151

Increase/

11,861,665

-15,340,094

4,326,619

1,497,017

3,107,878

2,069,428

Total 345,816,830 369,606,176 -23,789,346
Table 1 (b) Monthly Tea Production by Sector January/December 2008
Month Estates Small-Holder Total

January

March

May

July

September

November

The Tea Board of Kenya

9,823,350

4,401,426

13,899,843

11,657,052

13,677,417

13,749,098

19,921,355

12,514,972

22,501,976

12,582,101

18,383,171

20,656,481

29,744,705

16,916,398

36,401,819

24,239,153

32,060,588

34,405,579
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WEST OF

RIFT

B

Nandi

Kakamega

9,328,435

42,363,883

27,780,094

3,025,809

9,975,559

46,077,837

30,682,699

3,476,375

5,920,878

36,344,023

25,795,118

3,248,295

6,596,709

39,835,387

25,378,275

3,383,203

5,841,239

39,264,439

27,732,253

3,826,580

Sub-total 200,176,321 215,983,989 179,268,897 196,619,864 195,058,066
EAST OF RIFT
Kiambu

25,566,805 25,424 382 19,542 376 20,247,716 20,277.375

Muranga

Nyeri

Meru South

Sub-total

Grand Total

19,304,252

18,696,263

10,294,747

3,101,699

145,640,509

345,816,830

19,661,855

21,277,458

11,065,388

3,310,385

153,622,187

369,606,176

17,086,533

18,664,775

10,022,557

2,863,213

131,309,145

310,578,042

17,346,621

18,554,550

10,204,127

3,007,331

131,877,760

328,497,624

17,133,836

18,564,998

9,956,143

2,393,656

129,550,504

324,608,570
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(if) Mombasa Tea Auction prices (2008 vs. 2007)

Month

January

March

May

July

September

November

Total Volume

Quantity

17,472,802

15,832,943

16,959,000

20,069,399

15,612,005

20,901,111

228,033,258

Average Price

2.28

2.23

2.30

2.55

2.70

(iv) General Statistics (1999— 2008)

Quantity

26,619,123

22,898,358

27,163,447

24,421,649

12,381,466

21,668,670

262,312,716

Average Price

1.79

1.70

1.65

1.74

1.87

1.80

Year

2000

2002

2004

2006

2008

Estates
Planted (ha)

35,313

44,399

48,755

51,297

50,605

Smallholder
Planted (ha)

85,083

85,041

87,954

95,779

107,115

"Total Estate,/
smalholder

(ha)

120,396

130,340

136,709

147,076

157,750

90,739,810

111,196,801

132,056,462

119,400,981

134,962,859

145,546,258

175,905,432

192,552,108

191,177,061

210,853,971

Estates/

236,286,068

287,102,233

324,608,570

310,578,042

345,816,830

Total

216,989,625

272,458,768

292,704,173

313,720,495

383,443,886

‘g

12,653,577

12,628,238

13,626,020

16,549,414

17,387,119
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Licensed Tea Growing
Area

Tea Planted During 2008

at 31/12/2008 in hectares

No. of Licensed Factories
in 2008

PRODUCTION

Total Tea Exports in
2008 (kgs)

Kenya Tea Delivered for

(4006)

50,605

39

8,930

107,115

8,524

157,750

97

383,443,886
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