REPORT OF THE AUDITOR-GENERAL ON KENYA SAFARI LODGES AND HOTELS
LIMITED FOR THE YEAR ENDED 30 JUNE, 2020

REPORT ON THE FINANCIAL STATEMENTS

Qualified Opinion

| have audited the accompanying financial statements of Kenya Safari Lodges and Hotels
Limited set out on pages 1 to 50, which comprise of the statement of financial position
as at 30 June, 2020, and the statement of profit and loss and other comprehensive income,
statement of changes in equity, statement of cash flows and the statement of comparison
of budget and actual amounts for the year then ended, and a summary of significant
accounting policies and other explanatory information in accordance with the provisions
of Article 229 of the Constitution of Kenya and Section 35 of the Public Audit Act, 2015. |
have obtained all the information and explanations which, to the best of my knowledge
and belief, were necessary for the purpose of the audit.

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

Basis for Qualified Opinion
1.0 Property, Plant and Equipment
1.1 Fully Depreciated Assets

The statement of financial position as at 30 June, 2020 reflects property, plant and
equipment totalling Kshs.629,037,000 and a nil balance in respect to intangible assets.
The values are net of fully depreciated property, plant and equipment , and intangible
assets valued at Kshs.195,418,000 and Kshs.3,845,000, as further disclosed in Notes
16 and 17 to the financial statements respectively.

Among the fully depreciated fixed assets are several that are still in use. Failure to include
the values of the assets in the financial statements has contravened International
Financial Reporting Standard No.16 on accounting for property, plant and equipment.

Consequently, the property, plant and equipment and intangible assets balances as at
30 June, 2020 are not fairly stated.

1.2 Unconfirmed Ownership of Freehold Land

Included in the property, plant and equipment balance totalling Kshs.629,037,000 are
land and buildings with a net book value of Kshs.611,656,000 which includes freehold
land in Mombasa valued at Kshs.360,000,000. However, the title for the land was not
presented for audit verification and further, its physical demarcation beacons were not
identified by Management.
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In addition, handing over reports between successive General Managers of the Company
did not include the freehold land. Further available records indicated that the land was
charged to other parties as shown in the appendix attached to this report.

In view of these anomalies, ownership of the freehold land and the accuracy and validity
of its valuation amounting to Kshs.360,000,000 as at 30 June, 2020 could not be
confirmed.

2.0 Trade and Other Receivables

The statement of financial position as at 30 June, 2020 reflects trade and other
receivables balance totalling Kshs.173,366,000. However, examination of records on the
receivables revealed the following anomalies:

2.1 Dormant Trade Debtors

As similarly reported in 2018/2019, included in the trade and other receivables balance
totaling Kshs.173,366,000 as at 30 June, 2020 are three hundred and fifty-four (354)
trade debtor accounts with a total balance of Kshs.62,988,012. No payment had been
received from the debtors in the previous two years and further, the efforts made by
Management to recover the debts were not disclosed. In addition, there was no specific
provision made for the impairment of the debts.

2.2 Non-Existent Debtors

Further, as similarly reported in 2018/2019, the list of outstanding trade debtors includes
Kshs.9,134,671 owed by four entities that are no longer in existence. However, no
specific provision was made to recognize the doubtful nature of the debts in the year
under review.

Under the circumstances, the adequacy of the provision for bad debts amounting to
Kshs.6,080,917 and the extent to which the trade and other receivables balance totalling
Kshs.173,366,000 were recoverable as at 30 June, 2020 could not be confirmed.

3.0 Long Outstanding Trade and Other Payables

As previously reported, the trade and other payables balance totalling Kshs.698,310,000
shown in the statement of financial position as at 30 June, 2020 includes long outstanding
payables on various statutory payroll deductions, Value-Added-Tax and other levies
totalling Kshs.505,436,383. However, penalties payable for failure to remit the deductions
have not been provided for in these financial statements. Further, no satisfactory
explanation has been provided by Management for the failure to recover the balance.

Consequently, the trade and other payables balance totalling Kshs.698,310,000 as at
30 June, 2020 may not be fairly stated.
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4.0 Unsupported Administrative Expenses

The statement of profit and loss and other comprehensive income reflects administrative
expenses totalling Kshs.17,322,000, as further disclosed in Note 10 to the financial
statements. Included in the balance are Directors’ expenses totaling Kshs.3,966,000.

Audit examination of the Directors’ expenses revealed expenditure totalling Kshs.489,450
spent on airfares whose occurrence could, however, not be confirmed as the respective
travel records were not provided for audit.

In the circumstances, the propriety of the expenditure totalling Kshs.489,450 relating to
director’s expenses could not be confirmed.

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

Emphasis of Matter

Material Uncertainty Related to Going Concern

| draw attention to the disclosure in Note 32 to the financial statements which indicates
that the Company is facing a liquidity risk due to its negative working capital amounting
to Kshs.432,916,000 resulting from its current liabilities totalling Kshs.701,920,000 and
current assets totalling Kshs.269,004,000 as at 30 June, 2020. In addition, the Company
had accumulated losses totaling Kshs.404,288,000 as at 30 June, 2020 as reflected in
the statement of changes in equity for the year then ended.

Further, as previously reported, the Company in 2013/2014 financial year successfully
negotiated for conversion into equity of a loan totalling Kshs.75,554,000 received from
the Tourism Finance Corporation. The interest accrued thereon was waived. However,
despite these actions, the working capital position of the Company and its overall financial
performance have continued to decline.

In addition, the Company is behind schedule on repayment of another Tourism Finance
Corporation loan totalling Kshs.20,740,045 received in April, 2016 and which is due for
full repayment in April, 2021. Examination of records on the loan indicated that out of the
expected repayments totalling Kshs.14,195,257 as at 30 June, 2020, only
Kshs.8,602,039 had been paid and therefore the Company was in default for
Kshs.5,593,218.

These conditions indicate the existence of a material uncertainty that has cast doubt on
the Company’s ability to meet its financial obligations as they fall due, and to continue as
a going concern. Therefore, the Company’s existence as a going concern is dependent
upon continued support from its shareholders, bankers and creditors.
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My opinion is not modified in respect of this matter.
Key Audit Matters

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

Other Information

The Directors are responsible for the other information which is comprised of the report
of directors as required by the Kenyan Companies Act, 2015, and the statement of the
Directors’ responsibilities which are obtained prior to the date of this report, and the
annual report which is expected to be made available after that date.

My opinion on the financial statements does not cover the other information and | do not
express an audit opinion or any form of assurance thereon.

In connection with the audit of the financial statements, my responsibility is to read the
other information and, in doing so, consider whether the other information is materially
inconsistent with the financial statements or the knowledge obtained in the audit, or
otherwise appears to be materially misstated. Based on the work | have performed on
the other information obtained prior to the date of this auditor’s report, if | conclude that
there is material misstatement of this other information, | am required to report that fact. |
have nothing to report in this regard.

REPORT ON LAWFULNESS AND EFFECTIVENESS IN USE OF PUBLIC
RESOURCES

Conclusion

As required by Article 229(6) of the Constitution, based on the audit procedures
performed, except for the matters described in the Basis for Conclusion on Lawfulness
and Effectiveness in Use of Public Resources section of my report, | confirm that, nothing
else has come to my attention to cause me to believe that public resources have not been
applied lawfully and in an effective way.

Basis for Conclusion
1.0 Lack of Strategic Plan

As previously reported, the Company’s Strategic Plan for the period 2012-2018 expired
in November, 2018. Management has indicated that a draft plan is about to be finalized
and launched. Therefore, the Company is operating without a strategic plan contrary to
Section 68(2) (g) of the Public Finance Management Act, 2012 which requires an
Accounting Officer of a National Government entity to prepare a strategic plan in
conformity with the medium term fiscal framework and policy objectives.

In the absence of the Strategic Plan the basis for setting budget objectives and
programmes and activities may not be objective.
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2.0 Failure to Use E-Procurement Platform

During the year under review, Management undertook various procurements that
included purchase of fifty-five air conditioners, one hundred forty-two television sets and
food stuffs among others. However, the e-procurement platform was not installed contrary
to Executive Order No.6 of 06 March, 2015 which required all state corporations and
universities to conduct their procurement activities through the platform. National
Treasury Circular No.6/2015, had similarly required all public entities to migrate to e-
procurement by June 2015.

Failure by Management to operationalize the platform is not only irregular but may also
result in uncompetitive and irregular procurement activities by the Company.

3.0 Unremitted Statutory Deductions

Included in other payables balance totaling Kshs.513,204,000,as further disclosed in
Note 24 to the financial statements, are tax and statutory deductions totalling
Kshs.409,338,478; as detailed below:

Amount
Deduction (Kshs.)
Value-Added-Tax 233,989,439
National Social Security Fund 127,600
National Hospital Insurance Fund 287,610
Pay-As-You-Earn 165,033,162
Withholding Value-Added-Tax 9,900,667
Total 409,338,478

Failure to remit statutory deductions may result in payment of penalties which would
amount to wasteful expenditure. Management has indicated that the respective agencies
had agreed to a staggered repayment of the outstanding remittances.

4.0 Forfeiture of Cash Receipts on Sale of Shares

As reported in the previous year, the share capital of the Company was increased from
Kshs.9,319,000 to Kshs.100,954,000 by a rights issues of 5,047,724 ordinary shares of
Kshs.20 each in October, 2013. The shares were offered to existing shareholders at
Kshs.20 per share based on par value. However, the net assets of the Company as at
30 June, 2013 amounted to Kshs.667,399,000, and therefore the net asset value of each
share was Kshs.145.65. As a result, the rights issue price of Kshs.20 per share was
undervalued by Kshs.125.65 and may have resulted in loss to the Company of significant
cash receipts that may otherwise have helped in reverse the Company’s unfavorable cash
position.

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

REPORT ON EFFECTIVENESS OF INTERNAL CONTROLS, RISK MANAGEMENT
AND GOVERNANCE

Conclusion

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

Basis for Conclusion
1.0 Non-integration of the Accounting System

As reported in the previous year, the Mombasa Beach Hotel maintains its books of
account in an electronic accounting system which may be operated in multiple locations
via a network. However, it had not been deployed in Voi and Ngulia Safari Lodges whose
financial records are maintained in electronic workbooks. The workbooks are physically
transferred to Mombasa on a flash-disk where they are uploaded onto the electronic
accounting system. The financial data is therefore susceptible to unauthorized change,
damage or loss during transfer. In addition, decision making by Management is slow since
the accounting system takes long to be updated with data from the two lodges.

Failure to optimize the existing accounting system by connecting it to all business
operational units of the Company may, therefore, be hindering efficient and effective
operation of the business.

2.0 Weak Controls on Debt Management

Disclosed in Note 19 to the financial statements are trade debtors balance totalling
Kshs.140,459,000 as at 30 June, 2020, out of which Kshs.118,234,489 or 84% had been
outstanding for more than six months.

Section 2.3.2 of the Company’s Draft Credit Policy provides that customers shall be
allowed credit upon payment of a deposit of 50% of the quotation and settle the balance
on departure, or within 30 days. The long outstanding debts indicate that the Company
may have contravened its own policy on debt management and therefore its internal
controls on credit sales may not be functioning as intended.
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3.0 Lack of Substantive Senior Managers

The Company headed by an Acting General Manager as at 30 June, 2020 who had been
in the position since August, 2018 and whose contract had been extended four times. The
position had been advertised more than once but no one was appointed to the post. In
addition, the position of the Finance Manager became vacant in January, 2020 but had
not been filled at the time of the audit in November, 2020.

No satisfactory explanation was provided by Management on why the Board has taken
so long to recruit substantive position holders or confirm the acting appointments. Since
they lack substantive authority, the senior management in acting capacity may be
constrained from making and executing significant decisions on operation and growth of
the business.

The audit was conducted in accordance with ISSAI 2315 and ISSAI 2330. The standards
require that | plan and perform the audit to obtain assurance about whether processes
and systems of internal control, risk management and governance were operating
effectively, in all material respects. | believe that the audit evidence | have obtained is
sufficient and appropriate to provide a basis for my conclusion.

REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS
As required by the Kenyan Companies Act, 2015 | report based on the audit, that:

(i) | have obtained all the information and explanations which, to the best of my
knowledge and belief, were necessary for the purpose of my audit;

(i) In my opinion, proper books of account have been kept by the Company, so far as
appears from the examination of those books;

(i) The Company’s statement of financial position and statement of profit and loss and
other comprehensive income are in agreement with books of account; and

Responsibilities of Management and those Charged with Governance

Management is responsible for the preparation and fair presentation of these financial
statements in accordance with International Financial Reporting Standards and for
maintaining effective internal control as Management determines is necessary to enable
the preparation of financial statements that are free from material misstatement, whether
due to fraud or error and for its assessment of the effectiveness of internal control, risk
management and overall governance

In preparing the financial statements, Management is the responsible for assessing the
ability of the Company to continue as a going concern, disclosing, as applicable, matters
related to going concern and using the applicable basis of accounting unless the directors
are aware of intention to liquidate the Company or to cease operations.
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The directors are also responsible for the submission of the financial statements to the
Auditor-General in accordance with the provisions of Section 47 of the Public Audit
Act, 2015.

In addition to the responsibility for the preparation and presentation of the financial
statements described above, Management is also responsible for ensuring that the
activities, financial transactions and information reflected in the financial statements are
in compliance with the authorities which govern them, and that public resources are
applied in an effective manner.

The directors are responsible for overseeing financial reporting process, reviewing the
effectiveness of how the Company monitors compliance with relevant legislative and
regulatory requirements, ensuring that effective processes and systems are in place to
address key roles and responsibilities in relation to overall governance and risk
management, and ensuring the adequacy and effectiveness of the control environment.

Auditor-General’s Responsibilities for the Audit

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

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

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

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

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

e I|dentify and assess the risks of material misstatement of the financial statements,
whether due to fraud or error, design and perform audit procedures responsive to
those risks, and obtain audit evidence that is sufficient and appropriate to provide a
basis for my opinion. The risk of not detecting a material misstatement resulting from
fraud is higher than for one resulting from error, as fraud may involve collusion,
forgery, intentional omissions, misrepresentations, or the override of internal control.

e Evaluate the appropriateness of accounting policies used and the reasonableness of
accounting estimates and related disclosures made by Management.

e Conclude on the appropriateness of Management’s use of the going concern basis of
accounting and, based on the audit evidence obtained, whether a material uncertainty
exists related to events or conditions that may cast significant doubt on the ability of
the Company to continue as a going concern. If | conclude that a material uncertainty
exists, | am required to draw attention in the auditor’s report to the related disclosures
in the financial statements or, if such disclosures are inadequate, to modify my
opinion. My conclusions are based on the audit evidence obtained up to the date of
my audit report. However, future events or conditions may cause the Company to
cease to continue as a going concern.

e Evaluate the overall presentation, structure and content of the financial statements,
including the disclosures, and whether the financial statements represent the
underlying transactions and events in a manner that achieves fair presentation.

e Obtain sufficient appropriate audit evidence regarding the financial information and
business activities of the Company to express an opinion on the financial statements.

e Perform such other procedures as | consider necessary in the circumstances.
| communicate with Management regarding, among other matters, the planned scope and

timing of the audit and significant audit findings, including any significant deficiencies in
internal control that are identified during the audit.

Report of the Auditor-General on Kenya Safari Lodges and Hotels Limited for the year ended 30 June, 2020
9



| also provide Management with a statement that | have complied with relevant ethical
requirements regarding independence, and communicate with them all relationships and
other matters that may reasonably be thought to bear on my independence, and where
applicable, related safeguards.

CPA Nancy Gathungu CBS
AUDITOR-GENERAL

Nairobi

27 August, 2021

APPENDIX

Charges on Mombasa Property
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Charge

Charge/Presentation

Corporation Limited

No. Date No. Charged by Value | Comments
10 04.05.1992 | 005 of 23.04.1992 Annurali Jafferali M. Unquantified | Sub-lease
Interest
15 25.02.2005 | Not clear from copy Kenya Tourism Kshs.40,000,000 | Details Not
but dated 21.03.2005 Development Provided
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