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REPORT OF THE AUDITOR-GENERAL ON MWEA RICE MILLS LIMITED FOR 
THE YEAR ENDED 30 JUNE, 2020 

 
REPORT ON THE FINANCIAL STATEMENTS 
 
Qualified Opinion  
 

I have audited the accompanying financial statements of Mwea Rice Mills Limited set 
out on pages 1 to 19, which comprise of the statement of financial position as at                   
30 June, 2020, and the statement of profit or loss and other comprehensive income, 
statement of changes in equity, statement of cash flows and statement of comparison 
of budget and actual amounts for the year then ended, and 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 Mwea Rice Mills 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 
Companies Act, 2015. 
 
Basis for Qualified Opinion 
 

1.0 Lack of Ownership Documents and Valuation of Property, Plant and 
Equipment 

 

The statement of financial position and as disclosed in Note 2 to the financial 
statements reflects property, plant and equipment balance of Kshs.23,787,285. 
Included in this balance ia an amount of Kshs.9,156,781 relating to buildings which 
were fully depreciated but had not been revalued. Further, the balance includes a 
parcel of land acquired in 1992 at a cost of Kshs.280,000 measuring 1.62 hectares or 
4.0014 acres which has not been revalued. This is contrary to the International 
Accounting Standard No.16 which provides for regular revaluation of assets so that 
the carrying amount of the asset does not differ materially with their fair value, at the 
end of the reporting period.  
 

In addition, the balance includes houses located in Kilimani area of Nairobi County 
and a residential building located in Mwea area of Kirinyaga County. However, 
ownership documents provided for audit indicates that the land on which the houses 
in Nairobi are located is registered in the name of a third party while the land on which 
the building in Mwea is located is registered in the name of the original owners. It was 
further observed that some of the original owners have subdivided the parcel of land 
and transferred its ownership to third parties.   
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Consequently, the accuracy, completeness, valuation, ownership and fair statement 
of the property, plant and equipment balance of Kshs.23,787,285 could not be 
confirmed. 
 

2.0    Obsolete Inventory 
 

The statement of financial position and as disclosed in Note 4 to the financial 
statements reflects inventories with a book value of Kshs.27,741,987.  Included in this 
balance are obsolete spare parts valued at Kshs.15,309,840. Review of the stock 
sheets reflected Nil balances for spare parts.  
 

Consequently, the inventories balance of Kshs.27,741,987 is overstated by the value 
of the obsolete spares amount of Kshs.15,309,840. 
 

3.0 Unsupported Adjustment in Trade and Other Receivables  
 

The statement of financial position and as disclosed in Note 5 to the financial 
statements reflects trade and other receivables balance of Kshs.17,538,163 after 
provisions. Included in this balance is fixed deposits amount of Kshs.20,421,874 held 
in Continental Credit Finance - Under Receivership in respect of the principal amount 
of Kshs.16,815,053 and interest of Kshs.3,606,82.  During the year under review, an 
adjustment of Kshs.3,606,821 to the fixed deposit balance was made without 
supporting journal vouchers or explanation from Management. Management has 
made full provision for the principal and interest as at 30 June, 2020.  
 

Consequently, the accuracy and fair statement of the fixed deposits of 
Kshs.20,421,874 held in Continental Credit Finance - Under Receivership recognized 
as trade and other receivables could not be confirmed. 
 

4.0 Non-remittance of Outstanding Tax  
 

The statement of financial position and as disclosed in Note 14 to the financial 
statements reflects trade and other payables balance of Kshs.51,381,944. Included in 
this balance is tax provision of Kshs.4,234,203 which includes a prior year amount of 
Kshs.2,069,563. Management has not demonstrated efforts made to pay the tax 
liability. 
 

Consequently, the Company risks fines and penalties for non-remittance of taxes. 
 

5.0 Unexplained Differences in the Cost of Paddy  
 

As previously reported, review of the cost of sales revealed loss of Kshs.3,924,315 
which resulted from variances noted between the Local Purchase Orders (LPOs), 
stock cards, delivery notes, and goods received notes which reflected a cost of 
Kshs.569,625, and ledger records which indicated a purchase price of 
Kshs.4,493,940. Further, the following anomalies which were noted have not been 
addressed; 

i. Review of records revealed cost of sales of Kshs.11,300,625 in respect of 
paddy to mills which which was at variance with the reported balance of 
Kshs.54,669,580 resulting in an unexplained and unreconciled variance of 
Kshs.43,368,955. 
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ii. Included in the cost of sales balance of Kshs.91,996,451 was an unexplained 
journal balance of Kshs.50,175,640 adjusting paddy to mills. 
   

iii. The calculated cost of sales for basmati white rice revealed a total of 
Kshs.9,427,540 which was at variance with the reported amount of 
Kshs.6,773,700 resulting to an unexplained and unreconciled variance of 
Kshs.2,653,840. 

 
 

iv. The cost of paddy to mills balance increased from Kshs.2,524,903 in the 
previous year to Kshs.54,669,580 resulting to an unexplained and unreconciled 
increase of Kshs.52,134,677. 
 
 

v. The Company policy is to retain bran meal, chicken feeds and course bran. 
Recalculation using the recovery rate on paddy milled revealed that the 
Company produced approximately 123,803.84 Kgs of chicken and 386,761 
Kgs of bran meal. However, it was observed that the Company did not maintain 
any records for these by-products. Management reflected a Nil balance for all 
the by-products at the end of the year.  

 

Management did not provide explanations about the loss. The matter is still under 
investigation by the Directorate of Criminal Investigations. 
 

6.0 Unaccounted for Turnover 
 

As previously reported, the following unsatisfactory matters were noted in the audit of 
the financial year 2018/2019: 

(i) The turnover recorded in the daily revenue book amount of Kshs.55,727,323 
differed with the balance of Kshs.33,574,632 reflected in the financial statements 
resulting in understatement of turnover by Kshs.22,152,691.  
 

(ii) The daily revenue book reflected an amount of Kshs.25,100,455 differed from 
the revenue schedule amount of Kshs.33,574,632 resulting to an unexplained 
and unreconciled variance of Kshs.8,474,177. 
 

(iii) The Company had in store 9,350 Kgs of discarded broken rice valued at 
Kshs.1,870,000 which was said to be returns from Uchumi Supermarket. 
However, there was no documentation to show how the returned goods were 
taken on charge during the year under review. 

 
 

(iv) The basmati rice packet sales amount of Kshs.8,794,530 differed with the 
computed sales of Kshs.9,582,740 resulting in unaccounted for sales 
Kshs.788,210. 
 

(v) The sales of Kshs.33,574,580 made during the financial year 2018/2019 differed 
with the stock movement of Kshs.47,521,800 and paddy milled of 
Kshs.54,669,580. 
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Management did not provide explanations about the loss. The matter is still under 
investigation by the Directorate of Criminal Investigations. 
 

The audit was conducted in accordance with International Standards of Supreme 
Audit Institutions (ISSAIs). I am independent of the Mwea Rice Mills 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 judgement, 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    
 

Prior Year Matters 
 

In the audit report of the previous year, several issues were raised under the Report 
on Financial Statements, Report on Lawfulness and Effectiveness in Use of Public 
Resources, and Report on Effectiveness of Internal Controls, Risk Management and 
Governance. However, the Management has not resolved the issues and have 
indicated that the issues are under investigations by the Directorate of Criminal 
Investigations. 
 

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   
 

1.0 Lack of Internal Audit Function and an Audit Committee of the Board 
 
The Company has not established an internal audit function. This is contrary to 
Section 73 of the Public Finance Management Act, 2012 which provides for the 
establishment of the internal audit function. As such the Company did not benefit from 
the assurance and advisory services from the internal audit function as well as 
oversight from the Audit Committee.  
 
Consequently, the Management was in breach of the law. 
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2.0 Rental Income  
 
The Ministry of Lands submitted a valuation report on market rental rate for Leaders 
House on Moi Avenue and mansionettes situated at the Junction off Lenana Road 
and Woodlands Road in Hurlingham, Nairobi. The minimum annual expected rental 
income as per the valuation report for the year ended 30 June, 2020 was 
Kshs.16,548,000. However, only Kshs.3,586,188, was realized during the year under 
review, resulting to a significant shortfall of Kshs.8,882,354 or 53.7%. 
 
Further, the audit revealed that tenants were evicted from Leader House on 10 March, 
2020, following which rental income for the month of January and February, 2020, 
amounting to Kshs.311,366 was not collected. Rent amounting to Kshs.155,683 for 
the month of October, 2019 was also not collected from all the tenants of Leader 
House, resulting in under collection of rent for the year under review. 
  
In addition, a tenant continued to occupy the Company’s Maisonettes after the expiry 
of the tenancy lease agreement. Also, lease agreements for Leader House rental 
property units of the Company were not availed for audit  
 
3.0 Unclear Award of Property Management Services Contract 
 
The Company entered into a contract for the procurement of property management 
services at a contract price of Kshs.1,756,525 for a period of three (3) years in 2019. 
In   February, 2020, the Company entered into another contract at a contract price of 
Kshs.12,562,000 for a period of three (3) years. Given that the earlier award was for 
a period of three (3) years, it is not clear the circumstances under which another 
procurement of the property management services was carried out within the contract 
period of the first tender as there was no documentary evidence of termination of the 
first tender or its non-acceptance. 
 
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. 

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, I confirm that, nothing has come to my attention to cause me 
to believe that Internal Controls, Risk Management and Governance, were not 
effective. 
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Basis for Conclusion 
 

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 
processes and systems of internal control, risk management and 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 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 my audit; 
 

(ii) In my opinion, proper books of account have been kept by the Company, so far 
as appears from the examination of those books; and 

 

(iii) The Company’s statement of financial position and statement of profit and loss 
and other comprehensive income are in agreement with books of account; and 

 
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 any 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 Management monitors compliance with 
relevant legislative and regulatory requirements, ensuring that effective processes 
and systems are in place to address key roles and responsibilities in relation to 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, 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 
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 
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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 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 Company to cease to continue as 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 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 communicate with them all relationships 
and other matters which may reasonably be thought to bear on my independence, 
and where applicable, related safeguards.  
 

 
CPA Nancy Gathungu, CBS 
AUDITOR-GENERAL 
 
Nairobi 
 
15 February, 2022 


