REPORT OF THE AUDITOR-GENERAL ON AGRICULTURE AND FOOD AUTHORITY
FOR THE YEAR ENDED 30 JUNE, 2022

PREAMBLE

| 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 the entity 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

| have audited the accompanying financial statements of Agriculture and Food Authority
(AFA) set out on pages 1 to 54, which comprise of the statement of financial position as
at 30 June, 2022, and the 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. | have obtained all
the information and explanations which, to the best of my knowledge and belief, were
necessary for the purpose of the audit.
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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 Agriculture and Food Authority as at 30 June, 2022, and of its
financial performance and its cash flows for the year then ended, in accordance with
International Public Sector Accounting Standards (Accrual Basis) and do not comply with
the Public Finance Management Act, 2012.

Basis for Adverse Opinion

1. The Statement of Cash flows

Review of the statement of cash flows revealed the following anomalies:

I.  The statement of cash flows reflects adjustments of surplus for the year in respect
of transfers to Tea Board Kenya of Kshs.1,194,937,000 which includes transfer of
reserve fund of Kshs.36,000,000. However, details supporting what the reserve
funds relate to were not provided. In addition, no disclosure note explaining the
adjustment was provided.

i. The statement reflects an adjustment to mortgage and car loan fund of
Kshs.3,498,000 which Management has explained relates to an over-statement of
interest income in the previous year. However, evidence of the overstatement was
not provided. In addition, the mortgage and car loan fund financial statements
reflects an adjustment of the same of Kshs.4,819,229 resulting in unexplained
variance of Kshs.1,321,229.

In the circumstances, the accuracy of the statement of cash flows and the cash and cash
equivalents balance for the year ended 30 June, 2022 could not be confirmed.

2. Cash and Cash Equivalents

The statement of financial position and as disclosed in Note 20(9) to the financial
statements reflects an amount of Kshs.1,673,096,000 in respect of cash and cash
equivalents. Review of the cash books, bank reconciliations statements and bank
confirmation certificates revealed the following;

i. Cash on call amount of Kshs.1,004,815,000 includes an amount of
Kshs.480,000,000 held at a local bank whose bank confirmation certificate was not
provided for audit review.

ii. Fixed deposit amount of Kshs.240, 819,000 includes an amount Kshs.8,582,000
held in an escrow account. Management explained that a judgement releasing the
money to the creditor was made on 8 November, 2017. It is not clear why
Management has not paid the amount to the creditor as per the court decision and
why the amount is still reflected in the Authority’s books.

iii.  Further, fixed deposits amount of Kshs.52,237,000 that had been placed in Euro
Bank, which was placed under receivership in the 1990s has not been recovered
since the collapse of the bank.

Report of the Auditor-General on Agriculture and Food Authority for the year ended 30 June, 2022
2



In the circumstances, the accuracy of cash and cash equivalents balance of
Kshs.1,673,096,000 as at 30 June, 2022 could not be confirmed.

3. Property, Plant and Equipment

The statement of financial position reflects property, plant and equipment net book value
of Kshs.9, 574,474,000 and as disclosed in Note 24 to the financial statements. However,
review of the records revealed the following unsatisfactory matters.

3.1 Unconfirmed Ownership of Property, Plant and Equipment

The balance includes the value of properties whose ownership had not been established
as explained below:

Land measuring 137.2 Ha out of the 236.35 Ha located in Thika Kiambu county
bought with funds from the defunct Coffee Board of Kenya, was registered in the
name of a former Chairman of Coffee Board of Kenya. No evidence was provided
that ownership of the land has reverted to the Authority.

Land on which seven depots of the defunct Horticultural Crops Development
Authority (HCDA) depots are located. Management has obtained ownership
documents for only one parcel located in Kibwezi. In addition, one of the seven
Depots located in Machakos County was taken over by the County Government of
Machakos for office use in 2013 and is no longer accessible to HCDA staff and no
evidence was provided that the county Government signed a lease agreement with
the HCDA.

Two parcels of land valued at Kshs.1,280,000,000 relating to the former Horticultural
Crops Development Authority. The parcels include a plot situated along Mombasa
road, measuring 3.5 hectares valued at Kshs.692,000,000 which was allocated to a
private developer despite the Authority having an allotment letter.

A parcel of land at the Jomo Kenyatta International Airport (JKIA) valued at
Kshs.588,000,000 where the Horticultural Crops Directorate (HCD) is located.

3.2 Exclusion of Property, Plant and Equipment

The property, plant and equipment balance of Kshs.9,574,474,000 excludes the value of
various assets as explained below:

Ten (10) acres of land situated in Wundanyi, Taveta;

Land of undetermined acreage situated in Kitui valued at Kshs.36,600,000
allocated to the defunct Horticultural Crops Development Authority;

Land of undetermined acreage valued at Kshs.4,000,000 allocated to the defunct
Cotton Board of Kenya,;

Seven (7) acres of land in Mtwapa that was allocated to the defunct Kenya Coconut
Development Authority by the defunct Kenya Agricultural Research Institute
(KARI). In addition, the ownership had not been transferred by the KARI to the
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Authority by the time it ceased to exist upon the commencement of the Crops Act,
2013.

v. Capital expenditure amount of Kshs.2, 289,347,764 incurred on the acquisition of
eleven (11) Cane Testing Units and Laboratories in the period 2014 to 2018.

Vi. The property in Riverside Estate where the defunct Cotton Development Authority’s
head office was located.

3.3 Failure to Revalue Fully Depreciated Assets

The statement of financial position and as disclosed Note 23 to the financial statements
reflects historical cost of property, plant and equipment of Kshs.11, 118,827,000. Review
of the assets register revealed that assets with a historical cost of Kshs.1,021,007,000
have been fully depreciated assets and are still in use by the Authority. No explanation
from Management has been given for failure to revalue the assets to reflect their fair
values.

3.4 Logbooks in the Name of Defunct Institutions and Boards

The balance includes an amount of Kshs.25,612,000 relating to automobiles. Review of
motor vehicle records held by the Authority revealed that on commencement of the Crops
Act, 2013 on 1st August, 2014, the former regulatory institutions in the Agriculture Sector
were merged into Directorates under the Authority. As reported in the previous year, the
ownership documents of seventeen (17) motor vehicles are registered in the defunct
institutions’ names. Evidence of Management effort to register the vehicles in the
Authority’s name was not provided.

In the circumstances, the accuracy, completeness and ownership status of the reported
property, plant and equipment net book value of Kshs.9,574,474,000 as at 30 June, 2022
could not be confirmed.

4. Receivables from Exchange Transactions

The statement of financial position and as disclosed in Note 21(a) to the financial
statements  reflects current portion of receivables from exchange transactions of
Kshs.380,008,000. Included in the balance is rent debtors, trade debtors and other
debtors balance of Kshs.77,701,227, Kshs.11,139,158 and Kshs.291,134,000 out of
which amounts totalling Kshs.31,035,320, Kshs.10,943,484 and Kshs.41,369,807,
respectively, had been outstanding for more than one year and no effort has been made
to collect the debts.

Further, the statement of financial position and as disclosed in Note 21(b) to the financial
statements reflects long-term receivables from exchange transactions of
Kshs.3,112,161,000. The amount comprises of levy arrears and the Sugar Development
Fund (SDF) of Kshs.2,883,039,009 and Kshs.229,121,576, respectively, that has been
outstanding for more than two years. No explanation was provided by Management for
the failure to collect these debts and no provision for doubtful debts was provide in case
they become un-collectible.
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In the circumstances, the accuracy and completeness of receivables from exchange
transactions amount of Kshs.3,492,169,000 could not be confirmed.

5. Unsupported Provisions

The Statement of financial position and as disclosed in Note 30 to the financial statements
reflects non-current provisions of Kshs.326,820,390 The amount relates to long service
leave no taken. Management did not provide a policy document on the provision and
supporting schedule to support the amount.

In addition, the statement of financial position and as disclosed in Note 28 to the financial
statements reflects current provisions amounts of Kshs.66,670,000 out of which
Kshs.44,395,316 was not supported with details of beneficiaries.

Further, the statement of financial position and as disclosed in Note 29 to the financial
statements reflect employee benefits obligations of Kshs.785,789,000. However, the
balances were not supported with details of the employees, that is, name, description and
amount.

In the circumstances, the accuracy, completeness and fair measurement of the provisions
totalling Kshs.1,179,279,390 as at 30 June, 2022 could not be confirmed

6. Transfers to Tea Board of Kenya

The statements of changes in net assets reflects transfers to Tea Board of Kenya
amounting to Kshs.2,203,888,000. Further, the statement of financial position reflects
trade and other payables of Kshs.862,880,000 which as disclosed in Note 26 to the
financial statements includes Tea Board of Kenya Mortgage and Car Loan Fund balances
of Kshs.108,802,000 and Kshs.50,000,000, respectively. However, detailed schedules of
assets and liabilities to support the balances were not provided for audit.

In the circumstances, the accuracy and completeness of the transfers of
Kshs.2,203,888,000 to Tea Board of Kenya for the year ended 30 June, 2022 could not
be confirmed.

The audit was conducted in accordance with International Standards of Supreme Audit
Institutions (ISSAIs). | am independent of the Agriculture and Food Authority (AFA)
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.

Key Audit Matters
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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

Unresolved Prior Year Audit Matters

Various prior year audit issues remained unresolved as at 30 June, 2022. Management
did not provide satisfactory reasons for the delay in resolving the prior year audit issues.
Further, some unresolved prior year issues are not disclosed under the progress on
follow-up of auditor’'s recommendations section of the financial statements as required by
the Public Sector Accounting Standards Board.

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 sections of my report, based on the audit
procedures performed, | confirm that public resources have not been applied lawfully and
in an effective way.

Basis for Conclusion
1. Investments in Fixed Deposits

The statement of financial position and as disclosed in Note 20(a) to the financial
statements reflects cash and cash equivalents amount of Kshs.1,673,100,000. The
amount includes fixed deposits of Kshs.240,819,000 held in commercial banks.
Management has not provided approval of The National Treasury to invest surplus funds
in commercial banks contrary to the provisions of The National Treasury Circular Ref.
DMD No. 4/02 ‘H’ (63) of 26 March, 2018 which directed all state corporations and semi-
autonomous Government agencies (SAGAS) to invest surplus funds in Treasury Bills
and/or Treasury Bonds directly through Central Bank of Kenya without intermediaries and
all funds previously held in fixed deposits in commercial banks and financial institutions
were not to be rolled over but retired and invested in Treasury Bills and Bonds.

In the circumstances, Management was in breach of The National Treasury directive.
2. Irregular Acting Appointments

The statement of financial performance reflects employee costs of Kshs.957,428,000.
Review of human resources records revealed that six officers were appointed on acting
appointments to posts that were more than two grades above their substantive posts
contrary to the Human Resource Policies and Procedures Manual for the Public Service
of May, 2016.

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

3. Delays in Operationalization of Cane Testing Units (CTU)
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The statement of financial performance and as disclosed in Note 14 to the financial
statements reflects an amount of Kshs.457,412,000 in respect of special programs
expenditure. Included in the amount is Kshs.187,344, 000 incurred on Cane Testing Units
(CTU). Further disclosed in Note 23 to the financial statements is additions to work in
progress amounting to Kshs.306,277,000 in respect to upgrading of the CTUs.

Records provided for audit reveal that the Authority had not developed the required
regulations to operationalize the CTU Projects at an industrial level and therefore the
benefits of the CTUs have not been realized since inception. Review of the status of
implementation of the CTU indicates that thirteen (13) cane testing units have been
constructed and equipped, and none is operational. This is despite Kshs.3,436,149,218
having been spent on construction and maintenance of the CTU’s from the year 2014.

In the circumstances, the Authority did no attain value for money on the expenditure of
Kshs.3,436,149,218 incurred on the CTUs.

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 Adverse Opinion and Basis for Conclusion on
Effectiveness of Internal Controls, Risk Management and Governance sections of my
report, based on the audit procedures performed, | confirm that internal controls, risk
management and governance were not effective.

Basis for Conclusion

1. Lack Substantive Board of Directors

The Authority functioned without a substantive Board of Directors from 7 November, 2017
when the term of the interim Board Members lapsed to date. There was, no support to
the accounting officer with regard to responsibilities for issues of risk, control and
governance and associated assurance and follow up on implementation of
recommendations of internal and external auditors as envisaged under Regulation 175 of
the Public Finance Management (National Government) Regulations, 2015.

In the circumstances the Authority’s risk management and governance systems were not
effective.

2. Lack of a Disaster Recovery Plan
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Review of the internal control and risk management environment revealed that the
Authority did not have in place an approved disaster recovery plan to guide the Authority
on procedures to mitigate against any eventuality.

In the circumstances, the risk management practices were not effective.

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 effective
processes and systems of internal controls, 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.

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 internal controls 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
Authority’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 terminate the Authority 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 Authority’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
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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 controls in order to give an assurance on the effectiveness
of internal controls, risk management and overall governance processes and systems in
accordance with the provisions of Section 7(1)(a) of the Public Audit Act, 2015 and submit
the audit report in compliance with Article 229(7) of the Constitution. My consideration of
the internal 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
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, | 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 applicable 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 Authority’s
ability to continue to sustain its services. If | conclude that a material uncertainty exists,
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| 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 Authority 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 Agriculture and Food Authority to express an opinion on the
financial statements.

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 controls 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 June, 2023
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