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PRINCIPAL BANKERS

Standard Chartered Bank Kenya Limited Commercial Bank of Africa Limited
Kenyatta Avenue Branch CBA Building
PO Box 30001 Wabera/ Standard Street
00100 Nairobi, GPO PO Box 30437
00100 Nairobi, GPO
Citibank NA Barclays Bank of Kenya Limited
Citibank House Barclays Plaza
Upper Hill Road Loita Street
PO Box 30711 PO Box 30120
00100 Nairobi, GPO 00100 Nairobi, GPO
REGISTERED OFFICE

East African Breweries Limited
Corporate Centre

Ruaraka

PO Box 30161

00100 Nairobi, GPO

SUBSTANTIAL SHAREHOLDINGS

The directors are aware of the following persons who held 1% or more of the issued share capital of the

company:

List of 10 Largest Shareholders

Name(s) and Address
Diageo Kenya Limited
2 Board of Trustees — NSSF
3 Diageo Holdings Netherlands B.V

Barclays (Kenya) Nominees Ltd
Non resident a/c 9011

5 Guinness Overseas Limited
Mr Kanaksinh Karsandas Babla & Mr

As 174 i
Sandip Kanaksinh Babla

Barclays(Kenya)Nominees Ltd
Non resident a/c 9057

8 Barclays (Kenya) Nominees Ltd a/c 9326

Kenya Reinsurance Corporation (life fund investments)

Mr Kanaksinh Karsandas Babla & Mr
10 Kusum Kanaksinh Babla

[«

TOTAL NUMBER OF SHARES

Number of
shares

282,181,950
31,803,847
30,301,075

20,229,777
17,190,670

13,193,001

s 2

10,568,865
10,540,295
9,126,740

7,133.994

%o
42.82
4.82
4.59



EAST AFRICAN BREWERIES LIMITED

REPORT OF THE DIRECTORS
FOR THE YEAR ENDED 30 JUNE 2006

The directors have pleasure in presenting their report together with the audited financial statements for
the year ended 30 June 2006, which disclose the state of affairs of the group and company.

i

Activities

East African Breweries Limited remains a holding company with subsidiaries involved in the
marketing, brewing/manufacturing and selling of drinks, glass containers, malt and barley.

Results

The results for the year are set out on page 6.

Dividends

The directors recommend a final dividend of KShs 4.15 per ordinary share to be paid on or
about 3 November 2006 to those members on the register at the close of business on 16
October 2006. This, together with the interim dividend of KShs 1.75 per ordinary share paid
on or about 15 March 2006, brings the dividend for the year to KShs 5.90 per issued ordinary
share (2005 — dividend per share KShs 4.50).

Directors

The directors who served since 1 July 2005 are set out on page 1.

Auditors

The auditors, KPMG Kenya, have indicated their willingness to continue in office in
accordance with Section 159(2) of the Kenyan Companies Act (Cap. 486).

Employees

The directors are pleased, once again, to record their appreciation for the untiring efforts of all
employees of the company and its subsidiaries.

Approval of financial statements

The financial statements were approved at a meeting of the directors held on 24 August 2006.

FRERUIED LW EN FOVEEET
1 KR

TRLY SREDEREAED L WEA T
DY URIFILE UL

Secretary

Date: 24 August 2006
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EAST AFRICAN BREWERIES LIMITED

STATEMENT OF DIRECTORS’ RESPONSIBILITIES

The Kenyan Companies Act requires the directors to prepare financial statements which
give a true and fair view of the state of affairs of the group and the company as at the end of
each financial year and of the operating results of the group for that year. It also requires
the directors to ensure that the group and the company keep proper accounting records,
which disclose with reasonable accuracy the financial position of the group and the
company. They are also responsible for safeguarding the assets of the group.

The directors accept responsibility for the annual financial statements, which have been
prepared using appropriate accounting policies supported by reasonable and prudent
judgements and estimates, in conformity with International Financial Reporting Standards
and in the manner required by the Kenyan Companies Act. 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 group and the company and of the group’s operating results. The directors further
accept responsibility for the maintenance of accounting records, which may be relied upon
in the preparation of financial statements, as well as adequate systems of internal financial
control.

Nothing has come to the attention of the directors to indicate that the company and its
continuing subsidiaries will not remain a going concern for at least the next twelve months
from the date of this statement.

Director

Date: 24 August 2006
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KPMG Kenya Telephone  +254 20 2806000

Ceriified Public Accountanis Fax +254 20 215695
16th Floor, Lonrho House Email info@kpmg.co.ke
Standard Street Internet www. kpmg.co.ke

PO Box 40612 00100 GPO
Nairob, Kenya

REPORT OF THE INDEPENDENT AUDITORS TO THE MEMBERS OF
EAST AFRICAN BREWERIES LIMITED

We have audited the financial statements set out on pages 6 to 34 for the year ended 30 June 2006.
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. The balance sheet of the Company is in
agreement with the books of account.

Respective responsibilities of directors and independent auditors

As stated on page 5, the directors are responsible for the preparation of financial statements that give
a true and fair view of the state of affairs of the group and the company and of the group’s operating
results. Our responsibility is to express an opinion on the financial statements based on our audit.

Basis of opinion

We conducted our audit in accordance with International Standards on Auditing. Those Standards
require that we plan and perform the audit to obtain reasonable assurance as to whether the financial
statements are free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also includes assessing
the accounting policies used and significant estimates made by the directors, as well as evaluating
the overall presentation of the financial statements. We believe that our audit provides a reasonable
basis for our opinion.

Opinion

In our opinion, proper books of account have been kept and the financial statements give a true and
fair view of the state of the group and company’s financial position at 30 June 2006 and of the
group’s operating results and cash flows for the year then ended and comply with International
Financial Reporting Standards and the Kenyan Companies Act.

Date: 24 August 2006
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EAST AFRICAN BREWERIES LIMITED

CONSOLIDATED PROFIT AND LOSS ACCOUNT

FOR THE YEAR ENDED 30 JUNE 2006

Net revenue
Cost of sales

Gross profit

Other operating income
Distribution costs

Administrative expenses
Operating profit

Finance income

Finance cosis

Share of associate’s profit after tax
Profit before reorganisation costs
Reorganisation Costs

Profit before income tax

Income tax expense

Profit after income tax

Minority interest

Net profit attributable to the shareholders

Earnings per share:
— basic
— diluted

2606
5hs’000

20,906,885
(_7.895.,833)

13,011,052
391,485

( 1,364,209)
(_4,105.638)
7,932,690
379,389

( 37,499)
762.826
9,037,406
(_460.357)
8,577,049
(_2.167.007)
6,410,042

(_1,017.554)

19,186,425
(_6.296.140)

12,890,285
485,682

( 1,073,885)
(_4,805.842)
7,496,240
260,703

( 231,262)
_ 697,690

8,223,371

8,223,371
( 2.447.143)
5,776,228

(_1.006,316)

5,592,488
8.18 7.24
8.18 7.24

The notes set out on pages 13 to 34 form an integral part of these financial statements.
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EAST AFRICAN BREWERIFS LIMITED

CONSOLIDATED BALANCE SHEET AT 30 JUNE 2006

Notes 2006 2005
Restated
Shs’ 000 Shs* 000
CAPITAL EMPLOYED (Pages ¢
Share capital il 1,317,957 1,317,957
Share premium 11 1,959,100 1,959,100
Revaluation surplus 12 1,573,221 2,037,402
Retained earnings 8,967,173 7,298,201
Proposed dividends 10 2,734,762 1,976,937
Translation reserve 339317 666,575
Total equity attributable to equity
holders of the parent 16,891,530 15,256,172
Minority interest 1,694,040 1,636,044
Total equity 18,585,570 16,892,216
Non-current liabilities
Deferred income tax 13 1,830,466 1,493,842
Provision for staff gratuity 75.234 196,770
1,905,700 1,690,612
20,491,270
REPRESENTED BY
Non-current assets
Property, plant and equipment 14(a) 9,134,222 8,204,283
Prepaid operating lease rentals 15 32,830 33,430
Investment in associate company 16(a) 1,039,516 1,024,595
Other investments 16(c) 10,400 10,400
Goodwill 17(b) 648,664 648,664
Deferred income tax asset 13 43,054 2,215
10,908,686 9,923,587
Current assets
Inventories 19 4,048,068 3,335,227
Receivables and prepayments 20(a) 2,356,436 2,193,590
Income tax recoverable 562,333 35,946
Term deposits 6,101,583 6,357,252
Cash and bank balances 804,591 779.817
13.873.011 12,701,832
Current liabilities
Payables and accrued expenses 21(a) 4,116,858 3,615,555
Current income tax payable 52,924 240,345
Dividends payable 120,645 64,736
Daiik oveidian 121,955
4,290,427 4,042,591
Net current assets 9,582,584 8.659,241
20,491,270

M

The financial statemgnts ‘on pages 6 to 34 were approved by the Board of Dlrect(i!s«
and were signed of tl} %r Eaehalf by:
V S/

. V/
Director: Director:

7

Yo . .
The notes set out on pages 13 to 34 form an integral part of these financial statements.
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EAST AFRICAN BREWERIES LIMITED

COMPANY BALANCE SHEET AT 30 JUNE 2006

CAPITAL EMPLOYED (Page
Share capital

Share premium

Revaluation surplus

Retained earnings

Proposed dividends

Shareholders’ funds

Non-current liabilities
Deferred income tax liability

REPRESENTED BY
Non-current assets

Property, plant and equipment
Prepaid operating lease rentals
Investment in subsidiaries
Investment in associate company
Deferred income tax asset

Other investments

Current assets

Receivables and prepayments
Current income tax recoverable
Term deposits

Cash and bank balances

Current liabilities

Payables and accrued expenses
Dividends payable

Current income tax payable

Net current assets

The financial statements on pages 6 to 34 were approved by the Board of Dlrectors on

and were glgned on }hexr behalf by:

3% i I
Director: g (¥ -~

11)

The notes se"t ”out on pages 13 to 34 form an integral part of these financial statements.

Notes

[T,
[P

10

13

14(b)
15
17(2)
16(b)
13
16(c)

20(b)

21(b)

2006
Shs’000

~
\-Q)

7

"} UJ

317,95
59 106
i093693
7,462,757
2,734,762

13,584,269

226,659
1,859
4,324,783
3,565,783
9,691

10.400

2,097,176
21,934
3,354,812

315.707

5.789.629

223,890
120,645

344,535

5.445.094

13,584,269

2005
Shs’000

1,317,957
1,959,100

118,263
6,155,473
1,976,937

11,527,730

8.582

206,858
1,891
4,324,783
3,409,066

—10.400
_7.952.998
1,952,683

3,552,882

48.446

3,554,011

1,823,067
64,736

82,894

1,970,697

3,583,314

11,536,312

n 24 A\}guiﬁ@j ,
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EAST AFRICAN BREWERIFES LIMITED

COMPANY STATEMENT OF CHANGES IN EQUITY
FOR THE YEAR ENDED 30 JUNE 2006

Share Share Revaluation Retained Proposed
capital  premiunm sarplus  earmings dividends Total
Shs’000 Shs’000 She’000  Shs’000  Shs’000 Shs’000
At 1 July 2004 1,098,297 2,188,534 118,263 4,668,551 1,878,088 9,951,733
Bonus issue of shares 219,660 ( 229,434) - - - 97714
Profit for the year - - - 4,452,327 - 4,452,327
Dividends:
- Final for 2004 paid - - - - (1,878,088) (1,878,088)
- Interim for 2005 declared
and paid - - - { 988,468) - ( 988,468)
- Proposed final for 2005 - - - (1,976.937) 1,976,937 -
At 30 June 2005 1,317,957 1,959,100 118,263 6,155,473 1,976,937 11,527,730
Profit for the year - - - 5,186,689 - 5,186,689
Dividends:
- Final for 2005 paid - - - - (1,976,937) (1,976,937)
- Interim for 2006 declared
and paid - - - (1,153,213) - (1,153,213)
- Proposed final for 2006 - - (2,734,762) 2,734,762 -

Disposal of fixed assets - ( 8.570) 8,570 - -

At 30 June 2006 1,317,957 1,959,100 109,693 7,462,757 2,734,762

Included in share premium movement above are expenses of Shs 9,774,421 including stamp duty relating
to the bonus issue of shares in 2005.

The notes set out on pages 13 to 34 form an integral part of these financial statements.
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EAST AFRICAN BREWERIES LIMITED

CONSOLIDATED CASH FLOW STATEMENT

FOR THE YEAR ENDED 30 JUNE 2006

Operating activities

Cash generated from operations

Interest received

Interest paid

Income tax paid

Net cash generated from operating activities
Investing activities

Purchase of property, plant and equipment
Proceeds from disposal of property, plant

and equipment and prepaid operating lease rental
Dividends received from associate
Pre-acquisition dividends received from subsidiary
Net cash used in investing activities

Financing activities

Dividends paid to shareholders

Dividends paid to minority interest

Bonus share issue costs

Net cash used in financing activities

Increase in cash and cash equivalents

Movement in cash and cash equivalents

At 1 July
Increase

At 30 June

The notes set out on pages 13 to 34 form an integral part of these financial statements.

Motes

25({a)

14

25(b)

2006

Shs’000

7,302,276

379,389
( 24,458)
(2,560.964)

5,096,243

(2,105,317)

289,185
609,522

(1,206,610

(3,074,241)

( 924,332)

(3.998.573)
(_108.940)

7,015,114
(_108.940)

6,906,174

2005
Shs’000

7,501,476

260,703
( 12,807)
(1,674.227)

6,075,145

(1,223,487)
55,736

763,231
11,230

(_393,290)

(2,806,578)
(1,061,368)
(9774

(3,877,720)

5,210,979
1.804.,135

2,015,114

Page 12
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EAST AFRICAN BREWERIES LIMITED

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 30 JUNE 2006

SIGNIFICANT ACCOUNTING POLICIES

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

(@)

(b)

©

Basis of preparation

The financial statements are prepared in accordance with and comply with International
Financial Reporting Standards and under the historical cost convention as modified by the
revaluation of certain property, plant and equipment, and financial instruments carried at
amortised cost.

All monetary figures appearing in the financial statements, unless otherwise indicated are
stated in Kenya shillings (Shs).

The preparation of financial statements in conformity with International Financial
Reporting Standards requires management to make judgement, estimates and assumptions
that affect the application of policies and reported amounts of assets and liabilities and
disclosures of contingent assets and liabilities at the date of the financial statements and
the reported amounts of revenues and expenses during the reported period. The estimates
and assumptions are based on the Directors’ best knowledge of current events, actions
historical experience and various other factors that are believed to be reasonable under
the circumstances, the results of which form the basis of making the judgements about the
carrying values of assets and liabilities are not readily apparent from other sources.
Actual results may differ from these estimates.

The estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to
accounting estimates are recognised in the period, which the estimate is revised if the
revision affects only that period or in the period of the revision and future periods if the
revision affects both current and future periods.

Consolidation principles

The consolidated financial statements include the company and its subsidiaries and
associate made up to the end of the financial year. A listing of the major subsidiaries is
set out on Note 17(a).

Basis of consolidation
(i  Subsidiaries

Subsidiaries are those enterprises controlled by the company. Control exists when
the company has the power, directly or indirectly, to govern the financial and
operating policies of an enterprise so as to obtain the benefits from its activities.
The financial statements of the subsidiaries are included in the consolidated
financial statements from the date that control commences until the date that
control ceases.

Page 13



(@)

bty
e

Associates

An associated company is that in which the Group has significant influence, but not
control, over the financial and operating policies. The consolidated financial
statements include the Group’s share of the total recognised gains and losses of the
associated company on an equity accounting basis, from the date that significant
influence commences until the date that significant influence ceases. Consolidation
adjustments are also made to ensure consistency with the group’s accounting
policies. At the company level, associates are recognised using the equity method.

Revenue recognition

Sales of goods are recognised in the period in which the company delivers products to the
customer, the customer has accepted the products and collectability of the related
receivables is reasonably assured.

Revenue represents the fair value of the consideration receivable for sales of goods and
services, and is stated net of value-added tax (VAT), rebates and discounts.

Interest income is recognised on a time proportion basis using the effective interest
method. Dividends are recognised as income in the period in which the right to receive
payment is established.

Foreign currencies

(@)

Transactions and balances

Foreign currency transactions are translated into the functional currency using the
exchange rates prevailing at the dates of the transactions. Foreign exchange gains
and losses resulting from the settlement of such transactions and from the
translation at year-end exchange rates of monetary assets and liabilities
denominated in foreign currencies are recognised in the profit and loss account in
the year in which they arise.

Translation differences on non-monetary items, such as equities held at fair value
through profit or loss, are reported as part of the fair value gain or loss. Translation
differences on non-monetary items, such as equities classified as available-for-sale
financial assets, are included in the fair value reserve in equity.

Group companies

The results and financial position of all the group entities that have a functional
currency different from the presentation currency are translated into the
presentation currency as follows:

i. assets and liabilities for each balance sheet presented are translated at the
closing rate at the date of that balance sheet;

ii. income and expenses for each income statement are translated at average
exchange rates (unless this average is not a reasonable approximation of the
cumulative effect of the rates prevailing on the transaction dates, in which case
income and expenses are translated at the dates of the transactions); and

iii. all resulting exchange differences are recognised as a separate component of
equity.
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On consolidation, exchange differences arising from the translation of the net
investment in foreign entities, and of borrowings and other currency instruments
designated as hedges of such investments, are taken to shareholders’ equity. When
a foreign operation is sold, such exchange differences are recognised in the income
statement as part of the gain or loss on sale.

Goodwill and fair value adjustments arising on the acquisition of a foreign entity
are treated as assets and liabilities of the foreign entity and translated at the closing

rate.
Property, plant and equipment

All categories of property, plant and equipment are initially recorded at cost. Property,
plant and equipment is subsequently shown at market value, based on periodic valuations
by external independent valuers, less subsequent depreciation.

Increases in the carrying amount arising on revaluation are credited to a revaluation
surplus reserve in equity. Decreases that offset previous increases of the same asset are
charged against the revaluation surplus; all other decreases are charged to the profit and
loss account.

Depreciation is calculated on the straight line basis to write down the cost of each asset,
or the revalued amount, to its residual value over its estimated useful life as follows:

Buildings 40 years or the unexpired period of ihe lease
Plant and machinery 5 —33 years
Equipment and motor vehicles 4 — 5 years

Freehold land is not depreciated.
The residual value, if not insignificant, is reassessed annually.

Property, plant and equipment are reviewed annually for impairment. Where the carrying
amount of an asset is greater than its estimated recoverable amount, it is written down
immediately to its recoverable amount.

Gains and losses on disposal of property, plant and equipment are determined by
reference to their carrying amounts and are taken into account in determining operating
profit.

Intangible assets
(i)  Computer software

Acquired computer software licences are capitalised on the basis of the costs

inoneead to aconive and hring 40 uce the enecific. enftware Thece cogts are
ring.fo. uge the.gpecilic. sotiware, Lhese <

FEiwW AL L WU Yuria v A

amortised over their estimated useful lives (three to five years). These costs have
been included under property, plant and equipment.

(i)  Goodwill
Goodwill arising on acquisition of subsidiaries and associates is stated at cost less

accumulated impairment losses (Note (s)). At the balance sheet date, the group
assesses the goodwill carried in the books for impairment.
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Investment property

Buildings, or part of a building, (freehold or held under a finance lease) and land
(freehold or held under an operating lease) held for long term rental yields and/or capital
appreciation and which are not occupied by the company are classi ﬁed as investment

property under non-current assets. Investment property is carried at fair value,
representing open market value determined annually by ;f @xi@md ai uers, Changes in fair
values are included in other operating income in the profit and loss account.

Other investments

The company classifies its investments into available-for-sale investments and originated
loans. The classification is dependent on the purpose for which the investments were
acquired. Management determines the appropriate classification of its invesiments at the
time of the purchase and re-evaluates such designations on a regular basis as follows:

Investments intended to be held for an indefinite period of time, but which may be sold in
response to needs for liquidity or changes in interest rates, are classified as available-for-
sale. These are included in non-current assets unless management has the express
intention of holding the investment for less than 12 months from the balance sheet date or
unless they will need to be sold to raise operating capital.

Non-equity investments purchased in the primary market (i.e. directly from the issuer) are
classified as originated loans.

Purchases and sales of investments are recognised on the trade date, which is the date the
company commits to purchase or sell the asset. Cost of purchase includes transaction
costs. Available-for-sale investments are subsequently carried at fair value, whilst
originated foans are carried at amortised cost using the effective yield method. Realised
and unrealised gains and losses arising from changes in the fair value of available-for-sale
investments are recorded in the profit and loss account in the year in which they arise and
are included in other operating income.

Accounting for leases

Leases in which a significant portion of the risks and rewards of ownership are retained
by the lessor are classified as operating leases. Payments made under operating leases are
charged to the profit and loss account on a straight-line basis over the period of the lease.

Inventories

Inventories are stated at the lower of cost and net realisable value. Cost is determined by
the weighted average method. The cost of finished goods and work in progress comprises
raw materials, direct labour, other direct costs and related production overheads (based on

G DU B P PPN R
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estimate of the selling price in the ordinary course of business, less the costs of
completion and selling expenses.
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Receivables

Receivables are recognised initially at fair value and subsequently measured at amortised
cost using the effective interest method. A provision for impairment of receivables is
established when there is objective evidence that the company will not be able to collect
all the amounts due according to the original terms of receivables. The amount of the
provision is the difference between the carrying amount and the present value of expected
cash flows, discounted at the effective interest rate. The amount of the provision is
recognised in the profit and loss account.

Employee benefits
(i)  Retirement benefit obligations

The group operates defined contribution retirement benefit schemes for some of its
employees. The defined benefit scheme that existed in the prior years was
transferred to the group defined contribution retirement benefit scheme. The assets
of all schemes are held in separate trustee administered funds, which are funded by
contributions from both the group and employees. The group and all its employees
also contribute to the National Social Security Fund, which is a defined
contribution scheme.

The group’s contributions to the defined contribution schemes are charged to the
profit and loss account in the year to which they relate. The company has no
further obligation once the contributions have been paid.

For the defined benefit scheme, the pension costs are assessed using the projected
unit credit method. Under this method the cost of providing pensions is charged to
the income statemnent so as to spread the regular cost over the service lives of
employees in accordance with the advice of actuaries who carry out a full valuation
of the plan every three years. The pension obligation is measured as the present
value of the estimated future cash outflows. Actuarial gains and losses are
recognised over the average remaining service lives of employees.

(ii)  Other entitlements

The estimated monetary liability for employees’ accrued annual leave entitlement
at the balance sheet date is recognised as an expense accrual.

(iii) Equity compensation benefits

The stock option programme allows Group employees to acquire shares of the
company.

L2 O L ra o adbns
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On normal retirement after completion of continuous and meritious service with the
group, both management and unionisable staff are entitled to 30 days pay for each
completed year of service, after first completing 3 years of service, by way of
gratuity, based on wage or salary at the time of such resignation or termination of

services. A provision for the service gratuity is recognised in the financial
statements as it accrues to each employee.
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Income tax

Current income tax is the amount of income tax payable on the profit for the year
determined in accordance with the existing tax legislation.

Deferred income tax is provided in full, using the liability method, on all temporary
differences arising between the tax bases of assets and liabilities and their carrying values
for financial reporting purposes. However, if the deferred income tax arises
initial recognition of an asset or liability in a transaction other than a business
combination that at the time of the transaction affects neither accounting nor taxable
profit or loss, it is not accounted for. Deferred income tax is determined using tax rates
enacted or substantively enacted at the balance sheet date and are expected to apply when

the related deferred income tax liability is setiled.

Deferred income tax assets are recognised only to the extent that it is probable that future
taxable profits will be available against which the temporary differences can be utilised.

Dividends

Dividends on ordinary shares are charged to equity in the period in which they are
declared. Proposed dividends are shown as a separate component of equity until declared.

Discontinuing operations

A discontinuing operation is a clearly distinguishable component of the group’s business
that is abandoned or terminated pursuant to a single plan, and which represents a separate
major line of business or geographical area of operations.

Segmental reporting

Segment information is presented in respect of the group’s geographical segments, which
is the primary format and is based on the countries in which the group operates. The
group has no distinguishable significant business segments.

Segment results, assets and liabilities include items directly attributable to a segment as
well as those that can be allocated on a reasonable basis. Inter-segment pricing is
determined on an arms length basis.

Provisions

Provisions are recognised when the company and group has 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.

CBEEnbtionre ol Foncmmeniol ccante med Bahilitiag
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Financial assets and liabilities are offset and the net amount reported on the balance sheet
when there is a legally enforceable right to set-off the recognised amount and there is an
intention to settle on a net basis, or to realise the asset and settle the liability
simultaneously.
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Impairment

The carrying amounts of the group’s assets other than stocks (Note (j)) and deferred tax
(NO@?@ (m)) are reviewed at each balance sheet date to determine whether there is any
indication of impairment. If any such indication exists, the asset’s recoverable amount is
estimated and an impairment loss recognised in the income statement whenever the
carrying amount of an asset or its cash-generating unit exceeds its recoverable amount.

(iii)

Calcudation of recoverable amouni

The recoverable amount of the group’s investments in held-to-maturity securities
and receivables is calculated as the present value of expected future cash flows,
discounted at the original effective interest rate inherent in the asset. Receivables
with short duration are not discounted.

The recoverable amount of other assets is the greater of their net selling price and
value in use. In assessing value in use, the estimated future cash flows are
discounted to their present value using a pre-tax discount rate that reflects current
market assessments of the time value of money and the risks specific to the asset.
For an asset that does not generate largely independent cash inflows, the
recoverable amount is determined for the cash-generating unit to which the asset
belongs.

Reversals of impairment

An impairment loss in respect of a held-to-maturity security or receivable is
reversed if the subsequent increase in recoverable amount can be related
objectively to an event occurring after the impairment loss was recognised.

An impairment loss in respect of goodwill is not reversed unless the loss was
caused by a specific external event of an exceptional nature that is not expected to
recur, and the increase in recoverable amount relates clearly to the reversal of the
effect of that specific event.

Reversals of impairment

In respect of other assets, an impairment loss is reversed if there has been a change
in the estimates used to determine the recoverable amount.

An impairment loss is reversed only to the extent that the asset’s carrying amount
does not exceed the carrying amount that would have been determined, net of
depreciation or amortisation, if no impairment loss had been recognised.

However, an impairment loss on a revalued asset is recognised directly against any
revaluation surplus for the asset to the extent that the impairment loss does not

nnnnnn A tden mmnmvrandt bald G dlan wnrraliaatina cannlie fae tha cnma ncoat
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Cash and cash equivalents

For the purposes of the cash flow statement, cash and cash equivalents comprise cash in
hand, bank balances, and deposits held at call with the banks net of bank overdrafis.
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{v) Comparatives

Where necessary, comparative figures have been adjusted to conform with changes in
presentation in the current year

FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLICIES

The company’s activities expose it to a variety of financial risks, including credit risk and the
effects of changes in debt and equity market prices, foreign currency exchange rates and interest
rates. The company’s overall risk management programme focuses on the unpredictability of
financial markets and seeks to minimise potential adverse effects on its financial performance.

Risk management is carried out by the treasury department under policies approved by the
Board of Directors. Treasury identifies, evaluates and hedges financial risks. The Board
provides written principles for overall risk management, as well as written policies covering
specific areas such as foreign exchange risk, interest rate risk, credit risk, use of derivative
financial instruments and investing excess liquidity.

The company has policies in place to ensure that sales are made to customers with an
appropriate credit history.
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ANALYSIS OF REVENUE

Gross sales
Indirect taxes

OTHER OPERATING INCOME

Gain on disposal of property, plant and equipment
Royalty income from associate

Rental income

Sale of by products and scrap items

Other

OPERATING PROFIT

The following items have been charged/(credited) in arriving at operating profit:

Depreciation on property, plant and equipment (Note 14)
Profit on disposal of property, plant and equipment
Operating lease rentals

Staff costs (Note 7)

Auditors’ remuneration

STAFF COSTS
The following items are included within staff costs:

Salaries and wages

Defined contribution scheme
Defined benefit scheme
National Social Security Fund
Staff gratuity

Other

2006
Shs’000

37,449,324
{16,542.439)

)
&

627,429

( 105,605)
389
2,176,287

12,471

1,792,535
26,961

19
29,384

327,388

2,176,287

2005
Shs’000

813,853
( 12,890)

386
2,058,289

11991

1,611,744
38,754
19,713
26,989

100,822
_260.267
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10.

2006 2005
Shs’000 Shs’000
FINANCE INCOME/(COSTS)
Interest income 379,389 260,703
Net foreign exchange (losses)/gains ( 218,455
Interest expense (12,807

Net fimamnce income 29.441

INCOME TAX

Income tax

Current income tax 1,902,331 2,061,144

Prior year (over)/under provision (55,175 98.362
1,847,156 2,159,506

Deferred tax

Current year 425,832 286,213

Prior year (over)/under provision (_105.981) 1,424

319.851 287,637

Income tax expense

The tax on the group’s profit before income tax differs from the theoretical amount that would
arise using the statutory income tax rate as follows:
2006 2005
Shs’000 Shs’000

Profit before income tax

Tax calculated at the statutory income tax

rate of 30% (2005 — 30%) 2,573,115 2,467,011
Tax effect of:
Expenses not deductible for tax purposes/income not taxable ( 16,113) 40,733
Effect of share of associate profit ( 228,839) ( 211,994)
Operations in foreign jurisdictions - 50,982
(Over)/under provision in prior year — income tax ( 55,175) 98,362
(Over)/under provision in prior year — deferred tax (_105.981) 1,424
Income tax expense 2.167.007

DIVIDENDS PER SHARE

Proposed dividends are accounted for as a separate component of equity until they have been
ratified at an annual general meeting.

A final dividend in respect of the year ended 30 June 2006 of Shs 4.15 per share amounting to a
total of Shs 2,734,762,000 has been proposed. During the year an interim dividend of Shs 1.75
per share, amounting to a total of Shs 1,153,213,000 was paid. The total dividend for the year is
therefore Shs 5.90 per share (2005: Shs 4.50), amounting to a total of Shs 3,887,975,000 (2005:
Shs 2,965,423,000).

Payment of dividends is subject to withholding tax at a rate of either 0%, 5% or 10% depending
on the residence of the respective shareholders.
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13.

SHARE CAPITAL
Number Ordinary Share
of shares shares premium
{Thousands) Shs’ 600 Shs’000
Balance at 1 July 2005 and 30 June 2006 658,979 1,317,957 1,959,100
The total authorised number of ordinary shares is 1,000,000,000 with a par value of Shs 2 per

share. All issued shares are fully paid.

REVALUATION SURPLUS

The revaluation surplus represents the surplus on the revaluation of plant, property and
equipment, freehold land and buildings net of deferred income tax and is non-distributable.

DEFERRED INCOME TAX

Deferred income tax is calculated using the enacted income tax rate of 30% (2005: 30%). The

movement in the deferred income tax account is as follows:

Group

At 1 July 2005 and 2004
Charge to profit and loss account (Note 9)
- Current year
- Prior year (over)/under provision
Currency changes

At 30 June

Made up of:

Deferred income tax assets
Deferred income tax liabilities

Company

At 1 July 2005 and 2004
Credit to profit and loss account

At 30 June

2006
Shs’000

1,491,627
425,832

( 105,981)
(__24.066)

( 43,054)
1,830,466

8,582
(__18273)

(—2.691)

2005
Shs’000

1,197,412

286,213
1,424

_ 6578

1,491,627

(2215
1,493,842

49,217
(__40.635)

— 8,582
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DEFERRED INCOME TAX (Continued)

and loss account are attributable fo the following items:

Group Prior year Charged/
under/(over) {credited) Currency
1.7.2608 provision to P/ changes  30.6.2006
Shs’000 Shs’000  Shs’000  She’000  Shs’000
Deferred income tax labilities
Property, plant and equipment 1,658,130 22,861 352,400 - 2,033,391
Unrealised exchange gain ( 64,901) - 64,984 - 83
Tax losses carried forward ( 51,397) - - - ( 51,397
Provisions (__47,990)  ( 89.355) ( 14.266) - (151611
1,493,842 ( 66,494y 403,118 - 1,830,466
Deferred income tax assets
Property, plant and equipment: 66,501 36,309 121,468 (24,066) 200,212
Tax losses carried forward ( 48,264) ( 29,639y ( 78,291) - ( 156,194
Unrealised exchange gain 3,323 - (212 - 3,111
Provisions (23,775} ( 46,157y (20251 - (90,183)
(2215 (.39.487) 22,714 (24,066) (43.054)
Net deferred income tax liability 1,491,627 (105,981) (24,066) 1,787,412

A deferred tax asset of Shs 376,746,963 (2005 — Shs 375,002,000) associated with a subsidiary,
Castle Brewing Kenya Limited, has not been recognised in the balance sheet as the directors do
not expect the temporary difference to reverse in the foreseeable future.

Company Prior Charged/
year over (credited) Currency

1.7.2005 provision to P/ changes 30.6.2006

Shs’0060 Shs’000  Shs’000  Shs’000  Shs’000
Deferred income tax
liabilities/(assets)
Property, plant and equipment 40,969 (199) (8,875) - 31,895
Provisions ( 4,051) - 19,137 - 15,086
Unrealised exchange loses (28.336) - (28,336) - (56,672)

(32.387) - (9.199) - (41,586)

Net deferred income
tow labilitiaa [focanta) QL899 {100\ {19 Q74N {0 A£01)
TeE n HESGRFARRGED/AIF \wuuw lul ¥!§¥£ 3B . S AAFANS i B § 2 LK . J
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14 PROPERTY, PLANT AND EQUIPMENT (Continued)

(b)

©

Company
Leasehold Plant and Capital work
buildings equipment in progress Total
Shs’000 Shs’000 Shs’000 Shs’000

Cost or valuation
At 1 July 2005 165,500 198,838 364,338
intercompany transfers - 4,941 - 4,941
Additions - 12,807 54,460 67,267
Disposals (_11.000) (2.952) - ( 13.952)
At 30 June 2006 154,500 213,634 54,460 422,594
Depreciation
At 1 July 2005 3,879 153,601 - 157,480
Charge for the year 4,901 32,558 - 37,459
Inter company transfers - 4,342 - 4,342
Disposals (395 (_2.951) - (3.346)
At 30 June 2006 8.385 187,550 - 195,935
Net book amount
At 30 June 2006 146,115 26,084 54.460 226,659
At 30 June 2005 161,621 45,237 - 206,858

In 2004, Knight Frank (Kenya) Limited professionally valued the group’s land and
buildings in Kenya on the existing use basis. The resulting surplus was credited to a
revaluation surplus account in June 2004. The valuations and appraisals were carried out
in accordance with RICS Appraisal and Valuation manual (“The Red Book”) and were
based on expected use. The land and buildings in Uganda is still carried at the
professional valuation of 1998 on the open market value for existing use. Other items of
property, plant and equipment were revalued by Lloyd and Masika Limited on the basis
of open market value for existing use as at 30 June 1996.

As at 30 June 2006, there were no assets pledged by the group to secure liabilities.
In the opinion of the directors, there is no impairment of property, plant and equipment.

If the buildings and freehold land were stated on the historical cost basis, the amounts
would be as follows:

Group Freehold Leasehold Plantand Motor
properties  buildings equipment  vehicles Total
She’000  She’000  Sha’000  She’000  She’00M)
Cost 668,984 817,260 11,260,142 142,392 12,888,778

Accumulated depreciation  (149.354)  (146,897)(4.565.901) (142,379)( 5.004.531)

Net book amount

At 30 June 2006

At 30 June 2005 439,938 598,229 4,158,843 37,170 5,234,180
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14 PROPERTY, PLANT AND EQUIPMENT (Continued)

{¢y Continued

Company Leasehold Plant and Capital Work
buildings equipment in progress Total
Shs’G00 Shs’000 Shs’000 Shs’000
Cost 1,000 314,645 54,460 370,105
Accumulated depreciation - 288,562 - 288.562
Net book amount
At 30 June 2006 1,000 26,083 54.460 81,543
At 30 June 2005 1,000 44,796 - 45,796
15. LEASES
Prepaid operating lease remntals
Leases of land have been classified as operating leases. 2006 2005
Shs’000 Shs’000
(a) Group
Cost
At 1 July 2005 and 1 July 2004 38,882 38,882
Disposal (21D -
38,671 38.882
Amortisation
At 1 July 2005 and 2004 ( 5,452) ( 5,066)
Amortisation for the year (389 (__386)
(5.841) (05.452)
At 30 June 32.830 33,430
(b) Company
Cost
At 1 July 2005 and 1 July 2004 2,250 2,250
Amortisation
At 1 Juby 2005 (259 (3%
Amortisation for the year (32 (3D
(_391) (359
At 30 June 1.859 _1.891
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16. INVESTMENTS IN ASSOCIATES

{a) Group
Effective 2006 2005
interest Shs 000 She’000
Tanzania Breweries Limited 20% 1,039,516 1,024,595

The above represents the Group share of net assets of the associated company.

(by Company

2006 2005
Shs’000 Shs’000
Tanzania Breweries Limited
(58,985,693 ordinary shares of TShs 100 each) 3.565,783

Effective 12 December 2002, the company purchased 20% of the issued share capital of
Tanzania Breweries Limited, which has been accounted for on an equity basis.

(c) Other investments (group and company)
Unguoted: at cost
4,000 ordinary shares (representing 20%) in Sen-Tech Limited 400 400

20% investment in Challenge Fund Limited who in
turn have subscribed to 50% in Central Depository

and Settlement Corporation Limited 10,000 10,000
10,400 10,400

There are no material differences between fair value and cost for these investments.
17, INVESTMENTS IN SUBSIDIARIES

(a) Investments in subsidiaries

Effective 2006 2005
interest Shs’000 Shs’000
At cost:
Kenya Breweries Limited 80% 1,806,847 1,806,847
Salopia Limited 100% 200 200
Allsopps (EA) Sales Limited 100% 2 2
East African Breweries (Mauritius) Limited 100% 389 389
Central Glass Industries Limited 100% 790,288 790,288
Uganda Breweries Limited 98.20% 687,647 687,647
International Distillers Lganda Limited 100% 200,000 300,000
East African Maltings Limited
(Formerly Kenya Maltings Limited) 100% - -
UDV (Kenya) Limited 46.32% 589,410 589,410
Castle Brewing Kenya Limited 100% 150,000 150,000
4,324,783
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17.

INVESTMENTS IN SUBSIDIARIES (Continued)

(b) Goodwill

UBL CBKL TBL UDV(K) oy Total

Shs’000 Shs’000 Shs’000 Shs’000 Shs’000 Shs’000
Cost
At 1 July 2005 and 20604 116415 334249 21729421 461,662 260324 3302071
Amortisation
At 1 July 2005
and 30 June 2006 116,415 334249 2129421 46,166 27156 2,653,407
Net book amount
At 30 June 2005 and 2006 - - - 415,496 233,168 648.664

The goodwill represents the excess of cost of acquisitions over the fair value of
identifiable assets and liabilities of the respective companies.

RETIREMENT BENEFIT OBLIGATIONS

Defined benefit asset

The defined benefit schemes that existed in the prior years have been wound up and transferred
to the group defined contribution retirement benefits.

Equity compensation benefits

The directors, through an independent Trust, are empowered to grant share options to group
employees. These options are granted for a maximum period of ten years and a minimum period
of three years at a price determined by the market value ruling on the Nairobi Stock Exchange
on the day preceding the day on which the options are granted. The shares to be exercised
within this Trust have been issued directly through the company and also purchased at the stock

exchange.
Executive share option scheme

Movements in the number of share options held for the employees under the Executive Option
Scheme are as follows:

2006 2005

Shs’000 Shs‘000

Outstanding at 1 July 2005 and 2004 1,219,705 256,871
Bonus issue of shares - 51,374
1,219,705 308,245

Additional shares as a result of share split - 1,232,980
: 1,219,705 1,541,225

Granted during the year 136,988 128,760
Lapsed ( 9,185 -
Exercised (_288.495) (1450,280)
Outstanding at 30 June 1.059.013 1,219,705
Exercise price per share — KShs 20.03 _12.63

Options may be exercised at prices ranging between KShs 14.79 and KShs 102.88.
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20,

21.

RETIREMENT BENEFIT OBLIGATIONS (Continued)

Employee Share Save Scheme

[¢]

As at 30 June 2006, the Trust’s obligation to members under the employee share save schem
stood at 1,594,345 shares (2005 — 1,637,900). During the year 31,550 (2005 ~ 50,415) shares
were exercised by employees. The exercise price per share is Shs 12.13 (2005 — Shs 12.13).

2006 2005
She’000 Shs’000
INVENTORIES
Group
Raw materials 1,645,025 1,278,403
Consumables 1,587,555 1,267,622
Finished goods 635,794 753,454
Goods in transit 179,694 35,748
4,048,068 3,335,221
RECEIVABLES AND PREPAYMENTS
(a) Group
Trade receivables 1,058,381 1,303,183
Barley advances 74,121 174,508
Other receivables 1,011,883 487,924
Receivable from related parties (Note 26) 212,051 227,975
(b) Company
Other receivables 66,581 22,628
Receivable from related parties (Note 26) 2,030,595 1,930,055
2,097,176
PAYABLES AND ACCRUED EXPENSES
(a) Group
Trade payables 1,262,168 789,832
VAT and excise duty payable 1,287,422 1,152,289
Other creditors 1,049,885 1,092,891
Davahla tn ralatad nartiag (Nota D6 5172823 SR80 547
Payable to related parties (Note 26) 517222 580 543
3.615.555
(b) Company
Other payables 92,225 457,672
Payable to related parties (Note 26) 131,665 1,365,395
223,890 1,823,067
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22,

23.

24.

CONTINGENT LIABILITIES — Group
2006
Contingent liabilities incurred in the ordinary course of business: Shs’000

Guarantees in respect of bank advances to barley farmers 283,384
Pending legal cases 52,192
Other liabilities 98,892

434,468

COMMITMENTS

Capital commitments — Group

2005
She’000

150,000
303,615
143.819

Uy

N

L%
=S
&

Capital expenditure contracted for at the balance sheet date but not recognised in the financial

statements is as follows:

2006

Shs’000

Contracted but not provided for 432,054
Authorised but not contracted for 1,427,286

OPERATING LEASE COMMITMENTS

(a) Group leases as lessee

2005
Shs’000

2,161,960

(b)

Two subsidiaries in the Group (Kenya Breweries Limited and Uganda Breweries
Limited) have entered into operating lease agreements for leasing of commercial and non-
commercial vehicles. Lease payments cover principal rentals, maintenance fees, fleet
management costs and insurance costs.

Future minimum lease payments under these operating leases are as follows:

2006 2005

Shs’000 Shs’000

Not later than 1 year 393,573 197,587
Later than 1 year and not later than 5 years 877.353 548,707
1,270,926 746,294

Group leases as lessor

The group has entered into operating lease agreements for leasing part of its properties.

Lhtinsen minimumm lanoa ranainte nndar thaca anareating laacac are ac fallawe:
BAKARARARAVBRAA & O B R S R S e e e =

A utuii TUUY B v

2006 2005

Shs’000 Shs’000

Not later than 1 year 14,329 8,052
Later than 1 year and not later than 5 years 21,494 13,795
_35.823 21,847
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25.

26.

CASH GENERATED FROM OPERATIONS

(a) Reconciliation of profit before income 2006 2005
tax to cash generated from operations Shs’000 She’000
Profit before income tax 8,577,049 8,223,371
Adjustments for:

Interest income (Note 8) { 379,389) { 260,703
Income from associates { 762,826 { 697,690)
Interest expense (Note §) 24,458 12,807
Depreciation (Note 14) 621,429 813,853
Amortisation of prepaid operating lease rentals 389 386
Exchange differences ( 57,036) 2,264
Profit on sale of property, plant and equipment and ( 105,605) ( 12,890)
Prepaid operating lease rentals

Prior year reversal of impairment loss on property,

plani and equipment ( 188,754)

Loss on impairment of property, plant and equipment 62,481 1,110
Write back of unclaimed dividends - ( 189,029)
Net decrease in gratuity provisions ( 121,536) ( 196,852)
Changes in working capital:

— receivables and prepayments ( 162,846) ( 189,250)
~ inventories ( 712,841) 68,822
— payables and accrued expenses 501,303 (__74.723)

Cash generated from operations

(b) Cash and cash equivalents

Term deposit 6,101,583 6,357,252

Cash and bank balances 804,591 779,817

Bank overdraft - (_121,955)
6,906,174

RELATED PARTY TRANSACTIONS

The company is controlled by Diageo plc incorporated in the United Kingdom. There are other
companies that are related to East African Breweries Limited through common shareholdings or
common directorships.

The following transactions were carried out with related parties: 2006 2005

Shs’000 Shs’000
(a) Sale of goods and services

Other related parties __ 65319 _38.558

(b) Purchase of goods and services

Parent company 1,501,843 39,760
Other related parties 213.164 739,146
715,007 178,906

Sales and purchases to/from related parties were made at terms and conditions similar to
those offered to major customers.
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26.

RELATED PARTY TRANSACTIONS (Continued)

©

(@)

Outstanding balances arising from sale and purchase of goods/services

e
By g
-

(i)

Group

Receivables from related parties
Payable to related parties
Company

Receivables from subsidiaries
Receivables from related parties

Receivables from related parties

Payables to related parties

Directors’ remuneration

@

(i)

Group

Fees for services as a director
Other emoluments

Company

Fees for services as a director
Other emoluments

2006
Shs’000

1,882,701
147.894

11,984
_194.124

215,969

11,066
84,086

95,152

27,233

15,504
_172.818
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