REPORT OF THE AUDITOR-GENERAL ON TECHNICAL UNIVERSITY OF MOMBASA
ENTERPRISES LIMITED FOR THE YEAR ENDED 30 JUNE, 2020

REPORT ON THE FINANCIAL STATEMENTS
Adverse Opinion

| have audited the accompanying financial statements of Technical University of
Mombasa Enterprises Limited set out on pages 1 to 27, which comprise the statement
of financial position as at 30 June, 2020, and the statement of financial performance,
statement of changes in net assets, statement of cash flows and statement of comparison
of the budget 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, because of the significance of the matters discussed in the Basis for
Adverse Opinion section of my report, the financial statements do not present fairly, the
financial position of the Technical University of Mombasa Enterprises Limited as at 30
June, 2020, and of its financial performance and its cash flows for the year then ended,
and do not comply with International Financial Reporting Standards (IFRS), the
Companies Act, 2015 and the Public Finance Management Act,- 2012.

Basis for Adverse Opinion

1. Inaccuracies of the Financial Statements
The financial statements presented for audit have the following inaccuracies:

i. The statement of cash flows reflects decrease in trade receivables of
Kshs.6,401,374, while re-computation of the same revealed an increase in trade
receivables of Kshs.1,363,323, resulting in an unexplained variance of
Kshs.7,764,697.

ii. The statement of cash flows reflects increase in trade payables of
Kshs.5,432,529, while re-computation of the trade payables revealed an
increase of Kshs.4,945,870, resulting in unreconciled variance of Kshs.486,659.

iii. The statement of financial position as at 30 June, 2020 reflects other current
assets-prepaid allowance of Kshs.15,000. However, no explanatory Note for the
prepaid allowance of Kshs.15,000 has been provided in the financial statements.

iv. The financial statements presented for audit varied with supporting schedules by
Kshs.3,395,998 as detailed below:

Financial | Supporting

Statements Schedule
Amount Amount | Variance
Component Item (Kshs.) (Kshs.) (Kshs.)
Revenue Consultancy 14,173,481 | 14,568,189 | 394,708
Cleaning Materials 18,462,244 | 18,880,664 | 418,420
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Cost of Sales
Facilitation Expenses 9,049,876 9,000,470 49,406
Food Purchases 8,518,726 8,166,076 | 352,650
Water Bottles and Stickers 846,640 1,351,290 | 514,650
Trade and Other Payables 13,009,988 | 12,153,685 | 856,303
Trade Receivables 19,961,624 | 20,771,485 | 809,861

The differences between the two sets of records have not been reconciled or explained.

Consequently, the accuracy and completeness of the financial statements for the year
ended 30 June, 2020 could not be confirmed.

2. Presentation of the Statement of Changes in Equity

The statement of changes in equity for the year ended 30 June, 2020 has been presented
for one year only instead of two years. This is contrary to Paragraph 38 of International
Accounting Standard No.1 — Presentation of Financial Statements which requires
comparative information to be disclosed in respect of the previous period for all amounts
reported in the financial statements.

Further, the statement of changes in equity reflects an adjustment to the retained earnings
of Kshs.1,507,123. However, supporting documents and authorization of the adjustment
was not provided for audit review.

3.0 Misstatements in the Financial Statements
3.1 Overstatement of Hotel Cash Sales

The statement of financial performance reflects revenue receipts of Kshs.59,290,137
which, as disclosed in Note 3 to the financial statements, includes an amount of
Kshs.25,145,937 from Technical University of Mombasa hotel and conferencing, out of
which Kshs.3,120,185 was in respect of cash sales. The cash sales amount was,
however, supported by schedules totalling Kshs.2,428,638, resulting in an unreconciled
variance of Kshs.691,547.

Under the circumstances, the accuracy and completeness of revenue receipts from hotel

and conferencing of Kshs.25,145,937 for the year ended 30 June, 2020 could not be

confirmed.

3.2 Understatement of Revenue and Application of Wrong Rates on Value Added
Tax

Included in the revenue receipts of Kshs.59,290,137 are receipts amounting to
Kshs.18,462,244 from sale of cleaning materials. However, examination of records
revealed that the sales of cleaning materials amounted to Kshs.19,739,087 resulting in
an unexplained understatement of revenue by Kshs.1,276,843. Similarly, Value Added
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Tax (VAT) chargeable amount of Kshs.3,158,254 was erroneously charged at
Kshs.2,299,831, thereby understating the VAT by Kshs.858,423.

Consequently, the accuracy and completeness of revenue income from sale of cleaning
materials of Kshs.18,462,244 could not be confirmed.

4. Inflation of Cost of Sales and Lack of Supporting Procurement Documents

As disclosed in Note 4 to the financial statements, the statement of financial performance
reflects cost of sales amounting to Kshs.21,036,466. However, audit of procurement
documents revealed that goods with a total market value of Kshs.675,870 were procured
at a cost of Kshs. 1,203,300, thereby inflating the cost by Kshs.527,430.

Further, the supporting procurement documents including advertisement for bidders,
evaluation minutes, request for quotations and professional opinion of the procurement
officer were not provided for audit review.

As a result, the accuracy and completeness of the cost of sales of Kshs.21,036,466 could
not be confirmed.

5. Administrative Costs

The statement of financial performance reflects an expenditure of Kshs.36,696,618 under
administration costs. The following anomalies were noted:

i.  Supporting documents for an expenditure of Kshs.148,900 incurred on staff
training and development were not provided for audit review. Further, records on
how the trainees were identified and nominated for the training, evaluation report
and assessment of the needs and relevance of training were also not provided for
audit review.

ii. As disclosed in Note 5 to the financial statements, included in the administration
costs is an expenditure of Kshs.26,899,805 on salaries and wages which includes
an amount of Kshs.587,792 incurred on casual wages. However, Board minutes
to engage casual workers, criteria for selecting the casual workers, the workload
matrix used to determine how many individuals would be needed to perform the
duty and for how long, were not provided for audit review. Further, payment
registers supporting payment vouchers lacked signatures of payees. In addition,
casual workers’ wages amounting to Kshs.137,858 were paid outside the payroll
system.

Under the circumstances, the accuracy and validity of expenditure totalling Kshs.736,692
incurred on staff training and development, and salaries and wages could not be
confirmed.

6. Inventory
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The statement of financial position reflects an inventory balance of Kshs.2,411.285 as at
30 June, 2020. However, inventories valued at Kshs.39,400 could not be traced during
physical verification of the stores.

In the circumstances, the accuracy and completeness of the inventory balance of
Kshs.2,411,285 as at 30 June, 2020 could not be ascertained.

7. Trade and Other Receivables

The statement of financial position reflects a balance of Kshs.19,961,624 under trade and
other receivables. However, included in the balance are long outstanding debtors
amounting to Kshs.18,091,658 as detailed below:

Debtors Over 90 Days Debtors Over 180 Days Debtors Over 1Year Total
(Kshs.) (Kshs.) (Kshs.) (Kshs.)
4,714,779 10,611,232 2,765,647 | 18,091,658

In the circumstances, recoverability of the long outstanding debts balance of
Kshs.18,091,658 is doubtful.

8. Trade and Other Payables

The statement of financial position reflects a balance of Kshs.13,009,988 under trade and
other payables which, as disclosed in Note 13 to the financial statements, includes an
amount of Kshs.2,000,000 relating to audit fees payable. However, the audit fees payable
is understated by Kshs.605,000 which has not been explained.

Consequently, the accuracy and completeness of trade and other payables balance of
Kshs.13,009,988 as at 30 June, 2020 could not be confirmed.

9. Unsupported Loan - Technical University of Mombasa

The statement of financial position reflects a loan balance of Kshs.4,000,000 from
Technical University of Mombasa. However, the loan agreement detailing the purpose,
and terms and conditions of the loan together with the approval of the loan by the Board
was not provided for audit review.

Consequently, the accuracy, completeness and legality of the loan balance of
Kshs.4,000,000 could not be ascertained.

10. Undisclosed Property, Plant and Equipment

The statement of financial position reflects property, plant and equipment with a net book
value of Kshs.2,106,481 which, as disclosed in Note 6 to the financial statements,
comprised of a water bottling plant, computers and office equipment valued at
Kshs.1,764,382, Kshs.191,216 and Kshs.150,883, respectively. However, excluded from
the property, plant and equipment balance of Kshs.2,106,481 is an undetermined value
of hotel and conference buildings leased to the Company by the Technical University of
Mombasa. Further, the lease agreement provided for audit did not disclose the duration
of the lease, lease rental payments and other terms and conditions of the lease.
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In the circumstances, the accuracy and completeness of the property, plant and
equipment balance of Kshs.2,106,481 and the Company’s compliance with the terms and
conditions of the lease could not be ascertained.

The audit was conducted in accordance with International Standards of Supreme Audit
Institutions (ISSAIs). | am independent of the Technical University of Mombasa
Enterprises 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 adverse opinion.

Key Audit Matters

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

Other Matter

Budgetary Control and Performance

During the year under review, the Company’s revenue budget amounted to
Kshs.172,372,599 against actual receipts of Kshs.59,290,137 resulting in a budget deficit
of Kshs.113,082,462 or 66% of the budget. Similarly, the Company budgeted to spend a
total of Kshs.172,372,599 against the actual expenditure of Kshs.58,245,055, resulting
in an overall under-expenditure of Kshs.114,127,544 or 66% of the budget.

Failure to spend on budgeted activities and programs may have negatively impacted on
service delivery to the students, staff and other stakeholders and is a pointer to unrealistic
budgeting.

REPORT ON LAWFULNESS AND EFFECTIVENESS IN USE OF PUBLIC
RESOURCES

Conclusion

As required by Article 229(6) of the Constitution, because of the significance of the
matters discussed in the Basis for Conclusion on Lawfulness and Effectiveness in Use of
Public Resources section of my report, based on the audit procedures performed, |
confirm that public resources have not been applied lawfully and in an effective way.

Basis for Conclusion
1. Staff Establishment and Compliment

The Company had a staff grading establishment, Human Resource Policy and
Procedures Manual and an organizational structure in place. However, the documents
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had not been reviewed and approved by the State Corporation Advisory Committee
(SCAC) as required under the Human Resource Policy Guidelines of May, 2016.

The Management was, therefore, in breach of the guidelines.
2. Statutory NHIF Cover

Analysis of the statutory NHIF records and deduction schedules revealed that ten (10)
members of staff who were eligible for the NHIF cover had not been registered for the
same. Further, the records revealed that no remittances had been made in respect to
NHIF deductions for the contracted Kwale Campus employees.

3.0 Employee Safety Policy
3.1 Ventilation, Insurance Cover and Disaster Management Policy

A physical visit to the water plant machinery premises revealed that ventilation was not
properly done to meet the standard safety requirements for both staff and proper handling
of sensitive machinery during production. Poor ventilation could lead to health
complications for staff at the plant. Further, the facility lacked a Disaster Management
Policy. In addition, insurance cover for the staff and machinery was also not provided for
audit review.

3.2 Discharge of Waste

During the audit review, an Environmental Impact Assessment Audit was carried out by
a private external environmental auditor contracted by the Company to specifically audit
and evaluate the impact of the Water Plant Machinery and Equipment handling to the
environment. According to the external environmental auditor’s report, the waste from the
water plant was being discharged together with waste from the Technical University of
Mombasa (TUM) to nearby marine environment, endangering marine life through
pollution. Although the auditor recommended development of an elaborate wastewater
treatment, the same had not been acted upon as at the time of audit in the month of
October, 2020.

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

Conclusion

As required by Section 7(1)(a) of the Public Audit Act, 2015, because of the significance
of the matter discussed in the Basis for Conclusion on Effectiveness of Internal Controls,
Risk Management and Governance section of my report, based on the audit procedures
performed, | confirm that internal controls, risk management and overall governance were
not effective.

Basis for Conclusion
Segregation and Separation of Duties

The Mwongozo Code of Governance for State Corporations requires that the role of the
Board should clearly be separated from that of the Management. However, examination
of Board minutes, payment vouchers and other records revealed instances where a Board
Member was signing documents and authorizing transactions on behalf of the Company.
This is likely to affect the Board’s oversight role, overall direction and strategy of the
Company due to conflict of interest.

Basis for Conclusion

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 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 the audit;

ii. In my opinion, proper books of accounts have been kept by the Company, so far as
appears from my examination of those books; and,

iii. The Company’s financial statements are in agreement with the books of account.
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 (IFRS) and
for maintaining effective internal control as Management determines is necessary to
enable the preparation of financial statements that are free from material misstatement,
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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 responsible for assessing the
Company’s ability to continue as a going concern disclosing, as applicable, matters
related to going concern and using the going concern basis of accounting unless
Management is aware of the intention to liquidate the Company or to cease operations.

Management is 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 have
been applied in an effective manner.

Those charged with governance are responsible for overseeing the Company’s financial
reporting process, reviewing the effectiveness of how the entity 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 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 ISSAIs 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 review is planned and
performed to express a conclusion with limited assurance as to 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 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. The nature, timing and extent of the
compliance work is limited compared to that designed to express an opinion with
reasonable assurance on the financial statements.
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Further, in planning and performing the audit of the financial statements and review of
compliance, | consider internal control in order to give an assurance on the effectiveness
of internal controls, risk Management and 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
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
Company’s 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 Identify 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 the Management.

e Conclude on the appropriateness of the 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 Company’s ability 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.

e 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.
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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 the 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.

| also provide Management with a statement that | have complied with relevant ethical
requirements regarding independence, and to 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

28 September, 2021
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