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REPORT OF THE DIRECTORS

FOR THE YEAR ENDED 30 JUNE 2017 DRAFT

Principal activities

Results

Directorate

By order of the Board of Directors

…………………………………..

Company Director

Date …………..………………..2017

The company's auditors, Messrs Kreston KM & Co, have expressed their willingness to continue in 

office  in accordance with section 719(2) of the Kenyan Companies Act, 2015. 

The directors submit their report together with the audited financial statements for the year  ended 

30 June 2017, which disclose the state of affairs of the Company.

The results of the year  are as set out on page 6.

Auditors

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

The company is a non-profit making organisation established to administer certain rights granted 

under the Copyrights Act on behalf of members. Its core mandate is the collection and distribution of 

royalties to members.
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STATEMENT OF DIRECTORS' RESPONSIBILITIES

FOR THE YEAR ENDED 30 JUNE 2017 DRAFT

(i)

(ii) 

(iii)

Approved by the board of directors on ……….………...2017 and signed on its behalf by:

Director……………………………………..      Signature…………………………………….

Director……………………………………..      Signature…………………………………….

Director……………………………………..      Signature…………………………………….

The directors are of the opinion that the financial statements give a true and fair view of the state of

the financial affairs of the Company as at 30 June 2017 and of its financial performance and cash

flows for the year then ended in accordance with the International Financial Reporting Standards for

Small and Medium-sized Entities and the requirements of the Kenyan Companies Act.

Nothing has come to the attention of the board of directors to indicate that the Company will not

remain a going concern for at least twelve months from the date of this statement.

The directors accept responsibility for the preparation and fair presentation of financial statements

that are free from material misstatement whether due to fraud or error. They also accept

responsibility for:

 Designing, implementing and maintaining internal control relevant to the preparation of 

the financial statements.

The Kenyan Companies Act requires the directors to prepare financial statements for each financial

year that give a true and fair view of the state of affairs of the company as at the end of the financial

year and of its profit or loss for that year. It also requires the directors to ensure that the company

maintains proper accounting records that disclose, with reasonable accuracy, the financial position

of the company. The directors are also responsible for safeguarding the assets of the company.

Selecting and applying appropriate accounting policies; and

Making accounting estimates and judgements that are reasonable in the circumstances.
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REPORT OF THE AUDITORS TO MEMBERS OF MUSIC COPYRIGHT SOCIETY OF KENYA LTD

FOR THE YEAR ENDED 30 JUNE 2017

Opinion

Directors' responsibilities for the financial statements

Auditor's Responsibilities for the Audit of the Financial Statements

Our 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 our

opinion. Reasonable assurance is a high level of assurance, but is not a guarantee that an audit conducted in

accordance with ISAs will always detect a material misstatement when it exists. Misstatements can arise from

fraud or error and are considered material if, individually or in the aggregate, they could reasonably be expected

to influence the economic decisions of users taken on the basis of these financial statements. 

We have audited the accompanying financial statements of Music Copyright Society of Kenya Limited set out on

pages 5 to 20 which comprise the statement of financial position as at 30 June 2017, the statement of

comprehensive income, the statement of changes in equity, and statement of cash flows for the year then ended,

and a summary of significant accounting policies and and other explanatory notes. 

In our opinion, the financial statements give a true and fair view of the state of financial affairs of the Company as

at 30 June 2017 and of its financial performance and cash flows for the year then ended in accordance with the

International Financial Reporting Standard for Small and Medium-sized Entities and the Kenyan Companies Act. 

Basis of opinion

We conducted our audit in accordance with International Standards on Auditing (ISAs). Our responsibilities under

those standards are further described in the Auditor's Responsibilities for Audit of the Financial Statements

section of our report. We are independent of the company in accordance with the International Ethics Standards

Board for Accountants Code of Ethics for Professional Accountants (IESBA Code) together with the ethical

requirements that are relevant to our audit of the financial statements in Kenya, and we have fulfilled our other

responsibilities in accordance with these requirements. We believe that the audit evidence we have obtained is

sufficient and appropriate to provide a basis for our opinion.

The Directors are responsible for the preparation and fair presentation of these financial statements in

accordance with the International Financial Reporting Standard for Small and Medium-sized Entities and the

requirements of the Kenyan Companies Act, and for such internal control as the management determine

necessary to enable the preparation of financial statements that are free from material misstatement, whether

due to fraud or error.

In preparing the financial statements, the directors are responsible for assessing the company's ability to

continue as a going concern, disclosing, as applicable, matters related to going concern and using the going

concern basis of accounting unless the directors either intend to liquidate the company or to cease operations, or

have no realistic alternative but to do so.
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REPORT OF THE AUDITORS TO MEMBERS OF MUSIC COPYRIGHT SOCIETY OF KENYA LTD

FOR THE YEAR ENDED 30 JUNE 2017

Auditor's Responsibilities for the Audit of the Financial Statements (contd…)

i)

ii)

iii)

Certified Public Accountants (K)

Nairobi

………...………….……………….. 2017

As part of an audit in accordance with ISAs, we exercise professional judgment and maintain professional

skepticism throughtout the audit. We also:

*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 our opinion. The risk of not detecting a material misstatement resulting from

fraud is higher than for one resulting from error, as fraud may involve collusion, forgery, intentional omissions,

misrepresentations, or the override of internal control.

*Obtain an understanding of internal control relevant to the audit in order to design audit procedures that are

appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the

Company's internal control.

*Evaluate the appropriateness of accounting policies used and the reasonableness of accounting estimates and

related disclosurers made by management.

Report on other legal requirements

in our opinion proper books of account have been kept by the company, so far as appears from our

examination of those books; and 

the company's balance sheet and profit and loss account are in agreement with the books of account.

*Conclude on the appropriateness of management's use of the going concern basis of accounting and, based on

the audit evidence obtained, whether a material uncertainty exists related to events or conditions that may cast

significant doubt on the Company's ability to continue as a going concern. If we conclude that a material

uncertainty exists, we are required to draw attention in our auditor's report to the related disclosures in the

financial statements or, if such disclosures are inadequate, to modify our opinion. Our conclusions are based on

the audit evidence obtained up to the date of our auditor's report. However, future events or conditions may cause

the Company to cease to continue as a going concern. 

We communicate with those charged with governance regarding, among other matters, the planned scope and

timing of the audit and significant audit findings, including any significant deficiencies in internal control that we

identify during our audit.

The engagement partner responsible for the audit resulting in this independent auditor's report is FCPA Dr.

George Kimeu – P/No. 603.   

As required by the Companies Act we report to you, based on our audit, that:

we have obtained all the information and explanations which to the best of our knowledge and belief were

necessary for the purposes of our audit; 
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ANNUAL REPORT AND FINANCIAL STATEMENTS

FOR THE YEAR ENDED 30 JUNE 2017 DRAFT

Statement of Comprehensive Income

2017 2016

Notes KShs KShs

Gross Income 7 (a) (b) 379,006,351       458,003,512       

Administration cost 11 77,288,517         88,464,086         

Direct cost 8 32,941,905         22,152,363         

Board & members expense 9 20,466,744         18,688,532         

Staff cost 10 129,669,501       130,953,467       

Finance cost 12 1,854,412          2,633,495          

Total Expenses 262,221,079       262,891,943       

Surplus before distribution 116,785,272       195,111,569       

Less transfer to socio-cultural fund (12,824,250)       (11,699,242)       

Surplus before provision for royalties 103,961,022       183,412,327       

Less provision for royalties (98,762,971)       (174,241,711)     

Surplus for the year 5,198,051          9,170,616          

Less tax provision on Royalties (4,938,149)         (8,712,086)         

Retained Earnings 259,902             458,531             
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ANNUAL REPORT AND FINANCIAL STATEMENTS

FOR THE YEAR ENDED 30 JUNE 2017 DRAFT

STATEMENT OF CHANGE IN FUNDS

SOCIAL GENERAL

FIXED 

ASSETS DONATION RETAINED 

FUND RESERVE FUND FUND EARNINGS TOTAL 

2017 Ksh Ksh Ksh Ksh Ksh Ksh

Balance as at 1st July 2016 -                2,992,725     -           -               746,631       3,739,356      

Additions 12,824,250    -                -               -               12,824,250    

Disposal -                -                -               -               -                 

Surplus for the year -                -                -               259,902       259,902         

Payments (12,824,250)  -                -           -               -               (12,824,250)   

Balance as at 30th June 2017 -                2,992,725     -           -               1,006,533    3,999,258      

2016

Balance as at 1st July 2015 2,992,725     3,831       97,863         288,100       3,382,519      

Additions 11,699,242    -                -           -               -               11,699,242    

Payments in the year (11,699,242)  -                -           -               -               (11,699,242)   

Revenue fund write off -                -                (3,831)      (97,863)        -               (101,694)        

Surplus/Deficit for the year -                -                -           -               458,531       458,531         

Balance as at 30th June 2016 -                2,992,725     -           -               746,631       3,739,356      

Fixed Assets funds relates to balances of book value of assets previously donated to the Society.
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ANNUAL REPORT AND FINANCIAL STATEMENTS

AS AT 30 JUNE 2017 DRAFT

Statement of Cash Flows Notes 2017 2016

KShs KShs

Changes in operating activities

Surplus before distribution and tax 116,785,272     195,111,569    

Adjustments for:

Finance costs 1,854,412         2,633,499        

Ammortization of intangible assets 15 2,600,000         1,200,000        

Depreciation 20 3,658,449         4,474,250        

Opearting Surpluses/Deficit before working capital changes 124,898,133     203,419,318    

Working Capital Changes

Changes in accounts receivable (832,855)           (44,393,288)     

Changes in Deposits and Prepayments (21,500)             7,678,300        

Changes in accounts payable 20,568,974       5,849,129        

19,714,619       (30,865,860)     

Cash generated from operations 144,612,752     172,553,455    

Tax paid on Royalties (2,874,865)        (2,465,449)       

Cash generated from operations 141,737,887     170,088,006    

CASH FROM INVESTING ACTIVITIES

Royalties paid (146,133,528)    (161,951,991)   

Socio Cultural payments (12,824,250)      (11,699,242)     

Purchase of fixed assets 20 (1,202,734)        (3,396,822)       

Purchase of intangible assets 15 (4,200,000)        (1,100,000)       

(164,360,512)    (178,148,054)   

CASH FROM FINANCING ACTIVITIES

Finance Charges paid (1,854,412)        (2,633,499)       

Total Cash from Finanacing Activities (1,854,412)        (2,633,499)       

NET CASH INFLOW/OUTFLOW (24,477,037)      (10,693,547)     

CASH AND CASH EQUIVALENTS

BALANCE AS AT 30TH JUNE 2016 38,652,103       49,345,650      

CASH AND CASH EQUIVALENTS

BALANCE AS AT 30TH JUNE 2017 19 14,175,066       38,652,103      

The notes and schedules set out on pages 9 to 20 form an integral part of the financial statements.
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ANNUAL REPORT AND FINANCIAL STATEMENTS

FOR THE YEAR ENDED 30 JUNE 2017 DRAFT

1. General Information

2. Basis of preparation and summary of significant accounting policies
     

(a)Revenue recognition

(b)Borrowing costs

(c)Income tax

Income tax expense represents the sum of the tax currently payable and deferred tax.

All borrowing costs are recognised in profit or loss in the year in which they are incurred.

The tax currently payable is based on taxable profit for the year, determined in accordance with the Kenyan

Income Tax Act.

Deferred income tax is recognised on differences between the carrying amounts of assets and liabilities in

the financial statements and their corresponding tax bases (known as temporary differences). Deferred tax

liabilities are recognised for all temporary differences that are expected to increase taxable profit in the

future. Deferred tax assets are recognised for all temporary differences that are expected to reduce taxable

profit in the future and any unused tax losses or unused tax credits. Deferred tax assets are measured at the

highest amount that, on the basis of current or estimated future taxable profit, is more likely than not to be

recovered.  

The net carrying amount of deferred tax assets is reviewed at each reporting date and is adjusted to reflect

the current assessment of future taxable profits. Any adjustments are recognised in the income statement.

Music Copyright Society of Kenya Limited is incorporated in Kenya under the Kenyan Companies Act (Cap.

486) as a private company limited by guarantee, and is domiciled in Kenya. The address of its registered

office and principal place of business is Maua Close, Westlands P.O. Box 60246-00200, Nairobi. The

principal activity of the company is the collection and distribution of royalties to members.

These financial statements have been prepared on a going concern basis and in compliance with the

International Financial Reporting Standard for Small and Medium-sized Entities (IFRS for SMEs) issued by

the International Accounting Standards Board. They are presented in Kenya Shillings (Kshs). The

measurement basis used is the historical cost basis except where otherwise stated in the accounting policies

below. 

Revenue from sales of goods is recognised when the goods are delivered and title has passed. Revenue is

measured at the fair value of the consideration receivable net of discounts and sale related taxes collected

on behalf of the government of Kenya.

The estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to the accounting

estimates are recognized in the period in which the estimate is revised if the revision affects only that period

or in the period of revision and future periods if the revision affects both current and future periods.
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ANNUAL REPORT AND FINANCIAL STATEMENTS

FOR THE YEAR ENDED 30 JUNE 2017 DRAFT

NOTES TO THE FINANCIAL STATEMENTS

3

a. Assets Held for Sale and Investment Property

b. Appropriation of Surpluses

c. Income

(i)

(ii)

(iii)

d. Financial Instruments

Held to Maturity

Available for sale

Other incomes include incomes from members entrance fees and other miscellaneous 

incomes from interest earned on bank deposits.

A financial instrument is any contract that gives rise to a financial asset of one entity and a financial

liability of another entity.  

Held-to-maturity assets are non-derivative financial assets with fixed or determinable payments and

fixed maturity that the Company has the positive intent and ability to hold to maturity. Were the

Company to sell, other than insignificant amount of held-to-maturity assets, the entire category

would be tainted and reclassified as available for sale. These include treasury bills and bonds.

Available-for-sale assets are financial assets that are not held for trading purposes, originated by

the Company or held to maturity. Available-for-sale investments are those intended to be held for

an indefinite period of time, which may be sold in response to needs for liquidity or changes in

interest rates, exchange rates or equity prices. 

SIGNIFICANT ACCOUNTING POLICIES

Property held on operating leases are depreciated as the lessor has a right to eventually assume

ownership of the assets.

Subject to withholding tax on Royalties at applicable rates, surplus is distributed to members as

royalties based on scientific logs of music played by broadcasters. Additionally some amount is

transfered to Socio cultutural account based on a predetermined copyright methodology.

Income earned is brought into the accounting period on the following basis:-

Incomes constitute license fees and royalties and are recognised when there is

contractual evidence that they have been earned or received, which evidence include

invoices, direct bank deposits and cash collected.

Gains on disposal of fixed assets include income received and accrued during the

accounting period.
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ANNUAL REPORT AND FINANCIAL STATEMENTS

FOR THE YEAR ENDED 30 JUNE 2017 DRAFT

NOTES TO THE FINANCIAL STATEMENTS

Objective evidence that financial assets (including equity securities) are impaired can include 

default or delinquency by a borrower, restructuring of a debt by the company on terms that the 

company would otherwise consider, indications that a debtor will enter bankruptcy, the 

disappearance of an active market for a security, or other observable data relating to a group of 

assets such as adverse changes in the payment status of debtors in the market, or economic 

conditions that correlate with defaults in the market.

At each balance sheet date the Company assesses whether there is objective evidence that 

financial assets not carried at fair value through profit or loss are impaired. Financial assets are 

impaired when objective evidence demonstrates that a loss event has occurred after the initial 

recognition of the asset, and that the loss event has an impact on the future cash flows on the 

asset than can be estimated reliably.

Financial liabilities are classified either as trading financial liabilities or other financial liabilities.

Recognition and measurement

The Company recognizes assets on the date it commits to purchase the asset. From this date, any 

gains or losses arising from changes in fair value of the assets are recognized directly in the equity 

and for financial assets at fair value through profit and loss. 

The company considers evidence of impairment at both a specific asset and collective level. All 

individually significant financial assets are assessed for specific impairment. All significant assets 

found not be specifically impaired are then collectively assessed for any impairment that has been 

incurred but not yet identified. Assets that are not individually significant are then collectively 

assessed for impairment by the company together for all financial assets (carried at amortized cost) 

with similar risk characteristics.

Derecognition

A financial asset is derecognized when the company loses control over the contractual rights that 

comprise that asset. This occurs when the rights are realized, expire or are surrendered. A financial 

liability is derecognized when it is extinguished.

Available-for-sale assets and assets held for trading that are sold are derecognized and 

corresponding receivables from the buyer for the payment are recognized as of the date the 

Company commits to sell the assets. The Company uses the specific identification method to 

determine the gain or loss on derecognition.

Held-to-maturity instruments are derecognized on the day they are transferred by the Company.

Identification and measurement of impairment of financial assets
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ANNUAL REPORT AND FINANCIAL STATEMENTS

FOR THE YEAR ENDED 30 JUNE 2017 DRAFT

NOTES TO THE FINANCIAL STATEMENTS

e. Offsetting of financial assets and liabilities

f. Taxation

g. Impairment Losses

h. Impairment for non-financial assets

i. Cash and cash equivalents

j. Related party transactions 

Impairment losses on assets carried at amortized cost are measured as the difference between the carrying 

amount of the financial assets and the expected recoverable amount based on the value of securities. Losses 

are recognized in profit or loss and reflected in an allowance account against the debts. 

An impairment loss is recognized if the carrying amount of an asset or its cash-generating unit exceeds its 

recoverable amount. A cash-generating unit is the smallest identifiable asset that generates cash flows and are 

largely independent from other assets of company. Impairment losses are recognized in profit or loss. 

Impairment losses recognized in respect of cash-generating units are allocated first to reduce the carrying 

amount of any goodwill allocated to the units and then to reduce the carrying amount of the other assets in the 

units on a pro-rata basis.

For property and equipment, the fair value is determined by the company’s contracted qualified valuers based 

on an open market value basis. 

Cash and cash equivalents are defined as cash on hand, demand deposits and short term highly liquid 

investments readily convertible to known amounts of cash and subject to insignificant risk of changes in value.

The company discloses the nature and amounts outstanding at the end of the financial year from transactions 

with related parties, which include transactions with directors, employees and related companies.

Impairment losses on available-for-sale investment securities are recognized by transferring the difference 

between the amortized acquisition cost and current fair value out of equity to profit or loss. When a subsequent 

event causes the amount of impairment loss on an available-for-sale debt security to decrease, the impairment 

loss is reversed through profit or loss.

However, any subsequent recovery in the fair value of an impaired available-for-sale equity security is 

recognized directly in equity. Changes in impairment provisions attributable to time value are reflected as a 

component of interest income.

Financial assets and liabilities are offset and the net amount reported on the balance sheet when there is a 

legally enforceable right to offset the recognized amount and there is an intention to settle on a net basis, or to 

realize the asset and settle the liability simultaneously.

The company surpluses are not subjected to income tax but withholding tax is levied on royalties paid to 

members and returns to the tax authorities made appropriately.

Provisions are recognized when there is a present legal or constructive obligation as a result of past events and 

it is probable that an outflow of resources embodying economic benefits will be required to settle the obligation 

and a reliable estimate of the amount of the obligation can be made.

The carrying amounts of the company’s non-financial assets, other than deferred tax assets, are reviewed at 

each reporting date to determine whether there is any indication of impairment. If any such indication exists then 

the assets’ recoverable amount is estimated. 
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ANNUAL REPORT AND FINANCIAL STATEMENTS

AS AT 30 JUNE 2017 DRAFT

NOTES TO THE FINANCIAL STATEMENTS

k. Finance charges

l. Comparatives

m. Employee Benefits

n. Adoption of New and Revised International Financial Reporting Standards (IFRS

Standards Interpretations

Date Issued 

by IASB

IFRS 11 Joint 

arrangements

01-May

IAS 16 & IAS 38 PPE & 

Intangible assets

01-May

IAS 16 & IAS 4138 PPE 

& Agriculture

Jun-14

IAS 27 Separate 

Financial Statements

Aug-14

IFRS 10 -& IAS 28 

Consolidated Financial 

Statements -& 

Investment in 

associates.

Sep-14

IFRS 14 Regulatory 

Deferral Accounts

Jan-14

IFRS 15 Revenue from 

Contracts with 

customers

May-14

IFRS 9 Financial 

Intruments

Jul-14

IAS 1 Presentation of 

Financial Statements Dec-14

Finance charges represent bank and other charges. 

Effective date periods 

beginning on or after

1st January 2016

Revaluation method - Proportionate  

restatemet of accumalated amortization

1st January 2016

Amendments regarding the accounting for 

acquisitions of an interest in a joint operation

Where necessary comparative figures have been restated, redescribed and or reclassified to conform to changes in 

presentation in the current year.

Company employees contribute to the National Social Security Fund (NSSF) an amount of Ksh 200 per month, an amount 

similarly contributed by the company for each employee. Additionally, it runs a contributory pensions scheme where an 

employee contributes 7.5% of their basic salary while the company contributes 12.5% of the employee's basic salary.

In the current period, the company has adopted all of the new and revised standard and interpretations issued by the 

international Accounting Standards Board (the ''IASB'' and the International Financial Reporting Interpretations Committee 

(''IFRC'' of the IASB that are relevant to its operations and effective for this accounting period end. The adoption of these 

new and revised standards and interpreations has not resulted in any changes to the Company's accounting policies that 

would affect the amounts reported for the current period.  

At the date of authorisation of these financial statements, the following standards and interpretations were in issue but 

effective on annual periods beginning on or after the resdpective dates as indacated.

Amendments bringing bearers plants into the 

scope of IAS 16

1st January 2016

Amendments reinstating the equity methods 

as an accounting option for investments in 

subsidiaries, joint ventures and associates in 

an entity's separate financial statements.

1st January 2016

Amendments regarding the sale or 

contribution of assets between an investor and 

its associate or joint venture.

1st January 2016

Finalised Version

Disclosure Initiative 1st January 2016

Original issue 1st January 2016

Original issue 1st January 2016

1st January 2016
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ANNUAL REPORT AND FINANCIAL STATEMENTS

AS AT 30 JUNE 2017 DRAFT

NOTES TO THE FINANCIAL STATEMENTS

Date Issued by 

IASB

Annual Improvements 2012 - 2014:

Sep-14

Sep-14

Sep-14

Sep-14

4

a. Critical accounting estimates and assumptions

Income taxes

b. Critical judgments in applying the entity’s accounting policies

In the process of applying the company’s accounting policies, directors have made judgments in determining:-

(i) Classification of financial assets; 

(ii) Leases;  

(iii) Impairment of assets;

(iv)

(v)

5

(i) Credit risk

(ii) Liquidity risk

(iii)

(iv)

The Directors have overall responsibility for the establishment and oversight of the company’s risk management framework. 

FINANCIAL RISK MANAGEMENT 

The company has exposure to the following risks:-

The company’s risk management policies are established to identify and analyze the risks faced by the company, to set

appropriate risk limits and controls, and to monitor risks and adherence to limits. Risk management policies and systems

are reviewed regularly to reflect changes in market conditions and the company’s activities. 

The company’s directors oversee and monitor compliance with the risk management policies and procedures and review

the adequacy of the risk management framework in relation to the risks faced by the company. 

Market risk

Operational risks

The company is subject to taxes in Kenya. Significant judgment is required in determining the company’s provision for 

taxes. There are many transactions and calculations for which the ultimate tax determination is uncertain during the 

ordinary course of business. The company recognizes liabilities for anticipated tax audit issues based on estimates of 

whether additional taxes will be due. Where the final tax outcome of these matters is different from the amounts that were 

initially recorded, such differences will impact the income tax and deferred tax provisions in the period in which such 

determination is made.

CRITICAL ACCOUNTING ESTIMATES AND JUDGEMENTS

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

experience of future events that are believed to be reasonable under the circumstances.

Non-current assets held to Maturity;

Non-current assets held for disposal

1st January 2016

IFRS 5 Non-current Assets held for 

sale and discontinued operations Changes in method disposal

Effective date periods 

beginning on or afterStandards Interpretations

IFRS 34 Interim Financial Reporting

Disclosure of information elsewhere in 

the interim financial report. 1st January 2016

The directors anticipate that the adoption of these standards on the above effective dates in future periods will have no 

material impact on the financial statements of the Company.

1st January 2016

Amendments to condensed interim 

financial statements

IFRS 7 Financial instruments: 

Disclosures

IFRS 19 Employee benefits Discount rate: regional market issue 1st January 2016
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AS AT 30 JUNE 2017 DRAFT

NOTES TO THE FINANCIAL STATEMENTS - Continued

a. Credit risk

Management of credit risk

The company’s exposure to credit risk is influenced mainly by the individual characteristics of each customer. 

b. Liquidity risk

c. Market risk

Interest rate risk

Equity prices

Currency risk

6 FINANCIAL RISK MANAGEMENT 

a. Operational risk

The directors have established a credit policy or standard under which each new customer is analyzed individually for

creditworthiness before the company’s business transactions are entered into and delivery terms and conditions are

offered, initiated, executed or effected. The company’s review includes external ratings, image profiling and public

knowledge and in some cases references, where available. Credit limits are established for each customer, which

includes a maximum open ceiling.

Credit risk is the risk of financial loss to the company if a customer or counterparty to a financial instrument fails to meet

its contractual obligations, and arises principally from the company’s transactions with customers, other institutions and

investment securities. For risk management reporting purposes, the company considers and consolidates all elements

of credit risk exposure. 

The company operates wholly within Kenya and its assets and liabilities are carried in the local currency. The Company 

is not exposed to foreign currency risk.

Operational risk is the risk of direct or indirect loss arising from a wide variety of causes associated with the company’s 

processes, personnel, technology and infrastructure, and from external factors other than credit, market and liquidity 

risks such as those arising from legal and regulatory requirements and generally accepted standards of corporate 

behavior. Operational risks arise from all of the company’s operations.

Liquidity risk is the risk that the company will not be able to meet its financial obligations as they fall due. The company’s 

approach to managing liquidity is to ensure, as far as possible, that it will always have sufficient liquidity to meet its 

liabilities when due, under both normal and stressed conditions, without incurring unacceptable losses or risking 

damage to the company’s reputation.

Typically the company ensures that it has sufficient cash on demand to meet expected normal operational expenses. 

This excludes the servicing of financial obligations which are separately planned for. Also excluded are the potential 

impacts of extreme circumstances that cannot reasonably be predicted, such as natural disasters.

The responsibility for managing daily liquidity assessment resides with the directors. However, the balance sheet 

liquidity management is a companywide task.

Market risk is the risk that changes in market prices, such as foreign exchange rates, interest rates and equity prices will 

affect the company’s income or the value of its holdings of financial instruments. The objective of market risk 

management is to manage and control market risk exposures within acceptable parameters, while optimizing the return.

This is the risk of loss from fluctuations in the future cash flows or fair values of financial instruments because of a 

change in market interest rates which affects the company’s investments and borrowings. 

Interest rate risk is managed principally through monitoring the company’s interest rate risk exposure within self-imposed 

parameters over a range of possible changes in interest rates.

The company is exposed to price risk in respect of its investments in quoted shares. The exposure to price risk is 

managed primarily by setting limits on the percentage of net assets available for benefits that may be invested in equity, 

and by ensuring sufficient diversity of the investment portfolio.
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ANNUAL REPORT AND FINANCIAL STATEMENTS

FOR THE YEAR ENDED 30 JUNE 2017 DRAFT

NOTES TO THE FINANCIAL STATEMENTS- Continued

b. CAPITAL RISK MANAGEMENT

7. INCOME

Turnover represents proceeds from license fees received by the company during the year.

2017 2016

7(a) DISTRIBUTEABLE INCOME KShs KShs

General Licensing Income 320,527,423               325,955,026         

Synronization-Rights 270,000                       99,000                   

Foreign Royalties Income 686,162                       -                         

Mechanicals Rights 3,810,893                    2,027,837              

Mechanicals Rights Skiza Royalties 21,379,725                  85,828,212            

Broadcasting Income 22,731,500                  30,011,642            

369,405,703               443,921,717         

7(b) NON-DISTRIBUTABLE INCOME

These included incomes from the following source during the year : -

Membrance Entrance Fees/ registration Income 4,999,250                    6,089,175              

Income from Surcharge 4,516,425                    7,890,926              

Other Income 84,973                         101,694                 

9,600,648                    14,081,795            

Total Income 379,006,351               458,003,512         

8 DIRECT COSTS-COLLECTION COSTS

Marketing and Licensing Expenses Mapping 6,067,484                    7,506,338              

Security on collection 10,077,649                  14,646,025            

Agents commissions 8,421,027                    -                         

Advocacy 8,375,745                    -                         

32,941,905                  22,152,363            

9 BOARD & MEMBERS EXPENSES

Board Expenses 14,543,578                  15,325,030            

Membership approval 1,976,746                    -                         

Music digitization 1,930,184                    -                         

AGM and seminar Costs 2,016,236                    3,363,502              

20,466,744                  18,688,532            

10 STAFF COSTS

Salaries and wages - Non management staff 108,649,016               100,516,600         

Pension Employers (NSSF Contributions) 160,500                       307,200                 

Casual labour wages -                               5,613,432              

Pension Employers Contributions 7,783,660                    8,344,500              

Perfomamnce Bonus & Commissions 1,207,500                    7,306,122              

Medical Insurance Premiums 11,868,825                  8,865,613              

129,669,501               130,953,467         

- The avarege number of the employees during the year was 120 (2016:125).

The company is registered as a company limited by gurantee and hence no share capital. Therefore capital risk 

management is not applicable.

The company's objective is to manage operational risk so as to balance the avoidance of financial losses and 

damage to the  company's reputation with overallcost effectiveness and to avoid control  procedures that restrict 

initiative and creativity.  The ultimate accountability for  operational risk management within the company rests with 

the Directors. Consequently,  the level of risk that the company accepts, together with the basis for manging those  

risks is assigned to the company's  Chief Decision Maker.This responsibility is supported by the development of 

overall standards for the management of operational risk.
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SUPPLEMENTARY INFORMATION
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2017 2016

Total Total

KShs KShs

11 ADMINISTRATIVE COSTS

Rent and rates 9,927,237          9,498,640      

Repairs and maintanance 265,650             338,055         

Depreciation 3,658,449          4,474,250      

Disturbance and terminal benefits 348,450             9,740,900      

Telephone, Postage and internet 4,991,491          5,523,678      

Printing and stationery 4,396,648          4,572,929      

Office expenses 3,169,602          3,281,056      

Transport, Travel and accomodation 9,175,264          10,096,659    

Audit fees 640,803             669,668         

Legal fees 16,225,745        15,343,811    

Nespapers and periodics 96,645               151,204         

Licenses & Permits 5,673,076          5,027,419      

Subscriptions 364,200             1,477,939      

Motor vehicles expenses 8,416,180          8,520,923      

Publications and advertisements 2,556,963          1,550,568      

Water and electricity 666,431             555,150         

Security expenses 415,360             342,440         

Training 1,249,280          2,875,060      

Cleaning expenses 270,902             210,014         

IT Related Expenses 989,541             650,462         

Amortization costs 2,600,000          1,200,000      

Professional fees -                     1,266,418      

Fixed assets and donation fund write off -                     101,694         

Discount allowed 25,765               -                 

General insurance 1,164,835          995,149         

77,288,517        88,464,086    

12 Finance Costs

Bank charges/Finance Costs 1,854,412          2,633,495      
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ANNUAL REPORT AND FINANCIAL STATEMENTS

FOR THE YEAR ENDED 30 JUNE 2017 DRAFT

NOTES TO THE FINANCIAL STATEMENTS - Continued

13 TAXATION

The company's operating surpluses/losses are not subjected to income tax instead witholding tax is  

retained from any distribution to memebers and returns filed appropriately.

2017 2016

14 ACCOUNTS RECEIVABLE KShs KShs

Trade and other debtors 70,118,966        34,747,704     

Skiza Debtors -                     37,038,307     

Staff debtors 2,499,900          -                  

72,618,866        71,786,011     

15 INTANGIBLE ASSETS

Cost 3,600,000          2,500,000       

Additions 4,200,000          1,100,000       

7,800,000          3,600,000       

Less: Depreciation

Balance as at 01/07/2016 1,200,000          -                  

Charges for the year 2,600,000          1,200,000       

Net Book Value 30.06.2017 4,000,000          2,400,000       

16 Deposits and Prepayments

Deposits - Dropping Zone 25,299               25,299            

Rent Deposit 1,369,370          1,353,370       

Security Deposit 35,175               35,175            

Prepayments (Rent Embu Office) 10,600               10,600            

Electricity deposit 5,500                 -                  

Prepaid Foundation Receivables -                     -                  

1,445,944          1,424,444       
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ANNUAL REPORT AND FINANCIAL STATEMENTS

FOR THE YEAR ENDED 30 JUNE 2017 DRAFT

NOTES TO THE FINANCIAL STATEMENTS - Continued 2017 2016

17 ROYALTIES PAYABLE KShs KShs

Royalties Brough forward 92,387,370      80,097,646       

Add Royalties Provided for the year 111,587,221    185,940,953     

203,974,591    266,038,599     

Less Royalties paid to members during the year (146,133,528)  (161,951,987)    

Less Socio-Cultural payments (12,824,250)    (11,699,242)      

45,016,813      92,387,370       

Tax on Royalties B/F 17,437,270      11,190,634       

Less Total Tax paid during the year (2,874,867)      (2,465,449)        

Add Tax witheld on royalties provided during the year 4,938,149        8,712,085         

Tax on royalties C/F 19,500,552      17,437,270       

Total Royalties and Tax payable 64,517,365      109,824,640     

18 TRADE CREDITORS AND PAYABLES

Trade payables 30,125,668      9,556,694         

KAMP Payable 534,604           534,604            

Foreign Royalties 2,433,549        2,433,549         

Other  Payable 2,485,530        2,485,530         

Audit Fees 669,668           669,668            

36,249,019      15,680,045       

19 CASH AND BANK BALANCES

Cash in hand 272,496           121,262            

CFC Stanbic Bank 815                  648,171            

Standard Chartered Bank - Ukay 5,940               50,190              

Standard Bank - Westlands -                       31,074              

NIC - Distribution Ac 200                  200                   

Barclays Bank Ltd 66,871             248,009            

Barclays Bank Ltd - Mombasa -                       11,333              

Barclays Bank Ltd - Nairobi 20,592             9,328,007         

Barclays Bank Ltd - Kisumu -                       -                        

Barclays Bank Ltd - Nyeri 56,624             110,776            

Barclays Bank Ltd - Bungoma 46,500             -                        

Barclays Bank Ltd - Eldoret 49,739             -                        

Barclays Bank Ltd - Machakos 56,985             -                        

Equity Bank Ltd OP 133,299           246,606            

ABC Bank Ltd 114,008           5,582,938         

ABC Bank Ltd - Fixed Deposit Account -                       243,003            

KCB Royalty distribution 18,821             423,548            

Family Bank 1,454,696        2,736,062         

Mpesa Paybill 400,861           1,282,755         

Mpesa working Account -                       80,131              

Mpesa paybill 504641 57,758             15,039              

CBA Joint Account 11,418,861      17,492,999       

14,175,066      38,652,103       
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20 FIXED ASSETS Furniture and Office Computer and Motor

Fittings Equiptments Printers Vehicles TOTALS

Kshs Kshs Kshs Kshs Kshs

COST 12.5% 12.5% 30% 25%

Balance as at 1st July 2016 6,887,805          1,653,372          9,513,935          27,468,888       45,524,000       

Additions During the period 140,679             164,895             657,660             239,500             1,202,734          

Disposals -                     -                     -                     -                     -                     

Cost as at 30th June 2017 7,028,484          1,818,267          10,171,595       27,708,388       46,726,734       

DEPRECIATION

As at 1st July 2016 3,371,112          789,520             6,208,397          20,173,490       30,542,519       

Charge for the period 457,172             128,593             1,188,960          1,883,724          3,658,449          

Accumalated Depreciation -                     -                     

As at 30th June 2017 3,828,284          918,113             7,397,357          22,057,214       34,200,968       

Net Book Value as at 30th June 2017 3,200,200          900,154             2,774,238          5,651,174          12,525,766       

Net Book Value as at 30th June 2016 3,516,693          863,853             3,305,539          7,295,398          14,981,483       

YEAR END JUNE 2015

Cost

Balance as at 1st July 2015 6,188,435          1,596,716          7,450,342          26,993,380       42,228,873       

Additions During the period 699,370             158,350             2,063,594          475,508             3,396,822          

Disposals -                     101,694-             -                     -                     (101,694)           

Cost as at 30th June 2016 6,887,805          1,653,372          9,513,936          27,468,888       45,524,001       

DEPRECIATION

As at 1st July 2015 2,868,727          666,112             4,791,738          17,741,691       26,068,268       

Charge for the period 502,385             123,407             1,416,659          2,431,799          4,474,250          

Accumalated Depreciation -                     -                     

As at 30th June 2016 3,371,112          789,519             6,208,397          20,173,490       30,542,518       

Net Book Value as at 30th June 2016 3,516,693          863,853             3,305,539          7,295,398          14,981,483       

Contigent Liability

The total disclosed contigent liability in the lawyers confirmations letters amounts to shs éééé..���E�\���«�«�«�«�«�«�«�«�«�«�«�«
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