REPORT OF THE AUDITOR-GENERAL ON RIVATEX EAST AFRICA LIMITED FOR
THE YEAR ENDED 30 JUNE, 2020

REPORT ON THE FINANCIAL STATEMENTS
Qualified Opinion

| have audited the accompanying financial statements of Rivatex East Africa Limited set
out on pages 1 to 40, 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 and statement of cash flows, 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, the financial position
of the Rivatex East Africa Limited as 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 and the Public Finance
Management Act, 2012.

Basis for Qualified Opinion

1.0 Inaccuracies in Property, Plant and Equipment

The statement of financial position and as disclosed in Note 14 to the financial statements
reflects property, plant and equipment balance of Kshs.6,376,418,952 as at
30 June, 2020. However, the following anomalies were noted;

i.  The property, plant and equipment balance of Kshs.6,376,418,952 is at variance
with the assets register balance of Kshs.4,393,706,604 provided for audit resulting
in an unexplained and unreconciled balance of Kshs.1,982,712,348 as detailed
below:

Balance as per

Note 14 to the

Balance as per

Financial Assets | Unreconciled

Statements Register Difference

Description of Item (Kshs.) (Kshs.) (Kshs.)

Buildings 95,466,154 91,862,680 3,603,474

Buildings Work in Progress 459,076,570 0.00| 459,076,570

Plant and Equipment 4,345,360,857 | 4,300,242,963 5,117,894

Plant and Equipment (work in | 1,474,336,766 0.00 |1,474,336,766
Progress)

Furniture and Fittings 2,178,605 1,600,961 577,644

Total 6,376,418,952 | 4,393,706,604 |1,982,712,348
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ii. Review of assets register revealed that assets with carrying value of
Kshs.105,293,801 were dismantled to pave way for installation of new machines
during the year ended 30 June, 2019. The dismantled assets have not been
included under non-current assets. The assets were not impaired in accordance
with the requirements of International Accounting Standard (IAS) No 36 on
Impairment of Assets. Management explained that the assets were held for sale in
accordance with the International Financial Reporting Standard 5 on Non-current
Assets Held for Sale and Discontinued Operations.

iii.  Included in the property, plant and equipment balance of Kshs.6,387,002,889 is
work-in-progress balance of Kshs.1,933,413,336 comprising of buildings with a
carrying value of Kshs.459,076,570 and plant and equipment with a carrying value
of Kshs.1,474,336,766. However, the Management did not maintain a work-in-
progress register.

Consequently, the accuracy and completeness of the property, plant and equipment
balance of Kshs.6,387,002,889 as at 30 June, 2020 could not be confirmed.

2.0 Fair Statement of Expired Chemicals Inventories

The statement of financial position and as disclosed in Note 16 to the financial statements
reflects inventories balance of Kshs.923,125,119 as at 30 June, 2020. Included in the
inventories balance is amount of Kshs.15,484,686 relating to expired chemicals. The
inventories are valued at lower of cost and net realizable value. However, the value of the
expired chemicals has not been written down in accordance with Paragraph 6 of the
International Accounting Standard (IAS) No. 2 on Inventories.

Consequently, the accuracy, and fair valuation of the expired chemicals inventories
balance of Kshs.15,484,686 as at 30 June, 2020 could not be confirmed.

3.0 Long Outstanding Trade and Other Receivables

The statement of financial position and as disclosed in Notes 17 to the financial
statements reflects trade receivables of balance of Kshs.97,202,416 as at 30 June, 2020.
Included in this balance is an amount of Kshs.18,712,474 which had been outstanding
for over 90 days as at 30 June, 2020. Management explained that the past due debtors
are not impaired and continue to be settled. However, it was noted that the company does
not hold any collateral against the past due or impaired receivables.

Consequently, in the absence of a collateral, the recoverability of the long outstanding
trade receivables of Kshs.18,712,474 could not be confirmed.

4.0 Unsupported Retention/Contract Monies

The statement of financial position and as disclosed in Note 23 to the financial statements
reflects trade and other payables balance of Kshs.97,202,416 as at 30 June, 2020.
Included in this amount is Kshs.17,640,172 in respect of retention/contract monies.
However, the Management did not provide the bank account details and retention monies
register for audit.
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Consequently, the accuracy and completeness of retention /contract monies balance of
Kshs.17,640,172 as at 30 June, 2020 could not confirmed.

5.0 Unaccounted for Development Grants

During the financial year the Company received grants of Kshs.1,080,000,000 being
Kshs.1,050,000,000 received from the Ministry of Industry, Trade and Co-operatives and
Kshs.30,000,000 received from the Ministry of Education, Science and Technology.
However, Management did not provide for audit documents and explanation on how the
Kshs.1,080,000,000 was used.

Consequently, the accuracy of the use of the receipts of Kshs.1,080,000,000 being
development grant could not be confirmed.

The audit was conducted in accordance with International Standards of Supreme Audit
Institutions (ISSAIs). | am independent of the Rivatex East Africa Limited Management
in accordance with ISSAlI 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.

Material Uncertainty Related to Going Concern

During the year under review, the Company reported a net loss Kshs.376,569,160
resulting in accumulated loss to Kshs.1,810,610,245 as at 30 June, 2020. The
Management attributes the poor performance to constant breakdown in processing
machines that had hindered the company's ability to supply goods of the right quality and
on time.

My opinion is not modified in respect of this matter.

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

Budgetary Control and Performance

The statement of comparative budget and actual amounts reflects final receipts budget
and actual on comparable basis of Kshs.355,505,570 and Kshs.353,474,308 respectively

resulting to an under-realization of. Similarly, the Company incurred expenditure of
Kshs.730,043,468 against an approved expenditure budget of Kshs.716,570,408
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resulting to an over-expenditure of Kshs.13,473,060. The underfunding affected the
planned activities and may have impacted negatively on service delivery to the public.

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 Failure to Remit Pension and Benevolent Fund Deductions

The Company had not remitted pensions deductions to the Moi University Staff Pension
Scheme and RIVATEX Staff Benevolent Fund amounts of Kshs.22,000,746 and
Kshs.1,133,565, respectively. Management did not provide explanation for failure to remit
the deductions.

Consequently, Management was in breach of law.
2.0 Payment Against Expired Lease Agreement

Management made payment of Kshs.420,000 for rent charges for Kisumu outlet shop in
Kisumu Municipality under Plot 55/35. The payment was made against a lease that had
expired on 31 October, 2015 and had not been renewed.

In the circumstances, the payment and continued occupation was irregular.
3.0 Non-Compliance with the One Third of Basic Salary Rule

Review of the Company’s payroll for the months of July, August, September and
December, 2019, and May and June, 2020 revealed that eighty-one (81) officers of the
company earned salaries which were less than a third of their respective basic salaries,
This was contrary to Section 19 (3) of the Employment Act, 17 of 2007 which requires
that deductions made by an employer from the wages of his employee at any one time
shall not exceed two thirds of such wages.

Consequently, Management was in breach of law.
4.0 Non-Compliance with Law on Ethnic Composition
An audit of human resource showed that the company had seven hundred and seventy-

nine (779) employees out of whom six hundred and eighteen (618) or 79 % were from the
dominant community, while one hundred and sixty-one (161) or 21% were from non-
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dominant communities. This is contrary to Section 7 of the National Cohesion and
Integration Act, 2008 which provides that all public establishments shall seek to represent
the diversity of the people of Kenya in the employment of staff and that no public
establishment shall have more than one third of its staff from the same ethnic community.

Consequently, Management was in breach of law.
5.0 Enterprise Resource Planning

The Company entered into a contract for the supply, delivery, implementation, training
and commissioning of the Enterprise Resource Planning (ERP) system at a contract sum
of Kshs.4,449,334 on 27 April 2016. The ERP was to have the following modules; ledger
accounting, fixed asset register, purchase order processing, inventory control, sales order
processing, production, factory/ equipment maintenance, payroll and human resources.

Review of correspondences between the company and the vendor revealed that the
server had failed thus rendering the system non-operational. However, Management did
not provide for audit reports on why the system failed and the remedial actions taken.
This was contrary to Part (b) of the contract agreement required that the service provider
to provide the said services and to remedy the defects therein and to provide any other
service related to the subject matter of the contract in conformity with and in respect of
the provision of the contract.

Consequently, value for money has not been realised in the procurement of the ERP
system and the expenditure of Kshs.4,449,334 incurred on acquisition of the ERP.

The audit was conducted in accordance with ISSAI 4000. The standard requires that |
comply with ethical requirements and plan and perform the audit to obtain assurance
about whether the activities, financial transactions and information reflected in the
financial statements are in compliance, in all material respects, with the authorities that
govern them. | believe that the audit evidence | have obtained is sufficient and appropriate
to provide a basis for my conclusion.

REPORT ON EFFECTIVENESS OF INTERNAL CONTROLS, RISK MANAGEMENT
AND GOVERNANCE

Conclusion

As required by Section 7(1)(a) of the Public Audit Act, 2015, based on the audit
procedures performed, except for the matters described in the Basis for Conclusion on
Effectiveness of Internal Controls, Risk Management and Governance section of my
report, | confirm that, nothing else has come to my attention to cause me to believe that
internal controls, risk management and overall governance were not effective.
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Basis for Conclusion
1.0 Lack of Approved Human Resource Policy and Staff Establishment

Review of the human resource records revealed that the company did not have approved
human resource policy and staff establishment in place during the year under review.
Without the approved staff establishment, it was not possible to confirm the optimum
number of employees or deficit or surplus per department or the institution as a whole.

Consequently, the Management was in contravention of Section B2(1) of the Human
Resource Policies and Procedures Manual for the Public Service, 2016 which requires
every Ministry/State Department to prepare human resource plans to support
achievement of goals and objectives in their strategic plans.

2.0 Lack of Approved Information Technology Security Policy

Review of the Company’s information technology systems revealed that it has in place
Enterprise Resource Planning (ERP) to manage its operations. However, the Company
did not have an approved IT policy for governance and management of its ICT resources.
In addition, there is no ICT steering committee in place to assist in development of ICT
policy framework to enable the company realize long term ICT strategic goals. Lack of an
approved IT policy may result in unclear direction regarding maintenance of information
security across the organization and safeguarding the Company's ICT assets. Further,
without a sound and approved framework, users do not have any rules and procedures
to follow in order to minimize risk of errors, fraud and the loss of data confidentiality,
integrity and availability.

The audit was conducted in accordance with ISSAI 2315 and ISSAI 2330. The standard
requires that | plan and perform the audit to obtain assurance about whether processes
and systems of internal control, risk management and overall governance were operating
effectively, in all material respects. | believe that the audit evidence | have obtained is
sufficient and appropriate to provide a basis for my conclusion.

REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS
As required by the Kenyan Companies Act, 2015 | report based on the audit, that:

I. | have obtained all the information and explanations which, to the best of my
knowledge and belief, were necessary for the purpose of the audit;

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

iii. The company’s statement of financial position and statement of profit or loss and
other comprehensive income are in agreement with books of account; and
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Iv. The report of the Directors has been provided to enable me give an opinion
whether the information contained therein is consistent with the financial
statements.

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 the
Kenyan Companies Act, 2015, 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 to cease operations.

Management is also responsible for the submission of the financial statements to the
Auditor-General in accordance with the provisions of Section 47 of the Public Audit Act,
2015.

In addition to the responsibility for the preparation and presentation of the financial
statements described above, Management is also responsible for ensuring that the
activities, financial transactions and information reflected in the financial statements are
in compliance with the authorities which govern them, and that public resources are
applied in an effective way.

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

Auditor-General’s Responsibilities for the Audit

The audit objectives are to obtain reasonable assurance about whether the financial
statements as a whole are free from material misstatement, whether due to fraud or error,
and to issue an auditor’s report that includes my opinion in accordance with the provisions
of Section 48 of the Public Audit Act, 2015 and submit the audit report in compliance with
Article 229(7) of the Constitution. Reasonable assurance is a high level of assurance, but
is not a guarantee that an audit conducted in accordance with ISSAIs will always detect
a material misstatement and weakness when it exists. Misstatements can arise from fraud
or error and are considered material if, individually or in the aggregate, they could
reasonably be expected to influence the economic decisions of users taken on the basis
of these financial statements.
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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 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 ISSAIls. 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 noncompliance. 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:

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.
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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 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.

| also provide Management with a statement that | have complied with relevant ethical
requirements regarding independence, and to communicate with them all relationships
and other matters that may reasonably be thought to bear on my independence, and
where applicable, related safeguards.

CPA Nancy Gathungu, CBS
AUDITOR-GENERAL

Nairobi

15 February, 2022
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