REPORT OF THE AUDITOR-GENERAL ON SIMLAW SEEDS COMPANY UGANDA
LIMITED FOR THE YEAR ENDED 30 JUNE, 2020

REPORT ON THE FINANCIAL STATEMENTS
Adverse Opinion

| have audited the accompanying financial statements of Simlaw Seeds Company
Uganda Limited set out on pages 2 to 43, 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
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, because of the significance of the matters discussed in the Basis for
Adverse Opinion section of my report, the financial statements do not present fairly,
the financial position of Simlaw Seeds Company Uganda 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 (accrual basis) and do
not comply with Uganda Companies Act, 2012.

Basis for Adverse Opinion
The financial statements reflect several balances that have not been supported with
adequate records or information, as explained in the following paragraphs:

1.0 Comparative Amounts

The following comparative balances reflected in the statement of cash flows differ with
those reflected in the previous year’s audited financial statements as indicated in the
following table:

Amount as per Amount as per

Financial Audited Financial

Statements for Statements for
2019/20 2018/19 Variance
ltem Ushs.000 Ushs.000 | Ushs.000
Gain/Loss in Exchange - (150,688) 150,688
Amounts due from/to 587,982 984,764 | (396,782)

related parties
proceeds from . 34,374 | (34,374)
orrowings
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Further, the opening balance for the other income balance amounting to
Ushs.150,688,000 reflected in the statement of profit or loss and other comprehensive
income differs by Ushs.41,995,000 with the balance amounting to Ushs.108,693,000
reflected against the account in Note 7 to the financial statements.

Further, the items reflected in respect to the account at Note 7 amount to a debit
(negative) balance of Ushs.246,413,000 being the sum of profit on exchange
amounting to Ushs.179,714,000 and loss on exchange amounting to
Ushs.108,693,000 and credit balance of interest paid 41,994,000. No explanation or
reconciliation has been provided on the variance.

2.0 Revenue (Sales) Amount

The statement of profit or loss and other comprehensive income reflects revenue for
the year under review totalling Ushs.12,577,830,000 which however differs by
Ushs.67,159,000 with revenue balance totalling to Ushs.12,644,989,000 reflected in
the sales ledger. Management explained the variance as having resulted from sales
invoices that were entered into the ledger after the trial balance had been extracted
for the purpose of preparing the financial report. However, no explanation was
provided for the failure to correct the anomaly. Therefore, the reported revenue
balance may be understated by Ushs.67,159,000.

3.0 Total Expenses

The statement profit or loss and other comprehensive income reflects total expenses
amounting to Ushs.1,979,214,000 comprised of sales and distribution expenses,
administrative expenses and other operating expenses as further disclosed in Note 8,
Note 9 and Note 10 to the financial statements. However, the notes cumulatively
reflect twelve (12) line expense items with a total value of Ushs.1,587,349,000 which
however differ with the balances totalling Ushs.1,626,136,000 recorded in the respect
to the items in their respective ledger as shown in the Appendix to this report.

4.0 Shareholders’ Funds

Further, reported under “Performance at a Glance” section at page vi of the annual
report and financial statements is shareholders’ funds balance amounting to negative
Ushs.231,000,000 which however, differs by UShs.85,000,000 with the corresponding
balance amounting to Ushs.316,000,000 reflected in the statement of financial
position.

5.0 Cash and Cash Equivalents

The statement of financial position as at 30 June, 2020 reflects a cash and cash
equivalents totalling Ushs.3,841,463,000 which however, differs by a net difference of
Ushs.33,487,000 with balances shown in the two cash book balances totalling
Ushs.3,807,976,000 shown in the following table:
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Balance in as
Financial Balance in
Statements | Cashbooks Variance
Account
Ushs.000 Ushs.000 Ushs.000
Kenya Commercial Bank 1,610,480 1,611,512 (1,032)
Centenary Bank 2,230,983 2,196,464 34,519
Total 3,841,463 3,807,976 33,487

No explanation or reconciliation was provided on the variances. Further, the Centenary
Bank Account reconciliation statement as at 30 June 2020 reflected three un-
presented cheques totalling Ushs.2,400,000, which had become stale as they had not
been presented to the bank for payment for periods exceeding six months as at
30 June, 2020. No explanation was provided for the failure to cancel the cheques and
reverse them in the cashbook.

In addition, the certificate of bank balances obtained from the Company’s main bank
account had a balance of Ushs.1,669,223,733 as at 30 June, 2020. The Company
had two more bank accounts with balances totalling Kshs.7,394 and US$.774
respectively as at 30 June, 2020. However, the latter two balances were not included
in the cash and cash equivalents balance totalling Ushs.3,341,463,000 reflected in the
financial statements. Management did not provide an explanation for their omission.

Further, the statement of cash flows for the year under review reflects amounts due
from/ to related parties and amounts due from/ to the parent Company amounting to
Ushs.8,000 and Ushs.1,090,768,000 respectively. However, a recast of items included
in the balance yielded Ushs.223,001,000 and Ushs.1,313,768,000 resulting in
variances of Ushs.222,993,000 and Ushs.223,000,000 respectively. No
reconciliations were provided for the balances.

Also, Note 21 (a) relates to non-current liabilities and should therefore not have been
included in the statement of cash flows under “changes in working capital”.

6.0 Non-Current Assets

The statement of financial position reflects a property, plant and equipment balance
totalling Ushs.1,302,461,000 as at 30 June, 2020. However, included in the balance
is machinery totalling Ushs.104,845,000 which however, differs with the sum of
Ushs.57,060,000 reflected in respect to the Company’s machinery in the assets
register. No explanation was provided for the variance of Ushs.47,785,000 between
the two sets of records.

Further, several non-current balances reflected in the statement of financial position
differ with those reflected in respect to the accounts in the trial balance as follows:
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Amount as | Amount as
Per Financial Per Trial
Statements Balance Variance
Ushs.000 Ushs.000 | Ushs.000

Property, Plant and Equipment

(Book Value)

Land 948,610 84,200 864,410
Buildings 70,123 0 70,123
Work- in -progress 148,064 1,205,060 | (1,056,996)
Machinery 104,845 (5,320) 110,165
Motor Vehicles 48,863 27,850 21,013
Office Furniture and Equipment 29,734 (9,328) 39,062

Management explained that the items in the trial balance were reclassified to provide
a true reflection of the various classes of assets. However, the basis for the
reclassifications and the resulting adjustments on the balances were not provided for
audit and as a result, their validity and accuracy could not be confirmed.

7.0 Inventories

In addition, the statement of financial position reflects an inventories balance totalling
Ushs.3,471,429,000, whereas the stock valuation report as at 30 June, 2020 reflected
inventories totalling Ushs.2,810,358,000, resulting to an unreconciled variance of
Ushs.661,071,000. Therefore, the inventories may have been stated at higher
amount than net realizable value, contrary to the Company’s policy on inventories
which provides that inventories shall be stated at the lower of cost and net realizable
value.

Had the stock valuation balance amounting to Ushs.2,810,358,000 been applied
instead, the Company would have reported an operating loss of Ushs.120,071,000,
instead of the profit of Ushs.541,000,000 reflected in the statement of profit or loss
and other comprehensive income.

Management has explained that the difference in the two stock values arose from
several unidentified sales receipts that were omitted in the valuation of stock.
However, no explanation was provided on why these were not corrected in the
financial statements.

Further, the inventories balance totalling Ushs.3,471,429,000 was comprised of book
values of stocks of cabbage, tomatoes, other vegetables, packaging, chemicals,
fertilizers and provision for obsolete stock , as disclosed in Note 18 to the financial
statements. However, the balance was not supported with stores records such as bin
cards, stock control cards and a report on stock denoted as expired or damaged at
Industrial Area, Masindi and Nakivubo stores. As a result, the accuracy and
completeness of the inventory balance could not be confirmed.

In view of these anomalies, the accuracy and completeness of the inventories balance
totalling Ushs.3,471,429,000 as at 30 June, 2020 could not be confirmed.
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8.0 Trade and Other Receivables

Note 19 to the financial statements reflects trade and other receivables amounting to
Ushs.1,857,575,000 which include provision for bad and doubtful debts totalling
Ushs.169,395,000, whereas the analysis provided for audit in respect to the balance
reflected debts totalling Ushs.2,020,379,000, resulting in an unreconciled variance of
Ushs.162,804,000.

Management explained the relatively larger receivables balance reflected in the
analysis as having resulted from unidentified sales receipts posted after the trial
balance had been extracted and the financial report for the year under review
prepared. However, no explanation was provided why the financial statements were
not reconciled with the ledger.

Further, the receivables analysis balance amounting to Ushs.2,020,379,000 included
receivables totalling Ushs.991,936,000 which, as at 30 June, 2020, had been
outstanding for periods ranging from 120 days to 180 days as analyzed in the following
table:

Period Outstanding Amount

(Days) (Ushs). | Long Outstanding
(Ushs).

180 Days 711,005,000

150 Days 122,302,000

120 Days 98,629,000 991,936,000

90 Days 485,613,000

60 Days 240,008,000

30 Days 152,111,000

Current 210,711,000

Total 2,020,379,000 991,936,000

Management explained that the long outstanding debts were comprised of amounts
due from out-growers who were advanced seeds for the purpose of multiplication, and
salary advances to staff on contract. Management further indicated that the farmers
were unable to pay the debts due to post-harvest losses occasioned by heavy rains.
The advances to staff on contract were reportedly not recovered in due time. However,
Management did not provide evidence on efforts made to recover the receivables.

In view of these issues, the accuracy and extent of recoverability of the trade
receivables balance totalling Ushs.1,203,314,000 reflected in the statement of
financial position could not be confirmed.

9.0 Trade and Other Payables

The statement of financial position reflects trade and other payables balance totalling
Ushs.2,646,044,000 as further reflected in Note 22 to the financial statements.
However, the balance differs by Ushs.507,247,000 with the balance of
Ushs.3,153,293,000 reflected in the analysis provided for the account. No explanation
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was provided for the difference between the two sets of records. Management
explained that the variance related to invoices and payments included in the analysis
but not posted at the time the trial balance was extracted.

No plausible explanation was provided why the omission was not corrected.
Further, the accounts payable analysis report balance of Ushs.3,153,293,000 includes

payables totalling Ushs.2,372,746,000 which, had, as at 30 June, 2020, remained
unsettled for between 120-180 days as analyzed in the following table:

Period Payable Amount Long Outstanding
Outstanding Ushs.’000 Ushs.’000
180 Days 643,038
150 Days 1,450,119
120 Days 279,590 2,372,746
90 Days 65,167
60 Days 148,748
30 Days 62,980
Current 503,652
Total 3,153,293 2,372,746

Management has explained that all the outstanding accounts payable were within the
repayment periods agreed with suppliers. However, the agreements signed with the
respective suppliers for audit verification and as a result, Management’s assertion
could not be confirmed.

In view of these anomalies, the accuracy and completeness of trade payables totalling
Ushs.2,646,044,000 reflected in the statement of financial position as at 30 June, 2020
could not be confirmed.

10. Notes to the Financial Statements
Ledgers or supporting schedules for the following line items reflected in the financial

statements under the respective Notes to the financial statements were not provided
for audit verification:

Amount
Note No. and Item Account Description Ushs.‘000’
Note 5 Revenue Revenue
Income from Certified Maize 2,592,997
Seeds
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Amount

Note No. and Item Account Description Ushs.‘000’
Income from Vegetable 8,887,403
Seeds
Income from Pasture Seeds 50,281
Income from Other Seeds 1,047,149
Total Revenue 12,577,830
Note 6- Cost of Sales
Seed Production, Testing & 821,980
Others
Repairs and Maintenance 48,026
Total Cost of Sales 870,006
Note 9- Administrative | Administrative Expenses

Expenses
Rent and Rates

12,992

10.1 Selling and Distribution Expenses

Included in the selling and distribution expenses balance totalling Ushs.344,260,000
reflected in the statement of profit or loss and other comprehensive income and as
disclosed in Note 8 to the financial statements, are the following unconfirmed
expenses:

i. Travelling expenses totalling Ushs.169,818,000 which include travel costs
totalling Ushs.61,514,000 that were not supported with work programmes , field
work reports, invitation letters for workshops, workshops’ programmes or
copies of air tickets and boarding passes, as applicable.

ii.  Public relations and advertising expenses totalling Ushs.130,841,000 including
advertising expenses totalling Ushs.37,890,000 which were not supported with
procurement records, requisitions from user departments, delivery inspection
and acceptance reports, or any other relevant supporting documents.

10.2 Administrative Expenditure

Included in the administrative expenses balance totalling Ushs.1,133,354,000
reflected in the statement of profit or loss and other comprehensive income are
expenses totalling Ushs.149,110,448 which were not supported with a procurement
plan and procurement documents such as tenders, quotations, list of prequalified
suppliers, contract agreements, inspection and acceptance reports, and requisitions
from the users and evaluation reports.

10.3 Other Operating Expenses

Included in the other operating expenses totalling Ushs.501,600,000 reflected in the
statement of profit or loss and other comprehensive income for the year under review,
and as disclosed in Note 10 to the financial statements, are repair and maintenance
costs totalling Ushs.8,135,000 not supported with reports on defects identified and
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repaired, and evidence of these having been carried out by prequalified repair and
maintenance service providers.

10.4 Property, Plant and Equipment

Included in the value of land totalling Ushs.948,619,000 reflected in the property, plant
and equipment schedule at Note 15 to the financial statements is a five-acre parcel of
land at Masindi valued at Ushs.80,000,000, which did not have a title deed. As a result,
ownership of the land by the Company could not be confirmed. Management
explained that Uganda Government procedure requires the party requesting for a title
deed to provide a clear development plan for the land for the purpose of determining
the lease period to be granted. Management indicated that Company had sought
funding for construction of a seed dryer after which a title deed was to be obtained
for a lease period of at least 49 years. However, Management did not provide the
Company’s plan on development of the land.

Further, Note 5 reflects furniture and equipment additions totalling Ushs.25,404,000
made during the year under review which the supporting non-current assets register
provided for audit indicated were for purchase of various office furniture and
equipment. However, procurement documents, including advertisements, opening
and evaluation minutes, notifications of award, list of pre-qualified suppliers; delivery
notes; goods received notes; and stores ledgers were not provided for audit
verification. Further, the items of furniture and equipment were not tagged.

10.5 Related Parties

The following balances reflected in the statement of financial position were not
supported with any evidence of liability.

[tem Name 2019/2020 2018/209

Ushs.000 Ushs.000
Amount Due to Related Parties-Non-Current 3,233,729 3,456,730
Amount Due to Related Parties - Current 5,302,791 3,989,023

In view of the foregoing, the accuracy, completeness and propriety of revenue, cost of
sales, selling and distribution expenses, other operating expenses, inventories,
property, plant and equipment, and amounts due to related parties’ balances reflected
in the financial statements, could not be confirmed.

The audit was conducted in accordance with International Standards of Supreme Audit
Institutions (ISSAIs). | am independent of the Simlaw Seeds Company (Uganda)
Limited Management in accordance with ISSAI 130 on Code of Ethics. | have fulfilled
other ethical responsibilities in accordance with the ISSAI and in accordance with other
ethical requirements applicable to performing audits of financial statements in Kenya.
| believe that the audit evidence | have obtained is sufficient and appropriate to provide
a basis for my adverse opinion.
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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
1.0 Budgetary Control and Performance

The statement of comparison of budgeted and actual amounts indicates that the
Company had budgeted to make sales totalling Kshs.15,538,604,000 during the year
but realized Ushs.12,577,830,000 resulting in a revenue shortfall of
Ushs.3,214,900,000 or 19% of the budget. Management attributed the shortfall to low
sales due to shortage of hybrid maize varieties.

The statement further indicates that cost of sales were budgeted at
Ushs.11,654,250,000 but amounted to Ushs.9,973,146,000 resulting in cost savings
totalling Ushs.1,681,104,000 or 14% of the budget. Management attributed the
savings to low sales realized in the year.

Similarly, administrative and other indirect costs were budgeted at
Kshs.2,963,900,000 but amounted to Ushs.1,979,213 resulting in cost savings of
Ushs.984,687,000 equivalent to 33% of the budget. Management attributed the cost
savings to low levels of activity and cost cutting measures adopted in the year.

2.0 Prior Year Issues

The audit report for the year ended 30 June, 2019 highlighted several unsatisfactory
issues on balances reflected in the financial statements, lawfulness and effectiveness
in use of public resources and effectiveness of internal control risk management and
governance.

The progress made in resolving the issues will be confirmed after they are discussed
by the legislature.

REPORT ON LAWFULNESS AND EFFECTIVENESS IN USE OF PUBLIC
RESOURCES

Conclusion

As required by Article 229(6) of the Constitution, because of the significance of the
matters discussed in the Basis for Conclusion on Lawfulness and Effectiveness in Use
of Public Resources section of my report, based on the audit procedures performed, |
confirm that public resources have not been applied lawfully and in an effective way.
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Basis for Conclusion

Lack of Procurement Plan

Expenditure records reflected various costs of sales made by the Company during the
year under review totalling Ushs.9,973,146 reflected in the statement of profit or loss
and other comprehensive income. The balance included cost of purchases totalling
Ushs.9,079,201,000 as reflected in Note 6 to the financial statements. However, the
audit confirmed that the Company did not prepare a procurement plan for the year
under review.

As a result, there was no clarity on whether the items purchased were identified in an
objective way based on requisitions raised by user departments, and whether there
was due consideration for the budget and value for money on expenditure incurred.

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, because of the
significance of the matters discussed in the Basis for Conclusion on Effectiveness of
Internal Controls, Risk Management and Governance section of my report, based on
the audit procedures performed, | confirm that internal controls, risk management and
governance were not effective.

Basis for Conclusion

1.0 Lack of Board of Directors

Kenya Gazette Notice N0.1264 dated 31 March, 2017 indicated that, all the six
directors of the Company were appointed on 7 February, 2017 for a period of three
years and therefore, their term in office expired on 7 February, 2020. However, at the
time of this audit in February, 2021, no new directors had been appointed and the
terms of the retiring ones had not been renewed. Management attributed the delay in
appointment of the Directors to the lockdown occasioned by the Covid-19 pandemic.

In the absence of the Board, the Company’s strategic leadership and governance is
not properly established which may impede attainment of its goals and objectives.

2.0 Lack of Risk Management Policy

Review of operational systems indicated that, the Company had no documented risk
management policy. As a result, Management lacked objective means to identify,
measure and mitigate operational and other risks faced by the Company.
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3.0 Lack of a Disaster Recovery Plan

The audit review also disclosed that the Company did not have a disaster recovery
plan to minimize disruptions of its operations in the event of occurrence of
unfavourable events.

Consequently, the operations of the Company may be severely disrupted and
business remit in losses.

4.0 Lack of Approved Staff Establishment and Policies

During the year under review, the Company operated without an authorized staff
establishment and there were no policies to manage staffing, posting, training, skill
retention and succession. It was therefore not possible to establish the criteria used
to fill positions in the various job groups. Although Management indicated that a human
resource policy had been developed and was awaiting approval by the Board, the draft
document was not provided for audit review and there was no information on when it
would be approved and implemented.

Consequently, Management is in breach of the law.
5.0 Failure to Implement Requirements of the Companies Act

During the year under review, the Company did not comply with its Articles of
Association and the Companies Act, 2012 of Uganda (Act) as indicated below:

5.1 Failure to Appoint Managing Director and Company Secretary

As similarly reported in the previous year , the Company did not have a Managing
Director and a Company Secretary in the year under review contrary to the
Company’s Articles of Association, which require the Directors of the Company to,
appoint one of their members to hold the office of the Managing Director (Article 63)
and Company Secretary (Article 65) on such terms, and such remuneration and upon
such conditions as the directors think fit. Management has indicated that the Managing
Director and Company Secretary of the Parent Company, Kenya Seed Limited were
acting in the respective positions in the Company.

5.2 Failure to Hold Annual General Meeting

During the year under review, the Company did not hold any General Meeting,
contrary to Section 138(1) of the Companies Act of Uganda, 2012. The provision
requires every public Company to hold a General Meeting each year in addition to any
other meetings in that year.

5.3 Failure to File Returns to the Registrar of Companies

The Company did not file returns containing a register of members and debenture
holders, shares and debenture indebtedness, past and present members, directors
and Secretary and accounts as required by Section 132 (1) of the Uganda Companies
Act, 2012.
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5.4 Failure to Maintain a Register of Members and Directors

The Company did not maintain a register of members and directors at its head office
as required by Section 215(1) of the Uganda Companies Act, 2012.

Management was therefore, in breach of its Articles of Association and the Companies
Act, 2012 of Uganda.

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

REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS
As required by Ugandan Companies Act, 2012, | report based on my 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;

ii. In my opinion, adequate accounting records have not been kept by the
Company, so far as appears from the examination of those records; and,

iii. The financial statements are not in agreement with the accounting records and
returns.

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 (IFRS) 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 the
Management is aware of the intention to liquidate the Company or to cease
operations, or have no realistic alternative but to do so.

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.
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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 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 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.
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Because of its inherent limitations, internal control may not prevent or detect
misstatements and instances of non-compliance. Also, projections of any evaluation
of effectiveness to future periods are subject to the risk that controls may become
inadequate because of changes in conditions, or that the degree of compliance with
the Company’s policies and procedures may deteriorate.

As part of an audit conducted in accordance with ISSAIs, | exercise professional
judgement and maintain professional scepticism 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
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 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 | 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.
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| 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

16 February, 2022
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Appendix |

Variances in Expenses Balance

1. Selling and Distribution
2. Public Relations and
Advertising 130,840 84,431 46,409
3. | Travelling 169,818 206,114 (36,296)
4. | Administrative expenses
5. Salaries and Allowances 510,300 530,492 (20,192)
6. | Staff Training and Welfare 113,335 120,958 (7,623)
7. Pension 4,545 6,627 (2,082)
8. Medical 28,965 35,087 (6,122)
9. Motor Vehicles 44,424 49,556 (5,132)
10. | Power, Light and Water 27,198 27,163 35
11. | Repairs and Maintenance 52,684 52,233 451
12. | Social Security (NSSF) 76,001 85,576 (9,575)
Other Operating Expenses
14. | Rent and Rates 316,093 320,668 (4,575)
15. | Depreciation on Other
Equipment 113,146 107,231 5,915
Total 1,587,349 1,626,136 (38,787)
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