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

REPORT ON THE FINANCIAL STATEMENTS
Qualified Opinion

| have audited the accompanying financial statements of Chemelil Sugar Company
Limited set out on pages 16 to 42, which comprise of the statement of financial position
as at 30 June, 2020, statement of profit or loss and other comprehensive income,
statement of changes in equity, statement of cash flows and statement 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 Chemelil 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 Public Finance Management Act, 2012 and the Companies Act, 2015.

Basis for Qualified Opinion
1. Material Uncertainty on Going Concern

The statement of profit or loss and other comprehensive income indicates that during
the year under review, the Company incurred an operating loss of Kshs.667,412,122
which raised its accumulated losses from Kshs.7,052,108,792 at the close of the
previous year to Kshs.7,719,520,914 as at 30 June, 2020. The Company’s current
liabilities totalled Kshs.4,820,002,285 and current assets Kshs.570,128,792 resulting
to a negative working capital of Kshs.4,249,873,493 as at 30 June, 2020.

Therefore, the Company is technically insolvent and its continued operation as a going
concern is dependent on the financial support from the Government, Kenya Sugar
Board and creditors.

Management has not disclosed the measures, if any, taken to reverse the unfavorable
financial position and put the Company on the path to profitability.

2. Unconfirmed Balances

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

2.1 Trade and Other Receivables

The statement of financial position reflects trade and other receivables totalling
Kshs.186,668,450. However, the balance includes payables with debit balances
totalling Kshs.100,308,363 which include payroll advances totalling Kshs.33,622,930.
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Management has not explained why the debit balances in the payables account were
included in the trade and other receivables balance.

Further, review of the analysis provided for the balance indicated that some trade
receivables had been outstanding for long periods of time. Management did not
disclose actions taken to recover the debts, and did not confirm whether the Company
had a policy for impairment of such debts.

In view of these issues, the validity, accuracy and extent of recoverability of the trade
and other receivables balance totalling Kshs.186,668,450 as at 30 June, 2020 could
not be confirmed.

2.2 Penalties and Interest on Tax Arrears

The statement of profit or loss and other comprehensive income reflects administrative
expenses totalling Kshs.449,275,631, as further disclosed in Note 6 to the financial
statements. The balance includes penalties and interest on tax arrears totalling
Kshs.158,987,868.

Note 27 to the financial statements reflects penalties and interest on tax arrears
totalling Kshs.995,682,233 which increased by Kshs.159,857,562 from the sum of
Kshs.835,824,671 as at 30 June, 2019. However, the statement of profit or loss and
other comprehensive income reflects an increase of Kshs.158,987,868 resulting to
an unexplained variance of Kshs.869,694.

Further, ledger records provided for audit reflected an opening balance for penalties
and interest on tax arrears totalling Kshs.836,705,679. However, the balance did not
tally with the account’s audited previous year balance amounting to Kshs.835,824,671
reflected in the audited financial statements for the previous year. No explanation was
provided for the difference amounting to Kshs.881,008 between the two sets of
records. In addition, there was no record to confirm that the penalties and interests
balance had been certified by the Kenya Revenue Authority.

Therefore, the Company is in breach of Section 3(2)(a)(ii), Section 5 and Section 37
of Income Tax Act Cap 470 which requires employers to deduct Pay as You Earn
(PAYE) at source and remit the deductions to the tax authorities before the 9th day of
the subsequent month. In addition the Company may have breached Section 13(3)
of the Value Added Tax Act Cap 476 which requires registered tax payers to remit
VAT payable to tax authorities before the 20™ day of the subsequent month.

In view of the delay in remitting the taxes, the accuracy of penalties and interest on
tax arrears totalling Kshs.158,987,868 for the year ended 30 June, 2020 could not be
confirmed.

2.3 Operating Income

The statement of profit or loss and other comprehensive income reflects other
operating income totalling Kshs.82,506,490 which include a government grant
balance totalling Kshs.74,541,179 provided to fund payment of debts owed to farmers.
The balance was supported with a list of farmers that the Company was indebted to.
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Although the list of farmers’ bank accounts into which the amounts were to be
deposited was provided for audit, record of the deposits made were unavailable and
as a result, the occurrence of the deposits could not be confirmed.

Consequently, use of the grant totalling Kshs.74,541,179 for the intended purpose
could not be confirmed.

2.4 Administrative Expenses

The statement of profit or loss and other comprehensive income reflects administrative
expenses totalling Kshs.449,275,631 as disclosed in Note 6 to the financial
statements.

The balance includes finance and administration department expenses totalling
Kshs.128,938,972 which in turn include directors’ allowances and expenses totalling
Kshs.4,342,742 disclosed in Note 28 to the financial statements. Examination of the
minutes of the Board indicated that only three (3) meetings were held during the year
against the minimum of four (4) prescribed in the Mwongozo Code for State
Corporations. Further, Management did not provide records supporting for payment.
The missing records included the Board calendar, meeting invitation letters, signed
attendance registers, schedules for payments and venues for meetings.

As a result of these anomalies, the accuracy, validity and propriety of the directors’
allowances and expenses totalling Kshs.4,342,742 for the year ended 30 June, 2020
could not be confirmed.

2.5 Tax Recoverable

The statement of financial position reflects a tax recoverable balance totalling
Kshs.15,183,641 as at 30 June, 2020 which was brought forward from the previous
year. However, analyses indicating how the amount was arrived at were not provided
for audit.

Consequently, the accuracy and validity of the tax recoverable balance totalling
Kshs.15,183,641 as at 30 June, 2020 could not be confirmed.

2.6 Bank and Cash Balances

The statement of financial position as at 30 June, 2020 reflects cash and bank balance
totalling Kshs.12,204,444 which includes cash in hand totalling Kshs.500,000.
Records provided for audit indicated that the latter balance was lost through theft of
cash on transit. However, the Police report and deliberations of the Board of Directors
on the theft were not provided for audit review and as a result the occurrence of the
theft could not be confirmed.

In addition, bank reconciliation statements as at 30 June, 2020 reflected unpresented
cheques totalling Kshs.1,864,111 that had overstayed and become stale. No
explanation was provided by Management why these were not reversed in the cash
book.
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Further, the cash and cash equivalents balance totalling Kshs.12,204,444 in the
statement of financial position as at 30 June, 2020 differs by Kshs.141,934 with the
balance of Kshs.12,062,510 reflected in the statement of cash flows.

In view of these discrepancies, the accuracy and completeness of cash and cash
equivalents balance totalling Kshs.12,204,444 as at 30 June, 2020 could not be
confirmed.

2.7 Deferred Income

The statement of financial position reflects a deferred income balance totalling
Kshs.99,882,408 which includes sugar and molasses pre-sales totalling
Kshs.98,941,671 and Kshs.940,737 respectively.

However, sugar sales deliveries worth Kshs.99,882,408 that were denoted as pre-
sales weighing more than 35 tons or more were not issued with the Company’s
weighbridge tickets since the weighbridge reportedly lacked capacity to weigh
consignments beyond the stated tonnage.

As a result, the accuracy of the deferred income balance totalling Kshs.99,882,408 as
at 30 June, 2020 could not be confirmed.

2.8 Trade and Other Payables

The statement of financial position reflects trade and other payables balance totalling
Kshs.4,796,031,881 as disclosed in Note 27 to the financial statements. Examination
of creditors’ records indicated that the balance increased by Kshs.561,752,638 from
Kshs.4,234,279,242 in 2018-2019, as indicated in the Appendix to this report.

Note 27 to the financial statements indicates that the trade and other payables
includes staff and current deferred debtors with credit balances totalling
Kshs.2,976,405 having decreased during the year by Kshs.74,528,231 from
Kshs.77,504,636 as at 30 June, 2020. However, the ledger provided for audit reflected
an opening balance totalling Kshs.2,264,205 for the account which was at variance
with the balance reflected in the Note.

Consequently, the accuracy, validity and completeness of the staff and current debts
with credit balances totalling Kshs.2,976,405 as at 30 June, 2020 could not be
confirmed.

2.9 Pension Deductions

Included in the trade and other payables balance are payroll liabilities totalling
Kshs.926,379,003 as at 30 June 202 as indicated in Note 27 to the financial
statements. The balance includes un-remitted employees’ pension contributions
totalling Kshs.126,190,806 and the Company’s contributions totalling
Kshs.85,968,525.

The balance also includes National Hospital Insurance Fund (NHIF) arrears totalling
Kshs.30,098,568 and National Social Security Fund (NSSF) arrears totalling
Kshs.26,002,501. Records provided for audit indicated that failure to remit the
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pensions contributions had caused the Company’s staff to be suspended from making
contributions to staff retirement benefits scheme and had therefore put the welfare of
the employees at risk. Consequently, the Company is in breach of the law and may
be liable to pay penalties, interest, and may be exposed to litigation, all of which may
result in wasteful expenditure.

Examination of pension records indicated that delay in remitting deductions made on
employee salaries had resulted in payment of interest on penalties totalling
Kshs.15,895,443 in the year under review. The delayed payments were contrary to
Section 53 and 53A of the Retirement Benefits Act, 1997 which requires entities to
promptly remit contributions made by employees, and resulted in the wasteful use of
public funds.

Further, records indicating the amounts demanded by the pension bodies were not
provided for audit and therefore the accuracy and validity of the payments could not
be confirmed. In addition, the actual liabilities on pension payments as at
30 June, 2020 could not be confirmed.

2.10 Variances Between Statement of Budget and Actual Comparisons and
Other Inaccuracies

Several balances reflected in the statement of budget and actual comparisons
differ from those reflected in respect to identical accounts in other statements, as
explained in the following paragraphs:

(i) The statement reflects cost of sales less gain in fair value of cane totalling
Kshs.887,731,631 which differs with the sum of Kshs.812,368,833 reflected on
the statement of profit or loss and other comprehensive income totalling
Kshs.922,726,031 less Note 4, fair value gain in cane amounting to
Kshs.110,357,198 leading to a variance of Kshs.75,362,798.

(i) The statement reflects finance and administration costs totalling
Kshs.128,328,272 which differ with the balance of Kshs.128,938,972 reflected
against the account in the statement of profit or loss and other comprehensive
income as reflected in Note 6 to the financial statements, resulting to a
difference of Kshs.610,700.

(i) The statement reflects human resources costs totalling Kshs.139,464,629
whereas the statement of profit or loss and other comprehensive income
reflects Kshs.139,441,679 in respect to the account.

In view of these anomalies, the accuracy, completeness and validity of the balances
reflected in the financial statements for the year ended 30 June, 2020 could not be
confirmed.

The audit was conducted in accordance with International Standards of Supreme
Audit Institutions (ISSAIs). | am independent the Chemelil 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.
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| 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. | have determined that there were
no key audit matters to report in the year under review.

Other Matter

1.0 Budgetary Control and Performance

1.1 Revenue

The statement of budget and actual comparison reflects budgeted revenue totalling
Kshs.2,638,416,992 and actual revenue totalling Kshs.706,208,289 resulting in a
shortfall Kshs.1,932,208,703 as indicated in the following table;

Budget Actual Over Under Ratio of
Revenue (Kshs.) (Kshs.) (Kshs.) (Kshs.) Utilization
Net Sales 2,611,424,848 | 621,264,676 1,990,160,172 24%
Operating Income 22,892,144 7,965,311 14,926,833 35%
Finance Income 4,100,000 3,015,723 1,084,277 74%
Amortization of GoK 0 73,962,579 | 73,962,579 - -
Grant
Total Income 2,638,416,992 | 706,208,289 | 73,962,579 | 2,006,171,282 27%

Management explained the shortfall of revenue as having resulted from closure of the
milling activities for most of the year under review, lower than expected selling prices,
and suspension of lending to farmers which in turn diminished income from interest.

1.2 Expenditure

The Company had budgeted to spend Kshs.2,481,844,392 but spent
Kshs.1,367,599,593 during the year resulting in under-expenditure of
Kshs.1,114,244,799 as indicated in the following table:

%
Budget Actual Over Under | Utilization
Expenses (Kshs.) (Kshs.) (Kshs.) (Kshs.) Ratio
1. Cost of Sales 2,065,039,272 887,731,631 1,977,307,641 42
Less Gain in
Fair Value of
Cane
2. Finance and 141,158,000 128,328,272 12,829,728 91
Administration
Costs
3. Human 173,837,120 139,464,629 34,372,491 80
Resources
Costs
Finance Costs 101,810,000 37,191,750 64,618,250 37
Penalties and 0 174,883,311 174,883,311
Interest
Charge
Total 2,481,844,392 | 1,367,599,593 174,883,311 2,089,128,110 55
Expenditure
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There was underspending on, administration and human resource costs which
Management attributed to streamlined financial controls. The under-expenditure on
finance costs was explained as having resulted from new financial lending regulations
that reduced borrowing costs.

The Company made provisions amounting to Kshs.174,883,311 in the year under
review for penalties and interest charges whereas no budget had been set aside for
the item. No explanation was provided why the item had not been budgeted for.

2. Prior Year Issues

The audit report for the previous (2018/2019) financial raised several issues regarding
balances reflected in the financial statements, as well as on effectiveness in use of
public resources and on internal control. The status of the issues shall be confirmed
after they are discussed by the Legislature.

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 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 matter described in the Basis for conclusion on the
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.
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Basis for Conclusion
Officers Appointed in Acting Capacity

Review of personnel records indicated that the Company had 17 (seventeen officers)
appointed in acting capacity for more than six months, some from far back as 2012.
No explanation was provided for the failure to confirm the officers to the posts or
advertise the vacancies.

Lack of substantive leadership in the respective departments and units may have
constrained their contribution in fulfilling the Company’s objectives.

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 matter described in the Basis for Conclusion on
the 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
Improperly Constituted Audit Committee

The statement of corporate governance on Page 11 of the annual report provides
information on the Company’s Board Committees which include three Standing
Committees with specific delegated authorities and terms of reference. Among the
three is the Audit Committee comprised of the four (4) members, including the Acting
Managing Director.

Inclusion of the Acting Managing Director in the Audit Committee has diluted the
capacity of Committee to provide independent oversight on the operations of the
Company. In addition, it contravenes Regulation 174(6) of the National Government
Regulations addition to paragraph (5) which requires majority of members appointed
to the Audit Committee shall not be past or present employees of the entity,

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
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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) 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;

(i)  Inmy 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 statement of financial position and statement of profit or loss
and other comprehensive income are in agreement with the accounting
records.

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 and for
maintaining effective internal control as Management determines is necessary to
enable the preparation of financial statements that are free from material
misstatement, whether due to fraud or error and for its assessment of the
effectiveness of internal control, risk management and overall governance.

In preparing the financial statements, Management is 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
are applied in an effective way.

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

¢ 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
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collusion, forgery, intentional omissions, misrepresentations, or the override of
internal control.

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

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 being a going concern.

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.

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

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

15 February, 2022
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Appendix |

Unconfirmed Trade and Other Payables

2019-2020 2018-2019 Variance
ltem (Kshs.) (Kshs.) (Kshs.)
1. Trade Payables 339,787,069 333,790,070 5,996,999
2. Cane Payables 279,278,454 285,438,631 | (6,160,177)
3. Staff & Current 2,976,405 77,504,636 | (74,528,231)

Deferred Debts with
credit Balance
4, Payroll Liabilities 926,379,003 633,299,012 | 293,079,991
5. Other Payables and 137,732,440 122,894,521 | 14,837,919
Accruals
Total 1,686,153,371 | 1,452,926,870 | 233,226,501
Tax Arrears 0
6. VAT Payable 908,556,264 863,437,141 45,119,123
7. PAYE Payable 720,796,003 597,246,551 | 123,549,452
8. Withholding Tax 10,734,144 10,734,144 0
Payables
9. Sugar Development 474,109,867 474,109,867 0
Levy Arrears
10. Penalties and Interest 995,682,233 835,824,671 | 159,857,562
on Tax Arrears
Total 3,109,878,511 | 2,781,352,374 | 328,526,137
Grand Total 4.796,031,882 | 4,234,279,244 | 561,752,638
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