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REPORT OF THE AUDITOR-GENERAL ON KABARNET HOTEL LIMITED FOR THE 
YEAR ENDED 30 JUNE, 2020 

 

REPORT ON THE FINANCIAL STATEMENTS  
 

Qualified Opinion 
 

I have audited the accompanying financial statements of Kabarnet Hotel Limited set out 
on pages 1 to 44, 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 the 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. 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.  
 

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 Kabarnet Hotel 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 (IFRS) and comply with the Companies Act, 
2015. 
 

Basis for Qualified Opinion 
 

1. Preparation and Presentation of the Annual Reports and Financial Statements 
 

The annual report and the financial statements for the year ended 30 June, 2020 
presented for audit had the following presentation inconsistencies; 
 

i. Page ix and xii reflects the figures to be in millions of shillings which is erroneous and 
misleading;   
 

ii. Page xiii and xiv header for has omitted the name of the entity “Kabarnet Hotel 
Limited” while report of Directors at page xv makes reference of entity instead of its 
name; 

 

iii. The statement of changes in equity reflects inaccurate closing and opening periods 
of 1 July, 2018 and 30 June, 2019 instead of 1 July, 2019 and 30 June, 2020 
respectively; 

iv. The use of the terms; “gross profit” and “total revenues” in the statement of profit or 
loss and other comprehensive income and the statement of comparison of budget 
and actual amounts is inconsistent with the IFRS prescribed format; 
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v. Pages 7 and 8 have the wordings PSASB, PFM and IFRS abbreviated instead of the 
full name while page 8 has the word Public Finance Management 2012 Act instead 
of Public Finance Management Act, 2012. The word entity is also used at pages 
10,12, 18,19 instead of Kabarnet Hotel Limited; 
 

vi. The Notes to financial statements at page 9 have prefix Kshs …. and Kshs xxx with 
no amounts assigned to them; 

 

vii. Page 18 on budget information indicates that the original budget was approved by 
the National Assembly on 21 June, 2019, however there is no evidence in support of 
the assertion; and 
 

viii. Note 10 has been duplicate at page 24 while the date of assets revaluation under 
Note 17 at page 30 has not been disclosed. 
 

Consequently, the annual report and the financial statements as prepared and presented 
are not IFRS compliant and do not comply with the format prescribed by the Public Sector 
Accounting Standards Board.  
  

2.    Inaccuracies in the Financial Statements 
 

2.1.   Management Discussion and Analysis 
 

The gross profit figures reported under the management discussion and analysis report 
at page xii are at variance with those reported in the statement of profit or loss and other 
comprehensive income as analyzed below: - 

 
 
 
 
Year 

Statement of Profit and 
Loss and Other 

Comprehensive Income  
(Kshs) 

Management 
Discussion and 

Analysis (Kshs.) 

 
 

Variance  
Kshs 

2018/2019 8,477,009 9,868,982 (1,391,973) 

2019/2020 7,551,524 8,631,647 (1,080,123) 

 
2.2.   Unreconciled Cash Generated from Operations 

 

Note 25 to the financial statements reconciles operating profit / (loss) to cash generated 
from operations. However, discrepancies were noted between the comparative figures 
and the audited balances as detailed out below: - 
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Item 

Financial Statements 
2019-2020 

(Kshs) 

Audited Balances 
2018-2019 

(Kshs) 

 
Variance 

(Kshs) 

Adjustment 322,817 0 322,817 

Increase (Decrease) in Trade 
and Other Receivables 

985,295 829,045 156,250 

Cash at Bank 445,933 427,883 18,050 

Balance at End of Year 482,145 464,045 18,100 

 
In the circumstance, the accuracy and completeness of the above balances included in 
the financial statements could not be confirmed. 
 

3. Long Outstanding Trade and Other Receivables 
 

The statement of financial position reflects trade and other receivables balance of 
Kshs.3,874,349 and as disclosed under Note 14 to the financial statements. However, 
aging analysis in support of the balance revealed that debts amounting to Kshs.3,290,657 
had remained uncollected for a period of over one hundred and twenty (120) days which 
casts doubt about their recoverability.  
 
Further, no provisions for bad and doubtful debts had been made on the balances to 
adjust for likely impairment. The Management has not come up with measures to ensure 
prompt collection of the debts going forward.   
 
In the circumstances, the fair statement of the reported trade and other receivables 
balance of Kshs.3,874,349 as at 30 June, 2020 could not been confirmed.  
 

4.    Completeness of Revenue 
 

4.1. Unreconciled Total Revenue 
 

The statement of profit or loss and other comprehensive income for the year ended            
30 June, 2020 reflects total revenues of Kshs.8,631,647. However, scrutiny of cash book 
revealed collections of Kshs.11,138,110 resulting to an unreported and unreconciled 
revenue of Kshs.2,506,463. Further, comparison of the cash book and the bank statement 
revealed unbanked revenue amounting to Kshs.1,880,421. 
 

4.2. Undisclosed Rental and Other Income 
 

The statement of profit or loss and other comprehensive income  reflects other income of 
Kshs.1,080,123, however, income amounting to Kshs.845,801 was unsupported by way 
of schedule.   
 
Further, the Hotel had leased out office space to Baringo County Government at a 
monthly rent of Kshs.75,432 amounting to Kshs.905,184 annually. However, this income 
was not incorporated in the financial statements despite their continuous occupation 
during the year under review.  
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From the foregoing, the accuracy and completeness of the reported total revenues of 
Kshs.8,631,647 could not be confirmed. 
 

5. Long Outstanding Borrowings (Loans) 
 

The statement of financial position reflects long and short-term borrowings (loans) of 
Kshs.27,609,883 and Kshs.46,167,538 respectively and as disclosed under Note 20 to 
the financial statements. The loans have remained unpaid since 2006 with the Tourism 
Finance Corporation indicating the likelihood of converting them into equity.  
Further, available records at the Hotel indicate that Kshs.62,845,024 was owed to the 
Corporation instead of Kshs.73,777,421 reflected in the financial statements as detailed 
out below: - 
 

 
 
Loans 

Amount Reported in the 
Financial Statements  

Kshs 

 
Verified Amount  

Kshs 

Unsupported 
Variance  

Kshs 

Long Term 27,609,883 17,445,024 10,164,859 

Short Term 46,167,538 45,400,000 767,538 

Total 73,777,421 62,845,024 10,932,397 

 
The variance of Kshs.10,932,397 was not explained and the interest accrued by the two 
loans was not incorporated in the financial statements for the year. 
 

In the circumstances, the accuracy and completeness of the reported loan balances 
totaling to Kshs.73,777,421 as at 30 June, 2020 could not be confirmed. 
 

6. Unconfirmed Directors Emoluments 
 

The statement of profit or loss and other comprehensive income for the year reflects 
administration costs of Kshs.14,215,931 and as disclosed under Note 9a to the financial 
statements. Included in the amount is Directors’ emoluments of Kshs.274,906. However, 
evidence of appointment of the Directors by way of gazette notice was not provided for 
audit review, since the term for the previous Directors had lapsed.  
 
Further, there was no evidence of the Board having transacted Hotel business by way of 
minutes of meetings held and attendance registers. The expenditure was also not 
supported by way of payment receipt acknowledgement schedules. 
 

In the circumstance, the regularity of Directors’ emoluments of Kshs.274,906 for the year 
ended 30 June, 2020 could not be confirmed. 
 

7. Irregular Sales and Commissions  
 

The statement of profit or loss and other comprehensive income for the year reflects 
selling and distribution costs of Kshs.375,714 and as detailed under Note 10 to the 
financial statements. Included in the amount is sales commissions of Kshs.283,085 that 
is not covered in the Hotel’s policy documents. The commissions were paid out in cash 
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instead of cheques or electronic funds transfers without any proof of receipt by the 
commission agents.  
 

In the circumstances, the regularity of sales commissions of Kshs.283,085 for the year 
ended 30 June 2020 could not be confirmed. 
 
8. Petty Cash Reimbursements 

 

The statement of profit or loss and other comprehensive income for the year ended           
30 June, 2020 reflects administration costs of Kshs.14,215,931. Verifications carried out 
revealed that payment vouchers amounting to Kshs.1,815,872 were unsupported by way 
of receipts, invoices, delivery notes and stores records to confirm receipt of goods and 
services. 
 
The expenditure could not be linked to particular petty cash payment vouchers to enable 
the audit confirm the appropriateness of the expenditure. Payments were made to 
Kabarnet Hotel instead of an officer of the Hotel entrusted with incurring the expenditure. 
Voucher preparation, attachment of support documents, authorization, cheque writing, 
payments by cheque and cash is done by one person. Requisitions, purchases, receiving 
of goods and services, stores recording and issuance is done by the same person.  
 

In the circumstance, the regularity of petty cash reimbursements of Kshs.1,815,872 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). I am independent of the Kabarnet Hotel Limited Management in 
accordance with ISSAI 130 on Code of Ethics. I 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. I believe that the audit 
evidence I 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. Material Uncertainty Related to Going Concern 
 

The statement of profit or loss and other comprehensive income for the year ended            
30 June, 2020 indicates that the Hotel incurred a loss of Kshs.7,809,261 for the year 
under review (2019-loss of Kshs.7,170,565) bringing accumulated losses to 
Kshs.111,588,413 (2019- Kshs.103,456,335). Further, the current liabilities balance of 
Kshs.73,866,897 exceeds the current assets of Kshs.4,395,580 by Kshs.69,471,317 
resulting to negative working capital. The negative trend casts significant doubt on the 
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ability of the Hotel to continue operating as a going concern. This fact has not been 
disclosed by way of notes to the financial statements, with indication of the measures 
being undertaken or planned to reverse the situation, as required by the International 
Financial Reporting Standards (IFRS). 
 

Consequently, the financial statements for the year as prepared and presented are not 
International Financial Reporting Standards (IFRS) compliant. 
 
2. Budgetary Control and Performance 

 

The statement of comparison of budget and actual amounts reflects total income and 
actual on comparative basis of Kshs.24,368,368 and Kshs.10,227,568 respectively 
resulting to under performance of Kshs.14,140,800 or 58% of the budget. 
 
Similarly, the statement reflects budgeted expenditure and actual amount spent during 
the year on comparable basis of Kshs.18113,876 and Kshs.16,440,908 respectively 
resulting in Kshs.1,672,968 or 9% under expenditure on the approved budget. 
 
No explanations have been rendered for the underperformance, while the Hotel is at risk 
of not being able to meet its operating costs with the continued poor performance. 
 

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, I 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. Long Outstanding Trade and Other Payables 
 

The statement of financial position reflects trade and other payables balance of 
Kshs.27,699,359; (2019-Kshs.22,017,493) and as disclosed under Note 22 to the 
financial statements. Included in the balance is unremitted VAT of Kshs.11,830,553, 
catering levy fees of Kshs.3,295,462 and land rates of Kshs.817,576 which have been 
long outstanding. The Hotel is faced with the risk of incurring accrued interest and 
penalties on the non-remittances.  
 

To the extent, the Hotel is in breach of law. 
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2. Irregular Procurements 
 

The statement of profit or loss and other comprehensive income reflects cost of sales 
amount of Kshs.1,595,921;(2019-Kshs.2,650,991) and as disclosed under Note 7 to the 
financial statements. Review of the Hotel records revealed that there were no prequalified 
suppliers, consequently all goods and services were being procured in cash resulting into 
direct procurement. This is contrary to Section 103 (2a) of the Public Procurement and 
Asset Disposal Act, 2015 which states that direct procurement is only for goods, works or 
services that are available only from a particular supplier or contractor, or a particular 
supplier or contractor has exclusive rights in respect of the goods, works or services, and 
no reasonable alternative or substitute exists.  
 
To the extent, the Hotel is in breach of the law. 
 
3. Non-Implementation of the e-Procurement System 

 

Kabarnet Hotel budgeted for refurbishments of the Hotel at a cost of Kshs.45,000,000 in 
the year under review. The Management awarded the contract for the provision of 
proposed refurbishment, renovation and repair works for the Hotel at a cost of 
Kshs.20,801,851. However, no evidence has been provided that this tender was 
publicized through the websites of the Public Procuring Entity, e-Citizen, Public 
Procurement Regulatory Authority platforms, public notice boards and / or official 
government publications. 
 

To the extent, the Hotel is in breach of the law. 
 
4. Failure to Submit Annual Returns 

 
The Hotel was incorporated under the Companies Act (Cap 486) and as a limited 
company. It was observed that the Hotel has not been filing its annual returns with 
Registrar of Companies. This is contrary to Section 705 (1) of the Companies Act, 2015 
which requires that every company shall submit to the Registrar successive annual 
returns. 
 
To the extent, the Hotel is in breach of the law. 
 

The audit was conducted in accordance with ISSAI 4000. The standard requires that I 
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. I believe that the audit evidence I have obtained is sufficient and appropriate 
to provide a basis for my conclusion. 
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REPORT ON EFFECTIVENESS OF INTERNAL CONTROLS, RISK MANAGEMENT 
AND GOVERNANCE  
 

Conclusion 
 

As required by Section 7(1)(a) of the Public Audit Act, 2015, 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, I confirm that, nothing else has come to my attention to cause me to believe that 
internal controls, risk management and overall governance were not effective. 
 

Basis for Conclusion 
 

1. Lack of an Asset Register 
 

The statement of financial position reflects property, plant and equipment balance of 
Kshs.57,285,787 and as disclosed under Note 12 to the financial statements. However, 
the assets register containing the details of the assets in terms of original cost, additions, 
disposal, accumulated depreciation and the depreciation charge for the year was not 
provided for audit review.  It was therefore not possible to confirm the accuracy of the 
figures of assets as disclosed in these financial statements. 
 

2.  Lack of Risk Management Policy 
 

The Hotel does not have an approved risk management policy in place to guide it on how 
to mitigate operational, legal and financial risks. This is contrary to Section 165 of the 
Public Finance Management (National Government) Regulations, 2015 which states that 
the accounting officer shall ensure that the (a) National Government entity develops risk 
management strategies, which include fraud prevention mechanism. 
  
In the circumstances, the Hotel does not have in place a systematic approach for 
managing risks. 
 

3.  Staff Establishment 
 

The Hotel has twenty-eight (28) staff on board of which sixteen (16) are permanent while 
twelve (12) are casuals. However, the Hotel does not have in place an approved staff 
establishment to guide on the available positions to be filled.  Consequently, it was not 
possible to confirm whether the Hotel has the optimal human resources. 
 

4.  Poor Inventory Control and Management 
 

The statement of financial position reflects inventories balance of Kshs.57,186 as detailed 
in Note 13 to the financial statements. However, the Hotel does not have systems for 
management of the inventories. The mechanism used does not give accurate stock 
operation reports on a quarterly basis or at the end of the year. It was therefore difficult 
to monitor the stock movement and determine the stock-out and the re-order levels. The 
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stock records verified did not have requisition records, bin and ledger cards. There was 
no evidence of periodic reports from to the stores after carrying out inspection.  
 

In the circumstance, the Hotels' internal control systems are weak. 
 

5.  Governance and Internal Audit  
 

During the year under review, it was observed that the hotel did not have an internal audit 
function in place to evaluate and improve the effectiveness of risk management, control 
and governance processes. Further, the Hotel has been operating without a substantive 
managing director or accounting officer charged with day to day management of activities 
of the hotel. Consequently, the accountant doubles up as the Managing Director.   
 

In the circumstance, the Hotels' internal control systems are weak. 
 

6.  IT Internal Control and Fire Systems 
 

During the year under review, it was observed that there was no IT strategic plan, disaster 
recovery plan and policies and procedures. The environmental controls such as fire 
suppression systems, sensors, alarms and fire extinguishers had expired. There were no 
uninterrupted power supply (UPS) or generators for electricity powered systems. There 
was no formal documented and tested emergency procedure in place to be followed 
incase of an emergency and that all hotel process are manual with no 
departmental interphase. Without an IT system the manual documentation stands a 
higher risk of deterioration due to age and wearing out and there is no back up of 
information.  
 
The audit was conducted in accordance with ISSAI 2315 and ISSAI 2330.  The standards 
require that I 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. I believe that the audit evidence I 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, I report based on my 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; 
 

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

 

iii. The Hotel’s financial statements are in agreement with the accounting records and 
returns. 
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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. 
 

In preparing the financial statements, Management is responsible for assessing the  
Hotel’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 Hotel 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 Hotel 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. 
 

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 
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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, I 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, I exercise professional 
judgement and maintain professional skepticism throughout the audit. I 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 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 Hotel’s ability to continue as a going concern. If I conclude that a material 
uncertainty exists, I 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 Hotel to cease 
to continue as a going concern. 
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 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 Hotel to express an opinion on the financial statements.  
 

 Perform such other procedures as I consider necessary in the circumstances. 
 

I 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. 
 
I also provide Management with a statement that I 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 
 
09 February, 2022 


