REPORT OF THE AUDITOR-GENERAL ON PYRETHRUM PROCESSING COMPANY
OF KENYA FOR THE YEAR ENDED 30 JUNE, 2020

REPORT ON THE FINANCIAL STATEMENTS
Disclaimer of Opinion

| have audited the accompanying financial statements of Pyrethrum Processing Company
of Kenya set out on pages 1 to 25, which comprise of the statement of financial position
as at 30 June, 2020, statement of profit or loss and other comprehensive income,
statement of changes in equity, statement of cash flows and 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.

| do not express an opinion on the accompanying financial statements. Because of the
significance of the matters described in the Basis for Disclaimer of Opinion section of my
report, | have not been able to obtain sufficient appropriate audit evidence to provide a
basis for an audit opinion on these financial statements.

Basis for Disclaimer of Opinion
1. Inaccuracy in Bank and Cash Balances

As disclosed under Note 15(a) to the financial statements, the statement of financial
position reflects bank and cash balances totalling to Kshs.3,185,000. Examination of bank
reconciliation statements and cashbook indicated that two bank accounts with bank
balances of Kshs.15,976 and Kshs.154, respectively all totalling to Kshs.16,130 have
been dormant.

Consequently, the accuracy, completeness and validity of bank and cash balances
totalling to Kshs.16,130 as at 30 June, 2020 cannot be confirmed.

2. Property, Plant and Equipment

As disclosed under Note 10 to the financial statements, the statement of financial position
reflects property, plant and equipment balance totalling to Kshs.5,608,193,000.
Examination of records revealed the following unsatisfactory matters: -

(i) Included in the balance are eighteen (18) parcels of land with a sum of
Kshs.354,340,000 which are not registered in the name of the Company. Also, the
balance includes two parcels of land situated in Nakuru Municipality and Nyandarua
County Oljororok Farm valued at Kshs.7,500,000 and Kshs.45,800,000
respectively, whose ownership is in dispute. Available information indicated that the
land in Nyandarua was sold to a private developer at a cost of Kshs.30,050,000 and
the matter has since been taken to court.

(i)  Further, the balance includes Nyandarua/Mawingu Farm measuring 35 Acres,
leased out to Agricultural Food Authority (AFA). However, documents showing the
terms of the lease were not provided.

(i) Included in the balance are buildings with a net book value of Kshs.658,064,000.
However, physical verification revealed rental houses and offices were dilapidated.
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(iv) Included in the balance is an extraction plant purchased and installed in 2006 at an
amount of Kshs.305,872,000 that has never been commissioned. Although
Management has explained that the machine was purchased in anticipation of an
increase in flower deliveries to the factory and that the plant will be commissioned
in future once the industry is revived, no evidence was presented to show the steps
taken to revive the industry. Further, technological changes and wear and tear are
bound to adversely affect the idle machines and may result in the loss of funds
invested in the asset.

Consequently, the accuracy, completeness, validity and ownership of property, plant and
equipment balance totalling to Kshs.5,608,193,000 reflected in the statement of financial
position as at 30 June, 2020 could not be confirmed.

3. Irrecoverable Fixed Deposit

As reported previously, as disclosed in Note 15 to the financial statements, the statement
of financial position reflects long-term provision (Euro Bank) relating to a fixed deposit of
Kshs.150,000,000 banked in Euro Bank in 2001. The bank was subsequently placed
under receivership and dissolved in 2003. Although the Management has made full
provision for bad and doubtful debts for this deposit, no evidence was presented to show
steps taken by the Company to write off the balance from the books of account.

Consequently, the accuracy, completeness and validity of fixed deposit totalling to
Kshs.150,000,000 reflected in the statement of financial position as at 30 June, 2020
could not be confirmed.

4. Unsupported Trade and Other Payables

As disclosed in Note 17 to the financial statements, the statement of financial position
reflects trade and other payables totalling to Kshs.1,343,878,000. The balance includes
long outstanding trade payables and provisions - Kshs.1,041,575,000, payables to AFA
HQ - Kshs.223,127,000, payables to Sugar Directorate - Kshs.41,493,000 - payables to
Tea Directorate - Kshs.16,030,000 and payables to growers - Kshs.21,653,000.

Further, included in the payables are long outstanding statutory deductions of
Kshs.149,970,352 and Kshs.1,002,000 relating to Pay As You Earn (PAYE) for
employees and Board Members respectively that have remained unpaid, and continue
attracting interest and penalties in line with the provisions of Section 37(2) of the Income
Tax Act Cap 470 of the Laws of Kenya.

During the year, Kenya Revenue Authority issued demand note for outstanding statutory
deductions, interest and penalties amounting to Kshs.375,227,460. No measures seem
to have been taken to pay the outstanding debts.

Consequently, the accuracy, completeness and validity of trade and other payables
totalling to Kshs.1,343,878,000 reflected in the statement of financial position as at
30 June, 2020 could not be confirmed.
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5. Unsupported Long Outstanding Inventories

As disclosed under Note 12 to the financial statements, the statement of financial position
reflects inventories totalling to Kshs.216,346,000. However, the balance was not
supported by records and the method under which the stock was valued.

Further, the balance includes other pyrethrum products valued at Kshs.104,168,000
brought forward from previous years and relates to sludge, green oil and carbon dust that
is claimed to contain less than 0.3% of pyrethrin. It was indicated that it has been difficult
to sell the inventories because of value and environmental concerns due to its hazardous
nature.

Consequently, the existence, accuracy, completeness and validity of the inventories
totalling to Kshs.216,346,000 reflected in the statement of financial position as at 30 June,
2020 could not be confirmed.

6. Unsupported Trade and Other Receivables

As disclosed in Note 14 to the financial statements, the statement of financial position
reflects trade and other receivables totalling to Kshs.217,714,000. Examination of records
revealed the following unsatisfactory matters:

(i) As reported in the previous year, the balance includes unsupported sum of
Kshs.7,180,000 relating to purchase of a stand at the Nairobi International Show
Grounds.

(i)  The balance also includes unsupported trade debtors amount of Kshs.61,853,000
which have been outstanding for long and whose accuracy and recoverability
remain doubtful.

(i) Included in the staff debtors balance totalling to Kshs.42,652,000 are unanalyzed
debts owed by former staff members which have been outstanding for more than
fifteen (15) years. The Management has not supported the increase from a total of
Kshs.41,951,000 in 2013/2014 to a total of Kshs.42,652,000 in 2019/2020. Further,
provisions for bad and doubtful debts in relation to these uncertain debts have not
been incorporated in the financial statements.

(iv) The balances relating to other debtors - Kshs.117,606,000, growers’ debtors -
Kshs.37,709,000 and deposits held by courts - Kshs.4,454,000, respectively have
not been supported.

(v) The balance is net of provision for bad debts for the year of Kshs.56,241,000.
Although the Management has been making a general provision for bad debts of
Kshs.56,241,000 per year over the last four years, no policy on provision for doubtful
debts was provided.

Under the circumstances, the completeness, accuracy and validity of the trade and other
receivables balance of Kshs.217,714,000 reflected in the statement of financial position
as at 30 June, 2020 could not be confirmed.
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7. Unconfirmed Legal Status

The Company uses three different names in its operations including; Pyrethrum
Processing Company of Kenya in the financial statements, Pyrethrum Regulatory
Authority in bank statements and Pyrethrum & Other Industrial Crops Company in the
payment vouchers.

According to paragraph 3 of the transition provisions of the Agriculture and Food Authority
Act, 2013 (revised) under the first schedule:

(i) The regulatory part of the defunct Pyrethrum Regulatory Authority would be Pyrethrum
and Other Industrial Crops Directorate under Agriculture and Food Authority and;

(i) the commercial function transforms into a company to be registered under the
Companies Act.

It is not clear how the Management chose to operate under the name Pyrethrum
Processing Company of Kenya which was registered in August,1963 instead of
registering the company under the Companies Act, 2015 as required under the new
legislative framework.

8. Lack of Board of Directors

The Company has been operating without a substantive Board of Directors as a result of
which the budget for the year 2019/2020 was not approved and the basis for collecting
revenue and incurring expenditure could not be authenticated. This is contrary to Section
6(1) of the State Corporations Act.

Consequently, the Company was in breach of the law.
9. Outdated Accounting Information System

The management of PPCK uses AccPac & Peresoft Cashbook Accounting System,
Workmate 2000 Payroll Management System and Pareto Growers Processing System to
process data for accounts payable, receivables, inventory control and cash book, staff
payroll and growers’ payments processing, respectively.

The software used for the information systems is outdated and not integrated to the
various units of the Company. Further, the old unsupported software does not guarantee
data integrity and downtimes can paralyze activities or result in loss of information.

Consequently, use of outdated system necessitates manual update of the financial
system from other modules and therefore compromises accuracy of information
generated from the system.

Emphasis of Matter

Material Uncertainty Related to Going Concern

| wish to draw attention to Note 26 to the financial statements on going concern. The
statement of profit or loss and other comprehensive income reflects a loss of
Kshs.183,101,000 (2019: a loss of Kshs.227,101,000). In addition, the statement of
financial position reflects total current assets totalling to Kshs.437,245,000 against total
current liabilities totalling to Kshs.1,343,878,000 resulting in a negative working capital
totalling to Kshs.906,633,000. The Company is, therefore, technically insolvent and its
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continued existence is dependent upon the financial support of the Government and its
creditors.

The above material uncertainty casts doubt on the Company's ability to continue as a
going concern. However, the Management has disclosed under Note 26 that the financial
statements for 2019/2020 financial year have been prepared on a going concern basis
on the understanding that the government is going to finance the company and to revive
the pyrethrum sector.

My opinion is not qualified 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

1. Budgetary Control and Performance

The statement of comparison of budget and actual amounts reflects final receipts budget
and actual on comparable basis totalling to Kshs.377,000,000 and Kshs.186,519,000
respectively, resulting to an underfunding amounting to Kshs190,480,000 or 51% of the
budget. Similarly, the statement reflects final expenditure budget and actual on
comparable basis totalling to Kshs.374,580,000 and Kshs.369,621,000 respectively,
resulting to an underperformance amounting to Kshs.4,959,000 or 2% of the budget.

The underfunding affected the planned activities and may have impacted negatively on
profitability of the company.

2. Unresolved Prior Year Matters

In the audit report of the previous year, several issues were raised. However, the
Management has not resolved the issues or given any explanation for failure to adhere
to the provisions of the Public Sector Accounting Standards Board templates and The
National Treasury and Planning Circular reference No. AG.4/16/3 Vol.1(9) dated 24 June,
2020.

REPORT ON LAWFULNESS AND EFFECTIVENESS IN USE OF PUBLIC
RESOURCES

Conclusion

| do not express a conclusion on the lawfulness and effectiveness in use of public
resources as required by Article 229(6) of the Constitution. Because of the significance
of the matters described in the Basis for Disclaimer of Opinion section of my report, | have
not been able to obtain sufficient appropriate audit evidence to provide a basis for my
conclusion.
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REPORT ON EFFECTIVENESS OF INTERNAL CONTROLS, RISK MANAGEMENT
AND GOVERNANCE

Conclusion

| do not express a conclusion on the effectiveness of internal controls, risk management
and governance as required by Section 7(1)(a) of the Public Audit Act, 2015. Because of
the significance of the matters described in the Basis for Disclaimer of Opinion section of
my report, | have not been able to obtain sufficient appropriate audit evidence to provide
a basis for my conclusion.

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

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

(i) In my opinion, adequate accounting records have been kept by the Company, so far
as appears from the examination of those records;

(i) The Company’s financial statements are in agreement with those records; and
returns.

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
Company’s ability to continue as a going concern, disclosing, as applicable, matters
related to going concern and using the going concern basis of accounting unless
Management is aware of the intention to liquidate the Company or to cease operations.

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

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

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

My responsibility is to conduct an audit of the financial statements in accordance with
International Standards of Supreme Audit Institutions (ISSAIs) 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. However, because of the matters described in the Basis for Disclaimer of
Opinion section of my report, | was not able to obtain sufficient appropriate audit evidence
to provide a basis for an audit opinion on these financial statements.

In addition, my responsibility is 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. | also consider internal control, risk management and overall governance
processes and systems in order to give an assurance on the effectiveness of internal
controls, risk management and overall governance 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. However, because of the matters described in the
Basis for Disclaimer of Opinion section of my report, | was not able to obtain sufficient
appropriate audit evidence to provide a basis for an audit conclusion on lawfulness and
effectiveness in use of public resources, and on effectiveness of internal controls, risk
management and governance.

| am independent of Pyrethrum Processing Company of Kenya 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.

CPA Nancy Gathungu, CBS
AUDITOR-GENERAL

Nairobi

02 February, 2022
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