REPORT OF THE AUDITOR-GENERAL ON KIBO SEED COMPANY LIMITED FOR
THE YEAR ENDED 30 JUNE, 2020

REPORT ON THE FINANCIAL STATEMENTS

Qualified Opinion

| have audited the accompanying financial statements of Kibo Seed Company Limited set
out on pages 1 to 33, which comprise the statement of financial position as at 30 June,
2020 and the statement of profit or loss and comprehensive income, statement of changes
in equity, statement of cash flows and 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 the Kibo Seed Company 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 Kenyan Companies Act,
2015 and Tanzania Companies Act, Cap 212, Act No.12 of 2002.

Basis for Qualified Opinion
1. Unsupported Trade and Other Payables

Included in Note 11 under trade and other payables balance of Kshs.Tshs.2,384,578,097,
is trade payable of Tshs.2,338,643,418 and other payables of Tshs.45,934,679. However,
the balances were not supported by analysis and schedules making it difficult to ascertain
the composition and aging of the outstanding creditors.

In the circumstances, it has not been possible to confirm that trade and other payable
balance of Tshs.2,384,578,097 as at 30 June, 2020 is fairly stated.

2. Unreconciled Trade and Other Receivables

The increase in trade and other receivables of Tshs.227,260,663 reflected in the statement
of cash flows differs with Tshs.186,459,627 recomputed from the balances reflected in the
statement of financial position as at 30 June, 2020, resulting to unreconciled variance of
Tshs.40,801,036.

In the circumstances, it was not possible to ascertain the accuracy and completeness of
the statement of cash flows and the trade and other receivables balance as at
30 June, 2020.
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The audit was conducted in accordance with International Standards of Supreme Audit
Institutions (ISSAIs). | am independent of the Kibo Seed Company Limited Management
in accordance with ISSAI 130 on Code of Ethics. | have fulfiled 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.

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.

Emphasis of Matter

1. Going Concern

The Company registered a loss of Tshs.785,517,046 for the year under review compared
to Tshs.2,546,783,513 posted in the year 2018/2019, resulting to accumulated losses of
Tshs.5,793,536,500. In addition, the current liabilities balance of Tshs.15,310,684,697
exceeded the current assets balance of Tshs.7,589,895,877 resulting in negative working
capital of Tshs.7,720,788,820. The Company is therefore technically insolvent and the
financial statements have been prepared on a going concern basis on the assumption that
it will continue to receive financial support from the creditors.

2. Contingent Liability

The Company has a contingent liability of Tshs.2,015,971,949 in respect to the uncertainty
related to the outcome of the findings from Tanzania Revenue Authority regarding the
various unpaid tax claims covering financial year 2014 to 2016 as per Tanzania Revenue
Authority Audit. The claim includes unpaid corporate tax, transfer pricing penalty, skill and
development levy, withholding tax, stamp duty and misuse of Electronic Fiscal Device
(EFD). The Company responded to the findings, and the Tanzania Revenue Authority
rejected the response, however, Kibo Seed Company filed an appeal for the waiver to
allow for admitting of objection of which is yet to be heard and determined by the Tax
Tribunal.

My opinion is not qualified in respect of these matters.
Other Matter
Budgetary Control and Performance

The comparative analysis of the Company’s budget revealed that the revenue collection
budget was Tshs.16,803,264,000. However, the Company realized only
Tshs.8,701,744,788 resulting in under-collection of Tshs.8,101,519,212 or approximately
52% of the budgeted revenue for the year. Further, the Management had budgeted to
spend Tshs.14,905,797,908 for recurrent and capital expenditure compared to the actual
total expenditure of Tshs.9,476,343,486 resulting to wunder expenditure of
Tshs.5,402,060,687, approximately 36% under expenditure.
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The under collection and under expenditure of revenue is indicative that the Company did
not meet its planned programmes.

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,
| confirm that, nothing 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

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.

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. Lack of Approved Information Communication Technology and Human
Resources Policy

During the year under review, the Company was noted to run its activities without having
an approved Information Communication Technology and Human Resources Policy.
Further, it noted that the Company ICT unit backup procedures are done only for Sage
Pastel data but no backup for other areas such as payroll which is processed under
PAYTAN as well as Management reports, meeting minutes, letters and the like. The
CCTV recorded footage is stored for a maximum duration of one month for a hard disk of
4 terabytes, which is too small for keeping the Company’s records.

This is an indication of poor internal controls and risk management.

2. Lack of Approved Suppliers List and Supplier Reconciliations

The review of the e-procurement procedures and controls in place revealed that, the
Company did not have an approved list of suppliers as required and as the best
procurement practices. Further, the Company does not perform routine reconciliations
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between suppliers’ accounts in the accounting system and statements obtained from
suppliers leading to number of errors including multiple supplier’s accounts in the system
remaining outstanding for long. In some cases, the suppliers’ accounts included growers
paid in advance for which the recovery of the funds remain uncertain.

In the circumstances, it was not possible to ascertain the Company exercised economical
procurement.

3. Improper Controls of Company Assets

The verification procedure performed on the Company assets, revealed that laptops
purchased on 10 July, 2019, had its specifications in the invoice different from the laptops
delivered with invoice indicating HP Probook 440 GS Core i5 4B ram 500GB, 14 inches’
screen but actual PC specifications being HP 250 G6 Note Book PC Core i3, 2.3GHZM,
4GB Ram, 1TB). In addition, fixed asset register did not have asset code numbers, asset
reference and serial numbers and fixed asset items were not labelled for identification
purposes. Further, it was noted some assets had zero net book value yet they were still in
good working conditions.

In the circumstances, there may not have been proper controls and security for the
Company assets.

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 effective
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 my 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;

il In my opinion, adequate accounting records have been kept by the Company , so
far as appears from the examination of those records; and

i The Company’s financial statements are in agreement with the accounting records
and returns.

Responsibilities of Management and the Board of Directors

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.

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
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to going concern and using the applicable basis of accounting unless Management is
aware of the intention to liquidate the Company or 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 money is applied in an
effective manner.

The Board of Directors is responsible for overseeing the 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.

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 ISSAIs. 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
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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. 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 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.
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| 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

04 February, 2022
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