HAROON ZAKARIA & COMPANY
CHARTERED ACCOUNTANTS

COST AUDITORS’ REPORT

We, M/s. Haroon Zakaria & Company, Chartered Accountants, having been appointed to
conduct an audit of cost accounts of M/S. AL ABBAS SUGAR MILLS LIMITED, have
examined the books of account and the statements prescribed under clause (e) of sub section
(1) of section 230 of the Companies Ordinance, 1984 and the other relevant record for the
year ended September 30, 2012 and report that:

We have obtained all the information and explanations, which to the best of our knowledge
and belief were necessary for the purposes of this audit.

In our opinion:

a) Proper cost accounting records as required by clause (e) of sub-section (1) of Section 230
of the Companies Ordinance, 1984 (XLVII of 1984), and as required by these rules have
been kept by the Company. ’

b) Proper returns, statements and schedules for the purpose of audit of cost accounts relating
to branches were not required as the Company has no branches in or outside Pakistan.

¢) The said books and records give the information required by the rules in the manner so
required, and

In our opinion and, subject to best of our information-
a) The annexed statement of capacity utilization and stock-in-trade are in agreement with the
books of account of the Company and exhibit a true and fair view of the company’s

affairs; and

b) Cost accounting records have been properly kept so as to give a true and fair view of the
cost of production, processing, manufacturing and marketing of Sugar.

The matter contained in the Annexures form part of this report.
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For the year

2012

PARTICULARS TO BE INCLUDED IN COST AUDITOR'S REPORT

CAPACITY

a) The following table shows the installed capacity per day and normal capacity calculated on the
basis of number of working days and actual recovery percentage:-

| Particulars [ 2012 ][ 2011 [ 2010 |
Installed capacity per day (M.Tons) 7,500 7,500 7,500
No. of days worked 93 138 123
Total capacity based on the number of days worked

(M.Tons.) 697,500 1,035,000 922,500
Cane milled (M. Tons.) 402,317 594,000 549,630
Capacity utilized by the mill per day (M. Tons.) 4,326 4,304 4,469

b) The price of sugarcane is fixed at Rs.154.00 (2011 : Rs.127.00) (2010 : Rs.102.00) per 40 kg by
the Government, but the company has paid over and above the fixed rate including quality
premium and transportation charges. ’

¢) Other activities

In addition to manufacturing of white refined sugar and its by-product i.e. molasses and baggase,

the company is also engaged in the production of industrial alcohol, calcium carbide and Ferro
alloys and power generation.

COST ACCOUNTING SYSTEM

The actual cost incurred by the company is charged to various cost centers / units on actual basis and
the cost of service department is allocated on the basis considered appropriate under the
circumstances. The net realizable value of molasses transferred to distillery unit and baggase
consumed in boiler house or sold is deducted from the cost of sugar manufactured as a reduction in
overall cost of production.

The company is using an ERP Oracle Financials for sugar industry, whereby the cost accounts are
integrated with financial accounting records allowing all the accounting entries for cost of
production, at various levels, to be incorporated in the financial books of accounts. Company's
weighment bridge is fully computerized which facilitates the incorporation of cane purchased in the
books of accounts at the time of weighment. The software was assessed as adequate to determine
correctly the cost of the product of the company.

The Company kept adequate records to ascertain the cost of sugar produced and sold. The records
have been transformed according to the format prescribed in the Sugar Industry (Cost Accounting
Records) Order, 2001. All the cost components are recorded department-wise / cost centre-wise.




3.

PRODUCTION

a) Production of each type of product is as under:

For the year

2012

Particulars

L

(M.Tons)

[ 2012

I 2011

L

2010 |

b)

Sugar from sugarcane 39,479 60,395 57,130
Molasses - by product 19,724 28,950 26,720
Baggase - by product 130,097 187,033 170,396
Installed capacity

[ JL 202 [ 2011 [ 2010 ]
Installed capacity (M.Tons) (based on cane crushed per day 68,564 105,270 95,940
and actual recovery percentage)

Actual recovery percentage 9.83% 10.17% 10.40%
Actual production (M.tons) 39,479 60,395 57,130
Capacity utilization (%age) 57.58% 57.37% 59.55%

Reason for decrease in production compared to the install capacity

The production of sugar has decreased due to the non-availabilit

and floods.

¢) Addition to production capacity

y of sugarcane due to heavy rains

There has been no addition in current year. However, Rs. 0.4 million in plant and machinery was

added during 2011, whereas no addition in year 2010. Durin

in production capacity.

RAW MATERIAL

a) Detail of raw materials and its cost components is given hereunder: -

g the year there has been no change

| 2012 N
S. No Particulars Quantity Amount
M.tons || RateM-Ton || o 000's)
1 Sugarcane purchased 402,317 3,850.39 1,549,077
2 Quality premium - 141.25 56,827
Additional price to growers (excess of]
3 Government fixed price) i 1123 4,300
4 Other cost - 39.15 15,751
Total as per cost of sales 402,317 4,042.72 1,626,455




x

For the year

2012
[ 2011 |
S.NO Particulars Quantity Amount
te M.T
Mtons || R2€eMTon || ¢ o00s)
1 Sugarcane purchased 594,000 3,177.53 1,887,451
2 Quality premium - 183.81 109,185
3 Additional price to growers ( excess of i 1.909.96 1134517
Government fixed price)
4 Other cost - 159.46 94,717
5 Raw sugar 3,597 60,142.24 216,332|
6 Refined suger 6,700 64,515.67 432,255
Total as per cost of sales 604,297 6,411.51 3,874,457
| 2010 |
S. No Particulars Quantity Amount
M.tons Rate M.Ton (Rs. 000's)
1 Sugarcane purchased 549,630 2,550.00 1,401,555
2 Quality premium - 212.50 116,796
3 Additional price to gr'owers (excess of ) 1.960.73 1,077,676
Government fixed price)
4 Other cost - 317.60 174,562
Total as per cost of sales 549,630 5,040.83 2,770,589

b) Comparison of consumption of major raw material per M.Ton of production with standard

consumption is produced as under:

[ I 202 [ 2011 J[ 2010 |
Actual recovery percentage 9.83% 10.17% 10.40%
Actual raw material consumed per M.Ton 10.191 9.835 9.621
Standard raw material consumed per M.Ton N/A N/A N/A

There are certain limitations attached with sugar industry due to which standard could not be
maintained. These limitations include, quality of sugarcane from different areas give different

yield, recovery from fresh sugarcane is more than old su

distance between the cane field and the mill.

Variances in percentage

Actual raw material consumed per M. Ton of production. (Adverse)

gar cane, timing of cane crushing,

The variances are due to difference in recovery of juice from sugarcane, in different periods.
These ratios correspond with the yield ratio or recovery of sugar from raw material as given in
section 3 (b) of our report, i.e. higher the recovery of sugar, lower the raw material consumed per
M.Ton of sugar produced.

[ Compared current with |

2011 ][ 2000 |

361% | 592% |

Actual raw material consumed per M. Ton of production. (Adverse) L
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d) The company prepares a purchase indent after weighing the quantities of sugarcane received
which are instantly recorded in Cane Purchase Receipts (CPRs). These CPRs constitute the
record of sugarcane based for computation of cost of sugarcane consumed. The quantities of
sugarcane received are issued to production floor.

SALARIES, WAGES AND OTHER BENEFITS

a) Total wages and salaries paid to employees are as follows: -

[ Rupees in thousands j
S. No. Category
2012 ][ 2011 [ 2010 |
i Direct labour cost on production 39,477 42,836 39,537
ii Indirect employees' cost on production 71,357 67,816 65,984
iii Bonus to workers and employees 11,215 14,059 13,324
iv Other Employees cost 6,026 3,681 4,879
Total as per cost of sales 128,075 128,392 123,724
A Employees' cost on Administration 33,842 26,468 23,551
Total employees cost 161,917 154,860 147,275

b) Remuneration of Chief Executive Officer and Executive Directors amounting to Rs.10.08 million
(2011: Rs.7.500 million) (2010: Rs. 4.818 million) has been charged to administrative expenses.

¢) Total mans days of direct labour available and actually worked: -

[ Particulars AL 2012 [ 2011 ][ 2010 |
Days available 88,164|| 128,616 98,892
Days worked 74,892 94,132 82,008

d) The number of workers employed for the year 2012 are 948 (2011 : 932) (2010 : 804).

e) Direct labour cost per M.Ton of output is Rs.1284.02 (2011 : Rs.942.05) (2010 : Rs.925.28)
which has been worked out as follows: -

| Rupées in thousands ]

L2012 [ 2011 [ 2010 |
Direct labour cost on production. 39,477 42,836 39,537
Bonus to workers and employees. 11,215 14,059 - 13,324
Total direct labour cost 50,692 56,895 52,861
Sugar produced from sugarcane - (M.Tons) 39,479 60,395 57,130
Labour cost (Rupees per M.Ton) 1,284.02 942.05 925.28

f) Variance in item (¢) above is as under:

Increase in per ton direct labour cost as compared to 2012 and 2011 is due to increase in

minimum wages rate, annual increment and labour incentives together with the decrease of sugar
production. #




g)

For the ycar
2012

Comments on incentive scheme:

The company has paid 4 bonuses (2011 : 7 bonuses) (2010 : 8 bonuses) during the year. It is the
policy of the company to pay bonus on every production of 10,000 M.Ton. Last bonus is paid
either in full or in proportionate depending upon the production.

Its contribution towards production could not be determined because utilization of production
capacity is dependent on the availability of sugarcane.

Bonus to workers has decreased due to decrease in production of sugar to Rs.11.215 million
(2011 : Rs.14.059 million) (2010 : Rs.13.324 million). :

6. STORES, SPARES AND LOOSE TOOLS

a)

b)

Stores and spares (Rs.000's) 67,477 53,892 48,427
Process material as per Annexure - 5 (Rs.000's) i 12,056 18,493 14,495
Stores and spares as per financials (Rs.000's) - 79,534 72,385 62,922
[Total production (M.Tons) 39,479 60,395 57,130
Expense per M.Ton of sugar (Rs.) 2,014.58 1,198.53 1,101.38

Expenditure per unit of output on stores:

[ L2012 [ 20 ][ 2010 |

Increase in expense per M.Ton is due to general price inflation in stores and spares. However, the
per ton stores and spares has increased significantly, due to decrease in production of sugar.

The company operates an ERP Oracle Financials for receipt and issuance of stores and spares
items. All receipts are being recorded through stores receipt report (SRR), which is being
prepared only after acceptance of stores items through material inspection report (MIR) by the
department initiating purchase of that item. Whereas all stores issues are being recorded on duly
approved store issue receipt (SIR) and charged to respective departments in accordance with the
accounting policy i.e. moving average cost. Almost all purchases except in case of emergency or
minor items are being carried out by the head office on receipt of store purchase requisition
(SPR) duly signed by authorized officer of concerned department. All inventory items are being
valued at moving average cost and the same is being adopted consistently. Thus the company is
maintaining proper record for receipt and issuance of stores items and valuation of stores items.

The computerized record maintained by the company enables it to calculate value of stores and
spares items in hand at the closing date. The value of stores having no movement in preceding
twenty four months as on September 30, 2012 amounts to Rs. 21.002 (2011: Rs.21.002) (2010:
Rs.19.987) million.

A DEPRECIATION

a)

Depreciation is charged on a systematic basis over the useful life of the asset by applying the
reducing balance method at the rates ranging from 5% to 30%. Depreciation on additions is
charged from the month in which the assets is put to use while no depreciation is charged in the
month in which the assets are disposed off.




For the year
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b) Depreciation of common assets is allocated to cost of sales and administrative expenses on the
basis of use of assets.

¢) The depreciation is charged to the cost of various products to the extent that they relate to their
manufacturing. Breakup of depreciation charged to cost of sugar is as follows: -

[ Amount j
Description
202 || 2011 |
Main factory Building 8,065 7,973
Plant, machinery and equipment 39,244 40,012
Tools and tackles 136 389
Total 47,445 48,374

8. OVERHEADS

a) Total amounts of overheads and their head-wise break-up, other than those mentioned separately
elsewhere, are as follows: -

i) FACTORY OVERHEADS

L Increase / (Decrease) I
Compared Compared
COST CENTRE e 2 MY with 2011 with 2010
% Amount % ;?mount
| Rupees in thousand in '000 in '000
Repairs and maintenance 16,865 14,757 9,795 14% 2,108 72% 7,070
Water, fuel and power 100,965 128,213 33,581 (21%) (27,248) 201% 67,384
Security services 5,486 3,163 2,840 73%|| 2,323 93% 2,646
Printing and stationery 222 215 210 3% 6 | 6% 12
Vehicle running expenses 4,678 3,386 4,815 38%l|| 1,292 (3%) (137)
Insurance expenses 7,627 6,777 9,097 13%|| 851 (16%) (1,470)
Traveling and conveyance 846 2,149 4,309 (61%) (1,303) (80%) (3,463)
Communication charges 514 506 443 2% 9 16% 71
Fees and subscription 610 271 356 125% 339 1% 254
Newspaper and periodicals 56 49 47 14% 7 20% 9
Entertainment 3,708 2,453 2,260 51% 1,256 64% 1,448
Miscellaneous expenses 1,843 1,578 582 17% 265 217% 1,261
Total 143,421 163,517 68,335 ~ (20,096) 75,086

b) Reasons for significant variances in factory overheads: (compared with 2011):

i) Repair and Maintenance: Increase is attributable due to construction of Sim nala for

effective drainage of rain water costing Rs. 10 million and repair of existing storage
godowns.

ii)  Water Fuel and Power: The crushing of sugarcane and production of sugar decreased as

compared to previous year due to heavy rains and floods resulting less consumption of fuel
and power.

iif) Security Service: Increase is due to normal increase in salaries of security person together
with the increase in deployment of security personnel due to law and order situation.




V)
vi)

vii)

viii)

ix)

For the year

2012

Vehicle Running: The running and maintenance cost has increased substantially due to
increase in fuel prices.

Insurance: Increase is due to normal inflationary impact.
Travelling: Tight control over travelling cost and no foreign travelling was required.

Fee and Subscription: The fee was paid for various certification pertaining to the export of
sugar.

Entertainment: Increase in company guest expense & guest house expense due to frequent
visit of consultants and directors for construction of new Sim nala and drainage
construction.

Miscellaneous expenses: Nominal increase in accommodation charges for casual and
seasonal worker during the year.

Reasons for significant variances in factory overheads (compared with 2010):

i)

vi)

vii)

viii)

Repair and Maintenance: Increase is attributable due to construction of Sim nala for
effective drainage of rain water and cane yard repairing.

Water Fuel and Power: The transfer price of baggase increased significantly. Moreover,
the season started little bit late and company started its operation with furnace oil due to
non-availability of Bagasse.

Security Service: Increase is due to normal increase in salaries together with the increase
in deployment of security personnel.

Vehicle running expense: Decrease in expenses has been achieved through replacement of
old vehicles and tight control over maintenance expenses.

Insurance: In comparison with year 2010 the basis of insurance premium for stock and
machinery were revised. Previously insurance premium was paid on lumpsum basis. The
new practice result in saving.

Travelling: Tight control over travelling cost.

Fee and Subscription: The fee was paid for various certification pertaining to the export of
sugar. '

Entertainment: Increase in entertainment expense is due to inflationary impact.

Miscellaneous expenses: Increased due to increase in accommodation charges for casual
and seasonal worker during the crushing season.




For the year
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ii) ADMINISTRATION OVERHEADS

I Increase / (Decrease) |
Compared Compared
COST CENTRE 2 oA 24l with 2011 with 2010
. Amount i Amount
I Rupees in thousand “ in '000 % in '000
Salaries, allowances and other
benefits 33,842 26,468 23,551 28% 7,374 44% 10,291
Rent, rates and taxes 3,180 4,197 2,066 (24%) (1,017) 54% 1,114
Communication charges 2,236 1,088 1,591 105% 1,148 41% 645
Traveling and conveyance 2,304 975 1,964 136% 1,329 17% 340
Printing and stationery 600 570 584 5% 30 3% 16
Entertainment 1,278 1,338 808 (4%) (60) 58% 470
Vehicle running expenses 7,397 5,261 4,827 41% 2,136 53% 2,570
Repairs and maintenance 2,072 1,890 3,067 10% 182 (32%) (995)
Insurance 1,660 1,084 1,525 53% 576 9% 135
Fees and subscription 2,713 1,947 678 39% 766 300% 2,035
Legal and professional charges 3,910 1,539 1,855 154% 2,371 111% 2,055
Auditors' remuneration 783 666 407 18% 117 92% 376
Charity and donations 1,177 278 220 323% 899 435% 957
Newspaper and periodicals 24 27 31 (11%) 3) (23%) (@)
Utilities 2,098 1,798 || © 2,665 17% 300 (21%) (567)
Depreciation 4,689 4,526 TAT7S 4% 163 (35%) (2,486)
Amortization expense 367 5,078 3,714 93%) 4,711) (90%) (3,347)
Miscellaneous expenses 1,349 839 1,588 61% 510 (15%) (239)
Total 71,679 59,569 58,316 12,110 13,363

Reasons for significant variances in administrative overheads (compared with 2011):

i)

vi)

vii)

Salaries, allowance and other benefits: Increase due to general increment in salaries and

wages resulting in proportionate impact on Gratuity and leave encashment. Furthermore, the
full year impact of increase in salaries of Executive Director and CEO.

Rent rates and taxes: The favorable variance arise on account of sharing of rented premises
with 3rd party.

Communication charges: Increased due to surged in rates of braodband connection charges
and increase in bandwidth for better connectivity with Site.

Travelling: It includes foreign travelling of CEO and ED for international conference.
Vehicle running expense: Increase in vehicle running éxpense was due to hike in fuel
prices and maintenance cost of old cars. Further, Company changed the fuel allowance

policy of executives during the year, resulting in the increase of expenses.

Repairs and maintenance: Nominal inflationary increase in repair and maintenance
expenses.

Insurance: Increased due to change of health insurance plan and insurance cost for new
additions during the year.

viii) Fee and Subscription: Increase due to ERP licensing fees.




xi)

xii)

For the year

2012

Legal & Professional: Increased due to increase in Oracle consultancy charges and other
membership and retainership fees such as PSMA, lawyers and legal advisors.

Charity and Donation: During the year, donation was paid to Fakhr-e-Imdad Foundation
for supporting local educational expenses in the factory vicinity.

Utilities: Nominal increase in utilities expenses.

Miscellaneous expenses: Increased due to general increase in prices.

Reasons for significant variances in administrative overheads (compared with 2010):

i)

vi)

vii)

Salaries, allowance and other benefits: Increase due to general increment in salaries and
wages.

Rent rates and taxes: The unfavorable variance arise on account of general inflationary
impact.

Communication charges: Increased due to surged in rates of braodband connection charges
and increase in bandwidth for better connectivity with Site.

Travelling: Nominal inflationary increase in local travelling expenses.

Vehicle running expense: Increase in vehicle running expense was due to hike in fuel
prices and maintenance cost of old cars. Further, Company changed the fuel allowance
policy of executives during the year, resulting in the increase of expenses.

Repairs and maintenance: Tight control over repair and maintenance expenses.

Insurance: Nominal inflationary increase in insurance expenses.

viii) Fee and Subscription: Increase due to ERP licensing fees.

ix)

X)

xi)

xii)

Legal & Professional: Increased due to increase in Oracle consultancy charges and other
membership and retainership fees such as PSMA, lawyers and legal advisors.

Charity and Donation: During the year, donation was paid to Fakhr-e-Imdad Foundation
for supporting local educational expenses in the factory vicinity.

Utilities: Decreased due to decrease in generator diesel consilmption.

Miscellaneous expenses: Decreased due to reduction in advertising and corporate related
expenses.
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iii)

For the year

2012
DISTRIBUTION COST
[ Increase / (Decrease) |
Compared Compared
PARTICULAR 2R 20 2010 with 2011 with 2010
o, Amount % Amount
o ° gy
[ Rupees in thousand el in '000 in '000
Sugar bags handling expenses 6,362 6,108 2,382 4% 254 167% 3,980
Marking fees 3,361 3,202 3,401 5% 159 (1%) (40)
Sales promotion expenses - 106 300 (100%) (106)|[  (100%) (300)
Service charges 81,604 - - 100% 81,604 100% 81,604
Local transportation expenses 16,128 - - 100% 16,128 100% 16,128
Export transportation and other expenses 13,308 - 100% 13,308 100% 13,308
Others - 184 1,552 (100%) (184) 100% (1,552)
Total 120,763 9,600 7,635 111,163 113,128

Reasons for significant variances in distribution cost (compared with 2011):

vi)

vii)

Sugar bags handling: Insignificant variance obtained in sugar bags handling expense.
Marking fees: It represents 1% of sale value.
Sale promotion: Decreased due to no sales throu:gh broker.

Service Charges: These charges were incurred pertaining to the services obtained for the
supplies to Government of Pakistan-Ministry of Defence.

Local transportation: These charges were incurred pertaining to supplies made to the
Government of Pakistan-Ministry of Defence.

Export transportation: These charges were incurred against eXpon of sugar bags on the
basis of FOB rates.

Others: Last year some deals were made on CNF basis therefore nominal transportation
charges were incurred.

Reasons for significant variances in distribution cost (compared with 2010):

Sugar bags handling: Increase due to revision of contract prices.
Marking fees: It represents 1% of sale value.
Sale promotion: Decreased due to no sales through broker.

Service Charges: These charges were incurred pertaining to the services obtained for the
supplies to Government of Pakistan-Ministry of Defence.

Local transportation: These charges were incurred pertaining to supplies made to the
Government of Pakistan-Ministry of Defence.
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vi) Export transportation: These charges were incurred against export of sugar bags on the
basis of FOB rates.

vii) Others: In year 2010 some deal were made on CNF basis therefore nominal transportation
charges were incurred.

iv)  FINANCIAL CHARGES

( Increase / (Decrease) |
2012 2011 2010 Compared with 2011 || Compared with 2010
PARTICULAR
Amount Amount
% : % sy
| Rupees in thousand | : in '000 in '000
Financial charges 163,748 272,159 147,338  (39.83%)  (108,411) 11.14% 16,410

Reasons for significant variances in financial charges (compared with 2011):
Due to decrease in borrowings mainly due to low crushing and decrease in rate of mark-up.
Reasons for significant variances in financial charges (compared with 2010):

Increase in charges was due to the fact that company has higher amount of short term loans
in comparison with year 2010 due to increased working capital requirements.

(8) (c) Basis of Allocation: The factory overheads is allocated on actual attributable cost.

(8) (d) Packing material cost:

. . Cost : Cost /
Packing material (Rs. in 000) Production (M.Tons) M. Ton Rs.
Year - September 30,2012 28,596 39,479 724.33
- September 30, 2011 28,967 60,395 479.63

Reasons for significant variances:
During the year, due to export of sugar and Army contract, special packaging material were used
including double bags and inner liner hence it resulted in increase in packing material expenses.

9. ROYALTY / TECHNICAL AID PAYMENTS

Royalty/technical aid fees payable for the year: N/A |
Amount chargeable per unit of the product: N/A




For the year

10. ABNORMAL NON-RECURRING FEATURES

2012

a) There were no abnormal features affecting production/cost of production during the year, e.g.,
strikes, lock-outs, major breakdowns in the plant, substantial power cuts, serious accidents, etc.

b) All expenses allocated to the white sugar are in ordinary course of business and no special

expenses are directly allocated to it.

11. COST OF PRODUCTION

Particulars 2012 2011

Cost of goods manufactured (Rs. 000's) (Refer Annexure - 1) 1,812,102 3,841,565
Production in (M.Tons) 39,479 60,395
Cost per M.Ton (Rupees per M.Tons) 45,900 63,607

Comments: In the current year decrease in production cost per ton was due to decreased in
additional purchase cost (other than govt fixed cane rate) for procuring sugarcane.

12. SALES

a) Local sales

[ 2012
Particulars Qua.ntity .:Ycrage Amount in
in selling rate 4
M.Ton Rs./M.Ton Ra: (009's)
Sales of bagged sugar
Local 51,524 59,984.51 3,090,642
Total 51,524 59,984.51 3,090,642
Less:
Sales tax - (444.25) (22,890)
FED - (3,792.84) (195,422)
Special excise duty - (104.38) (5,378)
- (4,341.47) (223,690)
Net Sales 51,524 55,643.04 2,866,952
b) Export sales
[ 2012
Particul i
M.Ton Rs./M.Ton Ra. (000°)
Sales of bagged sugar
Export 5,236 51,555.00 269,942
Total 5,236 51,555.00 269,942
Less:
Sales tax - - -
FED - = 3
Special excise duty - - -
Net Sales 5,236 51,555.00 269,942







