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COST AUDITORS’ REPORT TO THE DIRECTORS

We, Javaid Igbal & Co; Cost and Management Accountants having been appointed to conduct
an audit of cost accounts of Shahtaj Sugar Mills Limited, have examined the books of account
and the statements prescribed under clause (c) of sub-section (1) of section 230 of the
Companies Ordinance, 1984 and the other relevant record for the year ended on September 30,
2012 and report that: -

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

2) In our opinion: -
a) Proper cost accounting records as required by clause (e) of subsection (1) of
section 230 of the Companies Ordinance, 1984 (XLVII of 1984), and as required
by the Companies (Audit of Cost Accounts) Rules, 1998 have been kept by the

company;

b) Proper returns, statements and schedules for the purpose of audit of cost
accounts have been obtained from offices not visited by us.

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

3) 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 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 the

under mentioned product of the company, namely:-

i) Sugar

The matters contained in the Annexures form part of this report.

Dated: January 12, 2013 Javaid Igbal & Co;
Lahore Cost and Management Accountants




SHAHTA]J SUGAR MILLS LIMITED

COST AUDIT FOR THE YEAR ENDED SEPTEMBER 30, 2012

MATTERS FOR THE ATTENTION OF BOARD OF DIRECTORS

[As required by Rule 4(3) of Companies (Audit of Cost Accounts) Rules, 1998]

1- CANE CRUSHING CAPACITY

Licensed and installed capacity
2012
2011
2010

1,440,000 M.tons for 160 days
1,440,000 M.tons for 160 days
1,280,000 M.tons for 160 days

Utilized/ Actual cane crushed

2012 953,573 M.tons
2011 925,506 M.tons
2010 685,129 M.tons
Days worked

2012 114

2011 114

2010 108

The company is not engaged in any other activity except the manufacturing of sugar.
2- COST ACCOUNTING SYSTEM

Sugar manufacturing is carried out by a simple processing system starting from cane-
crushing to extraction of juice and conversion into white sugar in one-go. The company
operates a fully integrated cost accounting system under which cost accounting records
are integrated in financial accounting ledgers to extract cost of sugar.

It is practically difficult to determine standards in the sugar industry because sucrose
recovery is dependent on the quality of sugarcane which cannot be classified due to
changing weather conditions and differing yields per acre of sugar cane grown in
different areas/regions. Cost accounting system adopted by the company is operating
satisfactorily and is in accordance with the generally accepted cost accounting
principles and practices.
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3- PRODUCTION

a) Production (Sugar) 2012 2011 2010
(M.tons) (M.tons) (M.tons)
Installed Capacity 122,400  for | 122,400 for | 108,800 for
160 days 160 days 160 days

Actual production From sugar 92,441 76,196 55,680
cane B
From raw Nil Nil Nil
sugar |

Total 92,441 76,196 55,680

b) Percentage with

installed capacity

Sugar produced 75.52 62.25 51.18

Sugarcane crushing 66.22 64.27 53.53

The shortfall in production viz a viz installed capacity is due to shortage of raw material
supply, actual sugar production and cane crushing increased during the year by 21.32%
and 3.03% respectively as compared to the year 2011.

MACHINE HOURS UTILIZATION

2012 2011 2010
Available hours 2,716 2,712 2,579 I
Utilized hours 2,506.83 2,526.59 2,037.58 §
Percentage 92.30 93.16 79.01 :
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4- RAW MATERIAL

| 2012 | 2011 2010

a) Quantity Value Quantity Value Quantity Value
Consumption M.tons Rs. M.tons Rs. M.tons Rs.
of major raw
Material
Sugar cane 953,573 | 3,644,016,668 | 925,506 | 3,938,546,513 | 685,129 | 3,178,289,488
Raw Sugar - - - -
Transportation 129,552,934 146,294,799 87,550,165
Quality/variety _.

| premium 8,764,819 10,633,256 | 21,650,143

There is no other raw material besides sugarcane and raw sugar. During the year only
sugarcane was consumed.

Variance:

e,

»

Average sugarcane purchased at a price of Rs. 3,821.44 per M.ton decreased by

Rs. 434.12 per M.ton as compared to the last year’s Rs. 4,255.56 per M.ton.

>

Due to good harvest and increase in sugarcane production, payment for

transport subsidy decreased as compared to last year, which resulted in decrease
in total cost of transportation cost by Rs. 22.23 per M.ton i.e. from Rs 158.07 per
M.ton in the year 2011 to Rs. 135.84 per M.ton in the current year.

b) Consumption of sugarcane/raw sugar per unit of production

ACTUAL (Kg) STANDARD (Kg) |
2012 2011 2010 2012 2011 2010
Sugarcane (per kg 1032 1215 1230 N/A N/A N/A
of sugar
Raw sugar (per kg N/A N/A N/A N/A N/A N/A
of sugar)

c)

Consumption of sugarcane depends on the quality of sugarcane hence it is very

difficult to determine standard consumption. The above variation in
consumption is due to quality of sugarcane.
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d) Comments on the method of recording of raw material

The method of recording of raw material was the same as last year i.e. Growers are
issued a Permit/Pass Book in which each lot of purchase is entered and a Cane
Procurement Receipt (CPR) is issued which is fed in the computer data in cane purchase
account. All expenses relating to cane purchases i.e. transportation, loading/unloading,
market committee fee, road cess, salaries and wages are allocated to raw material cost.

5- WAGES AND SALARIES Annexure - 6
a-  Categories of salaries and wages 2012 2011 2010
Rupees Rupees Rupees
i  Direct labour cost of production 111,900,269 104,268,737 88,853,108
ii  Indirect labour cost of production 9,881,698 9,103,439 7,592,260
iii Employees’ cost of administration 105,888,718 94,573,627 77,650,923
iv. Employees’ cost of selling and 2,603,613 2,127,191 1,752,259
distribution
v Total employees’ cost 230,274,298 210,072,994 175,848,550

Bonus to workers and employees 67,070,658 61,362,149 42,405,292
included in [(i) to (iv) above]

(b) Salaries and perquisites of directors and 22,635,000 16,895,000 14,741,000
chief executive

(¢) Total maximum man-days of direct labour available were 160 days for crushing but
actually 114 days were worked during the year.

(d) Direct labour cost

2012 2011 2010
Direct labour cost Rs. 111,900,269 104,268,737 88,853,108
Production (sugar) M. ton 92,441 76,196 55,680
Average (M.ton) % 1,210.50 1,368.43 1,595.78

(e) Decrease in direct labour cost per M.ton during the year is due to increase in
quantity produced as compared to last year.

(f) N/A
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6- STORES AND SPARES

2012 2011 2010
Rs/kg Re/kg Rs/kg
a) Stores and spares per unit of output of sugar 0.70 0.84 0.73

Decrease in stores and spares per unit of output of sugar is due to increase in quantity
produced as compared to last year.

b) The Company operates fully computerized stores ledgers that effectively record
receipts, issues and balances, both in terms of quantities and values, on perpetual
inventory system. Stores and spares are valued at lower of moving average cost or net
realizable value except for transit items which are valued at cost accumulated to the
balance sheet date.

c) The percentage of slow moving inventory as on September 30, 2012 is Nil
approximately (2011: Nil) of the total inventory value.

7- DEPRECIATION

a) Depreciation on operating fixed assets is charged to income by applying the
reducing balance method.

b) Depreciation is charged to each production department on the basis of actual
plant and machinery installed/used in that department.

¢) Depreciation is charged to each production department on the basis of pooling of
cost of each cost center, for the determination of cost of product.

d) Depreciation is charged to cost of production on the basis of the fixed assets used
in the production of different products. Currently only one product i.e. “sugar”
is being produced hence the total amount of depreciation is charged to the cost of
sugar produced.
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8- OVERHEADS
a- Factory overheads (Annexure 9)

Major items of Factory Overhead (rent rates and taxes, printing and stationery,
vehicle running and baggase removal etc.) are directly charged to cost of production
(Annexure 1). Detail of other factory overheads are given at Annexure 9 and are
summarized as follows:

2012 2011 2010
Rs. Rs. Rs.
Rent, rates and taxes 779,700 674,851 675,435
Printing and stationery 545,901 514,192 394,936
Travelling and conveyance 256,447 226,096 139,257
Subscription, books and periodicals 93,974 88,675 117265
Entertainment 41,141 41,711 49,789
Vehicle running expenses 3,362,167 2,410,563 22330.527
Security 225,635 165,894 80,989
Fire fighting 285,300 106,245 159,538
Other expenses
- Freight and cartage 40,529 48,278 23,615
- Bagasse removal 3,138,843 1,937,226 1,272,589
- Clinker removal 260,543 119,928
- Factory supplies 21812 179,421 232,785
- Cycle stand 87,706 87,604 69,624
- Consultants” and advisors’ fee 11,440 0 819,894
9,086,955 6,741,299 6,486,271
Cost per M.ton of sugar produced: 98.30 88.47 116.49
Variance:

As compared to last year, there is an increase in factory overheads on an overall
basis mainly due to increase in vehicle running and bagasse removal expense during
the year. Furthermore, the overhead cost per M.ton of output of sugar produced has
nominally increased due to increase in overall expenses irrespective of increase in
production during the year.
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b- Administrative overheads

Salaries, wages and benefits

Rent, rates and taxes

Insurance

Water, gas and electricity
Printing and stationery

Postage and Telephone

Repair and maintenance
Travelling and conveyance
Subscription, books and periodicals
Entertainment

Legal and professional charges
Auditors’ remuneration

Cost Audit Fee

Vehicle running and maintenance
Charity and donation
Depreciation

Others

Total

Cost per M.Ton of sugar sold:

Variance:

(Annexure 10)

2012 2011 2010
Rs. Rs. Rs.

105,888,718 94,573,627 77,650,923
2,428,321 2,574,046 2,712,620
1,055,118 1015373 936,814
3,247,435 3,390,363 2,640,648
2,149,379 2,137,088 2,082,675
1,102,169 1,034,724 1,040,353
8,128,221 2,503,665 2,380,242
1,721,930 1,415,846 1,261,859
1,213,247 888,834 606,755
412,376 351,214 268,976
2,393,580 2,399,721 1,996,997
1,649,890 1,199,500 1,087,249
69,000 61,000 59,000
4,604,994 4,284,129 4,399,226
615,500 803,000 2,296,050
5,218,899 4,609,796 4,773.753
6,327,373 2251 751 1,666,959
148,226,151 125,493,677 108,]]04,585

1,490.59 1,955.00 1,931.76

As compared to last year, the increase in administrative expenses primarily relates to
increase in salaries, wages and benefits and other operational cost resulting from

increase in:

a) repair and maintenance;
b) others;
C) travelling and conveyance; and

d) subscription, books and periodicals.

However, there has been significant decrease in administration cost per M.ton as
compared to the previous year due to increase in quantity sold during the year.

(Annexure-10)
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c- Selling and distribution overheads (Annexurell)

2012 2011 2010

Rs. Rs. Rs.
Salaries, wages and benefits 2,603,613 2,127,191 1,752,259
Travelling and conveyance 1,238 - -
Commission 12,079,440 6,129,600 5,653,200
Stacking/restacking 1,801,752 1,427,165 890,818
Loading/unloading 2,065,260 1,334,939 1,103,834
Advertising 92,800 85,800 85,800
Insurance 3,806,592 2,417,843 2,540,681
Total 22,450,695 13,522,538 12,026,592

Cost per M.Ton of sugar sold: 225.77 210.66 215.11

Variance:

As compared to last year, the increase in the above expenses is primarily due to overall
increase in salaries, commission, stacking/restacking and loading/unloading as a result
of in crease in sales d uring the year.C ost per M.tonas compared to last year has
nominally increased due to increase in overall sales as compared to last year.

Financial charges (finance cost) 54,980,000 82,932,104 61,056,085

Variance

As compared to last year, decrease in above financial charges has resulted primarily
due to decrease in the mark-up rates i.e. these fluctuated between 12.66% to 13.64% as
compared to last year’s 13.96% to 15.16% in spite of of increase in short-term borrowing
facility from Rs.(thousand) 2,270,000 to Rs.(thousand) 2,570,000 during the year.

9- ROYALTY/TECHNICAL AID PAYMENTS

Not applicable.

10- ABNORMAL NON-RECURRING FEATURES

Not applicable.
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11- COST OF PRODUCTION

2012 2011 2010 |
Total cost of production (Rs.) 3,738,760393 | 3,972,612,110 | - 3,251,549,734 |
Total sugar produced (kgs) 92,441,000 | 76,196,000 55,680,000 |
Per unit cost of production 40.44 52.14 58.40 !

As compared to last year, the unit cost of sugar produced has decreased due to increase

in quantity produced.
12- SALE
QUANTITY VALUE AVERAGE

Rs. Rs/per kg |
2012 99,441,000 Kgs |  4,707,044,480 4734 |
2011 64,191,000 Kgs 4,003,175,382 62.36
2010 55,910,000 Kgs 3,358,172,728 60.06 \i
Variance

Average sale price (net of taxes) has decreased during the year as compared to last year
due to low sugar rates in the market due to increased production and surplus stock in

the market.

13- PROFITABILITY

[

{

2012

2011

2010

| Operating profit/(loss) (per kg of 3.99

sugar)

7.83

(0.042)

As compared to last year, company’s profitability has decreased due to overall increase
in expenses and decrease in sale price per Kg of sugar sold.
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14- COST AUDITOR’S OBSERVATIONS AND CONCLUSIONS

a) Matters that appear to be incorrect in principle or are apparently
unjustifiable

Nil

b) Cases where the company’s funds have been used in a negligent or
inefficient manner '

Nil

C) Factors, which could have been controlled but have not been done
resulting in increase in the cost of production
Nil

d)
i) The adequacy or otherwise of budgetary control system if any, in
vogue in the company

Budgetary control system on a long term basis is not operative in
the sugar industry because of a short span of its production
activity. However, cash budgets for short periods i.e. fortnightly,
monthly, quarterly etc. are prepared for working capital
requirements (i.e. procurement of sugarcane etc.).

ii) The scope and performance of internal audit, if any
An independent and effective internal audit function is carried out
by the company’s professional staff which is monitored by the head
office.
i) Rectification of general imbalance in production facilities
Nil
ii) Fuller utilization of installed capacity

The installed capacity is not being fully utilized due to limited
supply of sugarcane during the crushing season.
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iii) Comments on areas offering scope for:
a & b) Cost reduction and increased productivity
Nil
c) Key limiting factors causing production bottlenecks

Limited supply of sugarcane during the crushing season.

d) Improved inventory policies,
Nil

e) Energy conservancy
Nil

iv) State of technology, whether modern or obsolete
The plant is based on modern and efficient technology.
V) Plant whether new or secondhand when installed

The plant when installed was new and has been subject to BMR from time to
time.

Other observations
i) Cost Accounting System

Company has one cost center i.e. Production Department and two
service centres, Steam Generation and Electricity Generation.

Reconciliation with Audited Financial Statements

All the amounts and quantities mentioned in this Cost Audit Report and
annexures have been compared with the financial statements audited by the
auditor appointed under section 252 of the Company Ordinance 1984 and the
results shown by the financial and cost accounts are in agreement with each
other. Supplementary Report to the directors on the reconciliation of regrouping
of financial statements with cost accounts is enclosed in Annexure A.
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SHAHTA] SUGAR MILLS LIMITED

RECONCILIATION OF COST TO
MAKE AND SELL SUGAR

DESCRIPTION

Manufacturing expenses
Packing material

Add opening stock - in process
Add opening stock - fine

Less opening stock - in process
Less opening stock - fine

Cost of imported sugar - Refined

Brokerage
Distribution cost
Administrative expenses
Financial cost
Other charges -
Gratuity, retirement benefits and
Loss on initial recognition of financial assets at fair value
Special excise duty
Workers profit participation fund
Workers welfare fund

LESS_
Other income
Realizable value of By-Products:
Molasses

Bagasse
Mud

2012 2011
(Rupees)
4,127,536,824 4,408,160,580
36,953,594 27,861,573
1,718,260 2,158,032
607,671,677 -
(1,446,377) (1,718,260)
(202,505,850) (607,671,677)
4,569,928,128 3,828,790,248
12,079,440 6,129,600
10,371,255 7,392,938
146,758,121 124,011,711
54,979,821 82,932,104
3,752,674 3,195,890
. 1,149,316
137,590 13,195,558
18,381,799 22,541,281
7,501,392 8,806,232
29,773,455 48,888,277
4,823,890,220 4,098,144,878
34,064,643 52,320,293
375,136,469 403,484,204
42,985,451 51,830,879
6,411,959 7,052,766
424,533,879 462,367,849
458,598,522 514,688,142
4,365,291,698 3,583,456,736




GENERAL INFORMATION

A- COMPANY INFORMATION

1- NAME OF THE COMPANY

SHAHTA] SUGAR MILLS LIMITED

2- DATE OF
INCORPORATION

MARCH 27, 1965

3-LOCATION OF HEAD
OFFICE

72/ C-1 MM ALAM ROAD, GULBERG 1],
LAHORE - 54660.

4- LOCATION OF
REGISTERED OFFICE

19- DOCKYARD ROAD, WEST WHAREF,
KARACHI-74000

5- LOCATION OF FACTORY | MANDI BAHAUDDIN

6- PRODUCTS OTHER THAN | BY PRODUCTS - MOLASSES
SUGAR BEING - PRESS MUD
MANUFACTURED - BAGASSE

7- INSTALLED CANE
CRUSHING CAPACITY

1,440,000 M. TONS
(BASED ON 160 DAYS)




