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REPORT OF THE AUDITOR-GENERAL ON AGRICULTURAL DEVELOPMENT 
CORPORATION FOR THE YEAR ENDED 30 JUNE, 2022 

 

PREAMBLE  
  
I draw your attention to the contents of my report which is in three parts:  
 

A. Report on the Financial Statements that considers whether the financial statements 
are fairly presented in accordance with the applicable financial reporting framework, 
accounting standards and the relevant laws and regulations that have a direct effect 
on the financial statements.  

  

B. Report on Lawfulness and Effectiveness in Use of Public Resources which considers 
compliance with applicable laws, regulations, policies, gazette notices, circulars, 
guidelines and manuals and whether public resources are applied in a prudent, 
efficient, economic, transparent and accountable manner to ensure Government 
achieves value for money and that such funds are applied for the intended purpose.   

  
C. Report on Effectiveness of Internal Controls, Risk Management and Governance 

which considers how Management has instituted checks and balances to guide 
internal operations. This responds to the effectiveness of the governance structure, 
the risk management environment and the internal controls, developed and 
implemented by those charged with governance for orderly, efficient and effective 
operations of the entity.   

  

An unmodified opinion does not necessarily mean that an entity has complied with all 
relevant laws and regulations, and that its internal controls, risk management and 
governance systems are properly designed and were working effectively in the financial 
year under review.  
  
The three parts of the report are aimed at addressing the statutory roles and 
responsibilities of the Auditor-General as provided by Article 229 of the Constitution, the 
Public Finance Management Act, 2012 and the Public Audit Act, 2015. The three parts of 
the report, when read together constitute the report of the Auditor-General.  
 

REPORT ON THE FINANCIAL STATEMENTS  
 

Adverse Opinion  
 

I have audited the accompanying financial statements of Agricultural Development 
Corporation set out on pages 1 to 70, which comprise of the consolidated statement of 
financial position as at 30 June, 2022, and the consolidated statement of financial 
performance, statement of changes in net assets, 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, 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 the Agricultural Development Corporation as at 30 June, 2022, and 
of its financial performance and its cash flows for the year then ended, in accordance with 
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International Public Sector Accounting Standards (Accrual Basis) and  do not comply with 
the Public Finance Management Act, 2012. 
 

Basis for Adverse Opinion 
 

1. Failure to Disclose Material Uncertainty in Relation to Sustainability of Services 
 

The consolidated statement of financial position reflects current liabilities balance of 
Kshs.1,657,946,000 which exceeds the current assets balance of Kshs.929,927,000 
resulting to a negative working capital of Kshs.728,019,000. Further, the statement of 
financial performance reflects a deficit of Kshs.227,082,000 resulting to an increase in 
accumulated deficit from Kshs.853,838,000 as at 30 June, 2021 to Kshs.1,239,254,000 
as at 30 June, 2022. The Corporation was therefore, technically insolvent and its 
continued sustainability of services is dependent upon support from the National 
Government and its creditors.  
 

In addition, the material uncertainty is not disclosed in the financial statements as required 
by Paragraph 43 of the International Public Sector Accounting Standards (IPSAS) 1 – 
Presentation of Financial Statements. 
 

In the circumstances, the Corporation continued ability to continue to sustain its services 
could not be confirmed. 
 

2. Long Outstanding and Unsupported Receivables from Exchange Transactions  
 

The consolidated statement of financial position and Note 20 to the financial statements 
reflects receivables from exchange transactions balance of Kshs.579,567,000. Included 
in the balance are the Corporation’s trade debtors of Kshs.485,360,000 and non-trade 
debtors of Kshs.130,801,000 whose aging analysis were not provided. In addition, 
Management has made a provision for doubtful debts totalling Kshs.57,408,000 whose 
basis was not provided. 
 

Further, included in the balance is non-trade debtors of Kshs.130,801,000 out of which 
Kshs.12,865,307 related to outstanding safari advances. Management has not provided 
the details of the safari advances and no explanations was provided as to why they were 
not surrendered at the closure of the financial year as required by law. 
 

In the circumstances, the accuracy and completeness of receivable from the exchange 
transactions balance of Kshs.559,290,000 could not be confirmed. 
 

3. Unsupported Prior Year Adjustments 
 

The statement of changes in net assets reflects a prior year adjustment of 
Kshs.158,334,000. Management has explained that the amount relates to accrued 
interest charged to the Corporation for the period 2013-2017 for non-remittance of Sacco 
deductions.  However, the amount varies with the amount reflected under the payables 
balance as accrued interest 2013-2017 of Kshs.149,736,837 resulting to unreconciled 
variance of Kshs.8,597,163. Further, the expenditure is an unavoidable expenditure and 
therefore a waste of public funds.  
 

In the circumstances, the accuracy and completeness and regularity of the expenditure 
could not be confirmed. 
 

4. Unsupported and Long Outstanding Payables  
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The consolidated statement of financial position and Note 26 to the financial statements 
reflects trade and other payables from exchange transactions balance of 
Kshs.1,592,655,000. Included in the balance are the Corporation’s non-trade creditors 
amounting to Kshs.893,317,000 out of which payables amounting to Kshs.154,030,000 
relates to unpaid wages for casual laborers with Kshs.126,014,000 having been 
outstanding for more than one year and with some balances dating back to the year 2001. 
 

In addition, the balance includes outstanding unremitted Pay As You Earn tax of 
Kshs.24,522,205 which had been outstanding for more than one year. However, the 
Kenya Revenue Authority- I tax portal reflected a balance of  Kshs.34,183,799 resulting 
in an unreconciled variance of Kshs.9,661,594. 
 

Further, trade creditors of Kshs.7,058,579 described as invoice to receive did not have 
details of the creditors. 
 

Moreover, included in the trade and other payables from exchange transactions are 
payables amounting to Kshs.696,244,000 out of which payables amounting to 
Kshs.568,099,806 have remained unpaid for more than two hundred and seventy (270) 
days.   
 

In the circumstances, the accuracy and completeness of trade and other payables from 
exchange transactions balance of Kshs.1,592,655,000 could not be ascertained.  
 

5. Misstatement of Borrowings Balances 
 

Note 28(a) reflects current portion of borrowings of Kshs.65,291,000. Included in the 
balance is term loans due to Kenya Commercial Bank (KCB) of Kshs.55,974,000. Review 
of records revealed that the contractual annual repayment amounting to Kshs.55,200,000 
and the reported balance excludes arrears of loan repayments instalments for eight 
months amounting Kshs.36,800,000.  
 

In addition, Note 28(b) reflects non-current portion of borrowings balance of 
Kshs.125,139,000 out of which Kshs.91,539,000 relates to the KCB loan balance. 
However, the certificate of loan balance for the KCB loan as at 30 June, 2022 was not 
provided for audit review.  
 

In the circumstances, the accuracy and completeness of the current and non-current 
borrowing portion of Kshs.65,291,000 and Kshs.125,139,000 could not be confirmed. 
 

6. Unsupported Property, Plant and Equipment 
 

The consolidated statement of financial position and Note 23(a) to the financial 
statements reflects property, plant and equipment balance of Kshs.1,420,735,000 which 
includes value of farms managed by the Corporation amounting to Kshs.37,910,000.  
Review of land records held by the Corporation revealed the following matters; 
 

i. Included in the balance are seven parcels of land whose ownership documents 
were not in the custody of the Corporation. Review of records revealed that two of 
the parcels were charged against a bank loan with Kenya Commercial Bank and 
the loan was in arrears as at the time of audit in January, 2023.  

  

ii. In addition, although Management had indicated that the entity had leased some 
parcels of land to various organizations, an inventory of all the leased parcels and 
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Board Policy to guide on the lease charges were not provided while the lease 
agreements and receipts were not supported by lease valuation reports. 
 

iii. A parcel of land in Molo sub county has been encroached on by informal settlers 
although the Corporation has secured ownership documents. 

 

iv. As previously reported, the financial statements exclude the value of land 
measuring about 2,908.42 acres known as Home Farm. The land was allocated to 
private developers in the year 1994 under unclear circumstances.  Although, 
Management has explained that the matter is still under investigations, the status 
of the investigations was not provided for audit review. 
  

v. The property, plant and equipment balance excluded land of undetermined value 
measuring 319.4 hectares located in Garissa Municipality which Management has 
explained that was donated. No explanation has been provided for failure to value 
the land and include it in their books. 
 

vi. Note 23(c) to the financial statements reflects capital work in progress of 
Kshs.45,306,000. The balance includes Kshs.8,549,000 incurred on construction 
of seed drier and store project in Kitale that was started in the year 2006 and 
Kshs.23,681,000 incurred on construction of a dam and store at Suam Orchards 
Farm also in Kitale. Review of project progress report revealed that the projects 
had stalled. 
 

In the circumstances, the ownership, accuracy and completeness of property, plant and 
equipment balance of Kshs.1,420,735,000 could not be confirmed. 
 

7. Unconfirmed Investments  
 

The statement of financial position and Note 24 to the financial statements reflects 
investment balance of Kshs.467,283,000. The investments includes shares held in 
Chemelil Sugar Company Limited-Kshs.203,592,000 Development House – 
Kshs.90,251,000, Muhoroni Sugar Company – Kshs.41,342,000, Kenya Co-operative 
Creameries – Kshs.4,151,000, Kenya Grain Growers Cooperative Union – 
Kshs.1,404,000, Kenya Seed Company Limited – Kshs.114,014,000, Pyrethrum Board 
of Kenya – Kshs.36,000, Kenya Planters Co-op Union – Kshs.31,000 and Agro-Chemical 
and Food Company Ltd – Kshs.16,900,000 which were acquired between the years 1975 
and 1995. 
 

Available information confirmed that Muhoroni Sugar Company, Kenya Grain Growers 
Co-op Union and Kenya Planters Co-op Union with investments totalling Kshs.42,777,000 
were either under receivership or liquidation. In addition, Chemelil Sugar Company and 
Agro-Chemical and Food Company with investments totalling Kshs.220,492,000 have 
been making losses and have not paid dividend for a long time.  
 

In the circumstances, the investments in these companies may not be fairly stated. 
    
8. Unsupported Receivables on National Livestock Project 
 

The statement of financial position and Note 21 to the financial statements reflects a 
balance of Kshs.37,914,000 in respect of the National Livestock Project account that is 
claimable by the Corporation from the parent Ministry. According to records, the project 
was started in 2006 when the Government granted the Corporation an amount of 
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Kshs.198,000,000 to purchase livestock under the emergency off-take program in 
drought stricken arid areas. The amount was to be spent on maintenance and daily 
running of the project operations. However, the balance of Kshs.37,914,000 was not 
supported with documentary evidence to confirm that the amount is reimbursable by the 
State Department of Livestock.  
 

In the circumstances, the accuracy and completeness of the receivables on National 
Livestock Project balance of Kshs.37,913,748 could not be confirmed. 
 

The audit was conducted in accordance with International Standards of Supreme Audit 
Institutions (ISSAIs).  I am independent of the Agricultural Development Corporation 
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 adverse opinion.  

Key Audit Matters  
 

Key audit matters are those matters that, in my professional judgment, are of most 
significance in the audit of the financial statements. There were no key audit matters to 
report in the year under review. 
 

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 Adverse Opinion, Basis for Conclusion on Lawfulness 
and Effectiveness in Use of Public Resources section of my report, based on the audit 
procedures performed, I confirm that public resources have not been applied lawfully and 
in an effective way. 

Basis for Conclusion  
 

1. Failure to Remit Statutory Deductions 
 

The statement of financial position and Note 26 to the financial statements reflects trade 
and other payables from exchange transactions balance of Kshs.1,592,655,000. Included 
in the balance are deductions amounting to Kshs.244,324,307 not remitted to the 
respective entities with some which have been outstanding for over twenty three (23) 
years as tabulated below: 
  

Details  Ref No. 
Amount 
(Kshs.) No. of Years  

P.A.Y.E 9202 24,522,205  10 

N.S.S.F 9204 27,603,800  23 

N.H.I.F 9205 816,350  5 

Pension Scheme Deductions 9211 12,411,697 7 

AGDECO Society Deductions 9212 178,970,255 10 
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Total 
 

244,324,307   

 
In the circumstances, Management was in breach of the law. 
 

2. Non-Compliance with Law on Ethnic Diversity 
 

Review of the staff records revealed that the Corporation has two hundred and seventy-
eight (278) members of staff on permanent and pensionable terms out of which one 
hundred and two (102) staff members (or 37%) of the total workforce were from one ethnic 
community contrary to Section 7 of the National Cohesion and Integration Act, 2008.  
 

In the circumstances, Management was in breach of the law. 
 

3. Expenditure on Corporate Social Responsibility 
 

The statement of financial performance and Note 7 of the financial statements reflects 
use of goods and services balance of Kshs.836,214,000. Included in the expenditure is 
Kshs.21,174,000 incurred on advertising, show and publications. Review of expenditure 
records revealed that Kshs.11,797,645 was incurred on Corporate Social Responsibility 
(CSR) activities. However, Management did not provide the Corporation approved policy 
on CSR that guides selection of projects to be funded by the Corporation. 
 

In the circumstances, the regularity of the expenditure could not be confirmed. 
 

4. Staff Exceeding Mandatory Retirement Age 
 

Review of the records maintained by the Human Resource Department including the 
payroll and the staff bio data revealed that a total of thirteen (13) member of staff in 
various job groups were above the mandatory retirement age of sixty (60) years as at the 
time of audit in February 2023. Management did not provide any evidence that the said 
officers possessed rare knowledge, skills and competencies, are willing to work under 
contract and their performance shall not in any way be impaired by age as stipulated in 
Section 80(2) of the Public Service Commission Act, 2017.  

In the circumstances, Management was in breach of law. 

5. Irregular Payments   
 

Review of expenditure records revealed that Corporation paid amounts totalling 
Kshs.1,962,100 and Kshs.308,520 to employees of the State Departments for Crop 
Development and Agriculture Research while on visit to Agricultural Development 
Corporation (ADC) Farms and to facilitate officers from the state Department travel to 
Meru respectively. Further, Note 13 to the financial statements reflects donations and 
subscriptions amounting to Kshs.2,698,000. Included in the balance is an expenditure of 
Kshs.500,000 towards refurbishment of Kilimo House headquarters which was an 
expenditure not related to the Corporation activities.  
 

In the circumstances, the regularity of the expenditure could not be confirmed. 
 

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 comply, in all material respects, with the authorities that govern them. 
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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, because of the significance 
of the matters discussed in the Basis for Adverse Opinion, Basis for Conclusion on 
Effectiveness of Internal Controls, Risk Management and Governance sections of my 
report, based on the audit procedures performed, I confirm that internal controls, risk 
management and governance were not effective. 
 

Basis for Conclusion 
 

1. Use of Outdated Soft Wares for Processing Financial Data 
 

Review of the Information Communication Technology control environment revealed that 
the Corporation operated three (3) different software systems for financial management 
and payroll management functions. It was however noted that the soft wares were 
acquired twenty-five (25) years ago and there was no evidence of user support from the 
vendor. In addition, the system does not integrate the transactions from of the head office 
and regional offices. 
 

In the circumstances, the Corporation is exposed to risks of data losses and redundancy 
as a result of using outdated soft wares in processing of its transactions. 
 

2. Failure by the Corporation to Undertake Governance Audit 
 

Review of the internal controls environment revealed that Corporation did not undertake 
a governance audit as required by the section 1.13 of the Mwongozo Code of Conduct 
for State Corporations. 
 

In the circumstances, the effectiveness of the governance structure could not be 
confirmed. 
 

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

Responsibilities of Management and Board of Directors 
 

Management is responsible for the preparation and fair presentation of these financial 
statements in accordance with International Public Sector Accounting Standards Accrual 
Basis and for maintaining effective internals 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 controls, risk management and governance. 
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In preparing the financial statements, Management is responsible for assessing the 
Corporation’s ability to continue to sustain its services, disclosing, as applicable, matters 
related to sustainability of services and using the applicable basis of accounting unless 
Management is aware of the intention to liquidate the Corporation 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 Corporation’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. 
 

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 controls 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 controls would not necessarily disclose all matters in the internal controls 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 
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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 controls may not prevent or detect 
misstatements and instances of non-compliance. Also, projections of any evaluation of 
effectiveness to future periods are subject to the risk that controls may become 
inadequate because of changes in conditions, or that the degree of compliance with the 
policies and procedures may deteriorate. 
 

As part of an audit conducted in accordance with ISSAIs, I exercise professional 
judgement and maintain professional skepticism throughout the audit. I also:  
 

 Identify and assess the risks of material misstatement of the financial statements, 
whether due to fraud or error, design and perform audit procedures responsive to 
those risks, and obtain audit evidence that is sufficient and appropriate to provide a 
basis for my opinion. The risk of not detecting a material misstatement resulting from 
fraud is higher than for one resulting from error, as fraud may involve collusion, 
forgery, intentional omissions, misrepresentations, or the override of internal control.  
 

 Evaluate the appropriateness of accounting policies used and the reasonableness of 
accounting estimates and related disclosures made by Management.  

 

 Conclude on the appropriateness of  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 Corporation’s ability to continue to sustain its services. 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 Corporation 
to cease to sustain its services.  

 

 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 Corporation and to express an opinion on the financial 
statements.  

 

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

I 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.  
  

I also provide Management with a statement that I have complied with relevant ethical 
requirements regarding independence and to communicate with them all relationships 
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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 
 

03 May, 2023 


