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

REPORT ON THE FINANCIAL STATEMENTS
Qualified Opinion

| have audited the accompanying financial statements of Nzoia Sugar Company Limited
set out on pages 1 to 47, which comprise the statement of financial position as at
30 June, 2020, and the statement of profit or loss and other 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 notes to the financial statements
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 Nzoia Sugar 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 the Public Finance Management Act, 2012.

Basis for Qualified Opinion
1. Anomalies in the Financial Statements

The report and financial statements of the Company for the year under review did not
comply with the International Financial Reporting Standards and the reporting format
prescribed by the Public Sector Accounting Standards Board (PSASB), in the following
areas.

1.1  The chairman of the Board did not sign the Chairman’s statement, the statement
of Directors’ Responsibility and the statement of Financial position. By the time the
financial statements were prepared, the entire Board had been dissolved by the Cabinet
Secretary and a new board had not been constituted.

1.2  Further, the corporate governance statement has not disclosed the attendance of
board meetings held, the succession plan, board remuneration, and whether any
governance audit was undertaken during the year.

Consequently, the financial statements as presented do not comply with the format
prescribed by the Public Sector Accounting Standards Board.

2. Understated Revenue from Sales

The statement of profit or loss and other comprehensive income for the year under
review reflects revenue of Kshs.723,284,000 as disclosed in Note 4 being sales of
sugar and molasses. A review of sales records reflects that the Company had planned
to harvest and crush a total of 500,000 tonnes of cane which would have generated
50,000 tonnes of sugar and raise Kshs.5,118,474,879 in revenue. However, analysis
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of monthly reports revealed that the cane harvested and delivered for processing was
200,371 tonnes which varied with the figure of 196,003.6 tonnes that was used to arrive
at the sugar available for sale at the rate of Kshs.3,700 per tonne as shown below: -

Source Opening Stock Deliveries ‘ Closing Stock Total
Tons Tons Tons Tons

Harvest and Delivery 754 200,371 1,300 199,825
Monthly Reports 754 196,003 1,300 195,457
Variance - 4,368 - 4,368
(Kshs.) (Kshs.) (Kshs.) (Kshs.)

Harvest and Delivery 2,789,800 | 741,371,812 4,810,000 | 739,353,612
Monthly Reports 2,789,800 | 725,211,322 4,810,000 | 723,191,122
Variance - 16,160,490 - 16,160,490

The molasses and sugar produced from the cane is therefore understated by
Kshs.16,160,490.

Consequently, the accuracy of the crushed cane, value and the sugar revenue of
Kshs.723,284,000 for the year ended 30 June, 2020 could not be confirmed.

3. Unsupported Inventory

The statement of financial position reflects inventories balance of Kshs.675,353,000 as
at 30 June, 2020 constituting stocks of sugar/molasses of Kshs.201,571,000 and
consumables of Kshs.449,575,000 as analysed under Note 19 to the financial statements.
However, schedules provided to support the inventory balance of Kshs.675,353,000
totalled Kshs.755,875,000 as analysed below;

Amount
Item (Kshs.)
Goods in-transit 216,578,000
General 10,036,000
Parts 118,109,000
Stationery 2,898,000
Factory 407,642,000
Drugs 612,000
Total 755,875,000

The unexplained and unreconciled difference of Kshs.80,522,000 between the records of
the Company and the financial statements has not been explained.

In addition, included in inventories of Kshs.675,353,000 are goods-in-transit valued at
Kshs.216,578,134. Review of this amount revealed that it consisted of 33 payments made
in advance to some 14 suppliers for various goods and services as summarized below: -
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No. of Amount

Description Payments (Kshs.)

1. Supply of Tubes & Boiler Modification 12 135,990,390
2. Supply of Juice Filtration & Vacuum 3 36,969,448
3. Servicing of Centrifugal Pump 4 16,225,519
4, Supply of Evaporator Calandria 5 12,189,652
5. Supply of Cane Carrier Chains & Sprockets 1 6,721,679
6. Digital Excitation Control Systems 2 2,868,058
7. Supply of Boiler Blow Down Valves 2 2,286,389
8. Servicing of Automation System for Cooler 1 1,766,750
9. Supply of FCB Mills Spares 3 1,560,251
Total 33 216,578,134

The items listed above have remained undelivered since the financial year 2014/2015 for
reasons analysed below: -

No. of Amount
Status Payments (Kshs.)
Under Clearance 12 127,396,186
Awaiting Clearance at the Port 9 43,511,781
Under Shipment 10 34,416,809
Delivered awaiting Inspection Report 1 10,275,048
Delivered 50% to be Paid 1 978,310
Total 33 216,578,134

The Company did not therefore obtain any value from the goods and the funds spent are
at the risk of getting lost. The Company was also carrying in its records, inventories worth
Kshs.216,578134 that were yet to be received and were possibly obsolete.

Consequently, the inventories balance of Kshs.675,353,000 as at 30 June, 2020 could
not be confirmed.

4. Long Outstanding Trade and Other Receivables

The statement of financial position reflects trade and other receivables balance of
Kshs.55,048,000 which comprises of trade receivables of Kshs.3,937,000 and other
receivables of Kshs.51,091,000 as at 30 June, 2020, arrived at after deducting net of
provision for doubtful debts of Kshs.167,657,000 as disclosed in Note 20 to the financial
statements. Although, the balance had been reduced by Kshs.9,765,245 to stand at
Kshs.45,282,894 as at 30 December, 2020, it was noted that these balances are long
outstanding and included prepayments and deposits for goods or services not rendered
and receivables from former staff amounting to Kshs.8,745,939. The Management did not
indicate efforts being made to have the amounts collected or the goods and services for
which prepayments and deposits were made delivered instead of providing for their loss.
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Consequently, the accuracy of the trade and other receivables balance of
Kshs.55,048,000 as at 30 June, 2020 could not be confirmed.

5. Unsupported Borrowings

The statement of financial position reflects borrowings balance of Kshs.42,226,859,000
as at 30 June, 2020 which have been disclosed in Note 26 to the financial statements as
defaulted and due on demand. According to the loan movement records, this amount is
a balance carried forward over the years from a principal loan amount of
Kshs.12,544,135,000 which has attracted interest totalling Kshs.29,836,228,000 or
approximately 237.85% of the principal.

Although it was explained that the loan balance is as per the National Treasury records,
no additional supporting records were availed the details of the terms and conditions of
the loans including source, repayment terms, any guarantees provided and recourse
rights if any. In addition, the accumulation of interests on the loans beyond 100% of the
principal amount from the date of default by the Company is against Section 44A of the
Banking Act which states that an institution shall be limited in what it may recover from a
debtor with respect to a non-performing loan to the maximum of the principal owing when
the loan becomes non-performing and interest, in accordance with the contract between
the debtor and the institution, not exceeding the principal owing when the loan becomes
non-performing.

Consequently, the continued inclusion of such balances in the Company records and
accumulation of interest on the same, not only distorts the financial position of the
Company but also reflects that the Company is technically insolvent.

6. Unsupported Taxation Payable

The statement of financial position reflects taxation payable liability balance of
Kshs.726,000 as disclosed in Note 14 to the financial statements and which is indicated
as brought forward from the previous year 2018/2019. However, Note 14 does not explain
the figure and no supporting schedule or explanation was provided to show why the
balance remained unchanged while the Company continued to operate.

Consequently, the accuracy of the taxation payable balance of Kshs.726,000 as at
30 June, 2020 could not be confirmed.

7. Material Uncertainty Related to Going Concern

The statement of comprehensive income reflects operating loss of Kshs.3,483,246,000
(2019: loss of Kshs.3,168,791,000). As at 30 June, 2020 the Company had a shareholder
funds deficit of Kshs.45,034,633,000,000 (2019: Kshs.41,551,388,000) while the current
liabilities of Kshs.53,210,726,000 exceeds current assets of Kshs.1,623,602,000 by
Kshs.51,587,123,000, demonstrating that the Company is unable to meet its financial
obligations as and when they fall due. This state of affairs is an indicator of an acute
financial challenge facing the Company which raises significant doubts on its ability to
operate as a going concern.

The Company is therefore technically insolvent and its continued existence as a going
concern is dependent upon the financial support from its creditors and the Government.
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The audit was conducted in accordance with International Standards of Supreme Audit
Institutions (ISSAIs). | am independent of the Nzoia Sugar Company 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.

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
1. Budget Performance

During the vyear under review, the Company had budgeted revenue of
Kshs.5,118,475,000 against cost of sales of Kshs.3,291,015 and operating expenditure
of Kshs.1,337,960,000, which should have resulted into a profit after tax of
Kshs.34,811,000. However, the actual performance of the Company resulted into a loss
after tax of Kshs.3,483,246,000 or a budget under-performance of 10,106% as
summarized below.

The reasons given for this state of affairs include low production volumes due to
prolonged maintenance; failure to realise other targeted income and cashflow constraints.
It was however observed that the operating costs exceeded the budget by 64% despite
the targeted results of operation (profit after tax) being missed by 10,106% of the budget.
The failure to achieve targeted performance while using more resources than planned
puts more strain on the liquidity of the Company and threatens its existence as a going
concern.

2. Inefficiencies in Sales and Cost of Sales

The cost of sales as reported in the statement of profit/loss and other comprehensive
income and analysed in Note 8 of the financial statements is Kshs.1,488,271,000.
However, these costs have been growing compared to the ratio for the prior year figure
despite the sales of sugar going down as shown below: -

Prior Year Current Year
Description Kshs’000’ Kshs’000’ | Comparative Performance
Sales 1,712,079 681,581 40%
Cost of Sales 2,330,248 1,488,271 64%
Cost per Unit of Sale 1.36 2.18 160%

The cost of sales therefore increased by 60% while the sales reduced by a similar
percentage an indication that the Company is operating inefficiently.

Consequently, the efficiency of the ratio of sales against the cost of sales could not be
confirmed.
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3. Variance in Share Capital

The statement of financial position reflects issued and paid up share capital balance of
Kshs.543,000,000 as disclosed in Note 23 to the financial statements. However,
according to the registered capital of the Company as per the memorandum of
association, the share capital stands at Kshs.30,000,000 divided into 1,500,000 shares
of Kshs.20 each, with 1,499,900 shares taken by Treasury, 1 share taken by Ministry of
Agriculture and 1 share taken by Industrial Development Bank, all totalling 1,499,902
shares valued at Kshs.29,998,040 resulting in a variance of Kshs.513,000,000 which has
not been explained, or evidence provided for the change in the share capital structure of
the Company.

Consequently, the validity of the ordinary share capital of Kshs.543,000,000 as at
30 June, 2020 could not be confirmed.

4. Unresolved Prior Year Matters

In the audit report of the previous year, several issues were raised under the Report on
Financial Statements, Report on Lawfulness and Effectiveness in Use of Public
Resources, and Report on Effectiveness of Internal Controls, Risk Management and
Governance. However, the Management has not resolved the issues or given any
explanation for failure to adhere to the provisions of the Public Sector Accounting
Standards Board templates and The National Treasury’s Circular Ref: No. AG.4/16/3
Vol.1(9) dated 24 June, 2020

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. Unsupported Commitments to Pay Tax Penalties

Included in administrative expenses of Kshs.2,148,497,000 and as disclosed in Note 9(a)
is Kshs.1,104,044,000 tax penalties which date back to financial year 2017/2018.

Although the Management explained that the Company had made arrangements with the
concerned agencies for instalment payment of the amounts due, no evidence was
provided to support the arrangements and demonstrate commitment to clear the
penalties.

The Income Tax, NHIF, NSSF and HELB Acts impose penalties for non-remittance of
dues and according to Regulation 45(e) of the Public Finance Management (National
Government) Regulations, 2015, any liability or expenditure which could have been
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avoided and need not have been incurred is a loss. The Company risks incurring further
losses through penalties and fines and may jeopardize its operations.

Consequently, the Management was in breach of the law.

2. Non-Remittance of Statutory Deductions

The statement of financial position reflects trade and other payables balance of
Kshs.10,747,978,000 which includes other payables of Kshs.2,636,358,000 as reflected
in Note 28 to the financial statements. The other payables balance of Kshs.2,636,358,000
in turn include statutory deductions totalling Kshs.1,516,443,310 which had not been
remitted as at 30 June, 2020.

2019/2020 Prior Years Total
Category (Kshs.) (Kshs.) (Kshs.)
Retirement Benefits 198,628,000 241,867,798 440,495,798
PAYE 1,029,042,980 - 1,029,042,980
NSSF 20,499,382 5,974,400 26,473,782
NHIF 20,430,750 - 20,430,750
Total 1,268,601,112 247,842,198 1,516,443,310

The unremitted statutory deductions continue to attract penalties and interest while the
non-remittance of retirement scheme deductions threatens the continued operation of the
scheme and compromises the staff retirement plans, in addition to being punishable
under Section 53A of the Retirement Benefits Act, 2017. In addition, the Management
was in breach of the National Treasury Circular No.10/2020 on prioritization of pending
bills by state corporations and semi-autonomous agencies (SAGAS) which required
corporations to settle all pending bills by 30 June, 2020; all unremitted SACCO staff and
loan deductions; and all statutory deductions (PAYE, NSSF, NHIF, HELB and Pension
Arrears).

Consequently, the Management was in breach of the law.
3. Non Disposal of Asbestos Roofing

During the year under review, the Company removed asbestos from some buildings and
dumped them in the compound contrary to Legal Notice No.121 of the Environmental
Management and Coordination (Waste Management) Regulations 2006, which provides
that waste containing asbestos is classified as hazardous waste and that such hazardous
waste should be disposed off in a specified manner as approved by the National
Environment Management Authority (NEMA). In addition, the Company had some
buildings and bus sheds roofed with asbestos against the government regulations which
required that all entities having their buildings roofed with asbestos be removed and
replaced with galvanized iron sheets and the asbestos removed be disposed of properly.
No reasons were however provided for failure to adhere to government regulations and
guidelines.

Consequently, the Management is in breach of the law.
4. Unsatisfactory Implementation of Enterprise Resource Planner (ERP)

During the financial year 2016/17, the Company in an effort to improve efficiency as well
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as take advantage of technology engaged a consultant through Request for Proposals
(RFP) and a software systems company was subsequently awarded a contract and an
agreement was signed on 31 March, 2016 for a contract sum of US$.2,883,530. Under
the contract, the vendor was to supply a system solution christened SAP ERP
alongside an Agriculture Management System trading as Pulse AMS in partnership
with its parent company of India. According to the contract, the package was to help
the company address various technology based challenges by installation of five
modules as below: -

a) Agriculture Management System (AMS)

b) Smart Weight Management System

c) Field Data Management System

d) Documents Management System:

e) Business Suite on HANA-FICO, MM, SD, PP, PM, QM, PS, and Human Resource
(OM, TM and Payroll) Modules.

An audit review of the project implementation status report in February, 2021 revealed
that the Company had the following on board:

Description Supplier | Application User
AMS AMITY Sourcing  of Sugar | Agriculture, Finance &
Cane & Pyt Agriculture Services
SMARTWEIGH AMITY Cane Weighing ICT Agriculture, Agriculture
Services
SAP AMITY ERP All Departments
SMARTSHELVES COSEKE | Registry Agriculture
NZOIA E SALES UPESI Online Sales Marketing, Finance
MI PAYLOAD Avery Weighing all Products Marketing, Finance

The following unsatisfactory issues were however observed;

4.1  Three suppliers offered services which overlapped with the ERP system that was
to be implemented by the contracted software systems firm. The Smart shelves and Mi
Payload systems were explained to be the old systems that had been retained due to the
failure to implement the documents management system and smart weight management
system modules of the ERP. The failure was attributed to the Company not able to
procure the required hardware for the modules.

4.2 The licensing regime in the vendor proposal under clause 3 and which the
Company adopted was of a batched nature. It was not explained how the batching would
be used to ensure the Company does not pay for unused or duplicated licenses.

4.3  Asat 30 June, 2020, the total payment made totalled to US$.2,065,950 equivalent
to Kshs.212,792,850 against an approved amount of Kshs.236,436,500 or
US$.2,128,000 leaving a balance of Kshs.23,643,650. It was however not clear how the
services were being assessed especially after the lapse of the contract period before full-
service delivery. The implementation of the project began in March, 2016. The SAP Go
live date was on 1 February, 2017 while AMS went live on 14 December, 2016. No details
or evidence have been provided on how reimbursements are measured.
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4.4  Third party service providers like mobile money or E-banking service providers
who are integral in the now widely accepted cashless system had not been integrated in
the system thereby denying the Company the envisaged technological advantages of
reducing unnecessary interaction with paperwork.

4.5 A Service Level Agreement inbuilt in the ERP supplier agreement together with the
inhibiting contract did not provide mitigation measures thus exposing the Company to
exploitation by the supplier. Although information available indicates that the Company
had done requests to be let off from this vendor and get local support, no further action
has been taken against the vendor for failure to honour his part of the contract.

4.6  Although no Approved Project Implementation Plan as envisaged under Clause 4
of the contract was availed, the agreement indicates that the project was to last 28 weeks
starting from April, 2016 meaning it should have been fully commissioned by the end of
October, 2016. However, a detailed report relating to a post implementation review of the
Enterprise Resource Planning (ERP) software project after vendor re-engagement from
the ICT Authority reflects that numerous recommendations were not done and the board
of management had frozen any further payments to the vendor until all the
recommendations are fully adhered to.

Consequently, the Company did not obtain value for money in respect of US$.2,883,530
(equivalent to about Kshs.282,600,000) invested in the ERP.

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. Ownership and Shareholding of the Company

The memorandum of association registered in 1975 reflects that the Company was owned
by the Government of Kenya through The National Treasury, Ministry of Agriculture, and
the Industrial Development Bank. However, a search conducted at the Registrar of
Companies revealed that there are three companies with the same name but with
different registration numbers, namely CPR/2010/330226, CPR/2010/81265 and
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C.13734. However, since the Company had not filed its returns for the years 2018, 2019
and 2020 it was not possible to confirm the current shareholding and directorship.

Consequently, the ownership and shareholding of the Company could not be ascertained.
2. Staff in Acting Positions

Human resource data presented for audit review revealed that seven (7) employees of
the Company were holding posts in acting capacity for periods longer than six (6) months
contrary to Section C14 of the Public Service Human Resource Policy and Procedures
Manual of May, 2016 which states that when an officer is eligible for appointment to a
higher post and is called upon to act in that post pending advertisement of the post, he is
eligible for payment of acting allowance at the rate of twenty percent (20%) of his
substantive basic salary and that acting allowance will not be payable to an officer for
more than six (6) months.

Further, most of the positions held in acting capacity are critical to the operations of the
company amongst which includes the Managing Director and several departmental heads
and it is not clear why these positions have not been substantively filled in view of their
critical nature and importance in the running of the company.

Consequently, the Management was in breach of its own policies an indication of poor
internal control systems.

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 overall 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;

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

iii.  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, risk
management and overall governance.
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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 applicable 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 are
applied in an effective way.

The Board of Directors is responsible for overseeing the Company’s financial reporting
process, reviewing the effectiveness of how the Management 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 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 ISSAIs. A material weakness is a condition in
which the design or operation of one or more of the internal control components does not
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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 scepticism throughout the audit. | also:

e ldentify 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

11 February, 2022
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