REPORT OF THE AUDITOR-GENERAL ON BOMAS OF KENYA LIMITED FOR THE
YEAR ENDED 30 JUNE, 2020

REPORT ON THE FINANCIAL STATEMENTS
Qualified Opinion

| have audited the accompanying financial statements of Bomas of Kenya Limited (the
Company) set out on pages 1 to 37, which comprise 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 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 Bomas of Kenya Limited as at 30 June, 2020 and its
financial performance and its cash flows for the year then ended, in accordance with
International Financial Reporting Standards and comply with the Companies Act, 2015.

Basis for Qualified Opinion

Several balances reflected in the financial statements were not supported with sufficient
relevant records and information, as explained in the following paragraphs:

1.0 Revenue

The statement of profit or loss and other comprehensive income reflects revenue for the
year under review totalling Kshs.52,281,632 as further disclosed in Note 6 to the financial
statements. However, the balance contains the following anomalies:

1.1 Unrecognized Revenue

Records provided for audit indicated that Bomas of Kenya Limited on 01 May, 2018
entered into a contract with Kenya Utalii College on management of catering and
hospitality services for a period of five (5) years. Clause 5.4 of the contract required Kenya
Utalii College to pay 10% of the gross sales per month on food and beverages net of tax
to the Company. However, examination of the accounting records indicated that income
due from the College was not included in the financial statements for the year under
review.

Further, sales records for food and beverages including bar sales, which formed the basis
for determining the revenue due, were not provided for audit review.
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1.2 Rental Income

Note 6 to the financial statements reflects rental income totalling Kshs.439,571 for the
year under review. No explanation was provided for the decrease amounting to 4,417,046
or 91% in the year, against Kshs.4,856,617 collected in the previous year.

In view of these issues, the revenue totalling Kshs.52,281,632 reflected in the statement
of profit and loss and other comprehensive income may not be fairly stated.

2.0 Cost of Sales

The statement of profit and loss and other comprehensive income reflects cost of sales
balance totalling Kshs.5,556,950 explained by Management as payments to Kenya Utalii
College under the service contract cited in this report. However, the respective invoices
and related records were not provided for audit verification.

Consequently, the measurement and validity of the expenditure totalling Kshs.5,556,950
could not be confirmed.

3.0 Administration costs

The statement of profit or loss and other comprehensive income reflects expenditure
totalling Kshs.308,727,337 incurred on administration costs. However, records on
expenditure totalling Kshs.6,116,496 were not provided for audit and as a result, the
occurrence and propriety of the payments could not be confirmed.

4.0 Trade and Other Payables

The statement of financial position reflects a trade and other payables balance totalling
Kshs.62,197,389 which however contains the following anomalies:

4.1 Long Outstanding Payables

Trade payables totalling Kshs.42,552,992 had as at 30 June, 2020 been outstanding for
more than one year. No explanation was provided for the failure to settle the bills.

4.2 Un-Recognized Invoices

Kenya Utalii College invoiced Bomas of Kenya Limited Kshs.3,965,870 under the service
contract cited in this report. However the debt payable was not recognized in the
Company’s books.

In view of these issues, the trade and other payables balance totalling Kshs.62,197,389
as at 30 June, 2020 may not be fairly stated.

5.0 Trade and Other Receivables

The statement of financial position reflects a trade and other receivables balance totalling
Kshs.65,047,281 as further disclosed in Note 13 to the financial statements. However,
the balance contains the following anomalies:
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5.1 Long Outstanding Debtors

Note 13(a) to the financial statements reflects long outstanding debtors totalling
Kshs.5,844,308. As previously reported, the balance has remained outstanding for
several years in spite of recommendations made by the Public Investment Committee
that the Company enforce collection of the debts.

5.2 Receivables from Ministry of Tourism on Little Theatre and Ushanga Kenya
Initiative

Note 13(a) to the financial statements also reflects receivables totalling Kshs.51,897,978
due from a community organization, Ushanga Kenya Initiative (Kshs.14,315,363) and
Little Theatre (Kshs.37,582,615) as at 30 June, 2020 .

Records provided for audit indicated that the Ministry of Tourism and Wildlife vide a letter
Ref: MT 1/11 of 10 June, 2018 requested the Coordinator, Ushanga Kenya Initiative to
reimburse the Company Kshs.14,315,363 incurred on its operationalization but the
amount had not been reimbursed as at 30 June, 2020.

The receivable due from Little Theatre increased by Kshs.2,324,371 in the year under
review but records explaining the increase were not provided by Management. As a
result, and for the reasons explained in Section 9.0 of this report, the validity of the change
and the outstanding balance totalling Kshs.37,582, as at 30 June 2020 could not be
confirmed.

5.3 Long Outstanding Trade Debtors and Staff Debtors

The ageing analysis schedule provided for audit indicated that trade debtors totalling
Kshs.12,684,840 had as at 30 June 2020 remained outstanding for more than four
months (120 days) contrary to the Company’s credit policy. Management did not provide
evidence of efforts made to recover the debts.

In addition, staff debtors totalling Kshs.661,462 included balances totalling Kshs.112,014
which had been outstanding since the year 1995. No evidence was provided to indicate

Management’s effort to recover the debts, or to have the amounts written off. Further, an
analysis and supporting records for the remainder balance totalling Kshs.549,448 was
not provided for audit.

5.4 Paid Deposits

Deposits paid to various entities totalling of Kshs.1,183,500 include Kshs.1,000,000
indicated as paid to the defunct Nakumatt Holdings Limited. However Management did
not provide evidence on the purpose of the deposit. With Nakumatt Holdings Limited
having been put under liquidation, recoverability of the deposit is doubtful. However, no
bad or doubtful debt provision has been made to recognize the debts ‘uncertain nature.

In view of these anomalies, the extent of recoverability of trade and other receivable
balances totalling Kshs.65,047,281 as at 30 June, 2020 could not be confirmed.
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6.0 Cash and Cash Equivalents

The statement of financial position as at 30 June, 2020 reflects a net debit cash and cash
equivalents balance totalling Kshs.5,081,135. However, the balance contains the
following anomalies:

(i) Balances reflected in the financial statements in respect to two bank accounts,
namely current account open air and current account main differ from those
reflected in respect to the accounts in the cashbook as highlighted in following

table:
Financial Statement | Cash Book

Account Balance Balance Variance

(Kshs.) (Kshs.) (Kshs.)
Current Account Open 146,411 402,652 256,241
Air (1108986668)
Current Account - Main 4,821,962 | 28,080,895 23,258,933
(1108985580)

(i) Opening balances for the accounts differ from those reflected in the audited
2017/18 financial statements as follows:

e The closing balance for the Main Account for the year 2018/2019 was
recorded at Kshs.3,190,241 while the opening balance in the cash book for
the year under review was Kshs.3,175,932 resulting to an unreconciled and
unexplained variance of Kshs.14,309.

e Open Air Account audited closing balance for the year 2018/2019 was
Kshs.14,452,369 while the opening balance for the year under review was
Kshs.17,279,655 resulting to unreconciled variance of Kshs.2,827,286.

In view of these anomalies, accuracy and validity of the cash and cash equivalent balance
totalling Kshs.5,081,135 reflected in the statement of financial positions at
30 June, 2020 could not be confirmed.

7.0 Property, Plant and Equipment

The statement of financial position reflects property, plant and equipment balance totalling
Kshs.2,364,344, as at 30 June, 2020. The balance contains the following anomalies:

7.1 Revaluation of Non-Current Assets

As similarly reported in the previous year, the last revaluation of the assets was conducted
24 years previously in 1996. As a result, the values of the assets carried in the books of
the Company as at 30 June, 2020 may not match their replacement or market values.
The omission was contrary to International Accounting Standard No0.16 which
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recommends that property, plant and equipment should be revalued after every five
years.

7.2 Work-in-Progress

Note 16 to the financial statements reflects capital work-in-progress totalling
Kshs.663,323,319. However, the respective works certificates were not provided for audit
verification. As a result, it was not possible to confirm whether the work-in-progress
balance was accurate and valid and whether the public obtained value for money from
the expenditure totalling Kshs.663,323,319 reported to have been spent on the works.

7.3 Acquisition of Assets

The property, plant and equipment balance totalling Kshs.2,364,344,292 as at
30 June, 2020 includes additions totalling Kshs.21,522,398 made during the year under
review. However, supporting documents including Local Purchase Orders (LPOSs),
invoices and delivery notes for additions totalling Kshs.19,347,849.98 were not provided
for audit and as a result, their occurrence, validity and valuation could not be confirmed.

7.4 Unconfirmed Land Ownership

Included in the property, plant and equipment balance totalling Kshs.2,364,344,292 as at
30 June, 2020 is Kshs.76,950,000 being the value of the Company’s plot of land.
However, the original title deed for the land was not provided for audit verification and as
a result, its ownership by the Company could not be confirmed.

In view of these anomalies, the accuracy, valuation and ownership of the property, plant
and equipment balance totalling Kshs.2,364,344,292 as at 30 June, 2020 could not be
confirmed.

8.0 Unpaid Compensation for Compulsory Land Acquisition

As previously reported Kenya Urban Roads Authority(KENHA) in 2013 compulsorily
acquired 0.8055 hectares (2-acres) of Plot L.R.N0.12066 owned by the Company in 2013.
The acquisition was to facilitate rehabilitation and upgrading the Section of Langata Road
between the Kenya Wildlife Service (KWS) Head Office and Company’s premises.
KENHA was to pay Kshs.85 million as compensation for the acquisition following
valuation of the land done by a professional firm. However, records provided for audit
indicated that the compensation had not been paid as at 30 June, 2020.

No plausible explanation was provided by KENHA for the failure to pay compensation for
the land.

9.0 Infrastructure Improvement at Little Theatre Club, Mombasa
As previously reported, in 2017, the Company awarded a contract for infrastructure

improvement works at Little Theatre Club, Mombasa at a contract sum of
Kshs.48,739,204. The Cabinet Secretary for the Ministry of Tourism and Wildlife had
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indicated vide letter Ref: MOT/3/17 dated 23 November, 2016 that the Ministry would
remit Kshs.50,000,000 drawn from tourism recovery funds , to reimburse the Company
the expenditure spent on the project.

A report prepared by Management dated 10 August, 2020 indicated that there was a
disputed variation to the contract amounting to Kshs.18,163,134 which the main
contractor claimed arose after the State Department of Public Works issued new
instructions on the project. The variation was equivalent to 37.2 % of the original contract
sum and therefore was more than the 25% threshold for contract variations prescribed in
Section 139(6) of the Public Procurement and Disposal Act, 2015.

Records on the project included several requests for payment of the sum sent by the
Company to the Ministry. However, no record was provided for audit to confirm receipt of
the funds and further, the financial statements for the year under review do not reflect
any receivable amount from the Ministry of Tourism.

A site visit done in January, 2021 indicated that the works were handed-over to the
Theatre’s management in June, 2019 after which the final certificate was reportedly
issued 15 October, 2019.

Management did not provide for audit verification, records indicating whether the project
was eventually handed over to the Ministry of Tourism. Further, the report on its status
and the contractor’s final certificate were not provided for audit. As a result the total
amount incurred on the project could not be confirmed.

In view of the foregoing, itis not possible to confirm that the Little Theatre Club receivable
balance totalling Kshs.37,582,615 was fairly stated.

The audit was conducted in accordance with International Standards of Supreme Audit
Institutions (ISSAIs). | am independent of the Bomas of Kenya 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

Delayed Delinking from Tourism Finance Corporation

As indicated in Note 15 to the financial statements, the Company is fully owned by
Tourism Finance Corporation (formerly Kenya Tourist Development Corporation) through
254,000 ordinary shares of Kshs.20 each with a book value of Kshs.5,080,000.
Company records indicate that the Company has since 1992 been earmarked for
delinking from Tourism Finance Corporation so that it may become an independent
parastatal with effective management and investment policies that would make it self-
sustaining. Following a request made by Management, the Board of the defunct Kenya
Tourist Development Corporation in its meeting of 17 June, 1992 resolved to delink the
Company from the Corporation.
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In 1994, the Public Investment Committee and the Parliamentary Accounts Committee,
similarly recommended that the two be delinked. In 2002, the Office of the Attorney-
General had, in their legal interpretation on the matter, also concluded that one
Government parastatal cannot own another. However, in spite of these interventions over
the years, no discernible progress had been attained on the matter as at 30 June,2020
eighteen years after the process was initiated.

As a result, the Company faces operational and legal challenges in meeting its obligations
given its continuing existence as a unit of the Tourism Finance Corporation.

In addition, the Company was incorporated in 1970 under the Companies Act, Cap 486.
However there has been no Act of Parliament enacted to define the Company’s mandate
and objectives. In the absence of an enabling Act, the Company operates with an unclear
enabling framework which may constrain its operations and mandate.

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. | have determined that there are no
Key Audit Matters to communicate in my report.

Other Matter
1.0 Budgetary Control and Performance

1.1 Under-Collection of Revenue

The statement of comparison of budget and actual amounts for the year under review
reflects budgeted sales totalling Kshs.103,000,000. However, the Company only realized
Kshs.52,281,632 in the year resulting to a shortfall of revenue totalling Kshs.50,718,368
equivalent to 49% of the gross estimated revenues.

Management attributed the shortfall to low business as a result of the Covid-19 pandemic
and reduction in Government grants.

1.2 Expenditure Budget Variances

The statement of comparison of budget and actual amounts reflects budgeted
expenditure totalling Kshs.298,700,000 and actual expenditure totalling 314,284,287
resulting in over-expenditure totalling Kshs.9,908,825.

Prior Year Issues

The audit report for the previous year highlighted several issues on balances reflected in
the financial statements, lawfulness and effectiveness in use of public resources and
effectiveness of internal control, risk management and governance. Progress made in
resolving the issues will be confirmed after they are discussed by the National Assembly.
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Other Information

The Directors are responsible for the other information. The other information comprises
the report of directors as required by the 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 Irregular Renewal of Insurance Contract

Expenditure records indicated that the Company procured a one year medical insurance
contract commencing 01 March, 2018 at a contract sum of Kshs.20,590,268. The contract
was renewed for a further period of one (1) year from 01 April, 2019 to 31 March, 2020
at a contract sum of Kshs.22,861,626. No explanation was provided for the failure to
subject procurement of the service to competitive bidding on expiry of the contract.

In addition, the Company continued to procure general insurance services from the same
Company without competitive bidding over the years. In the year under review, premiums
totalling Kshs.4,781,343 were paid to the insurer. However, the original contract entered
into between the insurer and the Company for the period under review were not provided
for audit review, and as a result, the actual services procured could not be confirmed. The
end date of the renewed contract was extended to November 2020 reportedly due to non-
payment of premiums. Expenditure incurred on the contract as at 30 June 2020 totalling
Kshs.16,123,722.
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In the circumstances, the propriety and value for money on expenditure totalling
Kshs.20,905,065 incurred on insurance services could not be confirmed.

2.0 Irregular Procurement of Goods and Services

Review of procurement records indicated that contrary to Section 103(2) of the Public
Procurement and Disposal Act, 2015, the Company used direct procurement method to
buy items totalling Kshs.1,080,635 that should have been procured competitively. Further
records on procurements totaling Kshs.4,234,214 made during the year under review
were not provided for audit. As a result, the occurrence and validity of the expenditure
could not be confirmed.

The records further indicated that the Company procured fifteen (15) iPads from a local
shop at Kshs.1,947,000. The spending was higher than the lowest priced bid totalling
Kshs.1,914,000 and therefore contravened Section 106(3) of the Public Procurement
and Asset Disposal Act, 2015. The law prescribes that the successful quotation shall be
the quotation with the lowest price that meets the requirements set out in the request for
guotations. Therefore, the procurement may have resulted in irregular expenditure
totalling Kshs.33,000.

3.0 Delay in Completion of Enterprise Resource Planning (ERP) System

Available records indicated that the Company in July, 2017 procured Enterprise
Resource Planning (ERP) software at a cost of Kshs.1,985,990. The software included
the following modules and subsystems applications:

« MS Dynamic NAYV License five (5).

« User Information System Accounting (general ledger, and core finance general
ledger , budget, accounts receivable and payable and fixed assets modules).

e Procurement Management.

« Human Resource/Payroll system.

« Inventory Management (point of sale system).

Although records provided for audit indicated that implementation of the system was
ongoing in the year under review, Management failed to provide the following information
for audit verification:

« Status report on the implementation of the system
« Documentation on the system including Users and user access rights.
« Evidence of training provided to the system’s users.

In addition, Management did not provide satisfactory reasons for the slow implementation
of the system.

In the circumstance, it was not possible to confirm that the system procured met user
requirements and value for money was obtained on the expenditure incurred.
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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

1.0 Governance Structure

Review of records on the Board of Directors indicated that contrary to the Mwongozo
Code on operations for State Corporations, the Board did not have a Charter to guide
its operations. In addition, the Board’s Annual Work Plan for the financial year under
review was not provided for audit and as a result, its existence could not be confirmed.

2.0 Employees in Acting Capacity

Examination of personnel records indicated that three senior managers may have been
working in acting capacity irregularly as explained below: The acting General Manager
was appointed on 12 November, 2019 for a period of three months but was still acting in
June, 2020 even though there was no evidence of his contract having been renewed.

In addition, Section 4.2.6 of the Company’s Human Resource Management Manual of
2016 states that only employees in Grade BOK 5 to Grade BOK 12 shall be eligible for
acting allowance.

However, the Acting General Manager was deemed to be in a scale higher than BOK 5
and therefore payment to him of the acting allowance totalling Kshs.742,113 may have
been irregular.

Similarly, the Food and Beverage Manager was appointed in acting capacity on February
2013 and had as at 30 June, 2020 acted for over seven years. In the year under review,
the Officer was paid acting allowances totalling Kshs.291,960.
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Further, the Chief Accountant was, reportedly, verbally requested to assume the role of
the General Manager in June, 2018. A total of Kshs.257,292 paid to him as acting
allowance in the year under review.

Failure to confirm the employees or advertise their posts was irregular and may have
hampered effective management of the Company’s affairs.

3.0 Information Communication Technology Control Environment

Audit review of the Company’s use of Information Communication Technology (ICT)
indicated that Management had not put in place the following;

e ICT governance structures including ICT Strategy Committee, ICT Strategic Plan,
defined roles and responsibilities for each ICT function and a training program to
build ICT capacity.

e Physical access controls to computers, operations and storage areas, network
rooms and air conditioning systems.

e ICT service continuity - ICT continuity plan and disaster recovery plan including,
storage of backups at secure offsite storage facility.

o Documented user-management standards and procedures, review of user access
rights on the system.

e Program change management and documented and approved processes to
manage upgrades made to all financial and performance information systems.

In the absence of a strategy and properly established system documentation and controls,
the risk of ineffective use of ICT assets was high.

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 Companies Act 2015, | report based on audit, that:

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

(i) 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.
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Responsibilities of Management and Board of Directors

Management is responsible for the preparation and fair presentation of these financial
statements in accordance with International Financial Reporting Standards (Accrual
Basis) 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 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 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 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 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
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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 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
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 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 or to sustain its services.
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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.

| 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

11 February, 2022
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