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SUNSET HOTEL LIMITED
nnual Reports and Financial Statements
vor the financial year ending 30 June 2020

KEY COMPANY INFORMATION

Sunset Hotel Limited (“SHL”, “The Company”) was incorporated under the Kenya Companies Act
(Cap 486) in 1976. The shareholders of SHL are Tourism Finance Corporation (TFC, formerly
Kenya Tourist Development Corporation (KTDC) and Kisumu County (formerly Kisumu Municipal
Council). TFC is the majority shareholder in SHL with a direct controlling stake of 95.4% shares
with Kisumu County shareholding of 4.6%. From the management perspective, SHL is classified as
a Commercial State Corporation by virtue of being a subsidiary of TFC. The shareholders through
the Directors are responsible for the general policy and strategic direction of the Hotel.

Principal Activities

The prircipal activity of the Company is operation of the hotel facility mainly focusing on
provision of accommodation and conference facilities.

Directors
1. Mr. Franklin Ndii Director Appointed on 14/06/2019
2. Mr. Joe Okudo Director PS Ministry of Tourism
3. Prof. Peter Anyang Nyong’o | Director H.E the Governor -Kisumu County
4. Ms. Judith Kerich Director | Appointed on 14/06/2019
5. | Mr. Yunis Ibrahim Director | Appointed on 14/06/2019
6. Mr. Jonah T. Orumoi Director Managing Director TFC

Corporate secretary
Mr. John Karia

Tourism Finance Corporation

Utalii House, 11" Floor

P O Box 42013-00100

Nairobi

Email: info@tourismfinance.go.ke

Registered Office

Sunset.Hotel Limited Aput
Lane, Impala walk P. O.

Box 215 -40100

Kisumu Kenya

Tel. (254)057-2023482,2021490
Email: info(@sunsethotel.co.ke
Website:www.sunsethotel.co.ke
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SUNSET HOTEL LIMITED

‘nnual Reports and Financial Statements
«or the financial year ending 30 June 2020

4

THE BOARD OF DIRECTORS

7

DIRECTOR

KEY PROFESSIONAL/
ACADEMIC
QUALIFICATIONS

WORK EXPERIENCE

Prof. Peter Anyang
Nyong’o

PhD Political Science,
University of Chicago, USA.

M.A Political Economy,
University of Chicago, USA.

Degree in Political Science,
University of Chicago, USA.

BA, Political Science &
Philosophy; 1% Class Honors,
Makerere University, Uganda.

Prof . Peter Anyang Nyongo is the current
Governor of Kisumu County. He has vast
experience spanning over 30 years in the
political field. He was previously the
Senator of Kisumu County. He was the
Minister of Medical Services from the
year 2008 to 2013 and Member of
Parliament for Kisumu Rural from 2003
to 2013.

He was nominated to parliament from
1998-2002 after having been elected to
parliament from 1993-1997 representing
Kisumu Rural. He was also the very able
minister of Planning and National
Development from 2003 to 2005.
Between the year 1977 and 1981, before
joining the political arena, Prof. worked
as the Head of Programs of African
Academy of Sciences, Associate
Professor of University of Addis Ababa,
Ethiopia, Visiting Research Officer of EI
Colegio'De Mexico and as a Lecturer and

Orumoi. T. .ho:mv

Mr. Orumoi holds a Master of
Science in Finance and
Investment (Merit) from
Queen Mary University of
London, UK and is FACCA
qualified. He is a graduate of
BA (Hons) in Accounting &
Finance of the East London
University, UK.

Senior Lecturer at University of Nairobi.

Mr. Orumoi is the Managing Director of
Tourism Finance Corporation and was
previously the Head of Finance & ICT at
the Kenya Tourism Board. He has
previously worked as Finance & Leasing
Contracts Manager/ acting Head of
Procurement at G4S and as a Senior
Principal Finance Officer, Thurrock
Council, UK.
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SUNSET HOTEL LIMITED

nnual Reports and Financial Statements
For the financial vear ending 30 June 2020

a

Judith Kerich

JMs. Judith holds Master of
Business Administration
(MBA / Strategic
Management) & Master in
Public Policy Management
from Strathmore Business
School.

She also holds a Bachelor of
Commerce Degree (Human
Resources Option) from
Catholic University of Eastern
Africa (CUEA), HND Human
Resources Management from
Institute of Human Resource
Management, Certificate in
Project Management from
Georgetown University
Washington DC, Certificate in
Public Policy from New York
University USA,

Diploma in Airport Operations
from Airports Council
International and Global
Strategy from TESE Business
School Spain.

She is the Deputy Project Coordinator for
World Bank Financed projects in the
Transport Sector in Kenya with value

added  board-level experience and
strategic ~ decision-making  expertise,
notably at the National Transport &

Safety Authority and Kenya Airports
Authority.

She has vast wealth of experience having
previously worked as the Director
Corporate Support Services - National
Transport & Safety Authority, Kenya .She
also worked as the Manager Human
Services (Senior HR
Management) at  Kenya  Airports
Authority prior to which she had worked
as Human Resources Officer at Jomo
Kenyatta International Airport (KAA) as
well as Assistant Omﬁoz:m Management
Representative.

Resource

Earlier on she had worked as the
Executive Assistant to ACI President
(Africa Region) - Airports Council
International ~ (Africa  Region) and

Executive / Personal Assistant to General
Manager / Finance Director — Siginon
Freight

vi
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SUNSET HOTEL LIMITED

.nnual Reports and Financial Statements
For the financial year ending 30 June 2020

John Karia
Company Secretary

Mr. John holds a Master
degree in Law (LLM) from the
University of Exeter (UK), a
Postgraduate Diploma in Law
from the Kenya School of Law
and a Bachelor of Laws degree
(LLB) from University of
Nairobi.

He 1s the Head of Legal Services and
Corporation  Secretary. John is an
Advocate of the High Court of Kenya and
a Certified Secretary. He is an active
Member of the Law Society of Kenya, the
Institute of Certified Public Secretaries of
Kenya and an Associate Member of the
Chartered Institute of Arbitrators (Kenya
Branch).

John is a seasoned legal and governance
professional with wide and varied

experience gained in the financial
services industry and has previously
worked for Kenindia Assurance Co. Ltd
and the Laptrust/CPF Group where he

was the Legal Services Manager.

Joseph Oduor
General Manager

Holds a Master of Business
Administration (Accounting &
Finance). ,
Over 15 years’ experience in
the Hospitality Management

He has a wealth of experience in the
Hospitality management spanning over 15
years.

Was very instrumental in turning around
. Golf Hotel Ltd.

viil
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SUNSET HOTEL LIMITED
Annual Reports and Financial Statements
For the financial year ending 30 June 2020

a

CHAIRMAN’S STATEMENT

On behalf of my fellow
Board Members, the
Management and myself
I hereby present to you
Financial Statements of
Sunset Hotel Ltd for the
Financial Year
2019/2020.

For a number of years the performance of the
Hotel has been wanting; this can be attributed
to a number of factors inter alia the downturn
of the tourism sector in the country, the state
of the facility and the increase in the number
of high end facilities within Kisumu County
that provided stiff competition for the hotel
which has highlighted the need for a strategic
repositioning of the hotel. This was further
compounded by the Covid-19 pandemic in
the last quarter which hit the industry quite
hard. In the Year under review the hotel
posted a loss of Kshs. 9.9 Million against the
expected Profit of Kshs. 1.1 Million; this
brings the accumulated losses to Kshs.
183.06 Million.

I am glad to report that the restructuring
measures taken by the board at the start of the
financial year are starting to bear fruit, by
stemming the continued accumulation of
losses. Despite the evident sharp drop in
revenues, the loss has drastically come down
by over 70%. With continued concerted
efforts, the hotel should be able to breakeven
in the near future as we continue to explore
means and ways of putting it back on track

and forestalling the accumulation of further
losses and safeguarding the investment of the
shareholders.

The Board intends to implement strategic and
deep-seated changes in the hotel that are
intended to bring sweeping changes in the
operations of the hotel. The current Board
has shown a lot of goodwill and I believe this
will go a long way in assisting the hotel in
making the revolutionary change required to
salvage the hotel. 1 would like to record my
sincere gratitude to the Board for their
invaluable  support, commitment and
dedication which has helped steer the hotel’s
strategic thinking to new altitudes.

Finally, on behalf of the Bodrd of Directors,
Management & Staff I would like to express
my sincere gratitude to our customers for
their patronage over the Years and look

,forward to their continued support in future.
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“nnual Reports and Financial Statements
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@

CORPORATE GOVERNANCE STATEMENT

Corporate Governance comprises the rules, practices and processes by which the company is
directed and controlled. It also provides the framework for attaining the company’s objectives. The
Board of Directors has embraced Governance as the mode of engagement and interaction between

the Corporation’s Board, Management, Stakeholders and Regulators for the sustainable benefit of
the hotel.

at
~

Sunset Hotel Ltd is committed to realizing profits and growth while complying with all legal
Requirements and maintaining business ethics. The above are realized through:

a)

b)

Board of Directors
The Board provides leadership of the Company with the framework that upholds the core values
underpinning good Corporate Governance.

The board’s duties and responsibilities include:

Setting the Strategic Direction of the hotel and putting in place mnnaov:mﬁm Uo:o_om systems
and structures for their successful implementation;

Establishing and maintaining the hotel’s overall systems of planning, accounting and internal
controls that facilitate prudent risk management;

Setting policy guidelines for management and ensuring competent management of the business
including selection, supervision, and remuneration of Senior Management

Ensuring the business of the hotel is conducted in compliance with relevant laws and
regulations

Monitoring the hotel’s performance and reporting this to the shareholders.

There exists a formal procedure to the appointment of directors. Key elements such a conflict of
interests and multiple directorships are considered during this exercise. Towards the end, the
company has consistently formulated successive 5 years strategic plan.

Board Composition

The Board believes that to achieve good corporate governance, there is need for strong presence of
the non- executive directors in the Board. During the year under review, the Board had six Directors
of all whom were non-executive Directors. The General Manager attended the Board meetings in his
capacity as General Manager. ’

X11
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SUNSET HOTEL LIMITED
Annual Reports and Financial Statements
or the financial year ending 30 June 2020

Company:Policy on Directors Remuneration
Company Directors are entitled to sitting allowances for each Board Meeting. Directors are entitled to
transport and meal allowarice when attending Board Meetings outside their regular areas of residence.

These are payable at the following rates:-

Title Directors Sitting | Lunch Air ticket Subsistence
- Allowance Per Allowance per director Claim
i Sitting Per Sitting
Board Chairman 20,000 2,000 18,200
As per travel
Directors 20,000 2,000 18,200

General Terms of Service

Directors serve a 3 years term service from the date they are appointed into office. They are eligible for
re-appointment for one second term of 3 years.

Conflict of Interest ’

The Board Members are required to make disclosures of any transaction in which they have interest and

which would constitute a conflict of interest and abstain from voting when such matters are being
considered.

X1V
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SUNSET HOTEL LIMITED
\nnual Reports and Financial Statements
«or the financial vear ending 30 June 2020

o

MANAGEMENT DISCUSSION AND ANALYSIS
Operational and Financial Performance

The day to day running of the business of Sunset Hotel Ltd is delegated by the Board to the Hotel
General manager who implements Board decisions in a manner that adds value to the hotel.

a) Revenue/Profitability
During the year under review, the hotel achieved a net turnover of Kshs 18 million against a budget
of Kshs 55.6 million. This represented an unfavorable variance of 67%. Net loss stood at Kshs. 9.9
million against the projected profit of Kshs.1.1 million as shown below. This poor performance is

attributed to the deplorable state of the hotel that needs an urgent and decisive attention to fix
coupled with the effect of Covid-19 pandemic.

Particulars w_.amm:& Actuals Variance <M\”.mwwmno Remark
2019-2020 | 2019-2020 2019-2020 2019-2020
Revenue Kshs Kshs Kshs Kshs
Sales 55,611,506 18,546,294 | -37,065,212 *-67% U
Other Income - - - -
Total Revenues 55,611,506 18,546,294 | -37,065,212 -67% U
Cost of sales 12,642,429 4,002,365 8,640,064 68% F
Gross Profit 42,969,077 14,543,929 | -28,425,148 -66% U
EXPENSES .
Administration Costs 30,467,340 16,710,378 13,756,962 45% F
Selling and distribution Costs 718,403 321,642 396,761 55% F
Depreciation Costs 6,127,274 2,127,509 3,999,765 65% "F
Total Operating expenses 37,313,017 19,159,529 18,153,488 49% F
Operating Profit/(Loss) 5,656,060 -4,615,600 | -10,271,660 -182% U
Finance Costs 4,532,609 5,329,786 -797,177 -18% U
Profit/(Loss) before taxation 1,123,451 -9,945,386 | -11,068,837 -omMc\.. U
Income tax expenses (credit) - - - - -
et »rofit( Lass) after 1,123,451 | -9,945,386 | -11,068,837 985% | U
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UNSET HOTEL LIMITED
Annual Reports and Financial Statements
For the financial year ending 30 June 2020 . :

Room and bed occupancy for the period was as below:

Particulars Annual Annual Annual Budget
Actual Budgeted ONM“MJ\ ~ Achieved
Room Occupancy % 12% 26% 100% ‘ 46%
Bed Qccupancy % 8% 17% 100% 47%
Number of Rooms Occupied 2,218 4,745 18,250 47%
Number of Beds Occupied(Guests) 2,878 6,148 36,500 | 47%
Average Rate - Room : 1,541 2,696 4,000 57%
Average Rate - Bed 1,187 2,081 2,000 , 57%

The Hotel’s key strength is its strategic location and ownership structure with the major challenges
being its poor state of facility, high cost of operations and increased competition. The visible decline
in sales due to stiff competition has hit the Hotel hard thus calling for tough decisions to be made
for the hotel to remain a float.

However, the management strongly believes that the Hotel has immense potential which if tapped
through carefully thought out turn around strategies will certainly reclaim the Hotel’s fast fading
glory; this is already underway with discussions between the management, the
directors/shareholders regarding the same having commenced.

As one of the turnaround strategies, the hotel declared all staff redundant in May 2019 and paid off
their dues with funds borrowed from the shareholders. This certainly eased the burden of salaries on
the hotel and it was expected that going forward the hotel would be able to breakeven.
Unfortunately, after the redundancy exercise, the hotel suffered bad publicity with the exercise
being construed to mean the hotel had closed down. This mméwﬁmw hotel’s revenue shrink further as
customers stayed away. The hotel endeavored to counter the bad publicity and the efforts had
started to bear fruits by early in the year. However, with the onset of the Covid-19 pandemic from
March, the hotel’s performance was further affected. The hotel was identified as a quarantine Centre
for, the Kisumu County’s Medical staff. While this helped the hotel to remain a float during the
period, on the flipside, other customers shunned the hotel as a result and the effects may last for a
while.

b) Administration Costs

The overall vote was within the budget with a favorable variance of 45% with the relatively huge
positive variance being attributable to the low sales recorded durirrg the period.
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'SUNSET HOTEL LIMITED
Annual Reports and Financial Statements
For the financial year ending 30 June 2020

Year X Revenue Profit
2020 18,546,294 (9,945,386)
2019 36,011,363 (33,749,122)
2018 34,089,815 (21,901,756)
2017 42,242,826 (27,700,389)
2016 59,062,307 (12,025,168)
2015 74,880,070 (916,759)
The above performance is graphically shown as below:
Revenue(Profit/Loss)
100000000
80000000 74,886,070
60000000
i 6
M\ 40000000 4-089;815—36,011,363—
,.....l...... ¥ E Year
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SUNSET HOTEL LIMITED
Annual Reports and Financial Statements
For the financial year ending 30 June 2020

REPORT OF DIRECTORS

The Directors submit their report together with the audited financial statement for the year
ended June 30, 2020 which shows the state of Sunset Hotel Ltd affairs.

Principal activities

The principal activity of the company is provision of accommodation and conferencing
facilities.

Results
The results of the entity for the year ended June 30, 2020 are set out on pages 1- 39

Dividend
Owing to the loss recorded in the year, the directors do not recommend payment of dividend.

Reserves

The Directors propose to carry forward the balance of accumulated losses amounting to
Kshs. 183,062,746.

Directors
The members of the Board of Directors who served during the year to date of this report are set out on
page 1v-vili in accordance with Regulation 2(b) of the Sunset Hotel Ltd Articles of Association.

Auditors

The Auditor General is responsible for the statutory audit of the Sunset Hotel Ltd in accordance with
Article 229 of the Constitution of Kenya and the Public Audit Act 2015.The Auditor General continues
in office in accordance with Section35 of the Public Audit Act 2015.

By Ordgr,of the Board

/4

John Karia

Company Secretary

Tourism Finance Corporation
P O Box 42013-00100

Nairobi ‘
Date.........
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REPUBLIC OF KENYA

HEADQUARTERS
Anniversary Towers
Monrovia Street

OFFICE OF THE AUDITOR-GENERAL P.0. Box 30084-00100
NAIROBI

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

Enhancing Accountability

REPORT OF THE AUDITOR-GENERAL ON SUNSET HOTEL LIMITED FOR THE
YEAR ENDED 30 JUNE, 2020

REPORT ON THE FINANCIAL STATEMENTS
Qualified Opinion

| have audited the accompanying financial statements of Sunset Hotel Limited set out on
pages 1 to 39, which comprise of the statement of financial position as at
30 June, 2020, statement of profit and loss and other comprehensive income, statement
of changes in equity, statement of cash flows, statement of changes in equity and the
statement of comparison of budget and actual amounts for the year then ended, and a
summary of significant accounting policies and other explanatory information in
accordance with the provisions of Article 229 of the Constitution of Kenya and Section 35
of the Public Audit Act, 2015. | have obtained all the information and explanations which,
to the best of my knowledge and belief, were necessary for the purpose of the audit.

In my opinion, except for the effects of the matter described in the Basis for Qualified
Opinion section of my report, the financial statements present fairly, in all material
respects, the financial position of the Sunset Hotel Limited as at 30 June, 2020, and of its
financial performance and its cash flows for the year then ended, in accordance with the
International Financial Reporting Standards and comply with the Companies Act, 2015
and the Public Finance Management Act, 2012.

Basis for Qualified Opinion
1.0 Undisclosed Material Uncertainty Related to Going Concern

The statement of profit and loss and other comprehensive income reflects a deficit
totalling to Kshs.9,945,386 and had accumulated negative retained earnings totalling to
Kshs.183,062,746. In addition, the current liabilities totalling to Kshs.126,728,130
exceeds its current assets totalling to Kshs.15,783,265 by an amount of
Kshs.110,944,865. These conditions indicate the existence of a material uncertainty,
which may cast significant doubt on the University’s ability to continue as a going concern.

However, this material uncertainty in relation to sustainability of service and any mitigating
measures put in place by the Management to reverse the undesirable precarious financial
position have not been disclosed in the financial statements.

Report of the Auditor-General on Sunset Hotel Limited for the year ended 30 June, 2020
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balance totalling to Kshs.901,399 held at a commercial bank. The bank reconciliation
statement for the account had unpresented cheques totalling to Kshs.510,536 as at
30 June, 2020 out of which cheques amounting to Kshs.73,524 were stale. However, the
cheques had not been reversed in the cashbook.

Consequently, the accuracy, completeness and validity of the reported bank and cash
balances totalling to Kshs.1,041,467 reflected in the statement of financial position as at
30 June, 2020 could not be confirmed.

5.0 Trade and Other Receivables

As disclosed in Note 16(a) to the financial statements, the statement of financial position
reflects trade and other receivables balance totalling to Kshs.14,655,074 which is net of
provisions for bad and doubtful receivables totalling to Kshs.3,090,163. Included in
receivables are debts amounting to Kshs.14,538,951 owed by Government institutions.
Although a provision for bad and doubtful debts of Kshs.3,090,163 has been made, its
sufficiency could not be confirmed.

Consequently, the accuracy, completeness and validity of trade and other receivables
balance totalling to Kshs.14,655,074 reflected in the statement of financial position as at
30 June, 2020 could not be confirmed.

6.0 Unsupported Loans from the Tourism Finance Corporation

The statement of financial position reflects the non-current portion of loans from Tourism
Finance Corporation totalling to Kshs.68,124,394. Further there is the current portion of
accrued loan principal totalling to Kshs.38,449,841 and accrued interest totalling to
Kshs.37,604,467. A confirmation of the balances due to Tourism Finance Corporation
was not provided. The Hotel has not been servicing the loans and hence the continued
accumulation of interest.

Consequently, the completeness, validity and accuracy of the loan balances due to
Tourism Finance Corporation totalling to Kshs.68,124,394 reflected in the statement of
financial position as at 30 June, 2020 could not be confirmed.

The audit was conducted in accordance with International Standards of Supreme Audit
Institutions (ISSAIs). | am independent of the Sunset Hotel Limited Management in
accordance with ISSAI 130 on Code of Ethics. | have fulfilled other ethical responsibilities
in accordance with the ISSAI and in accordance with other ethical requirements applicable
to performing audits of financial statements in Kenya. | believe that the audit evidence |
have obtained is sufficient and appropriate to provide a basis for my qualified opinion.

Key Audit Matters

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

Report of the Auditor-General on Sunset Hotel Limited for the year ended 30 June, 2020
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2.0 Lack of Filing of Annual Returns

There was no evidence indicating when the Hotel filed its last annual returns to the
registrar of companies in contravention of Section 705 of the Companies Act, 2015 which
requires companies to submit annual returns on the anniversary date of the last return.

Consequently, the Management is in breach of the law.
3.0 Non-Establishment of an Audit Committee

The there was no evidence that the Hotel did not have an Internal Audit Department and
an audit committee. This is contrary to Regulation 174 Public Finance Management
(National Government), 2015 which requires that every national government entity to
establish and audit committee.

Consequently, the Management is in breach of the law.

4.0 Lack of Insurance

The Hotel did not insure its assets during the year. This is contrary to Public Finance
Management National Government Regulation 139 of 2015 that requires an accounting
officer of a national government entity to take full responsibility and ensure that proper
control for assets in their control. Further, it did not have the mandatory work injury benefit
cover for its employees as required by section 7 of the Work Injury Benefits Act 2007.

Consequently, the Management is in breach of the law.

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

REPORT ON EFFECTIVENESS OF INTERNAL CONTROLS, RISK MANAGEMENT
AND GOVERNANCE

Conclusion

As required by Section 7(1)(a) of the Public Audit Act, 2015, based on the procedures
performed, except for the matter described in the Conclusion on Effectiveness of Internal
Controls section of my report, | confirm that, nothing else has come to my attention to
cause me to believe that internal controls, risk management and overall governance were
not effective.

Basis for Conclusion

Weak Internal Control

The Hotel has operated with skeleton staff with only one (1) permanent employee and ten
(10) temporary staff since June, 2019 when staff were retrenched. The permanent

Report of the Auditor-General on Sunset Hotel Limited for the year ended 30 June, 2020
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The Board of Directors is responsible for overseeing the financial reporting process,
reviewing the effectiveness of how the Hotel monitors compliance with relevant legislative
and regulatory requirements, ensuring that effective processes and systems are in place
to address key roles and responsibilities in relation to overall governance and risk
management, and ensuring the adequacy and effectiveness of the control environment.

Auditor-General’s Responsibilities for the Audit

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

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

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

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

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

Report of the Auditor-General on Sunset Hotel Limited for the year ended 30 June, 2020
7
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SUNSET HOTEL LIMITED
Annual Reports and Financial Statements
For the financial year ending 30 June 2020

STATEMENT OF PROFIT & LOSS AND OTHERCOMPREHENSIVE INCOME FOR THE

YEAR ENDED 30 JUNE 2020

REVENUES
Sales/ Turnover

TOTAL REVENUES

Cost of Sales

GROSS PROFIT
OPERATING EXPENSES

Administration Costs
Selling and Distribution Costs

Depreciation of Property, plant and equipment

TOTAL OPERATING EXPENSES
OPERATING PROFIT/(LOSS)

Finance Costs

PROFIT/(LOSS) BEFORE TAXATION
INCOME TAX EXPENSES/ (CREDIT)

PROFIT/(LOSS) AFTER TAXATION

Earnings per share — basic and diluted

Dividend per share

Note

6(a)

6(b)

7(a)

14

10

11(b)

11(b)

12

13

2020
Kshs

18,546,294
18,546,294
4,002,365

14,543,929

16,710,378
321,642
2,127,509
19,159,529
(4,615,600)

5,329,786

(9,945,386)

(9,945,386)

(16.58)

2019
Kshs

36,011,363
36,011,363
8,109,031

27,902,332

52,716,308
402,067
3,382,695
56,501,070
(28,598,738)

5,150,384

(33,749,122)

(33,749,122)

(56.25)






SUNSET HOTEL LIMITED

Annual Reports and Financial Statements
For the financial year ending 30 June 2020

STATEMENT OF FINANCIAL POSITION AS AT 30 JUNE 2020

ASSETS
Non-Current Assets
Property, plant and equipment

Total Non-Current Assets
O:v.%m.ﬁ Assets
Inventories

Trade and other receivables
Bank and cash balances
Total Current Assets

Total Assets

EQUITY AND LIABILITIES
Capital and Reserves
Ordinary share capital
Revaluation reserve

Retained earnings

Proposed dividends

Capital and Reserves

Non-Current Liabilities
Shareholders loan advanced
TFC Loans Principle balance
Advance from TFC

Total Non-Current Liabilities

Current Liabilities
Trade and other payables
Accrued Loan Principal
Accrued Loan interest
Total Current Liabilities

Note

15
16(a)
17(a)

18
19

21

22
23(b)
23(b)

TOTAL EQUITY AND LIABILITIES

The financial statements were approved by the Board on

by:

\&gsmqﬂ Manager

/ Risper Chichole

2020
Kshs

87,268,989
87,268,989

86,724
14,655,074
1,041,467
15,783,265

103,052,254

12,000,000
79,262,476
(183,062,746)

(91,800,270)

1,431,286
64,193,108
2,500,000
68,124,394

50,673,822
38,449,841
37,604,467
126,728,130

103,052,254

Head of Finance
Risper Chichole
CPAK M/NO: 8320

2019
Kshs

89,351,698
89,351,698

187,472
16,053,799
775,149
17,016,420

106,368,118

12,000,000
79,262,476
(173,117,360)

(81,854,884)

1,431,286
62,412,207
2,500,000
66,343,493

54,045,184
35,559,641
32,274,684
121,879,509

106,368,118

23 _ eq _ 2020 apd-signed on its behalf
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SUNSET HOTEL LIMITED
Annual Reports and Financial Statements
tor the financial year ending 30 June 2020

STATEMENT OF CASH FLOWS FOR THE YEAR ENDED 30 JUNE 2020

; Note 2020 2019
Kshs Kshs
CASH FLOWS FROM OPERATING ACTIVITIES
Cash generated from /(used in ) operations
23(a) (4,359,983) (29,771,509)
Interest received - -
Interest paid - -
Taxation paid = ~
Net cash generated from/(used in) operating activities 23(a) (4,359,983) @chu?mo&
CASH FLOWS FROM INVESTING ACTIVITIES
Purchase of property, plant and equipment 14 (44,800) (53,448)
Proceeds from disposal of property, plant and equipment - -
Net cash generated from/(used in) investing activities (44,800) (53,448)
CASH FLOWS FROM FINANCING ACTIVITIES
Loan from TFC 23(b) 4,671,101 30,000,000
TFC Repayment of borrowings - . -
Net cash generated from/(used in) financing activities | 4,671,101 30,000,000
~20~dw>m_w\em0§>mmv IN CASH AND CASH
EQUIVALENTS 266,318 175,043
CASH AND CASH EQUIVALENTS AT BEGINNING
OF YEAR 23(c) 775,149 600,106
Effects of foreign exchanges rate fluctuations - -
CASH AND CASH EQUIVALENTS AT END OF THE
YEAR ) 23(c) 1,041,467 775,149

A
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SUNSET HOTEL LIMITED
"nnual Reports and Financial Statements
rvor the financial year ending 30 June 2020

i .

STATEMENT OF COMPARISON OF BUDGET AND ACTUAL PERFORMANCE (continued)

4

Explanatory notes:-

a) The hotel missed its revenue target by 67%. This being as a result of the relatively dilapidated
state of the hotel coupled with the effect of Covid-19 in the last quarter. The hotel’s performance
has been on a downward trend due to its poor state having been built 40 years ago. If given a

slight facelift, the hotel will easily bring back its lost glory. It has immense potential given its very
preme location.

b) Cost of sales had a positive variance of 68% with this being due to the relatively low sales
recorded during the period.

c) Administration costs were below the budgeted figure i.e a positive variance of 45% due to low
sales combined with the cost control measures put in place by the hotel.

d) Selling and distribution costs were equally below the budgeted figure as a result of the hotel not
operating optimally.

e) There were no capital expenditure in the period/ as budgeted thus the favourable variance for the
depreciation. This is a provision made in the books for depreciable assets. Notably a number of
assets also happen to be fully depreciated thus the reduction in depreciation. The hotel intends to
revalue all its assets in the near future.

@ESmbooooﬂmamSmSQ?oaﬂrmdcmmﬁwammcamg;ﬁx..HEmEmmmwm:wm::ofmimwa Eﬁ,@nmmﬁ
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SUNSET HOTEL LIMITED
Annual Reports and Financial Statements
For the financial year ending 30 June 2020

3. APPLICATION OF NEW AND REVISED INTERNATIONAL FINANCIAL

WHWOWHHZO.W—,&ZU\%@M (IFRS)

a) Wm_wS:: new standards and amendments to published standards effective for the year

ended 30 June 2020

Amendment/Interpret
atiorr'to a standard

Effective date

Impact

IFRS 16: Leases
(Issued 13 January
2016)

Applicable to
annual reporting
periods beginning
on or after 1
January 2019

IFRS 16 specifies how an IFRS reporter will
recognize, measure, present and discloses leases.
The standard provides a single lessee accounting
model, requiring lessees to recognize assets and
liabilities for all leases unless the lease term is 12
months or less or the underlying asset has a low
value. Lessors continue to classify leases as
operating or finance, with IFRS 16’s approach to
lessor accounting substantially unchanged from
its predecessor, IAS 17.

IFRIC 23: Uncertainty
over Income Tax
Treatments

(Issued 7 June 2017)

Applicable to
annual reporting
periods beginning
on or after 1
January 2019

The interpretation addresses the determination of
taxable profit (tax loss), tax bases, unused tax
losses, unused tax credits and tax rates, when
there is uncertainty over income tax treatments
under [AS 12. It specifically considers:

e Whether tax treatments should be considered
collectively

e Assumptions for taxation authorities'
examinations

» The determination of taxable profit (tax loss),
tax bases, unused tax losses, unused tax
credits and tax rates

e The effect of changes in facts and
circumstances

IFRS 9: Prepayment
Jeatures with negative
Compensation
(Issued October 2017)

Applicable to
annual reporting
periods beginning
on or after 1
January 2019

-The amendments allow entities to measure

prepayable financial assets with negative
compensation at amortised cost of fair value
through other comprehensive income if a
specified conditign is met.
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SUNSET HOTEL LIMITED
Annual Reports and Financial Statements
For the financial year ending 30 June 2020

Annual Improvements
to IAS 19 Plan

Annual periods
beginning on or

Amendment, ' after 1 January
Curtailment or 2019
Settlement

(Issued 7 February

2018)

Fd

‘The amendments in stipulates that;

e [faplan amendment, curtailment or
settlement occurs, it is now mandatory that the
current service cost and the net interest for the
period after the remeasurement are
determined using the assumptions used for the
measurement.

e In addition, amendments have been included
to clarify the effect of a plan amendment,
curtailment or settlement on the requirements
regarding the asset ceiling.

b) New and amended standards and interpretations in issue but not yet effective in the year

ended 30 June 2020

standard

Amendment/Interpretation to a Effective date

Impact

IFRS 17 Insurance Contracts
(Issued 18 May 2017)

Annual
periods

or after 1
January
2021

beginning on

It requires that insurance liabilities be measured
at current fulfilment value and provides a more
uniform measurement and presentation approach
for all insurance contracts. These requirements
are designed to achieve the goal of a consistent,
principle based accounting for insurance
contracts. IFRS 17 supersedes IFRS 4 Insurance
Contracts as of January 2021

The entity does not plan to apply any of the above until they become effective. Based on their
assessment of the potential impact of application of the above, they do not expect that there will
be a significant impact on the company's financial statements.

2

¢) Early adoption of standards

The Hotel did not early — adopt any new or amended standards in year 2020.

4. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The principal accounting policies adopted in the preparation of the financial

10
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SUNSET HOTEL LIMITED
Annual Reports and Financial Statements
For the financial vear ending 30 June 2020

d)

comparing the proceeds from the disposal with the net carrying amount of the items, and are
recognized in profit or loss in the income statement. .

4

Depreciation and impairment of property, plant and equipment

Freehold land and capital work in progress are not depreciated. Capital work in progress relates
mainly to the costs of ongoing but incomplete works on buildings and other civil works and
installations.

Depreciation on property, plant and equipment is recognized in the income statement on a
stfaight-line basis to write down the cost of each asset or the re-valued amount to its residual value
over its estimated useful life as follows:-

The annual rates in use are:

a) No depreciation is charged on the Leasehold land

b) Building - 2.5%
¢) Property, Plant & Machinery -12.5%
d) Furniture, Fittings and Equipment -12.5%
e) Motor Vehicle -25.0%
f) Computers -33.0%

Depreciation charge is recognized both in the year of asset purchase and irr the year of asset
disposal on pro-rata basis. ,

ltems of property, plant and equipment are reviewed annually for impairment. Where the
carrying amount of an asset is assessed as greater than its estimated recoverable amount, ar
impairment loss is recognized so that the asset is written down immediately to its estimatec
recoverable amount.

e) Intangible assets

2

Intangible assets comprise purchased computer software licenses, which are capitalized on th
basis of costs incurred to acquire and bring to use the specific software. These costs ar
amortized over the estimated useful life of the intangible assets from the year that they ar
available for use, usually over three years. .

f) Amortization and impairment of intangible assets

Amortization is calculated on the straight-line basis over the estimated useful life of compute
software of three years.
All computer software is reviewed annually for impairment. Where the carrying amount of a
intangible asset is assessed as greater than its estimated recoverable amount, an impairmer
loss is recognized so that the asset is written down immediately to its estimated recoverab!
amount. '

12
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SUNSET HOTEL LIMITED
Annual Reports and Financial Statements . . ’
For the financial year ending 30 June 2020

»

used to compute’ the amount are those that are enacted or substantively enacted, at the
reporting date in the area where the Entity operates. and generates taxable income. Current

income tax relating to items recognized directly in net assets is recognized in net assets and
not in the statement of financial performance.

Cusrent income tax assets ‘and liabilities for the current period are measured at the amount
expected to be recovered from or paid to the taxation authorities. The tax rates and tax laws
used to compute the amount are those that are enacted or substantively enacted, at the
reporting date in the area where the Entity operates and generates taxable income. Current
income tax relating to items recognized directly in net assets is recognized in net assets and

Management periodically evaluates positions taken in the tax returns with respect to situations

in which applicable tax regulations are subject to interpretation and establishes provisions
where appropriate.

Deferred tax

Deferred tax is provided using 9@._5@5@ method on temporary differences between the tax

bases of assets and liabilities and their carrying amounts for financial reporting purposes at the
reporting date.

Deferred tax liabilities are recognized for all taxable temporary differences, except in respect
of taxable temporary differences associated with investments in controlled entities, associates
and interests in joint ventures, when the timing of the reversal of the temporary differences

can-be controlled and it is probable that the temporary differences will not reverse in the
foreseeable future.

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

The carrying amount of deferred tax assets is reviewed at each reporting date and reduced to
the extent that it is no longer probable that sufficient taxable profit will be available to allow

all or part of the deferred tax asset to be utilized. Unrecognized deferred tax assets are re-
14
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SUNSET HOTEL LIMITED
Annual Reports and Financial Statements
or the financial vear ending 30 June 2020

Payables are measured at amortised cost using the effective interest method. Payables are
derecognised when extinguished.

n) Retirement benefit obligations

The company contributes to the statutory National Social Security Fund (NSSF). This is a
defined contribution scheme registered under the National Social Security Act. The
company’s obligation under the scheme is limited to specific contributions legislated from
» time to time and is currently at Kshs.1080.00 per employee per month. A contributory pension

scheme is also in place with employer/employee contributions set at 10% of the employees’
basic pay.

0) Provision for staff leave pay

Employees’ entitlements to annual leave are recognized as they accrue to the employees. A provision
is made for the estimated liability for annual leave at the reporting date.

p- Exchange rate differences

The accounting records are maintained in the functional currency of the primary economic
environment in which the entity operates, Kenya Shillings. Transactions in foreign currencies
during the year/period are translated into the functional currency using the exchange rates
prevailing at the dates of the transactions or valuation where items are re-measured. Any
foreign exchange gains and losses resulting from the settlement of such transactions and from
the translation at year-end exchange rates of .Bo:ﬁw@ assets and liabilities denominated in
foreign currencies are recognized in profit or loss.

q. w:mmmﬂ information

The original budget for FY 2019-2020 was approved by the National Assembly on 1%t July
2019. No subsequent revisions or additional appropriations were made to the approved budget.
Any revisions if any are made in accordance with specific approvals from the appropriate
authorities. :

The hotel’s budget is prepared on a different basis to the actual income and expenditure
'disclosed in the financial statements. The financial statements are prepared on accrual basis
using a classification based on the nature of expenses in the statement of financial performance,
whereas the budget is prepared on a cash basis. The amounts in the financial statements were
recast from the accrual basis to the cash basis and reclassified by presentation to be on the same
basis as the approved budget. A comparison of budget and-actual amounts, prepared on a
comparable basis to the approved budget, is then presented in the statement of comparison of
budget and actual amounts. In addition to the Basis difference, adjustments to amounts in the

16
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UNSET HOTEL LIMITED
Annual Reports and Financial Statements
For the financial year ending 30 June 2020

Recoverability of trade and other receivables

Management has made Judgment in estimating the amounts that may not be
recovered based on experience and efforts expended in the attempt to recover the
outstanding balances. .

i) Critical judgments in applying the entity’s accounting policies
~ Inthe process of applying the Company’s accounting policies, management has made
Judgments in determining:

e The classification of assets into current and non-current
e Whether assets are impaired

Provisions

Provisions were raised and management determined an estimate based on the information
available; specifically provision for bad debts which was estimated at 1% of the total budgeted
revenue for the period. .

Provisions are measured at the management's best estimate of the expenditure required to settle
the obligation at the reporting date, and are discounted to present value where the effect is
material. )

18
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SUNSET HOTEL LIMITED
Annual Reports and Financial Statements
For the financial year ending 30 June 2020

(b) STAFF COSTS'

B

Salaries and allowances of permanent employees

Wages of temporary employees

Compulsory national health insurance schemes
Compulsory national social security schemes
Terminal dues

Leave Pay and gratuity provisions

Staff travel and other related expenses

Total

The average number of employees:
Permanent employees- Management
Permanent employees- Unionisable
Temporary and contract employees
Total

SELLING AND DISTRIBUTION COSTS .
Advertising, marketing and promotional

Sales commission

Sales discounts and rebates

Other selling and distribution costs

Total

OPERATING PROFIT/(LOSS)

The operating profit /(loss) is arrived at after
charging /(crediting):

Staff cost (note7(b)

. Umnwoomw:o: of property, plant and equipment
Provision for bad doubtful debts
Directors emoluments -Fees

-Expenses

Auditors remuneration- current year fees

Interest on loan

20

2020
Kshs.
4.214,184

910,794
134,092
967,597

1,998,983
8,225,650

nil
10
11

321,642
321,642

8,225,650
2,127,509
507,288
540,000
55,265

300,000
5,329,786

2019
Kshs.
14,164,094

17,855
560,602
19,940,049
1,211,112
7,245,086

43,138,797

nil
50

402,067
402,067

43,138,797
3,382,695
460,902
540,000
64,614

300,000
5,150,384
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SUNSET HOTEL LIMITED
Annual Reports and Financial Statements
‘or the financial year ending 30 June 2020

13. DIVADEND PER SHARE

Proposed dividends are accounted for as a separate component of equity until they have been ratified
and declared at the relevant Annual General Meeting (AGM). No interim dividend was declared
and/or paid during the year neither is it expected that any dividends will be declared because of the
recurrent loses.

iid
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SUNSET HOTEL LIMITED

nnual Reports and Financial Statements
For the financial year ending 30 June 2020

NOTESTO THE FINANCIAL STATEMENTS (continued)

PROPERTY, PLANT AND EQUIPMENT (continued)

2019 . PROPERTY FURNITURE :
LEASEHOL BUILDING WORK IN PLANT & MOTOR TOTAL
D LAND & VEHICLE
PROGRESS EQUIPMENT FITTING
COST OR
VA rc>,:OQ. Kshs Kshs Kshs Kshs Kshs Kshs Ksh
il M
As at 01-07-2018 | 15,000,000 75,000,000 26,911,576 | 11,923,281 15,969,234 295,000 | 145,099,092
Additions - - - 53,448 - -
As at 30-06-2019 | 15,000,000 75,000,000 26,911,576 | 11,976,729 15,969,234 295,000 | 145,152,540
DEPRECIATIO
N
As at 01.07.2018 “| 26,250,000 -1 11,322,748 14,550,398 295,000 52,418,147
Charge for .
the year ] 1,875,000 | 492,384 1,015,311 3,382,695
As at 30-06-2019 -1 28,125,000 -1 11,815,132 15,565,709 295,000 55,800,838
NET
BOOK
VALUE
As at 30-6-2018 | 15,000,000 | 48,750,000 26,911.576 600,532 1,418,837 92,680,945
As at 30-6-2019 | 15,000,000 | 46,875,000 26,911,576 161,597 403,525 89,351,698

Work in progress relates to building renovation/extensions works for roof top bar and restaurant
which are yet to be completed or commissioned.

Property, plant and equipment include the following items that are fully depreciated:

Cost or Normal annual
valuation Depreciation charge
Plant & machinery 10,024,052 1,253,006
Motor vehicle 295,000 73,750
Office equipment, furniture & equipment 10,411,123 1,301,390
20,730,175 2,628,146
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SUNSET HOTEL LIMITED

Annual Reports and Financial Statements

~or the financial year ending 30 June 2020

NOTES<TO THE FINANCIAL STATEMENTS (continued)

” 2020 2019
‘ Kshs. Kshs.
17 (a) BANK AND CASH BALANCES
Cash at bank 1,007,490 642,549
Cash at hand 33,977 132,600
1,041,467 775,149
(h) DETAILED ANALYSIS OF CASH AND
” CASH EQUIVALENTS
Cash at Hand:
Cash float - -
Petty cash 17,377 88,000
Mpesa 13,100 19,000
Airtime - -
Credit Cards 3,500 © 25,600
33,977 132,600
Cash at Bank(Current Accounts)
National bank-A/c No.01020023525100 901,399 320,373
KCB- A/c No. 1108232736 106,091 322,176
1,007,490 642,549
The bulk of the cash was held at National bank ;
the main banker
18. ORDINARY SHARE CAPITAL
i 2020 2019
Kshs. Kshs.
Authorized , issued and fully paid
572,500 Ordinary Shares @ Kshs.20/= ( TFC) 11,450,000 11,450,000
27500 Ordinary Shares @ Kshs 20/= 550,000 550,000
12,000,000 12,000,000

( Kisumu County)

19. REVALUATION RESERVE

The revaluation reserve relates to the revaluation of certain items of property, plant and equipment.
As indicated in the Statement of Changes in Equity, this is stated aftér transfer of excess
depreciation to retained earnings.
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SUNSET HOTEL LIMITED
Annual Reports and Financial Statements
for the financial year ending 30 June 2020

22. TRADE AND OTHER PAYABLES

4

Trade Creditors
Value Added Tax
Service Charge
CLT

Deposits Payable
Payroll Control
P.AY.E

Staff Insurance Deductions
N.S.SF

N.H.LF

Union dues
Pension

Sunset Sacco
Accrued Expenses
Withholding Tax
Terminal Control

Included in Trade Creditors above is Kshs.4,736,000 bein
Kenya National Audit Office.

23. NOTES TO THE STATEMENT OF CASHFLOWS
(a) Reconciliation of operating profit/(loss) to cash
generated from/(used in) operations
Operating profit/(loss) .
Depreciation
“Interest Charged

Operating profit/(loss) before working capital
changes

(Increase)/decrease in inventories
(Increase)/decrease in trade and other receivables
2 Increase/(decrease) in trade and other payables

Cash generated from/(used in) operations

(b) Analysis of changes in loans
Balance at beginning of the year
Receipts during the year
Repayments during the year

28

2020

Kshs

11,889,128
12,709,065

69712
670,928
207,941

17,334,633

2,335,820
9,050
173,933
84,528

3,732,738
1,456,346

50,673,822

(9,945,386)
2,127,509
5,329,786

(2,488,091)
100,747
1,398,724
(3,371,363)
(4,359,983)
62,412,207

4,671,101
(2,890,200)

2019
Kshs
14,083,181
12,420,845
26,990
35,800
670,928
614,271
16,878,517

12,328,580
8,650
170,801

- 166,719
5,183,556
1,456,346

© 54,045,184
g outstanding.audit fee owed to the

(33,749,122)
3,382,695
5,150,384

(25,216,043)
6,117
*.989,329
(5,550,912)
(29,771,509)
35,302,407

30,000,000
(2,890,200)
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SUNSET HOTEL LIMITED
Annual Reports and Financial Statements
for the financial year ending 30 June 2020

£

Transactions with related parties

+

2020 2019
Kshs Kshs

a) Loans received from the shareholders
Loans from TFC 4,671,101 30,000,000
Loans from Kisumu County Government Nil Nil
«~ Total 4,671,101 30,000,000

b) Key management compensation
Directors® emoluments 595,265 604,614
Compensation to key management 3,221,086 3,486,703
Total 3,816,351 4,091,317
25. CONTINGENT LIABILITIES
2020 2019
Kshs Kshs
Land rate arrears against the hotel(Kisumu County - 78,382,920
Government)

Notice of Distress for outstanding tax arrears(KRA) 31,344.951 24,582,352
Total 31,344,951 102,965,272

Explanatory notes:

During the previous year, Kisumu County Government had issued a demand notice to the
hotel for outstanding Land rates arrears of principle amount Kshs. 4,003,043 which had over
the year’s accrued interest and penalty to the tune of Kshs. 73,944,916. The hotel management
entered into waiver negotiations with the County government once the waiver period was
opened in the current financial year. The hotel managed to have the interest and penalties
totaling to Kshs. 104,155,413 written off after settling the principal amount which stood at
4,671,101 as at then. ,

* In the course of the year Kenya Revenue Authority issued a demand notice for outstanding
principal tax arrears of Kshs. 31,344,951. The management appealed to the shareholders to
intervene on behalf of the hotel to assist in payment of the principal amount with the hope that
the interests will be waived. Meanwhile, the hotel has engaged KRA on the proposal to pay
the amounits in instalments until such a time when cash flows will improve enough to offset
the entire amount.
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SUNSET HOTEL LIMITED
nnual Reports and Financial Statements
For the financial year ending 30 June 2020

The amount that best represents the company’s maximum exposure to credit risk as at 30 June
2019 is as shown below:

Total T,:.:v\ Past due Impaired
Performing
30-Jun-19 Kshs Kshs Kshs Kshs
Trade receivables 18,257,258 1,749,941 13,924,442 2,582 875
" Due from related parties . - - - -
Bank balances 642,549 642,549
Total 18,899,807 2,392,490 13,924,442 2,582,875

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

The entity has significant concentration of credit risk on amounts due from county
governments.

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

b) Liquidity risk

Ultimate responsibility for liquidity risk management rests with the entity’s directors, who

have built an appropriate liquidity risk management framework for the management of the

entity’s short, medium and long-term funding and liquidity management requirements. The

) entity manages liquidity risk through continuous monitoring of forecasts and actual cash flows.
The table below represents cash flows payable by the company under non-derivative financial
liabilities by their remaining contractual maturities at the reporting date. The amounts
disclosed ‘in the table are the contractual undiscounted cash flows. Balances due within 12
months equal their carrying balances, as the impact of discounting is not significant.
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SUNSET HOTEL LIMITED
Annual Reports and Financial Statements
For the financial year ending 30 June 2020

There has been no change to the m:na\um exposure to market risks or the manner in which it
manages and measures the risk.

1)

Fair

a)

Foreign exchange risk

The company does not undertake any major transactions denominated in foreign currencies.
Therefore, exposures to exchange rate fluctuations are minimal. Any Foreign currency
transactions during the year are converted into Kenya Shillings at Rates ruling at the
transaction date. The resulting differences from conversion and Translation are dealt with
in the Profit and Loss Statement in the year in which they arise.

Hsvwo,ﬂnmﬂ rate risk

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

To mitigate this risk, the hote] tries to bank and only deal with banks/institutions that are
well established and offer favorable interest rates.

Value of financial assets and liabilities

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

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

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

° Level 2 — Inputs other than quoted prices included within Leve] ] that are observable

for the asset or liability, either directly (that is, as prices) or indirectly (that is, derived
from prices).
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SUNSET HOTEL LIMITED
Annual Reports and Financial Statements
~or the financial year ending 30 June 2020

NOTES TO THE FINANCIAL STATEMENTS (Continued)
FINANCIAL RISK MANAGEMENT (Continued)

d) Capital Risk Management

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

" | Particulars 2019-2020 2018-2019
Kshs Kshs
Revaluation reserve 79,262,476 79,262,476
Retained earnings (183,062,746) (173,117,360)
Capital reserve ’ 12,000,000 12,000,000
Total funds (91,800,270) (81,854,884)
Total borrowings 64,193,108 62,412,207
Less: cash and bank balances (1,041,467) (775,149)
Zﬂ.mmcqﬁoxommm cash and cash 63,151,641 61.637.058
equivalents)
Gearing ) 168% 175%

27. CURRENCY .
The financial statement is presented in Kenya shillings. (Kshs.)

28.,EVENTS AFTER CLOSING PERIOD
There were no material adjusting and non-adjusting events after the reporting period

29. INCORPORATION
The hotel is incorporated in Kenya under the Kenyan Companies Act and is domiciled in
Kenya. )
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SUNSET HOTEL LIMITED
Annual Reports and Financial Statements
For the financial year ending 30 June 2020

Property, Plant and Equipment
i. Fully Depreciated Assets

The statement. of financial position reflects
property, plant and equipment balance of
Kshs.92,680,945. However, the Hotel had

depreciated Electric Transformer, Volume Washing
Machine and Motor Vehicles whose original cost
amounted to Kshs. 8,814,614 to nil value. These
assets were still in use but had not been revalued to
reflect current market value. There were no funds
kept aside for replacement of fully depreciated
assets.  Further although the Hotel maintains a
fixed asset register, the assets cards are not properly
numbered and do not have the Hotel’s name.
Physical verification revealed that all the assets
were not coded or given a distinct identification tag
as required. Consequently the validity and
correctness of the fixed assets register could not be
confirmed.

ii) Revaluation Reserve

As previously reported, revenue reserve balance of
Kshs. 79,262,476 has remained constant since the
assets were lastly valued in 2004 and hence
contravening International Accounting Standard
No. 16 which requires that transfers be made to the
Tevenue reserves on an annual basis as the assets
are depreciated.  Further, although the standard
requires that fixed assets be revalued periodically |

The fixed asset cards have since been Maintenance | Partly 30" June
numbered and labeled accordingly by Supervisor/A | resolved 2021
indicating the name of the entity on each | ccountant/Ge | - -
card. The management will also ensure neral
that all the assets are physically coded as Manager
required. Records for any breakages shall
also be kept accordingly.
However, due to financial constraints the
hotel is still in the process of having
revaluation done .It’s expected that the
revaluation will be conducted sooner
than later.
The management has fully engaged the General On-going 30" June
board and shareholders on the issue and | Manager 2021

the process is ongoing.
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